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Net assets

Shareholders equity

Capital stock 10065 10065 8
Capital surplus 1734 12256 "
Retained eamings 1400764 1401350 2401
Treasury shares (70388) (250563) e2m)
Total shareholders’ equty 60578 1wans 103%

Accumulated other comprehensive income

Valuation difference on available-for- 16671 11,909 105
sale securities

Foreign currency translation (2.802) (25.250) (223)
sdjustment
Total accumulated other 5885 (13341) (8)

comprehensive income
Non-controlling interests 1o 128 1

Total net assets. 1167556 1160901 10273

Total liabiliies and net assets 1352944 1295902 1477
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Background

Although Nintendo dated back to 1889 s & playing-card maker, Nintendo's first video-game systems were developed in 1979 and known ss TV Game 15 end TV Game 641n G157
1980 Nistendo developed the firt portable LCD video game with a microprocessor. In 1985 Nintendo created the Nintendo Entertsinment System (NES), an 8-bit video game

console. The original NES was very suscessful, s is graphics were superior o any home-based console available at the time. As a result, more than 60 million units were sold worldwide S
“The NES set the bar for subsequent consoles in plaform design, as well s for sccepting games that were manufactured by thirdparty developers.

‘When competitors began developing 16-bit devices, such as Sega's Genesis system and NEC's PC Engine, Nintendo responded with its own 16-bit system, the Super Nintendo
Entertsinment System (SNES). The Super Nintendo was released in 1991 and, when purchased, came with one game—Super Mario World. In 1996 Nintendo released Nintendo 64. The
Nintendo 64 sas the company’s third-generation video game console and was named after the 64-bit processor. During it product lifetime, more then 30 million Nintendo 64 units were
sold worldwide §

e Nistendo 64, e s predesessors, wsed carsidzes o play it pemes, bt o et the competing Soay and Segs sysems e using CDs for game storsge. Carwidges could sore 64
uegabytes of dats, while CIDs couldstre around 700 megabytes. Also, CDs were much cheapes to manufactue, distrbute, and creae; the average cost of produciag  Ninteado 64
carridge was $25, compared to 10 cents to produce a CD. Gamm producers passe the higher expense o the consumer, which explained why Nintendo 64 games tended tosel fo higher
prces than Sony PlyStation games. While rostSony Play Sation gasues srey excesded $50, Niatendo 64 tls could sesch $70. o inrease rofissnd o sk advantage of the
progamin possibiliesof the large torage space, many thir-party game developers that had raditonaly supported Nintendo platforus began creating games fo systens thatused &
D pltiorm (such as the PlayStaton) 2

In 2001 Nintendo relessed its GameCube, which was part of the sixth-generation era of video game systems. These systems included Sony’s PlayStation 2, Microsoft's Xbox, and G138
Sega's Dreameast. Although the GameCube did not use cartridges, Nintendo began producing its games using & proprietary optical-disk technology. This technology, while similar —
in appearance to CDs, was actually smaller in diameter and could not be played using a standard CD player.

Geanyo Takeds, poneral manager o Itegrated Reseasch and Developrment for Nintendo, explained that insovation and cretivty e fotesed by gving several diffeent development
teams “fre rein to coupl a dedicated conroller or peripheral with a GameCube tle and thea sesing whether o not the en result as marketable. This project gae rse notoaly to the
Doskey Kos Bongos and the Dancing Stsge Mario Mix Acion Pad, butsso to & sussbe ofidess s desiznsthe would fnd theis wy i the Wi Remore S

‘When Nintendo released the Wii video game console in 2006, it was already in the midst of a very competitive market. The previous generation of video game consoles consisted of the
Sega Dreamcast, Sony PlayStation 2, Nintendo GameCube, and Microsoft Xbox. These systems were all released between 1999 and 2001 in the United States, and although the GameCube
sold more systems than did the Sega Dreameast, it fell into third place behind the PlayStation 2 and the Xbox. The PlayStation 2 sold more than 115 million units worldwide, more than
twice the combined unit sales of the GameCube and Xbox (21 million and 24 million, respectively).
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The Term Wii

1012006 Nitendo rlessed its direct successor 1o the GameCube, the Wil (pronounced “we”). There were many reasons cited 2 to why the name i was chosen, but perhaps the most
compelling resson was that “Wii” sounded like “we, which emaphasized that the console was for everyone. Wil could be remembered easily by people sround the world, 5o matter what
Langusge they spoke. No confusion " Iniislly the system was known by i code name, Revolution, but late the name was changed to Wil. Nintendo stated that it wanted to make the Wil &
system that would make enyone who tried it alk o bis o her fiends and nefghbors sbout it 10

The Making of the Remote

The original Wi was crested to establish & new standxd in geme control, using en ianovative snd unpresedented interface, the Wi Remote. 1 The Wi Remote was what made the Wil
nique. The remote scted s the primery controller for the Wil.Is motion-sensor capabilties allovied the user o interact with and manipulate objects on the screen by moving and poiting
the remot in various directions. The Wii Remote was the size of a traditional remote control, end it was “limited oaly by the geme desigaer’ imagination ™12 For example,in s game of
tenais it served s the racket when the user swung his o her arm, whi in @ shooting geme it served as the user’s gun. Not osly did the remote serve as & controller,but it also had a builtn
shiows the Wil and Wii Remote.

speaker and a rumble feature for even greater tactile feedback and game involvement. Exhibit 3
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The second part of the Wil Remote inaovation was the Wil Nunchuk. The Nunchuk was designed to perfecty fit the user's hand, and it connected to the remote at its expansion port. The
Nunchuk had the same motion-sensing capabilites thatthe remote had, butit also had an analog stick to help the user move his or her characters. The ambidextrous nature of the Wii
controllers was something seldom seen in other game controlles: the Wl controllers permited the user to hold the remote and Nunchuk whichever way felt most comfortable £ In
addition to the analog stick, the Nunchuk had to buttons that gave the user quick access to other game functions. Thus, the Nunchuk offered some of the benefits of  standard game
controller coupled with the bigh-tachnology motion semsors o the remote. Users could hold a Nunchulk in one hand and the Wil Remote in the other while playing the Wii Sports boxing
‘game and be transported into the boring ring vith on-screen opponents. The game controls were intuitive forjabs and punches. (However, a missed block did not hurt a5 much as if one
were really in the boxing ring )

‘While the Wil U was still compatible with the original Wii controllers, Nintendo revamped the controller usability when designing the Wii U. The new GamePad sold with the Wii U
allowed the user to be more in touch with the game and provided more depth by offering mult-perspective capabilities on the Pad's screen. While using the TV display, players could now
‘multitask: within a game by using  variety of functions on their controller and could even play using solely the GamePad. with no TV display necessary. With the game console turned on,
players had the option of using the GamePad as their main viewing screen, without the need for a TV monitor display (se Exhibit 4

EXHIEN 4 Wil U GamePad Controller
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Nintendo Switch Features

Nintendo Switch came with & portable game console with » uilt-in sreen, a paiof Joy-Con contrllers, Joy-Con Straps, & Joy-Con ip, and a Nintendo Switch dock. The ==
controllers’ straps were detachable from the grip to be used with the portable screen to turn the Switch into a portable video zame. The 6 2-inch detachable screen console came
with & stendard USB ¢ plug for charging. Along with the traditionsl method of playing gemes by using buttons,the Joy-Cons could also be used for motion-sensitve gemes just ke their
predecessors. Nintendo also offered an additionl controller called Nintendo Switch ProControler, which could be bought seperately at & price of §69.99, had the seme features as Joy-Con,
but Iooked fike & traditional geming contoller. This was not the first time Niatendo had surprised the market with such a nev design. For instance, the company had done it i the past
when it intzoduced motion-sensitive controllers. However, this time, in 8 way, Nintendo had combined the GamePad controlle with the Wi U console to desig the Switch. Gamers could.
play gemes by anaching the Nintendo Switch dock with the TV or could convert it into & portable handheld game by attaching the controller straps ith the 6 2-inch high-definiion screen
(720p),which elso incladed s kick-stand to be placed on a flat suface and multi-touch Seatures for various compatible gemes to enhance the garming experience. The gamers could also
take & sereenshot of the game they played using s captre button on the left Joy-Con, which the users could share with thir friends o put on the social medis. Similar o the past
Nintendo controllrs, both Joy-Cons included the motion controls. (See Exhibit 5
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Switch supported the Nintendo eShop, an online game store that could be used to download games from different publishers and developers. Switch also supported the games by third-
‘party publishers including Electronic Arts, Activision, and Ubisoft, among others. The user interface of the Switch software was a Ul design. The home screen displayed several different
icons, including icons for featured games, settings, controllers, albums (screenshots, videos), Nintendo eShop, and options. Users could make different player profiles to sign in to maintain
exclusive game progress similar to what most people do using their personal computers. The top right corner of the screen showed battery status along with the time.

Prior to Nintendo Switch, the company had introduced Amiibo figurines that depicted popular Nintendo characters, and each contained a witeless antenna and flash memory. They allowed
consumers to include digital versions of their favorite characters in compatible video games. The “toys to life” segment had been created in 2011 when Activision Blizzard launched the
hugely successful Skylanders line of games and figares. (Disney subsequently jumped into the ring by launching a competing product, Disney Infinity, in August 2013.) Nintendo's first
round of Amiibo characters were Mario, Peach, Yoshi, Donkey Kong, Link, Fox, Samus, Wil Fit Trainer, Villager, Pikachu, Kirby, and Marth. Accompanying the launch of Nintendo
Switch on March 3, 2017, the company introduced a new game called “The Legend of Zelda: Breadth of the Wild” that hosted Nintendo's most popular character Zelds.

In the past, Nintendo had hoped to penstrate the segment and boost sales of its Wii U console and 3DS handheld in the process. However, in 2017, the company combined both Wii U
console and 3DS into  single gaming platform that was Nintendo Switch.
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Demographics

‘According to Nintendo, one of the key differences between the Switch and competitors’ systems was the broad audience that the Switch targeted. Many of the Switch games could be
played by people of all ages and experience, and the Switch's Joy-Cons were easier to use than the complicated controllers of the Sony PlayStation 4 or Microsoft Xbox One. Nintendo's
TV commercials for the Switch showed people playing the Switch at home by connecting the game console to TV and outdoors by connecting the Joy-Cons with the portable screen. The
Switch offered something for both the advanced gamer and the person who had never played a video game before, according to the company. The advanced gamer would enjoy the C1gq
remote’s unique features, whereas the novice gamer could use the remote as his or ber hand and woulds't need claborate instructions on how to pley a new game straight out of the
box

Although the Nintendo games were easily played by a greater range of ages and featured improved graphics, the company’s competitors Xbox and Sony were offering 4K resolutions, best
in the market atthe time. While Nintendo hoped to target people of all ages, it had long been seen a5 a system that made video games for children, as evident from its Mario, Zelda, and
Donkey Kong series. However, despite the limitation of this reputation, the innovation and uniqueness of ts game play were enough to lure the masses, and sales were excellent.

Sucoess, of course, bred comptition. Upon seeng the suscess of the movement.seasing Switch, Microsoft and Sony moved quickly to relesse competing systems. Microsoft released it
Kinect fo the Xbox, while Sony relessed the Move for the PlayStaton. Both the Move and Kinest used camera systems fortheirmotion datectors, bu i diffcent ways. Move's camers
sensed the movement of the light-up Move contoller, whereas Mizrosoft's Kinest sensor racked skeletsl motion,slminsting the need for a contrller 4 While it ws inevitabl that
gamers would have theis favorite o the bunch, the relevant point was taet it didn' take long for Microsoftand Sony o cateh up t Nintendo. They moved forward o the new generation(s)
of geming quickly, maintsning an even playing feld smong compedtorsfor gamer interaction and motion detection
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Gaining the Interest of Game Developers

s evident from the history of game consoles, game developers had tried to make games more and more complex with each new generation of systems. This meant that more money was
invested in the production of each subsequent generation of games. Because game developers were spending more money on developing games, they were at great financial risk if games
did not succeed. Thus, many developers felt more secure in simply creating sequels to existing games, which restrained innovation. The Switch's innovative controller, the Joy-Cons, now
required a rethinking and reengineering of the human interface by game developers and programmers. Another issue with developing games for the Switch was that its graphics were not
quite as good as those of the PlayStation 4 and Xbox One, and therefore game developers had to be more creative and develop special Switch editions of their games.

Many game developers used virtual-machine software in developing new games. It was believed that game developers could develop games for the Switch and then make them for other
‘platforms on the basis of the same programming, thereby reducing production costs. However, while the Joy-Con distinguished itself from its competitors, it created a hurdle for
developers. When developers created 2 game for the PlayStation, they could create the same game for the Xbox and vice versa. When developers created a game for the Switch, however, it
required significant rework to deploy the title for the other platforms. Converting a tile from the Xbox or PlayStation also required significant work to modify the game to incorporate code.
Sor the Joy-Con'’s special features.

‘While this uniqueness had served Nintendo well in the past, the Joy-Cor's incompatibility with the likes of Microsoft and Sony limited the selection of games immediately available to the
Nintendo Switch's audience. The selection of games had to be fulfilling enough to keep Nintendo's audience happy, without leaving them feeling that they were missing out on games
available only on the other platforms.

The Competition

If the launch of Nintendo's Switch was & foray into the fierce comperition among such existing models as Xbox One and PS4, Switch's compeitors were offering many features that
Nintendo didn't offer. The price of $299 for the basic Switch included a portable game console with a builtin screen, a pair of Joy-Con controllers, Joy-Con Straps, a Joy-Con grip. and &
Nintendo Switch dock. The price of the PlayStation 4 was also $299 (500 GB edition), and the new Xbox One was $229, as well. At a base price of $299 the Switch was intended to
compete with the upper echelon of the next generation of gaming consoles—unlike the low-cost position of the original WH. Apart from pricing, there were many differences among the
‘performance specifications of Switch in comparison to its fiercest competitors (for examples, see Eshibits 6
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EXHIBIT 6 Game Systems Comparison, 2017
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EXHIEIT 7 Game Cantraliers Comparison, 2017

Joy-Conpair  SwitchPro XboxOne P54 P54Move
Control buttons. 18 touchscreen 18 7 Ttouch 18

Anslogue sticks 2 2 2 2 2

Vibration Yes Yes Yes Yes Yes

Wireless Yes Yes Yes Yes Yes

Battery capacity 525mAh (each) 1300mAh N/ 1000mAh  1520mAh (each)
Battery life 20h (official)  40h (official)  Varisble  “7h “10n

Motion controls Yes Yes No Yes Yes

IR camera Yes No No No No

Removable batteries  No No Yes No No

Play and charge Yes Yes Yes Yes Yes

Headphone jack No No Yes Yes No




image17.png
Xbox One

‘The Xbox One by Microsoft was released in November 2013. While the configurations were changed several times, the Xbox One was available at two different prices: $299 for the 500-
GB model and $349 for the 1TB model, as of 2017. However, although its higher-end model was pricier than the Switch, Microsoft was in fact losing money on every Xbosx sale, due to
costs of production and menufacturing.

One of the important features of the Xbox One was Xbos Live. This feature allowed individuals o play online against other users around the world Thus, Microsoft had created a
community of individusls who were able to communicate with one another by voice chats and play against each other in & video game. Another servics offered by Xbor Live was the Xbox
Live Marketplace, wwhich enabled users o dowaload movies, game trailers, game demos, and arcade gemes. It was estimated that more than 70 percent of connected Xbox users were
downloading content from the Xbor Live Marketplace, totaling mor than 8 million members. According to Microsoft,there were more then 12 million downloads in less then &
year, and because of this populrity, mafor publishers and other independent gamers had subitied more than 1,000 Xbos Live games 15

Kinect for Xbox One

In October 2014 Microsoft introduced Kinect for Xbo One, which was based around a webcam-style add-on peripheral for the Xbox One console. It enabled users to control and interact
with the Xbox Ore using gestures and spoken commands, without the need to touch & game controller. Kinect allowed the Xbox Ore to “see” the user and act according to the user's
‘motions and gestures. This took the concept of the W and pursued it o its natural culmination, making the user the game controller. Kinect used software technology that enbled
advanced gesture recogaition, facial recogrition, and voice recogaition. Some critics believed that the concept used by Kinect had potential far beyond games and might even become &
new way of contrlling computers ofal kinds. It automatically identified who one player was and paused when the player leftis icinity, 50 it was not hard to imagine this ingemuity
controlling al kinds of devices, such as a PC, smartphone, or tablet 18 Microsoft alo relessed Xbox One § folowing the release of Xbos One. The Xbos One § was more compactin
esign, lighter in weight, had slight performance and graphic improvement, and supported better HDMI connectivity options. However, these changes were not 0 sigaificant that crities
would couat Xbox One S as a next generation Xbor.

Sony PlayStation 4

Sony PlayStation 4 was released in November 2013. It was available at two different prices in two variations: PlayStation 4 Pro was priced at $400 with 4K resolution, and PlayStation 4
was priced at $300 with Blu-ray video quality. The PS4 included 8 GB of GDDRS memory, which enabled rapid performance. Also, a player could use the loading power of this memory
to power down the PS4 mid-game and then later tarn it back on and within seconds be playing agein right where he or she left off. The PS4 supported Blu-ray discs, DVDs, and HDMI
output, as well as analog and optical digital output. The included controller was the DualShock 4 pad. Its design and function were similar to that of the PS3 controller, but it offered
upgraded vibrations, enhanced motion sensors, and a Vita-like touchpad. PS4 also launched with the ability to stream games direetly to the PS Vita, Sony’s handheld gaming device. As
with the Switch, this allowed users to play on the tablet controller through a wireless connection, without the use of a TV display. A number games were released for the PS4 including
Horizon Zero Davin, Unchartered 4: A Thief's End, Over Watch, Mass Effect: Endormeds, and Battlefield One, among others. Part of the PlayStation Network's success was the ability to
play games online. This allowed individuals to play with other players located in other parts of the world. The PlayStation Netwwork allowed users to download games, view movie and
‘game trailers, send text messages, and chat with friends, and these capabilities were sure to continue. As of February 10, 2017, Sony had sold about 53.4 million units of PS4 worldwide,
which evidently made PS4 the most successful video game console in the gaming industry.1Z
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PlayStation Move

In September 2010, Sony released the PlayStation Move, which bascally copied the Wi's wand-like contollerbut with more accucy. As it the Wi, wsers could wave the Move's
contvoller sround and swing it ke & batsnd bit th ball on the sersen. The PlayStation Move combined  video camera with & physical controlle packed with motionsemsing electorics,
nsing it  teshnologicalcross beveen the Kinectsnd the Nintendo Wit The Move Motion Contoller,or “wand.” combined a gyroscope, sceelesometer, and magnetic semsor to ack the
contvolle in tee dimensions, e the glowing ball at the end gave the PlayStation Eye comers  visual reference for handling aiming, cursor movement, and other motion & While
Seite's graphics were of ow sesolstion and inferior cetal, PS4 was  high-defniton powerhouse. Moreover, the PS4 played Blu-roy movi dises and could display 3.D images, tvo
things the Switch could not do. Also, the PS4 had a full lineup of reat traditional games. Sony had shipped 4.1 millon writs of Pl Station Move worldvide in the first o months after
it selesse. Although Sony was eitcized for merely imitating Wi's technology, i tarned ou o be & successfulimitation £ However, Nintendo's v contollers, Joy-Cons,priced at S50
e still less pricey a5 compared to PS4's Move priced at $100. The less expeasive version of the PlayStaton 4, which id not nslude Move, cost $300. Thus, Niatendo and Sony offered
comparable conteoless sigged to mashines with very different teshnical power and with ficy close prices. Move s suseessful productoffeing for Sony: While the 4 Ege was
intwodused with the PS4 so0n aftr, Sony sill intended toinclud and utlize the Move 23 wel,but o what degres was uacertin

PlayStation 4 Eye
“This device was 8 newly developed camera system that s introduced for the fisttime with the release of the PlayStation 4 in 2013. It uilzed two high-senitvity cameras equipped with
wide-angle lenses and 85-degree disgonsl angle views. Sony claimed that the cameras could cut out the image of & player rom the background or differentiate between players n the

background and foreground, enhancing game play. In 2016, PS4 released an upgraded version of PS4 Eye that had better resolution end performance.

PlayStation VR ==

In October 2016, Sony launched the PlayStation Virtual Reality headset that was developed by Sony Interactive Entertainment. Although PlayStation VR had a price tag of $400, it was the
one of s kind at the time of release, hence the company was ble to charge the high price. It was a step up in gaming technology as PlayStation VR could be used with PS4 console that
ould mirror the television screen in & virtual realit:view for the user. PlayStation VR could be used with PS4 DualShock controllers as well as with the PlayStation Move. PlayStation VR
had an OLED panel that supported a 5.7-inch display with a full high-definition resolution of 1080p. As of February 19, 2017, PlayStation had sold about 915,000 units of PlayStation
VR20

Mobile Gaming

Recenty, another form of competition in the gaming industry had become widely available. Mobile devices such as smartphones and tablets allowed casual gamers to have the abiliy to
download and play a wide variety of free or loi-priced games. The games could be seamlessly downloaded to the handbeld device. While the interactivity on these devices was limited by
2 lack of controls and features, the convenience and price vere something that console makers were starting to notice. Convenience made mobile gaming a $100 billion industry by 2016, 2
trend which is expected to increase steadily in coming years 21

Mobile gaming companies like Super Cell and Mackine Zone have crossed the billion-dollar threshold in annual revenues. Although these companies charge litle per purchase, the huge
‘umber of worldwide users enables them to collect enormous total revenues. The number of smartphone users has grown dramatically during last decade, which automatically grows the
‘potential users for mobile gaming companies, without having to sell game consoles. Just having a smartphone opens the option of thousands of games for mobile gamers at a single
‘platform for  minimal price. The growing trend and popularity of mobile geming is definitely posing compeition for gaming companies like Nintendo, among others.




image19.png
The Future of Switch

While Sony and Microsoft envision long-term profits on sofware sales for PlayStation 4 and Xbox One, both companies experience losses produsing thei consoles. Among the thee
sivals, Niatends i the oaly one eszning & significant profit margin on esch Switch wnit sold. According to David Gibson at Macquarie Secuites and Bloombers's Yiji Nakamura,
Nintendo Switch has s0ld at & profit from day one 22 Sony's and Microsoft's gaming consoles are commonly though of 2 superior to Nintendo's, perhaps the Svitch's smaller processing
anit and hrdware, bt ssapliciy snd family-riendly sppeal. have asisted it o become profitsble. These tritsatract notonly end usersbut game developers s el allowing the
Nintendo to have the larges selection of games compared with its compeitors. Although there s not erough data sbout the mummber of games for Switch a the time of writing this case
istoriall, the mumber of it games indicated that Svitch's predecessor Wil s obviously a successfal system—one that has dravn & g00d amonnt ofinerest from game developers and
gamers aound the world

Microsoft and Sony have started to invade the casual family-user market, a key market for Nintendo, expanding beyond their former customer base of mainly hard-core gamers. The Xbox
and PS4 are becoming more like entertainment hubs for families. Now, with the Switch on the market, and introductions from ninth-gensration competitors expected soon, the competition
seems to be better positioned to combat Nintendo. As motion-sensing gaming—the undisputed “next best thing” to come out of the gaming industry—is a capability that all compeitors
now possess, it s a matter of whose system is most desirable to the gaming population, and whether or not sales volume solely will determine which system comes out on top. With similar
technology being widespread across the industry, it may prove to be more difficult for Nintendo to set itself apart and portray itself as the “family favorite,” as it did in is early days of the
Wil

To keep winning over the gaming population, will Nintendo rely on its price and its quanity of games, or will it have to find a new leg to stand on? With both of its compefitors yet to
release their next.generation consoles, perhaps the Switch will keep its lead simply by having been first to the market. Could the new Amiibo figures be the key to Nintendo's regaining its
position as the pre-eminent player in the interactive gaming industry?
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NINTENDO'’S SWITCH*

Did Nintendo’s Switch Have the Flair to Turn On the Gamers?

On March 3, 2017, Nintendo launched is laest gaming console called Nintendo Switch. It was thie ninth generation portable gaming platform,iitialy auached with 58 compatible
games. Nintendo Switch came with a pai of e an inovative contrlles called Joy-Con Contrlles, & bbrid of an atachable game pad and a coiroler that could be wsed separately
Sor muliplayes e play A pai o Jog-Cons was inslaced n the $299.99 prce sz o th Swith consele. The Joy-Con came i tvo coloroptions for customers to cioose o, one 212
and redbue and the ohes grey and black: A more inaovative eatue i the new gaming cossole was that i could be transformed io a 6.2-inch high-defaiton on-the-go gaming screen if
a user decided to move aay from the TV. The new Switch console also marked th rlease of Nintendo Switch'svery fis ep game called “The Legend of Zelds: Breadthof the Wild."
hich could be plyed bot on Swich ead Wi U sonsole fr a pice f $59.99, Nistendo of Ameria's COO snd prsicens, Regeie Fils-Aime,ssid, “Nitendo Switch maes it ey for
angone t esjoy their gamesinthe living room and then quickly take them on the go."} The new garing console design meant hat consol-gaming was notoaly limited to one statonary
TV anymore and could be experienced anywhere anytime

The launch of Nintendo's Switch caught the attention of consumers and mostly received a positive response, but apparently the news did not impress the investors, leaving the company’s
stock tumbling. This may have reflected concerns regarding the battery life of the portable console, its price, and third-party support. Nevertheless, a flood of customer orders led to stock.
shortages in stores like GameStop and Toys R Us, among others. Addressing the stock shortage, Reggie Fils-Aime said, “Our focus is making sure that the consumer who wants to buy &
Nintendo Switch can buy & Nintendo Switch.” The initial plan had been to ship 2 miltion consoles. Nintendo decided to double the production to deal with the shortage and meet the strong.
demand.

To meet demand for one year out, eading April 2015, according to The Wall Street Journa,th cormpany's management decided to manufactare 16 millon Switch consoles, which was
doublethe yearly quantity of§ millon, Nintendo's traditonal production target. Company management was highly optimitic about the Sitch, and Nitendo belived that i could sell
about 10 milion uits of Switch consoles within a year afe th launch 2

One of the key topics of discussion in the popular press was whether or not the Switch console defined the “next generation” of gaming. This echoed similar press concerns afer the launch
of Nintendo's previous console, the Wi U. Prior o the launch of the Siviteh, is predecessor the Nintendo Wii U console had been on the market for only a short while, with the addition of
innovative controls and new game tites. Then there had been uncertainty among industry experts, such as Gabrielle Shrager of Ubisoft and Mikael Haveri of Frozenbyt, as to whether of
0t the improved porwer and new controller interface fustified that system's being considered  “nev:” generationd
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‘The Wii U initially was launched with 50 available games and a new controller interface, termed the GamePad. While the GamePad offered a new take on the Wil's controls, the new
console was still compatible with the same motion-sensing controllers of the original Wii. However, the Wi U console was not sold with these controllers included. Instead, it came with
just one of the new GamePads. Incorporating traits from tablet devices, the GamePad integrated both traditional input methods—such as buttons, dual analog sticks, and a D-pad
(directional pad)—and a touchscreen. The touchscreen could be used to supplement a game by providing alternative functionality or an alternative view of 2 scenario in a game. With the
Off TV Play function, the screen could also be used to play a game strictly on the GamePad screen, without the use of a television display at all. With the Wil U console tarned on, the
‘GamePad could be used to display the same picture o ts screen as would be seen using a TV display. There were also nongaming functions, such as the ability to use the GamePad as a
television remote. While Nintendo was the first of the competors to release its new gaming console, there was 1o doubt that both Sony’s PlayStation and Microsoft’s Xbox would be close
behind in releasing their own upgraded systems.

Nintendo's inability to leap ahead of its competition could be seen clearly in its financial figures. As of 2017, Nintendo's income was off from previous years (see Eshibits

042 @)




image3.png
EXHIBIT 1 Income Statement (1 USD = 112.2095 JPY 23 of March 31, 2016)

Yoar Ended March 31

Previous fiscal year Current fiscal year
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Year Ended March 31

Previous fiscal year Current fiscal year

(83 of March 31, 2015) (85 of March 31,2016)

(Millions of yen) (Millions of yen) (Millions of dollars)

Assets

Current assets

Cash and deposits 534708 570,448 5088
Notes and accounts receivable - trade 5570 38731 £
Securties 380587 338802 2999
Inventories 76897 0433 357
Deferred tax assets 15597 6507 58
Other 38466 26401 233
Allowance for doubtful accounts @5 @69 ®
Total current assets 1007597 1021135 9038

Non-current assets
Property, plant and equipment
Buildings and structures, net 22,807 39977 353

Machinery, equipment and 1330 1120 °
vehicles, net

Tools, furniture and fixtures, net 4770 3791 ESS
Land 42,925 425553 278
Construction in progress " 309 2
Total property, plant and 1488 87752 778

equipment
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