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Foreword

There are cases in investment analysis when the numbers and the story don’t align. The numbers say
buy, buy, buy, but the story says avoid, avoid, avoid. The safe play in this situation is to avoid.

In 2012 I reviewed Game Stop, and the stock graded well, but there were parts of the story that
scared me. The video game industry was upset with Game Stop’s business model. Instead of video
game makers seeing Game Stop as a needed part of the video game ecosystem, game makers saw
Game Stop as a threat to their long-term survival. In late 2012 the video game world was
anticipating the release of the PlayStation 4 and the X-Box One. Both systems along with the game
makers of those systems threatened to go all digital. Going all digital meant that there would be no
more physical games to buy at the store. This would have crushed Game Stop, and because of that
threat, I didn’t buy Game Stop. The PS4 and X-Box One were released in 2013 and physical games for
those systems followed. The game makers balked on their threat, and Game Stop’s stock went from
$16.00 to $57.00.

In 2012 the numbers said buy, but the story said be cautious. I didn’t buy, I watched Game Stop’s
stock rise from the sidelines.

Looking back at the Game Stop analysis I still wonder what is more important, the numbers or the
story? When [ worked on Wall Street [ always heard the saying, buy on rumor, sell on news. If I had
remembered that in 2012 [ would’ve bought Game Stop.

As investors we will all have a day where the numbers and the story don’t align. Those days when
we question ourselves and our analysis. Should we ignore the numbers and go with the story or
ignore the story and trust the numbers.

We revisit Game Stop five years later. In 2017 we find Game Stop (GME) trading below $20 per
share. Today gamers are able to purchase entire games digitally from the game manufacturer, so the
all digital console game is more than a threat now, and cheaper hard drive space and cheap cloud
space makes it better for the gamer as well. Along with the all-digital video games, game makers
have created another threat for Game Stop.

Take a look at our mini report on Game Stop. In this report we don’t have a buy-zone because we
aren’t buying Game Stop, but we still discuss why Game Stop may be a good investment, and the risk
involved.

If you're a gamer or an investor, let us know what you think on Twitter @SevilleReport.

We hope this adds value to your investing.

Thanks for reading,

Paul Black
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GameStop

Ticker: GME

Current Price: $19.15 Target Price: N/A

Sector: Service Industry: Retail
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52 Week Range: $18.47 - $28.58

Market Cap: $1.94B R.0.E.: 15.27%; R.0.A: 8.35%:

POWER TO THE PLAYERS®

3 Year Revenue Growth ® Game Stop (GME)

3 Year Income Growth x GME P/E (Price-to-Earnings): 5.78X1

Dividend v Industry P/E: 14.3x,

Share Buyback/Share Repurchase v GME P/S (Price-to-Sales): 0.22X;

Quality Growth Prospects X Industry P/S: 0.3x,

Insider Buying ® GME P/B (Price-to-Book): 0.84x;

Passing Driver Grade ® Industry P/B: 3.2x,

Final Grade C+ GME P/CF (Price-to-Cash Flow): 8.05x1
Industry P/CF: 6.9x,

What does Game Stop do?

Game Stop Corp. is a video game retailer. The company sells video game hardware, physical
and digital video games software, video game accessories, as well as mobile and consumer

electronic products and other merchandise. Game Stop operates in the United States, Canada,

Australia, and Europe.




Why Invest in Game Stop?

A review of Game Stop’s income statements, balance sheets, and cash flow statements over
the last five years has produced a buy signal in our models. The company graded out at a C+.
We do like that the company is repurchasing shares and pays a dividend. Game Stop’s R.0.A.
(8.35%) and R.0.E. (15.27%) compared to its industry and sector averages was also
attractive. Game Stop’s assets, liabilities, and income warrant a higher stock price than what
it is currently trading for. However, we find it hard to invest in Game Stop because of the
obstacles the company faces in the video game industry.
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What are the Investment Risk?

The risk with an investment in Game Stop is extremely high. It appears Game Stop is being
phased out by the video game industry.

Game Stop sells video game hardware and software. Video game hardware like the
Microsoft X-Box, the Sony PlayStation, and the Nintendo Switch. Game Stop also sells
accessories for these systems such as cables and controllers. Along with the hardware,
Game Stop sells the video games or software for these systems. More than selling games
and consoles to customers, Game Stop has a business purchasing games and consoles from
customers and reselling these items. If a consumer doesn’t mind waiting a few months,
they can get a used console and a used game from Game Stop a lot cheaper than it cost to
purchase a brand new one. This is what attracted video game players to Game Stop. If the
player completed a game or the gamed maxed out its usefulness, the player could sell the
game to Game Stop and use that money to purchase a new game. It was a great business
model, but you don’t make money hand over fist without getting someone else upset.

The video game makers were losing money on the sale and purchase of used games from
Game Stop. So to make up for their lost revenue video game producers created
Downloadable Content or DLC. Downloadable content is additional content distributed
over the Internet by the video game creators. An example would be a gamer purchases a
popular game like “Call of Duty” made by Activision (ATVI) for $69. A few months later
Activision may release a DLC Pack with extra levels, or maps, or characters, or character
uniforms for an additional $2 to $15. This DLC is distributed through the Internet to the
player’s console and available to play once the download is complete. Some DLCs can
extend a games life for years, leaving a gamer with no need to purchase a replacement. The
video game makers have found a way to cut Game Stop out of the loop. The DLC issue
facing Game Stop is just one of many.

As discussed in the foreword video Game makers have discussed phasing out physical
copies of games all together and making everything digital. If that were to happen, gamers
would purchase their games online directly from the game makers. Again like the DLC, the
video game would be downloaded directly to the purchaser’s console. While this is
happening now on a small scale, an all out phase out of physical games would be damaging
for Game Stop since there would be no physical game to sell to Game Stop. For context,
think about what digital music did to companies like Sam Goody and Virgin Megastore. The
revenue Game Stop makes from selling used games would shrink significantly. In 2016 Pre-
owned and value video game products accounted for 26.2% of Game Stop’s revenue
according to Game Stop’s annual report, 26% is a large portion of the revenue pie.

When you take away the ability to purchase and sell used games, Game Stop becomes like
every other retailer that sells video games. Walmart, Target, Amazon all sell games and
consoles, but they don’t buy or sell used games.

To summarize, the changes in the video game industry will have a negative impact on
Game Stop. Unless the company finds a way to reinvent itself it could be a painful ride for
any Game Stop stockholders.




Game Stop Peer Review
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When Game Stop’s niche of

Revenue| $8.74B [$160.74B( $69.588 ;Z‘ig;gaurseegogefgjja?nfhey T
EBITDA |$744.6M| $32.87 | $7.14B just another retailer 'that sells
Net Income $3407M 51273 52788 video game products.
E.P.S.| S$3.32 $4.16 $4.95 (Data by Yahoo.com)

otal Assets| S$S4.9B | S198B | $37.4B
Total Liabilites| $2.7B | S121B | $12.7B
Operating Cash Flow| $537M | $27.96B | $6.87B
Levered Free Cash Flow| S400M |$15.62B | $4.72B
Profit Margin| 3.90% | 2.60% | 3.99%
Operating Margin| 6.68% | 4.60% | 6.90%

What is Wall Street Saying?

8/25/17 Oppenheimer has GME as a “Hold”
8/23/17 Robert W. Baird has GME as a “Buy”

8/22/17 Loop Capital has GME as a “Buy”

Summary

Top Reasons to Buy Game Stop

1. The company pays a dividend and is repurchasing shares.

2. The company’s R.0.A and R.0.E compared to the industry and sector averages are good.
3. The approaching holiday season will bring demand for the X-Box One X, PlayStation 4
Pro, and Nintendo Switch as well as the video games that are released between now and the
end of the holiday season.

Top Reasons to Avoid Game Stop

1. Game Stop as a company faces a lot of obstacles within the video game industry.

2. Downloadable content will continue to cut into Game Stop’s revenue.

3. The threat of all video games becoming digital. All digital video games would hurt Game
Stop severely, possibly pushing the company out of business.




Glossary

Book Value-to-Market Value: This is a metric used to find a company’s value by
comparing its book value to its market value.

Side Note: This became a key metric in our review after reading the Fama-French
research reports.

Capex: Capital Expenditure: This is money spent by a company to maintain or acquire
fixed assets like equipment, land, and buildings.

Dividend: A sum of money paid regularly by a company from company profits to its
shareholders. Payments are typically made quarterly.

Insider Buying: The purchase of shares of a company’s stock by someone employed by
the company.

Market Cap: Market Capitalization: This represents the value of a company traded in
the stock market. The Market Cap is obtained by multiplying the outstanding number of
shares to the current share price.

Net Debt: This is a metric we use to compare the amount of debt the company carries
with the amount of cash the company carries. (When we note that the company has
negative net debt, this means the company has more debt than it has cash and cash
equivalent).

P/B: Price-to-Book, a metric used to compare a stocks market value to its book value.
The Price-to-Book is calculated by dividing the current price of the stock by the
company’s latest quarter’s book value per share. The lower the P/B the more attractive
the investment.

P/CF: Price-to-Cash Flow, a metric used to measure a company’s stock price to its cash
flow per share. It is calculated by dividing the company’s share price by the company’s
cash flow per share. A company with a low P/CF is said to have value when compared to
other stocks in its industry or sector.

P/E: Price-to-Earnings, or price multiple: The P/E is a metric used to measure the value
of a company by dividing the company’s current stock price by its earnings per share.
The lower the P/E the more attractive the investment.

P/S: Price-to-Sales, a metric used to value each dollar the company earns in revenue. The
Price-to-Sales is calculated by dividing the companies market capitalization by its total
revenue. The lower the P/S the more attractive the investment



R.0.A.: Return on Assets: This metric is used to determine how profitable a company is
relative to its total assets. It gives an investor an ideal of how effective management is in
using its assets to generate revenue.

R.0.E.: Return on Equity: This metric is used to determine how profitable a company is
relative to its shareholders equity. It gives an investor an ideal of how effective
management is in using money shareholders have invested to generate revenue.

Share buyback/ Share Repurchase: When a company buys back its own shares from the
marketplace, reducing the number of outstanding shares.

Winners Circle: The Winner Circle is a group of stocks that we have reviewed in the past
that went on to increase in value, at times hitting the expected target and others times
exceeding the target price. We compare stocks currently under review to the Winners
Circle to get a broader reference about the stock.

10K: The company’s yearly report. This is where the company reveals to the public how
much money it has made or lost in the last year of business. The 10K also reveals the
company'’s assets, liabilities, and cash flow for the last year.

10Q: The company’s quarterly report. This is where the company reveals to the public
how much money it has made or lost in the last quarter. The 10Q also reveals the
company’s assets, liabilities, and cash flow for the last quarter.

Footnotes

1Data provided by Yahoo.com

. Data provided by E-Trade.com
Additional data provided by Reuters.com



Things You Need to Know

LEGAL NOTICES AND DISCLAIMERS

DISCLAIMER

We wrote the reports in The Seville Report ourselves and it expresses our own opinions. We do
not receive any compensation for it (other than from The Seville Report subscribers). The Seville
Report has no business relationship with any company whose stock is mentioned in the articles.

SevilleReport.com (“The Seville Report” or “we” or “us”) is not registered as an investment
adviser. The Seville Report relies upon the “publishers’ exclusion” from the definition of
investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and
corresponding state securities laws. As such, TheSevilleReport.com does not offer or provide
personalized investment advice. We publish information about companies in which we believe
our readers may be interested and this information reflects our sincere opinions. The
information that we provided (or that is derived from our website) is not, and should not be
construed in any manner to be personalized advice. Also, our website and the information
provided by us should not be construed by any subscriber or prospective subscriber as a
solicitation by TheSevilleReport.com to effect, or attempt to effect any transaction in any
security. Investments in the securities markets, and especially in options, are speculative and
involve substantial risk. The information we provide or that is derived from our website should
not be a substitute for advice from an investment professional. We encourage you to obtain
personal advice from your professional investment advisor and to make independent
investigations before acting on the information that you obtain from TheSevilleReport.com or
derive from our website. Only you can determine what level of risk is appropriate for you.

We encourage our readers to invest carefully and to utilize the information available at the web
sites of the Securities and Exchange Commission at http://www.sec.gov, and the National
Association of Securities Dealers at http://www.nasd.com. You can review public companies’
filings at the SEC’s EDGAR page. The NASD has published information on its web site about how
to invest carefully. Most of the information on our website or that we otherwise provide is
derived directly from information published by the companies on which we report and/or from
other sources we believe are reliable, without our independent verification. Therefore, we
cannot assure you that the information is accurate or complete. The information may contain
discussions of, or provide access to, certain positions and recommendations as of a specific date.
Due to various factors, including, but not limited to, changing market conditions, such
discussions and positions/recommendations may no longer be reflective of current discussions
and positions/recommendations. We do not in any way warrant or guarantee the success of nor
endorse any action which you take in reliance on the information that we provide or that is
derived from our website.
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As indicated above, SevilleReport.com makes no representations nor warranties about the
accuracy or completeness of the information contained on or derived from SevilleReport.com’s
website or otherwise provided by TheSevilleReport.com. Any links provided to other websites are
offered as a matter of convenience and are in no way meant to imply that TheSevilleReport.com
endorses, sponsors, promotes or is affiliated with the owners of or participants in those sites, or
endorses or warrants any information contained on those sites, unless expressly stated.
Furthermore, TheSevilleReport.com does not endorse, guarantee or warranty any third party
products advertised on its site, in its newsletters, in any third party rental of its permission based
lists or otherwise referenced in any information provided by SevilleReport.com or derived from
SevilleReport.com’s website, and SevilleReport.com expressly disclaims any responsibility and
accepts no liability with respect to such information and products. TheSevilleReport.com may
receive a fee from a service provider that has a link on SevilleReport.com’s website or is
referenced in the information provided by TheSevilleReport.com.

Our personnel (and affiliates) may own positions in and/or trade the securities mentioned in the
information that we provide. However, SevilleReport.com’s policies prohibit all employees
TheSevilleReport.com from engaging in any securities transactions that will directly or indirectly
compete with the interests of our subscribers that are actually known to TheSevilleReport.com.
We are not compensated in any way for publishing information about companies mentioned in
our reports.

Testimonials may or may not be representative of actual results.

PERFORMANCE FIGURES

Performance figures are based on actual recommendations made by SevilleReport.com. Due to the time
critical nature of stock trading, brokerage fees, and the activity of other subscribers,
TheStateStreetReport.com cannot guarantee that subscribers will be able to mirror the exact
performance stated in our track records or promotions. Performance numbers shown are based on
trades subscribers could enter based on our tracking guidelines. Past results are not necessarily
indicative of future performance. Therefore, no subscriber or potential subscriber should assume or
expect that future performance of any investment or strategy will be profitable or equal historical or
anticipated performance levels. The information contained in SevilleReport.com trading services is
intended for use solely by individual subscribers and is not offered to institutional investment
organizations.
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SUBMISSIONS

All submissions from outside contributors on SevilleReport.com’s website are the responsibility of
their respective authors, creators, and/or owners. TheSevilleReport.com is not responsible for
such submissions, and the views and opinions expressed are not necessarily those of
TheSevilleReport.com. TheSevilleReport.com does not guarantee the accuracy or validity of the
submissions. While TheSevilleReport.com may use its best efforts to review contributor
submissions for form and format before they are posted on its website, TheSevilleReport.com does
not review or edit these submissions for content. TheSevilleReport.com makes no representations
and provides no warranties whatsoever concerning submissions, and the fact that
SevilleReport.com has posted these outside contributions does not constitute an endorsement,
authorization, sponsorship, or affiliation by SevilleReport.com with respect to the author, creator
and/or owner of the submissions. SevilleReport.com expressly disclaims any responsibility and
accepts no liability for any information or content provided in these submissions. Please be
advised that submissions may be protected by federal and international copyright or other laws,
and your right to reprint, republish, modify, reproduce, or distribute this material may be limited
accordingly.

INTELLECTUAL PROPERTY

Except as otherwise indicated, SevilleReport.com is the copyright owner of all text and graphics
contained on this website. Other parties’ trademarks and service marks that may be referred to
herein are the property of their respective owners. You may print a copy of the information
contained herein for your personal use only, but you may not reproduce or distribute the text or
graphics to others or substantially copy the information on your own server, or link to this
website, without prior written permission of SevilleReport.com. Permission to use and reproduce
documents and related graphics available from this website is granted, provided that: 1. The
below copyright notice appears in all copies and that both the copyright and this permission
notice appear; 2. Use and reproduction of documents and related graphics available from this
website is limited to personal, non-commercial use; 3. No documents or related graphics,
including logos, available from this website are modified in any way; and 4. No graphics, including
logos, available from this website are used separate from accompanying text. Use or reproduction
for any other purpose is expressly prohibited by law, and may result in civil and criminal
penalties. Violators will be prosecuted to the maximum extent possible.

Associated Press text, photo, graphic, audio and/or video material shall not be published,
broadcast, rewritten for broadcast or publication or redistributed directly or indirectly in any
medium. Neither these AP materials nor any portion thereof may be stored in a computer except
for personal and non-commercial use. AP will not be held liable in any way to the User or to any
third party or to any other person who may receive information in the Service or to any other
person whatsoever, for any delays, inaccuracies, errors or omissions therefrom or in the
transmission or delivery of all or any part thereof or for any damages arising from any of the
foregoing or occasioned thereby.

ACKNOWLEDGEMENT AND AGREEMENT

Notwithstanding any other agreement or other communications between TheSevilleReport.com
and a subscriber or potential subscriber to the contrary, receiving or using any material provided
by TheSevilleReport.com or accessing or using SevilleReport.com’s website, at any time and
through any means, whether directly or indirectly, represents acknowledgement by such person
of the foregoing legal notices and disclaimers and agreement with their terms and conditions.
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