
GameStop 
 
GameStop has been a falling knife for years now. It has lost more than 92% of its market 
value from the time the stock reached all time high in December 2007 
 

 
 
However, recently the stock has shown a little recovery gaining about 20% in a couple of 
days just after investor Michael Burry, who is famous for having shorted the housing market 
in 2006, said that he was investing in the company.  
 

 
 



Just because Michael Burry was right about the housing market doesn’t mean that he is 
right about GameStop. Let’s first understand the business, then we will look at the reasons 
why Michael Burry is investing. Then, we will make our own analysis and find the right 
valuations for this company.  
 
What is GameStop?  
 
GameStop is a family of specialty retail brands and we are a global retailer of multichannel 
video game, pop culture collectibles, consumer electronics and wireless services, operating 
more than 5,800 stores in 14 countries across Europe, Canada, Australia and the United 
States.  
 
The company's global family of brands include GameStop; EB Games, Micromania, and 
Game Informer® magazine, ThinkGeek. 
Our History 
 
(Source: http://news.gamestop.com/about-gamestop) 

 
GameStop is a retailer and we know that retailers are dying because of ecommerce. Right 
now only 2.3% of the sales of GameStop come from their website(more on that later). This 
doesn’t seems so good. One good point in their favor is that they have a monopoly. They are 
a retailer but they sell to only a specific niche and a growing niche as more and more people 
are playing video games now. You may then wonder why these people would still shop at 
GameStop if they could buy the game from Amazon. Fair argument. Let’s then, dig deeper 
into the company and have a look at their last annual report 
(http://news.gamestop.com/static-files/7bb13c3c-593c-425f-b4ec-3345bd1f91a4) 
 
As mentioned earlier, they have 5830 stores in 14 countries: 
 

 
 

http://news.gamestop.com/about-gamestop
http://news.gamestop.com/static-files/7bb13c3c-593c-425f-b4ec-3345bd1f91a4


 
 
All of this is interesting but what really matters is how much money they are making and I 
always tell you that the first number you should look at are revenues.  
 

 
 



At first look, it seems that revenues are fluctuating. Net income was going down and last 
year, they lost money.  
 
Let’s just put all this data on a chart for us to better understand.  
 

 
 
Now, it makes more sense. Revenues peaked in 2012 then it has been declining. What 
happened in 2013? Why were revenues increasing from 2006 to 2012? One way to find out 
is to read the 10-K and 10-Q forms for these years. But we will soon find the answer in the 
current report itself. Nevertheless, if you are really interested in a company, I will suggest 
you read the past reports. As far as profits are concerned, if you look closely, you will see 
that they follow revenues. It means they kept their margins over the years. That’s a good 
thing. Even though sales are going down. They are able to sustain their business. Only last 
year, they lost money.  



 
 
 
Now let’s have a look at how they actually makes money.  
 
Business Segments 
 
 
 
 
 
 
 
 
 



 
 

 



 
 
Most of their sales come from new video games software. As for hardware, we should 
understand that there has been no new consoles from Sony or Microsoft since 
2013(remember 2013?) and, therefore, sales from hardware would be less. Just out of 
curiosity, let’s look at the 2014 annual report (http://news.gamestop.com/static-

files/b426d7c6-3fa7-4673-84d1-4d7aefdee78a) immediately. This will give us the numbers 
for calendar year 2013.  
 

 
 
Sales of New video game hardware did peak in calendar year 2013 (financial year 2014) and 
they sold less video game hardware in 2013 compared to 2012 because people were waiting 
for the new ones and not buying an old version. That’s logical. It will be logical if numbers 
were high in FY 2015 as well since people would still be buying these new hardware for the 
2014 holiday seasons. Well, let’s look at the 2015 annual report 
(http://news.gamestop.com/static-files/3f8d92c9-e03f-4460-8a50-54bd5e4326be).  
 

 
 
Turns out, we were right.  
 

http://news.gamestop.com/static-files/b426d7c6-3fa7-4673-84d1-4d7aefdee78a
http://news.gamestop.com/static-files/b426d7c6-3fa7-4673-84d1-4d7aefdee78a
http://news.gamestop.com/static-files/3f8d92c9-e03f-4460-8a50-54bd5e4326be


Let’s recap our findings. GameStop will sell less hardware in the year before the release of 
the latest consoles. When are Microsoft and Sony coming with their new consoles?   
 
[DRUMROLLS]  
 
2020.  
 
According to these two articles:  
 

1. https://www.wired.com/story/exclusive-sony-next-gen-console/?verso=true 

2. https://www.gamesindustry.biz/articles/2019-06-10-xboxs-phil-spencer-our-next-

console-will-have-a-disc-drive 

 
Both Microsoft and Sony are coming with new consoles next year. This means this year, it is 
to be expected that the company will be selling less hardware.  
 
I like using Google Trends in my analysis of companies. People search for everything on 
Google and this gives us a lot of information about a particular company. Right now, we will 
compare Google search for GameStop with Sony PlayStation 4 and Xbox.  
 

  
 
There is certainly a correlation between all these terms but nothing special to note apart 
from the fact that people look more for GameStop and the consoles in December. I was 
expecting to see a peak in searches for GameStop when the new consoles came out in 2013 
but that was unfortunately not the case. Even when I compared GameStop with PlayStation 
4 and Xbox One, there was no unusual correlation.  
 

 
 

https://www.wired.com/story/exclusive-sony-next-gen-console/?verso=true
https://www.gamesindustry.biz/articles/2019-06-10-xboxs-phil-spencer-our-next-console-will-have-a-disc-drive
https://www.gamesindustry.biz/articles/2019-06-10-xboxs-phil-spencer-our-next-console-will-have-a-disc-drive


But hardware is not the most important part of their business. New Video Game Software is. 
Most of the sales come from this segment and it also has a higher gross margin compared to 
hardware. Will the new consoles coming next year have hard drives? If they don’t, then 
GameStop won’t be selling any software to these new consoles. The two articles above 
answer this question. Both Microsoft and Sony confirmed that their latest consoles would 
have hard drives. GameStop can still make money from software.  
 
The Pre-owned and value video game product is also an important part to the business. It 
generates high sales and have good margins.  
 
They are still lacking behind in terms of digital sales although this has the highest margins. 
The reason is because video game software companies are selling directly to consumers 
now on the internet and doesn’t need to go through a wholesaler. This is actually one their 
listed business risk.  
 

 
 

 
 
 Since we are talking about risks, let’s look at some of the important business risks before 
we go any further. There’s a very big and important one.  
 
First, the company relies on only a few vendors, the largest one being Nintendo.  
 



 
 

In short, they rely a lot on vendors. But this not the biggest risk. The biggest risk is on their 
balance sheet. Actually, there are two things to talk about on their balance sheet.  
 
Let’s first have a look at the balance sheet.  
 

 
 
On the assets side, we notice a significant drop in assets by about $1 billion. That’s about 
20% of the total assets. That’s a lot. This drop in assets is a drop in goodwill. Since the 
market capitalization has been dropping over the last years, they had to impair their 
goodwill. These are the accounting rules.  
 



 
 
Since then, market capitalization has been going down further. What happened to goodwill? 
How much down can it go? Let’s look at the balance sheet from the latest 10-Q 
form(http://news.gamestop.com/static-files/6ef5d36f-2245-473e-87f2-a430600d8616) 
 

 
 

They have no goodwill left. That’s how low the market cap has fallen.  

 

http://news.gamestop.com/static-files/6ef5d36f-2245-473e-87f2-a430600d8616


 
 

To learn more about Goodwill impairment, I suggest you read the definition from 
Investopedia: https://www.investopedia.com/terms/g/goodwill-impairment.asp . I may write 

a lecture about it soon.  

 

Now, let’s look at the liabilities side of the balance sheet: 

 

 
 

At first glance, the liabilities do not look so bad. They have only $471 million in long-term 

debt. Of course, we should look at the latest ones from the latest 10-Q: 

https://www.investopedia.com/terms/g/goodwill-impairment.asp


 

 
 

Liabilities didn’t change much actually. The total shareholder’s equity went down because of 

the loss in goodwill. What I want you to look at is the change in long-term debt from last 

year. They halved their long-term debt.  

 

Let’s look deeper into which type of debt they currently hold.  

 

 
 

It now makes more sense. They had some debt that they had to pay in 2019 and they already 

paid it.  

 

 
 



 
 

They also have debt to be paid in 2021 with a quite high interest rate. This is bad. The debt is 

bigger than the current market cap of the company. Reminds me of GE. But GameStop has 

something that GE doesn’t have, the revolver option. What’s that? They have the option to 

take further debt in case they need it.  

 

 
 

 
Personally, I don’t think GameStop are going to execute this. They have enough cash and 

cash equivalents to repay this debt by 2022. They could also close more stores. They are 

actually at a better position that GE right now.  

 



Let’s summarize everything we have seen on the balance sheet on two beautiful charts: 

 

 
 

 
 

If we ignore the goodwill, their balance sheet looks pretty stable. Because of accounting 

rules, they had to impair goodwill. But if you think about it, the average customer doesn’t 

care about the accounting rules. For him/her, the brand value of the company is still here 

although they have a goodwill of zero. Over 5800 stores, 40 million members in the loyalty 

program, owns world’s largest print and digital video game publication and website and 

you’re telling me that they have zero intangible assets?  

 

Before, we look at the valuations of the company, let’s have a look at what Michael Burry 

had to say.  

 



Why Michael Burry is investing in GameStop?  

 

 
 

The last 13-F filing 

(https://www.sec.gov/Archives/edgar/data/1649339/000156761919016689/0001567619-19-

016689-index.htm) from Scion Asset Management doesn’t show Michael Burry’s 

investments in GameStop. This means it is a stock he has only been buying this quarter.  

 

Actually, he used to own shares of GameStop and liquidated everything to buy again?  

All his GameStop transactions prior to this quarter can be seen here: 

https://whalewisdomalpha.com/michael-burry-activist-gamestop/ 

 

 
 

He has lost money in these investments. Why then would he buy more shares? And at such a 

fast rate? He now owns 2.75 million shares, more than he had previously owned. To answer 

this question, we should read the letter he recently sent to the board of directors of the 

company. The full letter can be found here: 

https://www.businesswire.com/news/home/20190819005633/en/Scion-Asset-Management-

Urges-GameStop-Buy-238 

 

 

https://www.sec.gov/Archives/edgar/data/1649339/000156761919016689/0001567619-19-016689-index.htm
https://www.sec.gov/Archives/edgar/data/1649339/000156761919016689/0001567619-19-016689-index.htm
https://whalewisdomalpha.com/michael-burry-activist-gamestop/
https://www.businesswire.com/news/home/20190819005633/en/Scion-Asset-Management-Urges-GameStop-Buy-238
https://www.businesswire.com/news/home/20190819005633/en/Scion-Asset-Management-Urges-GameStop-Buy-238


 

 

 
 



This is the type of letter one would expect from Carl Icahn who is the most famous activist 

investor in the world. As for Michael Burry, he has not shown this investing style before. 

Here’s the reason why he has been buying more and more shares recently. Now he has a 

voice to affect the decisions of the board of directors.  

 

What does Michael Burry want?  

 

He wants the board to execute their share buyback program. This program was voted earlier 

this year. This can be seen on the 10-K. They were supposed to buyback $300 million shares. 

 

  
 

From the latest cash flow statement (on the 10-Q), we can see that GameStop bought back 

about $63 million of shares.  

 

 
 

This is from where Michael Burry gets this number: $237 million of shares. You may wonder 

why I had to look back in cash flow statement when the number was already on the letter. I 

don’t take anything at face value. You should always do your homework. Just because 

someone says something, doesn’t mean it’s true.  

 

When he wrote the letter, the company had a market cap of $290 million and if they retire 

$237 million worth of shares, it will mean they will reduce the shares outstanding by 80%. 

This will make a huge difference in the EPS and other per share data. Apple’s $75 billion 

share repurchase last year is nothing comparable to this.  

 

Michael Burry blames the management for the poor performance of the company in recent 

years. He explains how Amazon was able to outsmart GameStop.  

 

With the new consoles coming next year, he believes the company would do much better 

next year than this year(we also derived the same hypothesis a little earlier).  

 



For all these reasons, the best use of the $480 million in cash, according to Michael Burry, is 

to buy back the shares immediately.  

 

Michael Burry sees GameStop as a cigar butt. This would be something in the playbook of 

Warren Buffett when he just started investing with his partnership. This is also a strategy 

used by Carl Icahn when investing in failing companies.  

 

I believe that Michael Burry is right by seeing GameStop as a cigar butt but the management 

certainly doesn’t see their company as one. I don’t think it will be wise to buyback $290 

million worth of shares immediately. They can afford it and repay their debt but this could 

lead to serious problems if in 2021, they are still in such a hard financial situation and are 

unable to repay their debt. What are they going to do then? Issue more shares? Wouldn’t that 

just be a waste of money? One thing, they could do is close some more stores, those not 

performing well. They can increase their cash position and make sure they have enough to 

buyback the shares and still be able to repay all the debt.  

 

Valuations  

 

Just because Michael Burry thinks that it is a good investment, doesn’t mean it’s one. We 

should find the intrinsic value of the company first. Let’s use the discounted free cash flow 

method.  

 

This year, free cash is going to be negative. But next year, they can achieve free cash flow of 

$200 million. This is my forecast. Let’s then assume the company will be able to maintain 

$200 million per year in free cash flow for eternity. The discount rate which I’m using is 

18%. This is quite high but the company is in a quite peculiar situation.  

 

There’s a good calculator I here:  

http://www.moneychimp.com/articles/valuation/buffett_calc.html  

 

The intrinsic value of the company is $1.11 billion. You can play with the numbers. If you 

consider the situation in which the free cash flow they can achieve per year for eternity is 

$100 million, this will give them an intrinsic value of $560 million. As you can see, both 

these numbers are higher than the current market cap.  

 

I’ll be using the intrinsic value of $1.11 billion and taking a margin of safety of 30%, the fair 

value of the company is $780 million.  

 

http://www.moneychimp.com/articles/valuation/buffett_calc.html


 
 

With a market cap of $425 million, it is trading both under book value and its intrinsic value.  

 

 
 

Will I invest in GameStop?  

 

I already made a small investment in GameStop. It is about 0.78% of my portfolio. Why did I 

do that. This is a workout and not a long-term investment. Even if we ignore the fact that they 

are going to buyback shares, GameStop is undervalued today and there is the possibility of a 

recovery next year with the new consoles coming. This is not a stock I want to hold for more 

than a year. So let’s calculate the expected returns in a year from this investment.  

 



Expectations is calculated as the sum of the products of the outcomes with their respective 

probabilities.  

 

 
 

The Expected returns after one year on this investment is 35%. We are here ignoring the 

possible share buybacks. If these happens, then returns can be even higher. There is also a 5% 

chance that the company goes bankrupt and a 35% chance, we are losing more than 20% on 

this investment. This is not an investment in which I’m going to put much money. I don’t 

think it is wise putting more than 4% of my portfolio in this company. I don’t have the ability 

that Michael Burry has to send letters to the board of directors. A gain of 35% would mean a 

target price of $6.12. If they buy back shares, this would be achieved faster and maybe then, 

I’ll have to change my investments. But as for now, I’ll take the opportunity to buy on days 

when the stock is falling and wait for the price to reach $6.12 to take any new decision.  

 

 

 
 

 

 

 

 

 22nd of September 2019 


