
GameStop 3Q 2019  
 
GameStop had very disappointing earnings and the stock fell by about 15% during after-
market trading hours.  
 

 
 
I started buying GameStop a few months ago, you can find the full analysis of GameStop 
here: https://ishfaaqpeerally.teachable.com/courses/662813/lectures/11816947 and the main 

thesis I had for buying GameStop was this: 

 

GameStop is a cigar-butt stock. This company’s business is dying but it has a really good 

balance sheet and the market is undervaluing the stock price. Next year, new consoles are 

coming, and these will certainly increase sales. Moreover, GameStop is buying back shares 

and they could buy back a large portion of the company and inflate the price. 

 

But now, things seem very bad for this company. Let’s have a look at the earning report to 

see the real numbers.   

 

 
 

https://ishfaaqpeerally.teachable.com/courses/662813/lectures/11816947
http://news.gamestop.com/static-files/f8ed77ea-84a4-4b42-ae0a-0a43228e0389


There has been a vast decline in sales across all their business segments except for 

collectibles. Collectibles represent only 11.2% of the total sales. Therefore, there’s nothing to 

be happy about. 

 

Before we go any further, let’s just mention that it was expected that sales would go down as 

gamers are not interested in the current consoles. They are all waiting for the next generation 

of consoles next year.  

 

 
 

Obviously, the earnings were down too. If compared to 3Q 2018, the loss seems smaller, 

that’s because there was a large impairment of goodwill last year. Now the company doesn’t 

have any goodwill, so we should not worry too much about that.  

 

 
The company repurchased a large portion of its shares and it still has $184 millions worth of 

shares to repurchase under the current program. That’s 36% of the company. If the stock 

price keeps falling, they will keep doing this.  

 

 
 

GameStop also repaid some of their loan. This is something I was hoping they would do as I 

mentioned in this video.  

 

 
 

What about the outlook? Looks bad  

 

https://www.youtube.com/watch?v=hHqDaMxFk3s


Let’s look at the income statement: 

 

 
 



 
 

As I mentioned earlier, the only reason why they are losing money is because sales are going 

down. 

 

If now we compare margins, QoQ and YoY, there is something interesting to note 

 

 
 



 
 

They are losing money because of “Selling, general and administrative expenses”. Their 

gross profit margin is about the same. It is these selling expenses that it is eating cash from 

the business. Most of these costs come from running these 5000+ stores which are not even 

selling that many products. The best thing to do is to reduce the number of stores.  

 

 
 

According to this analysis, for every GameStop in the world, there are 2 other GameStops 
within 5 miles, on average, and there are 6.2 other GameStops within 10 miles. In other 
words, gamers who want to head to a real-world GameStop have options within a ten- to 
twenty-minute drive. 
 
It doesn’t make sense to keep so many stores as more and more people are shopping 
online. If gamers who like to buy in a physical location really want it, they will just need to 
drive for a few extra minutes. That’s not really a big deal.  
 
GameStop doesn’t own all these stores, last year, they spent nearly $360 million in leases 
alone.  

https://media.thinknum.com/articles/gamestop-is-closing-200-stores-and-should-probably-close-more-according-to-this-analysis/
http://news.gamestop.com/static-files/6ed0d80e-e866-4b5b-bed1-4c0f29c3e1f3


 

 
 
By closing more stores, expenses on labor will also go down. I’m not here to tell GameStop 
how to do its business. I’m just accessing the situation. Let’s get back to the analysis.  
 

 
 
On the asset side of the balance sheet, we can see a decrease in cash and cash equivalents. 
That’s because they bought back a large number of shares and repaid the debt. As for the 
reduction in inventories, that’s concerning. However, it can also mean that they are just 
preparing themselves for the next console cycle by getting rid of the current inventories. We 
will check this hypothesis a little later.  
 

 
 
On the liabilities side, there’s nothing interesting to note. The book value of the company 
fell by 23%. They bought back over 30% of the company. It was to be expected. Book value 
per share fell from $7.91 to $7.52, that is, a fall of 4.9%.  



 
Let’s now look at free cash flows 
 

 
 

 
 
We will calculate the owner’s earnings of the company:  
 

 
 
It doesn’t look so good. Even if they repurchased their shares, their owner’s earnings/share 
is going down and is negative. I mentioned that this will happen in my initial analysis. Only 
next year, we shall expect improvements as the new console come out.  
 
I expected the owner’s earnings to be around $200 million after the new consoles come out. 
We will see a little below if this forecast still holds. Let’s first see what the management had 
to say during the conference call.  
 



 
 

The CEO, George Sherman, blames the end of this console cycle for the low sales.  

 

 
 

And he adds that the trend will continue throughout the next quarters. They are selling the 

current consoles at promotional prices.  

 

 
 

They are closing more stores. Good!  

 

 
 



Sales growth of Nintendo Switch are double digit. That’s good news as we can expect the 

same from new generation consoles from Microsoft and Sony, which are more popular than 

the Nintendo ones.  

 

 
 

The CFO confirms that there will be a further reduction in number of stores. 

 

 
 

That’s quite optimistic. I am not going to listen to these forecasts. They are selling us the 

stock. If they can do it, it’s good but I’m not relying on that. The $200 million in free cash 

flow which I mentioned is when the new consoles are launched next year. Before that, there 

is no need for too much optimism.  

 

 
 



They say that Selling, generals and Administrative costs are going down with new policies 

that were recently implemented. I think that this is the priority of the company right now.  

 

 
 

Apparently, we should expect the stock to bounce next November. I don’t know.  

 

 

 

 



I am satisfied with this answer. The stock price is going down and the company is 

undervalued, they should buy back shares. However, the number one priority should be to 

reduce these SG&A expenses. As for preserving cash, it is not necessary with the balance 

sheet that they have.   

 

Let’s now look at how GameStop did during 2012, a year ahead of the launch of the new 

consoles 

 

 
 

Even then, there was a fall in revenues, SG&A remaining at a high level, fall in stock price 

leading to goodwill impairments and a year when they lost money on the bottom line. 

 

 
 

There was eventually a recovery when the new consoles came out.  

 

http://news.gamestop.com/static-files/6ed0d80e-e866-4b5b-bed1-4c0f29c3e1f3


 
 

Is history going to repeat itself and the company will bounce back? Is this just a cyclical thing 

and we should not be worried?  

 

It really depends on what the management does.  

 

This company is never going to be able to compete with Walmart of Amazon. What they 

need to do is maintain their brand and focus on a niche. I believe that the company may be 

acquired in the future.  

 

Here’s what the management should do: 

1. Reduce expenses by closing stores and reduce number of employees 

2. Repay as much debt as possible 

3. Buy back shares and return as much money as possible to shareholders  

4. Wait for the next consoles to come out  

 

Apart from that, there is not much that they can do. Only after the business can ensure its 

survival next year that they should think of changing the business and try to grow. 

 

What about me? Will I sell? 

 

I said that I was investing in GameStop for a 35% gain in a year. The stock gained 40% in a 

month. Should I have taken my profits. Maybe but I was focusing on the long-term. Since 

they are repurchasing shares, we can expect even bigger gains next year. The mistake that I 

made was to buy too much too quick. Now the stock is falling, I should have been buying 

more but I already reached the limit that I was intending to buy.  

 


