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Good performance in a challenging market Retail

Game Digital’s (GMD’s) core retail business performed well in a 21 March 2019

challenging market, with material planned cost savings absorbing an
anticipated 1.4% decline in gross transaction value (GTV) and helping to
deliver H119 EBITDA growth of 22%. We reduce our FY19 and FY20 EBITDA

forecasts by c 8%, primarily reflecting current market headwinds and a Net cash (£m) (net of financial 94.1
shift in BELONG arena openings into subsequent years. The current share liabilities) at 26 January 2019
price represents a significant discount to our valuation of 69p. Shares in issue 172.9m
Free float 70%
Year Revenue *EBITDA PBT* EPS* DPS P/E EV/EBITDA Yield Code GMD
end (Em) (Em) (Em) (p) (p) (x) (x) (%)
0717 782.9 8.0 423) (3.7 1.0 N/A N/A 39 Primary exchange LSE
0718 782.3 10.1 (3.5) (3.7) 0.0 N/A N/A N/A Secondary exchange N/A
07/19% 767.4 1.4 (2.9) (32) 0.0 N/A N/A N/A
07/20e 7911 156.3 (1.4) (2.4) 0.0 N/A N/A N/A Share price performance
Note: *EBITDA, PBT and EPS are normalised, excluding amortisation of acquired 45
intangibles, exceptional items and share-based payments.
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Interim results to 26 January 2019

Against a backdrop of macroeconomic headwinds and weak consumer confidence, GMD delivered
a solid trading performance, reflecting a well-flagged cyclical decline in the console gaming market.

Exhibit 1: Summary of results

£m H118 H119 *
Gross transaction value 586.8 578.4 -1.4%
Revenue 5174 492.9 -4.7%
Gross profit 1231 121.6 -1.2%
Operating costs -101.9 -95.8 6.0%
EBITDA 212 258 21.7%
PBT 142 19.9 40.1%

Source: GMD. Note: EBITDA and PBT are adjusted.

Although total GTV declined by 1.4%, with growth in content and accessories offset by an ongoing
managed decline in preowned combined with a reduction in hardware sales, like-for-like GTV
remained broadly flat; an encouraging result in the current climate. Looking ahead, we would
expect some benefit from the launch of new PlayStation and Xbox consoles, expected in 2020.

The group gross margin was also held flat at 21.0% and this, combined with continued significant
operating cost savings, helped to deliver EBITDA growth of 21.7% to £25.8m.

Exhibit 2: Analysis of gross transaction value (GTV) by category

£m H118 H119 *
Content 265.3 280.8 5.8%
Hardware 146.7 133.1 -9.3%
Accessories and other 87.3 95.3 9.2%
Preowned 87.5 69.2 -20.9%
Total 586.8 578.4 -1.4%
Source: GMD

Content GTV grew by 5.8% over the period, driven by an ongoing shift towards digital, which grew
at a similar rate to that seen in H218 (+23%) and now represents 32% of content compared with
28% a year ago. Within this, console digital sales increased by 28.9%, with strong demand for
currency and additional content being driven by the ongoing popularity of Fortnite, as well as new
releases and exclusives. Within physical software, demand for Nintendo Switch content offset an
ongoing decline in sales of Xbox One and older-generation games.

A 9.3% decline in hardware GTV reflects a low point in the console cycle as it enters its sixth year.
As with physical content, demand for Xbox One and older-generation consoles remained weak
although sales of Nintendo Switch and PlayStation 4 grew year on year. This category was also
affected by the Black Friday week, which saw competitors introduce significant price cuts that were
not matched by GMD.

Within accessories and other, which grew by 9.2%, demand remained robust for licensed
merchandise related to Fortnite and other new titles, and for PC and console accessories. This
more than offset a 38.2% decline in events and e-sports GTV (also included within this category),
due to a planned reduction in the number of company-hosted events and the sale of Multiplay
Digital last year. Within events and e-sports, BELONG GTV increased year-on-year, with the
addition of two new gaming arenas in H1, although this still remains a small contributor to the
category.

The structural decline in preowned continued across hardware, software and mobile phones.
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Gross margin held flat

Despite an ongoing shift to lower-margin digital content, GMD held the group gross margin flat at
21.0% of GTV.

Exhibit 3: Summary of gross margin (% of GTV)

% H118 H119 * (bp)
Content 216 21.7 0.1
Hardware 71 7.7 0.6
Accessories and other 329 30.1 2.8
Preowned 30.5 315 1.0
Total 210 210 0.0
Source: GMD

Margin gains were primarily seen in content, which benefited from exclusive content in the new
software releases, hardware and preowned. These gains were partly attributable to management’s
decision not to participate in heavy discounting over the Black Friday period and compensated for a
negative mix effect within accessories and other, which incorporates a wide range of products and
services with varying margins alongside 100% margin pay-to-play for BELONG.

Material further operating cost savings

GMD delivered a material reduction in core retail operating expenses of £4.6m (excluding
exceptional items), driven by savings across all areas of the UK retail business, including store and
central payroll, marketing and distribution and from its UK store optimisation programme. Operating
costs for the Spanish retail business were marginally higher compared with the prior period due to
statutory wages increases largely eliminating wider cost savings.

The company has c 200 lease events before the end of 2019 and an average lease length to break
of just 0.8 years, allowing for substantial reorganisation of the UK store portfolio and a reduction in
the cost base. In H119, total store rents reduced by £1.4m year-on-year and additional annualised
rent savings of £0.5m were agreed with landlords (with rent reductions averaging ¢ 60%). Since the
period end, further notices have been served and, as a result, annualised rent reductions to date
stand at £2.2m.

Events and e-sports’ operating costs declined by an additional £1.5m due to the disposal of
Multiplay Digital last year and a reduction in the number of cost-intensive events hosted by the
company as it focuses on its primary Insomnia franchise.

Rebasing expectations for the roll-out of BELONG

The BELONG e-sports arena concept (see ) originated in GMD stores but is
now the subject of a collaboration agreement with SPD, signed in February 2018. The initiative is
designed to position BELONG as national market leader in local and regional e-sports. Since the
collaboration agreement, which included a substantial £55m financing package, was entered into,
the roll-out of BELONG has been management'’s key strategic objective.

GMD now has 21 BELONG arenas, including two new sites opened in H1, housing 440 gaming
stations. Initial guidance, issued at the time of the collaboration agreement, was for the roll out of ¢
4,000 stations (targeting 40 stations per site) over the three years to FY21.

In our detailed we set out our forecast for BELONG, assuming 20 openings in
FY19, rising to 29 in subsequent years, at an average size of 35 stations. This would have implied ¢
2,000 stations by the end of FY20.

The number of openings in H1, and in the pipeline for H2, falls short of our expectations. We
believe this to be due to both the challenging dynamics of the retail property market, with
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opportunities to gain significantly improved property deals, and the need to work in collaboration
with SPD, which has simultaneously been actively pursuing a number of other retail opportunities
recently. We set out our revised assumptions from BELONG in the forecasts section below.

Within the existing formats, the company is trialling a subscription model to increase the utilisation
rate, which stood at 28.0% in H119 (H118: 28.5%) This slight reduction, which was mainly a result
of two new arenas and an increase in stations in existing arenas that take time to mature, was more
than offset by an increase in the average price per hour to £4.71. Early results from the trial
subscription model indicate a net benefit to revenue by increasing utilisation at current low points in
the day, albeit at a slightly reduced price per hour.

The Arena Clash inter-arena competition between ‘tribes’ is also growing in popularity, with 21
arenas now participating.

Lowering our forecasts

Our FY19 and FY20 EBITDA forecasts have reduced by 8.8% and 8.0% respectively, primarily
reflecting current market headwinds and our revised assumptions for the roll-out of BELONG, as
set out in greater detail below.

In line with management’s outlook statement, we expect H2 to be more challenging. We maintain
our overall forecast for a ¢ 2% decline in core retail GTV across FY19, implying a decline of ¢ 3% in
H2. However, based on trends seen in H1 and the weaker outlook, we have made some changes to
category mix, expecting a continued shift to digital within content, and strong demand for licensed
merchandise and accessories to mitigate to some extent ongoing declines in hardware and
preowned. This has resulted in a negative impact on the core retail and group gross margin, the
latter which we now expect to be 21.3% (previously 22.2%).

Although the general retail market is likely to remain soft, we expect momentum to start returning in
subsequent years as the console market enters the next phase of the cycle. For example, current
market expectations are for the launch of new PlayStation and Xbox consoles in 2020.

Exhibit 4: Forecast changes

GTV (Em) Revenue (£m) EBITDA* (Em) PBT* (Em) EPS* (p)

From To +-  From To +-  From To +/-  From To +-  From To +-
07/19% 9030 8924 -12% 7784 7674 -14% 12.2 11 -88% (22) (29) NA (28) (3.2 N/A
07/20e 9399 9179 -23% 8138 7911 -2.8% 16.6 153 -80% (1.2) (14) NA 21 (24 N/A
07121e 9516 9474 -04% 8280 8189 -1.1% 17.8 191 76% (370 (090 NA 31 (1.9 N/A
Absolute change FY19 (10.6) (11.0) (1.1) (0.6) (0.4)
Absolute change FY20 (22.0) (22.7) (1.3) 0.2) 0.2)
Absolute change FY21 4.2) 9.1) 14 2.8 1.2

Source: Edison Investment Research. Note: *Adjusted to exclude exceptional items.

We set out our detailed forecasts below:
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Exhibit 5: Forecast summary
Growth/margin

£m FY18 FY19e FY20e FY21e FY18 FY19e FY20e FY21e
GTV

Core retail UK 555.8 538.9 542.8 5447 11%  -3.0% 0.7% 0.3%
Core retail Spain 338.1 340.6 350.8 361.3 7.1% 0.7% 3.0% 3.0%
Core retail total 893.9 879.5 893.6 906.0 18%  -1.6% 1.6% 1.4%
Events, e-sports & digital 13.8 12.9 243 413 45% -68% 89.0% 70.1%
Total GTV 907.7 892.4 917.9 947.4 19% 1.7% 2.9% 3.2%
Revenue

Core retail UK 471.9 457.4 460.7 462.3 39%  -3.1% 0.7% 0.3%
Core retail Spain 296.6 297.2 306.1 315.3 6.5% 0.2% 3.0% 3.0%
Core retail total 768.5 754.6 766.8 777.6 02%  -1.8% 1.6% 1.4%
Events, e-sports & digital 13.8 12.9 243 413 45% -68% 89.0% 70.1%
Total revenue 782.3 767.4 7911 818.9 01%  -1.9% 3.1% 3.5%
Gross profit (on GTV)

Core retail UK 121.8 171 115.7 113.1 219% 21.7% 213% 20.8%
Core retail Spain 69.6 69.1 70.7 724 206% 20.3% 20.1%  20.0%
Core retail total 191.5 186.1 186.3 185.5 214% 212% 209% 20.5%
Events, e-sports & digital 47 4.3 9.8 17.1 341%  333% 404% 415%
Total gross profit 196.2 190.4 196.2 202.6 216% 21.3% 214% 214%
EBITDA

Core retail UK 0.5 1.6 46 6.0 0.1% 0.3% 0.8% 1.1%
Core retail Spain 1.7 10.3 10.6 9.4 3.5% 3.0% 3.0% 2.6%
Core retail total 122 1.9 15.2 154 1.4% 1.4% 1.7% 1.7%
Events, e-sports & digital (2.1) 0.7) 0.1 38 -152%  -5.7% 0.4% 9.1%
Total EBITDA 101 1141 15.3 19.1 1.1% 1.3% 1.7% 2.0%

Source: GMD, Edison Investment Research

BELONG: Reduced assumptions for near-term arena openings

We now assume four arena openings in H219 taking the total to six openings in FY19e compared

to our previous assumption of 20. In FY20e we assume a further 15 new arenas, 20 in FY21e and
29 in FY22e. We make no changes to our assumptions on utilisation rates, cost per station hour or
the number of stations per arena.

As such, we now expect GMD to achieve ¢ 1,800 stations by the end of FY21, meaning that plans
have been delayed by more than a year compared with our original forecast for ¢ 2,000 stations by
the end of FY20.

Although we have not modelled core retail EBITDA beyond FY21e, below we show our forecast for
BELONG over this period to demonstrate that, despite some near-term delays, BELONG is still
expected to become a major contributor to EBITDA over the medium term.

Exhibit 6: EBITDA growth to FY22 for BELONG (£m)
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Source: GMD, Edison Investment Research
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Clearly, there is execution risk, which is accentuated by the reliance on engagement from the SPD
team. However, we must also recognise that this collaboration will potentially give GMD access to a
sizeable portfolio of House of Fraser and SPD stores, many of which are in attractive city centre
locations and able to accommodate much larger BELONG arenas.

Significant net cash position

Net cash (net of financial liabilities) at the end of January stood at £94.1m, an increase of £11.9m
year on year. This was mainly driven by tight management of working capital and higher profits.
Capex reduced by 35% to £4.0m compared with the prior period, corporation tax was lower at
£0.7m due to timing differences and prior year refunds, and the company did not pay a dividend
(H118: £1.7m). The disposal of Multiplay Digital in H118 resulted in net proceeds of £14.9m last
year, with a further £1.9m held in escrow and, subject to any warranty claims, due to be released in
June 2019.

The H1 net cash balance compares with £56.8m at the end of FY18, reflecting the significant and
typical weighting of revenue and positive EBITDA to H1 (which includes the peak Christmas trading
period). We forecast a year-on-year increase in net cash of £6.0m to £62.8m, taking into account
an anticipated EBITDA H2 loss (again, as is typical) and consequent negative cashflow in H2.

At February 2019, the company had undrawn UK and Spanish facilities of up to £110m comprising
a UK asset-backed revolving loan facility of up to £50m (increasing to £75m at peak) and financing
facility with a syndicate of Spanish banks of €28m (increasing by a further €16m at peak). It also
has a £35m unsecured capex facility provided by SPD to fund the opening of new BELONG arenas,
which is available to draw over quarterly periods to the end of January 2023. A £20m unsecured
working capital facility, also provided by SPD, expired on 31 January 2019 and has not been
extended.

Valuation

Our blended DCF and peer comparison values GMD shares at 69p, a 160% premium to the current
share price. For both methods we have applied the FY18 year-end net cash balance (net of
financing liabilities) of £56.8m, recognising that the net cash balance has peaked at both H118
(£82.2m) and H119 (£94.1m). The £11.9 excess net cash balance at H119 versus the previous first
half is equivalent to 7p per share.

DCF: Metrics reflect both risks and opportunities

The roll out of BELONG remains a key objective for GMD and makes DCF especially appropriate.
As previously noted, there is execution risk, which is reflected in our assumed WACC of 15%. We
further assume revenue growth peaking as 7% in FY22 before fading to a terminal rate of 2%, and
a terminal EBITDA margin of 4.0% (FY21e: 2.3%). Our capex assumption remains constant at ¢ 2%
of revenue. As a result, our DCF values the shares at 54p. Sensitivities to our terminal growth and
WACC assumptions are set out in the table below.

Exhibit 7: Share price sensitivity to WACC and terminal growth

Pence per share Terminal growth

WACC 1.0% 2.0% 3.0% 4.0% 5.0%
20.0% 446 45.0 454 46.0 465
17.5% 48.0 48.7 494 50.3 513
15.0% 53.1 54.2 55.5 57.1 58.9
12.5% 61.0 63.0 65.5 68.6 725
10.0% 742 784 83.9 91.1 101.3

Source: Edison Investment Research
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Peer comparison

GMD does not have a direct UK quoted peer. The closest comparator, with the core retail business,
is US-listed GameStop, which trades on a year one and year two EV/EBITDA of 2.8x and 3.6x,
respectively. Averaging the two years would imply a valuation for GMD of 58p per share.
Alternatively, in the UK, we compare GMD with a small group of special interest operators including
Games Workshop, Goals Soccer Centres, Focusrite and Everyman Cinemas. This group has re-
rated since our November valuation, largely due to Focusrite’s strong share price performance as
the market factors in the potential return on its surplus cash balance, and trades on a year one and
year two EV/EBITDA of 11.9x and 10.8x, which implies a valuation of 109p for GMD.

In combination, the blended UK and US-listed peer group returns a valuation for GMD of 83p.

Game Digital | 21 March 2019
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Exhibit 8: Financial summary

Accounts: IFRS, year-end: July, £m
PROFIT AND LOSS STATEMENT
Total revenues

Cost of sales

Gross profit

Other income/(expense)

Exceptionals and adjustments
Depreciation and amortisation
Reported EBIT

Finance income/(expense)
Exceptionals and adjustments
Reported PBT

Income tax expense (includes exceptionals)
Reported netincome

Basic average number of shares, m
Basic EPS (p)

Dividend per share (p)

Adjusted EBITDA

Adjusted EBIT

Adjusted PBT

Adjusted diluted EPS, p

BALANCE SHEET

Property, plant and equipment
Goodwill

Intangible assets

Other non-current assets

Total non-current assets

Cash and equivalents

Inventories

Trade and other receivables

Other current assets

Total current assets

Non-current loans and borrowings
Other non-current liabilities

Total non-current liabilities

Trade and other payables

Current loans and borrowings

Other current liabilities

Total current liabilities

Equity attributable to company

CASH FLOW STATEMENT

Cash from operations (CFO)

Capex

Acquisitions & disposals net

Other investing activities

Cash used in investing activities (CFIA)
Net proceeds from issue of shares
Movements in debt

Other financing activities

Cash from financing activities (CFF)
Increase/(decrease) in cash and equivalents
Currency translation differences and other
Cash and equivalents at end of period
Net (debt) cash

Movement in net (debt) cash over period

Source: GMD, Edison Investment Research
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2015

866.6
(652.9)
2137
0.0
(12.2)
(85)
262
(0.4)
(3.7)
258
(4.4)
214
168.3
12.7
147

2016

8219
(612.7)
2092
0.0
(12.9)
(10.5)
30
(1.1)
(3.8)
19

13

32
168.9
19

34
264
15.9
148
10.7

SRS

~oHo
omoX o

NG
=l©

(24.0)
10
40.1
385
(24.5)

2017

7829
(57738)
205.1
0.0
(5.7)

2018

7823
(586.1)
196.2

97.9
98.5
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and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows
and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. Forward-looking information or statements
in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

in securities ioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). Al rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “FTSE®" is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial
Services Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

Neither this document and associated email (together, the "Communication”) constitutes or form part of any offer for sale or subscription of, or solicitation of any offer to buy or subscribe for, any securities, nor shall it or any
part of it form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Any decision to purchase shares in the Company in the proposed placing should be made solely on the basis of the
information to be contained in the admission document to be published in connection therewith.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document (nor will
such persons be able to purchase shares in the placing).

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is
a bona fide publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61(0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 1,185 Avenue of the Americas Level 4, Office 1205
60325 Frankfurt London, WC1V 7TEE 3rd Floor, New York, NY 10036 95 Pitt Street, Sydney

Germany United Kingdom United States of America NSW 2000, Australia



