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Activision Blizzard 
(NYSE: ATVI) 

Price 61.83 52 Week H-L 35.12 - 67.03 FY: Dec  12/31/2016 12/31/2017 12/31/2018 12/31/2019 

Price Target 67.70 WACC 9.7 Revenue (Bil) 6.6 7.0 7.0 7.4 

Market Cap 47.18 EPS 3.57 Net Income (Bil) 1 1.5 1.7 2 

ROA 6.16 Debt/Assets 24.77 Op Margin 28.28 21.37 33.94 36.73 

ROE 11.83 Debt/Equity 44.03 EBITDA  1.8 2.6 2.5 3 

ROIC 9.13 Debt/EBITDA 1.62 EPS  1.36 2.02 2.24 2.57 

Avg Daily Vol (Mil) 5993544 Beta 1.16 FCF (Bil) 1.1 2 2 2.1 

DPS 0.30 Liabilities (Bil) 7.8 P/E 32.30 25.59 27.67 24.15 

Yield 0.72 Price/Sales 6.65 EV/EBITDA 16.85 11.12 18.87 16.07 

Recommendation 

Activision Blizzard, Inc. is an American video game publishing company headquartered in  Santa Mon-
ica, California and founded in 2008. In 2013, Activision Blizzard bought itself back from French parent com-
pany Vivendi Universal in a two-part share acquisition for $8.17 billion. Since 2015 Activision has been one of 
the stocks that makes up the S&P 500. Currently Activision operates in more than 15 countries, and is the 
largest game company in the Americas and Europe in terms of revenue and market capitalization.  

Activision is in possession of some of the largest video game franchises in existence today. These franchises 
include Call of Duty, Destiny, Skylanders, Blizzard Entertainment's World of Warcraft, StarCraft, Dia-
blo, Hearthstone, Heroes of the Storm, Overwatch, King's Candy Crush Saga, Pet Rescue Saga, and Farm He-
roes Saga. 

Between its three major operating segments, ATVI’s portfolio holds some of the strongest franchises and ti-
tles in the video game industry.  Call of Duty is the #1 console franchise globally, with its most recent install-
ment grossing over $500 million In its first three days of availability. Activision’s Destiny 2 is also the best-
selling console game year-to-date in the U.S, while Blizzard’s World of Warcraft and Overwatch have record-
ed four consecutive quarters of record growth in Monthly Active Users (MAU). In mobile gaming, King’s Can-
dy Crush has remained in the top five grossing apps on the mobile market for thirteen consecutive quarters.  

Activision’s ventures into the mobile market and E-Sports show that they are expanding their product offer-
ings and creating new revenue streams in the two fastest growing areas of the gaming industry. With titles 
including Candy Crush, Farm Heroes, and Pet Rescue, King Digital Entertainment is a leader in mobile game 
development for Andriod and IOS. ATVI acquired King in 2016 for $5.9 billion, and is expected to utilize the 
studio as it aims to bring some of ATVI’s biggest franchises onto the mobile market. To jump into the E-
sports market, Activision Blizzard Inc. acquired Major League Gaming (MLG) for $46 million.  As the other top 
companies in the industry have yet to break into the E-Sports market, which is projected to grow by over 
100% to become a $1.5 billion in the next three years, Activision will be ahead of the pack as it rolls out its 
Overwatch league in early 2018. 

Leveraging higher margins from digital sales and in-game purchases has proven to be a continued advantage 
for ATVI, grossing $3.6 billion in revenue throughout 2016 with expectations for more future growth.  In ad-
dition to this, overall economic strength and record holiday sales in 2017 are expected to drive growth for 
the company in the short term. American consumers spent $19.62 billion online over the five-day period 
from Thanksgiving through Cyber Monday. This was $2.6 billion and 15 percent more than they spent during 
the same timeframe last year. 
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Investment Thesis 

Valuation 

 Market Dominance: ATVI has a collection of the most economically powerful AAA titles across all three 
video game platforms Activision for console games, Blizzard for PC games, and King for mobile games.  
ATVI owns eight video game franchises that have each generated at least $1B of revenue. In 2016, Ac-
tivision’s Call of Duty was the best-selling game in North America for the 8th year in a row. ATVI launched 
additional content for Destiny 2 in Sept, 2017 and Call of Duty: WWII which was released on Nov 3. In 
2017, Blizzard also released expansion packs for World of Warcraft and new content for Overwatch.  

 E-Sports: E-Sports or competitive online gaming  has become a quickly growing pass time for many video 
game fans and enthusiasts. Tournaments such as  The International, the League of Legends World Cham-
pionship, and the Evolution Championship Series provide live broadcasts of the competition, and prize 
money to competitors. The prize pool for The International 7, DotA 2's largest tournament of the year, 
climbed to an astonishing $24,687,919 . Activision is looking to grab hold of this market through its Acqui-
sition of MLG (Major League Gaming), and by creating its own E-sports League for Overwactch in 2018. 

 Rising Digital Margins: Years ago all video games were purchased in physical form. Today, 70-85% of AT-
VI’s console games are purchased physically and 15-30% are purchased via digital download. ATVI has 
stated that it makes around $15 more in gross profit per digital game purchase. As initial game sales con-
tinue to transition toward digital Activision's gross profit margins should continue to expand.  

 

To determine an intrinsic value for Activison, we used the 
EBITDA Multiple model, with 5 years of performance obtained 
from the Bloomberg Terminal. We then used a WACC of 9.70%, 
and found a target price of around $67.70. From our Multiple 
model we determined Activision is roughly 10% undervalued in 
the current market with a range or $46 to $67 in 5 years. It 
should be noted that Activision usually does pay dividends at 
around 0.70% of their stock price. Currently Activision 
maintains around a 75% buy rating as listed on Bloomberg.  

Terminal EBITDA at Year 5            3,673  

WACC     9.7% 

Exit Enterprise Value / EBITDA   18.3x  

Terminal Value at End of Year 5            67,352  

      

PV of Terminal Value  (@ 9.7% WACC)        42,380  

(+) PV of Free Cash Flows  (@ 9.7% WACC)        10,446  

(=) Current Enterprise Value            52,826.4  

      

(=) Equity Value           51,184  

      

Shares outstanding               756  

Estimated Value per Share (USD)                 67.70  
Risks 

Management 

 Competitive Market:  Gaming is a very competitive industry, with both direct competitors like EA, Take-
Two, Ubisoft, etc, as well as large and deep-pocketed “adjacent” competitors including Amazon, Google 
and Microsoft. Together, Twitch and YouTube captured the majority of video game ad revenues in 2016.  

 Death of Net Neutrality: The looming potential mergers of telecom giants like Time Warner and Comcast, 
in addition to AT&T and DirecTV, signal the dawning of a new Internet era. Consumers paying more for 
Internet service and online content providers paying more to reach consumers are likely scenarios in the 
future. Data caps and other usage plans could easily drive up the cost of online gaming.  

 Maturing Franchises: Some of Activision’s most popular series such as  Diablo, Call of Duty, and World of 
Warcraft are beginning to reach ages of 15+ in years. These franchises in the future could run the risk of 
losing sales due to gamers becoming turned off by the stagnant nature of these older series.  

Bobby Kotick is the Chief Executive Officer (CEO) of Activision Blizzard. Over the course of a quarter century 
under his leadership, Activision Blizzard has grown to become the world’s most successful standalone inter-
active entertainment company. Also, in early 2017 Spencer Neumann, chief financial officer( CFO) of  Walt 
Disney Co.’s parks division, was promoted to become Activision’s CFO , replacing Dennis Durkin, who was 
promoted to chief corporate officer (CCO).   
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 Past Price 

Name  Ticker Market Cap (BIL) Sales (BIL) Debt/Assets EV/Sales (BIL) Price/Earnings 

Activision ATVI 47.18 7.36 24.77% 6.52 39.02 

Electronic Arts EA 32.75 5.44 12.51% 5.4 28.01 

Take Two TTWO 2.48 2.61 1.42% 4.41 93.86 

Zynga ZNGA 3.57 0.92 0% 3.05 - 

Microsoft MSFT 649.34 109.86 34.31% 5.43 28.51 

Ubisoft UBI 7.2 1.96 36.34% 3.76 54.89 

Peer Averages:  123.75 21.36 18% 4.76 40.72 

Source: Nasdaq 
Top 5 Shareholders 

Source: Nasdaq 
Peer Analysis 

Ownership 


