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Ticker: ATVI        Price Target: $109.82 

Current Price: $78.79       Sector: Communication Services 

Introduction 

Activision Blizzard, Inc. is a video game holding company founded in 2008 via merger of Activision, Inc., 

and Vivendi Games. In 2013 Activision Blizzard bought itself from French parent company Vivendi 

Universal for $8.17 billion. The company is traded on the NASDAQ stock exchange under the ticker 

symbol ATVI and since 2015 has been one of the stocks that comprise the S&P 500. Activision Blizzard is 

a video game holding company with three major publishing labels: Activision Publishing, Blizzard 

Entertainment, and King Digital Entertainment. The company owns some of the largest video game 

franchises in existence including Activision's Call of Duty and Destiny, Blizzard's World of Warcraft, 

Hearthstone, and Overwatch, and King's Candy Crush Saga. 

Recommendation 

From its three major publishers, Activision Blizzard's portfolio carries a set of the strongest franchises 

and individual titles in the video game industry. Call of Duty is the top console franchise globally, with 

over $3 billion in net bookings over the past year with its invigorated business model. Blizzard's World of 

Warcraft aims to retain its record-setting past year of users and engagement. In mobile gaming, King's 

Candy Crush is the top-grossing mobile app in the US with its various spinoffs increasing in popularity, 

and Call of Duty Mobile saw a substantial launch in the Chinese market. 

Activision Blizzard's major revenue driver, Call of Duty, saw significant changes in their revenue model in 

the prior year with their free-to-play release of Call of Duty: Warzone. The free-to-play model saw an 

increase in over 75 million new players, with the primary revenue driver being cosmetic in-game 

purchases. This "freemium" pricing strategy expanded their reach and engagement, ultimately restating 

their emphasis as the titan of console gaming. The free-to-play product and model plan to follow with 

the franchise's newest release and is speculated to be released either near the conclusion of Q4 2020 or 

during Q1 2021. 

With dominant and expanding franchises, positive changes to their driving revenue model, and 

significant mobile outreach, we believe that Activision Blizzard is a strong BUY. 

Investment Thesis 

Activision Blizzard remains a titan in the video game industry with its winning formula of mobile and 

free-to-play titles fueling strong growth for the publisher. Activision Blizzard is one of the largest 

companies within their subsector by measure of market capitalization and provides a sense of stability in 

comparison to its competitors.  

Distinct Market Dominance: Activision Blizzard owns some of the most economically dominant AAA 

titles across all platforms. Call of Duty, World of Warcraft, Hearthstone, Candy Crush are all leaders of its 
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respective genres and see stable year-over-year growth in both users and engagement. In the previous 

year, the Call of Duty and World of Warcraft franchises saw a major content revitalization leading to 

significant growth in new and prior users.  

Expanse into Digital Offerings: Activision Blizzard saw a major increase in revenue from their digital 

offerings. Call of Duty saw the highest first-year premium sales in franchise history and over 2/3 of units 

sold digitally. Also, Call of Duty console and PC in-game purchases saw an increase in net revenue by 

four times over the prior year. Call of Duty's newest offering, Black Ops Cold War, set a new record for 

the highest first-day digital sales in franchise history.  

Strong Growth in Mobile Gaming: Call of Duty Mobile and Candy Crush Saga continue to be some of the 

most played mobile games in the world. Call of Duty mobile sees daily increases in net revenues and 

grew in its reach and engagement from the prior quarter in their Chinese release sported over 50 million 

pre-registrations. Candy Crush saw an increase in year over year growth in monthly active users, and 

once again is the top-grossing franchise in U.S. app stores. King is slated to bring the Crash Bandicoot 

franchise onto the mobile platform in Spring 2021. Customer reception is positive with 10 million pre-

registrations.  

Momentous Upcoming Year for Blizzard: Blizzard's World of Warcraft IP had its largest gain historically 

in monthly subscribers in the tail end of 2019 and aims to replicate their success with the recent launch 

of its highly touted Shadowlands expansion. World of Warcraft's franchise engagement is at its highest 

level for this stage ahead of an expansion in a decade, with presales for the Shadowlands expansion well 

ahead of any prior expansion. Blizzard has proven its franchise growth by providing a steady stream of 

new high-quality content to its current and future subscriber base.  

Valuation 

To understand and properly value Activision Blizzard and its shares, we used a combination of the 
discounted cash flow and dividend discount models. 
 Discounted Cash Flow:  

Terminal value  

  

Growth in perpetuity method  

Long term growth rate 1.5% 

Free cash flow (t+1) 2,960.8  

Terminal value 92,523.8  

Present value of terminal value 73,539.4  

  

Enterprise value to Equity value  

Enterprise value 83,411.3  

Less: Net Debt (2,911.0) 

Equity Value 86,322.3  

Fully Diluted Shares Outstanding 786.0  

Equity Value per share $109.82  
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Using current company financial statement data, a WACC of 4.7%, and a conservative long-term growth 

rate of 1.5%, we have calculated (in millions) current enterprise and equity value at $83,411.3 and 

$86,322.2, respectively. This puts our equity value per share at $109.82, $30.04 higher than its current 

value of $79.78. A clear buy. 

Dividend Discount: 

The dividend discount model provides different insight however: 

 

The model indicates a lower intrinsic value of $73.78 per share when compared to the discounted cash 

flow model. Despite this low valuation, we believe the stock is remains a strong buy because the 

discounted cash flow model is based upon actual company financial data and has fewer vague 

assumptions.  

Due to our preference towards discounted cash flows, we decided on utilizing the price target of 

$109.82. Activision Blizzard maintains an 81% buy rating by analysts as listed on FactSet with our target 

price being comparable. 

Risk Analysis 

Userbase Retention: Activision Blizzard has amassed a significant player base with 175 million monthly 

active users on console and PC platforms, and upwards of 271 million monthly active users for their 

mobile offerings. A decline in these values represents a significant loss in profits, especially regarding 

their most profitable franchises. Activision Blizzard aims to engage and retain their user base by 

releasing content updates to their titles, as well as new titles consistently.  

Continuously Satisfying Consumer Demands: Consumer preferences for games are cyclical and difficult 

to predict. The largest and most popular titles at any given time can dissolve in popularity. For Activision 

Blizzard to remain competitive they must develop new products or in-game enhancements to remain 

competitive. These products must be high-quality and released with proper timing otherwise consumers 

will prefer competing products.  
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Importance of Retail Sales: Reliance on retail sales continues to expose Activision Blizzard to the risks of 

that business model. Despite the proportion of revenues from digital sales continuing to increase, retail 

sales are still a significant portion. Retail sales expose the risk of losing shelf space to competitors as well 

as credits granted for defective or damaged returned merchandise. Activision Blizzard aims to promote 

its digital distribution platforms to help mitigate this risk.  

Dependance on Main Franchises: The franchise model that Activision Blizzard employs has a 

disproportionately high amount of revenue in their top franchises. In 2019 over 67% of revenues were 

associated with the Call of Duty, Candy Crush, and World of Warcraft franchises. This is expected to 

continue for the coming years and hedges on each of these franchises continuing to achieve anticipated 

results.  

Peer Analysis 

As stated, Activision Blizzard owns some of the most dominant franchises in their respective genres. 

World of Warcraft has and continues to dominate the MMORPG category, while King's offerings top the 

casual mobile gaming market. The Call of Duty franchise continues to dominate viewership popularity, 

with the two most recent yearly offerings combined currently are the most viewed shooter franchise on 

streaming outlets. Having strong competitors in a wide range of genres allows Activision Blizzard to 

reach a significantly larger customer base than its competitors. 
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Most Viewed Shooters on Twitch.tv - (12/3/20) 

Game Avg Viewers - Peak Hours Publisher 

Fortnite 191,000 Epic Games 

Call of Duty: Modern Warfare 145,000 Activision Blizzard 

Counter Strike: Global Offensive 89,000 Valve 

Call of Duty: Black Ops Cold War 70,000 Activision Blizzard 

Apex Legends 55,000 Electronic Arts 

 

Most Popular MMORPGs (est. 2020) 

Game Active Players (est.) Publisher 

World of Warcraft 5,160,000 Activision Blizzard 

Old School Runescape 2,007,000 Jagex 

FINAL FANTASY XIV 1,530,000 Square Enix 

World of Warcraft Classic 1,122,000 Activision Blizzard 

Destiny 2 1,060,000 Activision Blizzard 

Top Grossing Mobile Casual Games – App Store (12/3/20) 

Game Publisher 

Candy Crush Saga  King  

Coin Master  Moon Active  

Toon Blast  Peak Games  

Candy Crush Soda Saga  King  

Toy Blast  Peak Games  
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Management 

Robert A Kotick is the Chief Executive Officer and has been a director of Activision Blizzard since 1991 

following his purchase of significant interest in the company. Kotick was Chairman and CEO from 1991 

until 2008 when he became President and CEO until 2017. Since 2017 he stands as the CEO of Activision 

Blizzard. He is also a member of the board of directors of The Coca-Cola Company and is the co-founder 

and co-chairman of the Call of Duty Endowment, a nonprofit, public benefit corporation that aims to 

help veterans by providing job placement and training services.  

Executives Officers: There are five total executive officers of Activision Blizzard, comprising an average 

age of 50. Activision Blizzard's executives come from diverse business backgrounds with an abundance 

of leadership experience, providing expertise in a variety of fields. 

Ownership of Shares 

 

 

 

 

 

 

 

 

 

 

Top Five Institutions % OS 

The Vanguard Group, Inc. 7.38% 

Fidelity Management & Research Co. LLC 6.72% 

BlackRock Fund Advisors 4.81% 

SSgA Funds Management, Inc. 4.47% 

Capital Research & Management Co. 
(International Investors) 4.22% 

Top Five Insiders % OS 

Brian G. Kelly 0.69% 

Robert A. Kotick 0.59% 

Daniel I. Alegre 0.07% 

Dennis M. Durkin 0.05% 

Vista Equity Partners Management LLC 0.04% 


