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BACKGROUND

During the 1970s a guy named Buster opened a new restaurant in Little Rock, Arkansas called “Buster’s” that became known for its delicious food and superb service. Next door to the restaurant that Buster opened up was a guy named Dave who had also opened up a business called “Cash McCool’s.” Dave’s business incorporated both entertainment and games for adults who were attracted to having fun. The two noticed that customers were actively moving between both locations, so they ultimately decided to form the idea of combining their businesses to best improve their profitability. In 1989, a company called Edison Brothers Stores financed expansion of Dave & Buster’s into other cities and established themselves as the majority ownership of the restaurant chain. On December 2005 the company was acquired by Wellspring Capital Management and later launched an IPO in 2014 and Dave & Buster’s officially went public. Since Dave & Buster’s have conjoined businesses they have incorporated state-of-the-art games, a broader, more delicious assortment of food items to their menu and also added creative and innovative drinks to their establishment. The company’s headquarters are located in Dallas, Texas and currently have 108 locations within the United States and have even added two locations in Canada.

BUSINESS DESCRIPTION

Dave & Buster’s is an American restaurant and entertainment business where food collides with adult beverages and fun and games.  Dave & Buster’s moto is “Eat, Drink, Play, Watch, all under one roof!” There are more than 85 entertainment complexes that offer casual dining, full bar service, and a cavernous game room. The company attempts to differentiate themselves from other casual dining concepts by integrating their “remarkable & realistic” strategy. This promotes exceptional food that customers will want to “remark” on social media, while keeping it realistic in the way its functional in terms of operational time. The menu is offered early lunch until late night. It is designed to appeal to a large target market offering a wide variety of food including pastas, burgers, steaks, seafood, chicken, and desserts. To ensure satisfaction, they release menu updates nearly three times a year. Every venue also offers a full bar including a variety of beers, signature cocktails, and premium spirits. They offer fun beverage platforms including glow kones. The game rooms offer the latest video games and motion simulators in addition to old school games that are played for prizes, while still offering traditional games such as billiards and bowling. The games are operated with Dave & Buster’s Power Card, replacing traditional tokens. These cards act as company debit cards where customers can upload money at “power stations.” This is Dave & Buster’s attempt to adapt with technology, promote extended play time, and increase customer spending. Each venue on average has 40 high definition televisions offering sports-viewing and broadcasting of various live streams of Ultimate Fighting, WWE, and other sporting events. The company also offers services including professional event planners to help plan your event from start to end, while working within your budget. Dave & Buster's promotes these four products on an individual level in addition to groups by offering are company events, team building activities, adult socials, youth socials, and kids birthdays. The key driver of revenue is their amusement sector. The main sources of expenses are food and beverages, operating payroll and benefits, and store operating expenses. 

MANAGEMENT & GOVERNANCE

[bookmark: _GoBack]Dave & Buster’s management team is a seasoned and skilled management team. The average amount of experience is 25 years in the relevant industry that Dave & Buster’s resides in, which is the food, drink, and entertainment industry. Before Stephen King became CEO of Dave & Buster’s, he was in charge of Carlson Food WW Inc, which at the time owned TGI Fridays and Pick Up Stix. Brian Jenkins, the CFO of Dave & Buster’s was Vice President of Six flags for six years before joining the team in 2006. Margo Manning the COO has been with Dave & Buster’s all throughout the company and has extensive knowledge of the company. Sean Gleason the CMO was with Yum Brands from 1995-2005 and with Cadbury Schweppes from 2005-2008 before joining Dave and Buster’s. Kevin Bachus, the SVP of Entertainment & Games Strategy has extensive knowledge in the gaming industry, most notably working for Microsoft developing the Xbox console and some Xbox successful games. John Mulleady, the SVP of development has been with the company since 2012. John has extensive knowledge in real estate. Previously, working as the director of Real Estate of BJ’s Wholesale Club from 2008-2012 and VP of Real Estate at Circuit City Stores, Inc (2006-2008). Jay L. Tobin has served as the Senior Vice President, General Counsel and Secretary since May 2006. Previously, Jay served in multiple capacities from 1988 to 2005, he served in various capacities (most recently as Senior Vice President and Deputy General Counsel) at Brinker International, Inc., a company that owns and operates casual dining restaurants worldwide.

INDUSTRY OVERVIEW & COMPETITIVE POSITIONING

[image: ]Dave & Buster’s operates within the entertainment and casual dining industries. The casual dining industry includes companies that provide food services in casual atmosphere including national and regional chains, franchise, and independent operators. The industry in the US produces an annual revenue of $225 billion and includes about 245,000 establishments. Demand for personal dining is driven by person income and demographics. The overall health of the economy is a large factor in the way consumers have more disposable income, they will be more likely to spend it in casual dining. Demographics is important in the way the restaurant should be easily accessible, driving demand. The overall profitability of a company is dependent on profit margin and effective marketing. Large companies have advantages in marketing and access to capital, while smaller companies have opportunities by focusing on offering higher quality food and customer service. This is a highly fragmented industry with the top 50 companies generating 20% of the total revenue. Current industry opportunities include increase alcohol sales, marketing through social media, targeting millennials, and growth potential small markets. According to Mergent Intellect, the casual dining industry is expected to increase at an annual rate of 4% over the next 4 years. 	                                                                                            The Amusement Parks & Arcades Industry includes about 3,2000 establishments with an annual revenue of $17 billion. Demand is driven by consumer income. This is a highly concentrated industry and according to Mergent Intellect the industry is forecasted to grow at an annual rate of 
[image: ]5% over the next 4 years. Major arcade operators US-based include Chuck E Cheese’s and Dave & Buster’s. Demand is driven by consumer income and the profitability of companies is dependent upon marketing skills. Current business trends include complementary business developments and debit card payment systems. Arcades are threatened by at home game and entertainment systems.
	
Dave & Buster’s is unique in the way they offer the four elements of eat, drink, play, and watch all under the same roof. This combination creates an experience under one roof that cannot be easily replicated. There is not any company quite like Dave & Buster’s, making it difficult to get an accurate comparison. They consider their main competitors to be Buffalo Wild Wings, Famous Dave’s, Texas Roadhouse, and the Cheesecake Factory. Although there are a few similar companies such as Brunswick Bowling and AMF Bowling, they are not public companies, making it difficult to get an accurate comparison.  

GROWTH STRATEGY

Dave & Buster’s currently owns and operates 106 stores in the US and Canada, which are all company owned. By the end of 2017, Dave & Buster’s will have added roughly around 14 new stores and plans to add an additional 14-15 new stores by the end of 2018. After 2018, the company plans to grow its store count by an average of 10% each year. In North America alone, Dave & Buster’s has the capability to expand anywhere from 231 to 251 stores in new and already existing markets. This growth strategy will be mainly spearheaded by the addition of the already large (300k> sq. ft) store formats and small store formats (<300k sq. ft) which will account for roughly around 90% of the additions. Dave & Buster’s is also introducing the new 17K sized store formats, which is a new store concept made to cater to smaller newer markets with populations ranging anywhere from roughly 300,000 to 500,000 people.

With Dave & Buster's effective and efficient business model and expansive strategies into new and older markets, Dave & Buster's also relies heavily on menu and entertainment innovation to drive its in store sales. In addition, the company continues to evolve its amusement/arcade section by phasing out new and obsolete games with new and interesting content, including games based on some notably popular new movies while also rolling out virtual reality games this year which will help drive customer store traffic and keep customers interested.

Dave & Buster’s will also be changing its direction in advertising. The company believes that it can drive traffic by enhancing in-store and out-of-store customer experience. How it plans to achieve this is through social media and online platforms such as Hulu and other streaming services. However, Dave & Buster’s will continue to promote its special events which accounted for nearly 10% of their revenues. 

VALUATION

Absolute Valuation 

According to our valuation, Dave & Buster’s is showing promising returns in the near future based on their incorrect pricing.  When looking into their absolute valuation, we are showing that the stock price should be at $72.78, which is currently only at $41.70.  As this may sound like a shockingly impossible valuation, less than a year ago on June 7th, 2017 the stock price maxed out at $72.89 putting us right in the ballpark.  Our valuation strategy was estimated using the following 5 steps:

1. Project the free Cash Flows
2. Determine a Discount Rate
3. Discount the Projected Free Cash Flows
4. Calculate Discounted Perpetuity Value
5. Add it all up

We tested these 5 steps with two different models, so we could compare and get the best valuation as possible.  The first model used a free cash flows to revenue ratio, while the second model used free cash flows equaling operating cash flows minus capital expenditures.  The second model, however, did not work as well as we liked, so it was thrown out and will not be discussed.

Step 1. In our main model, model 1, free cash flow was estimated by taking averages and estimates of Dave & Buster’s changes in past revenue and taking our made-up ratio and multiplying them together.  For example, our estimated free cash flow for 2019 was found by the following:
 [image: ]
*This step was then projected out to the year 2046 with an adjusted FCF/Rev Ratio*

Step 2. The next step was determining a discount rate which is where we found the Weighted Average Cost of Capital (WACC).  The WACC=E/(E/D)*cost of equity+D/(E+D)*cost of debt*(1-tax rate).
[image: ]

Step 3.  In this step, we took the estimated free cash flows and discounted them to the present.  This was done by the following formula:

DCF=FCF(YEAR)*(1/1+WACC)^(YEAR-2018))

After doing this for all years up until 2046, the discounted values were then summed up for a total short-term value of $1,762,989,271.20

Step 4. The perpetuity value can be found by the following formula:

Perpetuity=(CFn*(1+g)/(R-g))

This formula uses the last year in the short term as CFn value and discounts to the present the same way as in step 3.  The algebraic value of ‘g’ is the estimated average growth rate which was taken from an in between average of historical inflation growth rates and GDP growth rates.  The equation returned a perpetuity value of $ 3,915,347,580.54 which was discounted to the present at $1,198,244,987.95.

Step 5.  The last step is adding the short term discounted value with the discounted perpetuity value for a total value and then dividing that by the shares outstanding for a final stock price of $72.78.
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Relative Valuation

Dave & Buster’s is performing very well when looking at their relative valuation and comparing them to the industry and their main competitors.  As you can tell by the from the given ratios, Dave & Buster’s is showing they are a leader in this industry.

[image: ]

Dave & Buster’s, for the most part, is out performing their main competition and the industry average. An important aspect to look at is the change in growth from both revenue and net income over the past three years.  This is a promising sign given that the industry average was a negative number for revenue growth and only about 2% of what Dave & Buster’s net income growth was.  They also are showing comparable values for ROA and ROE with their competitors even though ROE is significantly below the industry average.  We believe this is because the industry average came from Morningstar which also pairs large companies such as McDonalds in this group.






FINANCIAL ANALYSIS
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Dave & Buster’s has increased their revenue along with their gross profit since they became public back in 2014.

[image: ]
[image: ]Analysts’ predictions show Dave & Buster’s Stock significantly undervalued, matching our expectations.

Our own forecasted analysis also shows Dave & Buster’s stock is projected to continually increase over the coming years. The statistical analysis of the market price of Dave & Buster’s Stock proves our forecasting model is accurate. This model was then used to forecast the next 24 months, indicating our valuation price will be achieved next April. 
[image: ]
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INVESTMENT RISKS

Although Dave & Buster's is faced internal and external risk. The impact of the economy is a risk in the way both casual dining and entertainment industries are driven by consumer spending. Therefore, when the economy is down, consumers have less disposable income to spend within these industries. Another risk Dave & Buster’s is faced by is the threat of competition from out-of-home localized attractions competitors including movie theaters, bowling alleys, sporting events, arcades, and restaurants. Dave & Buster's is currently implementing a growth strategy that risk are present in the way it is dependent on their ability to open new stores and operate them efficiently. When opening a store in an unfamiliar area, it is possible sales may be less than predicted. Another prominent risk is the revenue fluctuating seasonally, when the first and fourth quarter are the highest. Dave & Buster’s only having a limited supplier of games equipment is a risk in the case of absence of these suppliers. 

INVESTMENT SUMMARY

Since Dave & Buster’s opened, they have developed a one of a kind business that comes with a unique back story.  They are led by a dominate management team that has over 25+ years of experience in the food and gaming industry.  Dave & Buster’s takes pride in the fact there is truly no other business out there like them.  Having the ability to cater to so many different individual customer wants by having a one stop shop to “Eat Drink Play Watch” is something nobody can compete with.  In addition, Dave & Buster’s does an excellent job by providing an exclusive restaurant design based on that specific restaurants location.  With this in mind, a significant portion of their success comes from their genius growth strategy where they only put stores where they know they will become successful.  It is also important to add Dave & Buster’s is constantly changing their menus and upgrading to the newest and best games on the market to keep their customers coming back for more.

After completing extensive research on this unique industry and firm as well as looking into all financials and running forecasts, we have determined Dave & Buster’s is currently underpriced and should be considered a good buy.
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2013 $4.107.000.00 -- $608.067.000.00 -- 0.6754%
2014 $3.984.000.00 -2.99% $636.579.000.00 4.69% 0.6258%
2015 -$42.973.000.00 -1178.64%  $746.751.000.00 17.31% -5.7547%
2016 $24.091.000.00 156.06% $866.982.000.00 16.10% 2.7787%
2017 $50.752,000.00 110.67%  $1.005.158.000.00 15.94% 5.0492%
2018 $44.771,000.00 -11.78% $1,139,791,000.00  13.39% 3.9280%
AVG -185.34% AVG 13.49%
2019 $54.326.961.58 = $1,293.499.085.24 X 4.20%
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1. Weights
Market Cap $1,850,760.000.00
Book val of Debt $300,772,000.00
Weight of equity 86.02%
Weight of debt 13.98%
2. Cost of Equity

10yr Treasury Bond 2.85%
Beta 032
Risk Premium 6.00%
CAPM. 471%
3. Cost of Debt

Interst Expense $7,256,000.00
Book val of Debt $300,772,000.00
Cost of Debt. 241%

35.88%
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Consolidated Statements of Comprehensive Income - USD ($) 12 Months Ended

inThousands 1an.29,2017  Jan.31,2016 Feb.01,2015 Feb. 02,2014
statement of Comprehensive Income [Abstract]

Food and beverage revenues 952,140 $405801  $359,125 310,111
Amusement and other revenues 553,018 461181 387,626 | 325468
Total revenues 1,005,158 866,982 746,751 635579
Cost of food and beverage 114,345 104757 | 92122 71,57
Cost of amusement and other 65,350 58,053 54,353 47,431
Total cost of products 180,300 162810 | 146475 125014
Operating payroll and benefits 28,827 00129 175709 150172
Otherstore operating expenses 287,322 250186 | 225763 199,537
General and administrative expenses 54,470 53,600 570 36,440
Depreciation and amortization expense 88,305 78,660 70,868 66,337
Pre-opening costs 15,414 11,561 9,501 7,040
Total operating costs 854,602 756,946 | 672,890 584,50
Operating income 150,516 110036 73,861 51,09
Interest expense, net 6,985 11,464 34,789 47,809
Loss on debt retirement 6822 21,578

Income before provision for income taxes 143,531 91,750 11,494 3,230
Provision for income taxes 52,736 32,131 3,858 1,061
Netincome 90,795 59,619 7,63 2,169
Unrealized foreign currency translation gain (loss) 247 e -a73 -a19
Total comprehensive income $91,042 $59,295 $7,157 $1,750
Net Income per share:

Basic $2.16 $1.46 $0.22 $0.07
Diluted $2.10 $1.39 $0.21 $0.06
Weighted average shares used in per share calculations:

Basic 4,951,770 40,968,455 3531483 33,187,776

Diluted 23,288,502 42,783,905 37,126,041 34,030,115
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Consolidated Balance Sheets (USD$) In Thousands** Jan. 29,2017 Jan. 31,2016 Feb. 01, 2015 Feb.02, 2014

Current assets:
Cash and cash equivalents $0,083 | $25495  $70876 | $38080
Inventories (Note 3) 2180 1959 18457 15354
Prepaid expenses 1588 B4 | 10641 5,620

Deferred income taxes (Note 8) 0257 3051 1595
Income taxes receivable 5501 4146 2421 204

Other current assets 12 e 992 83

Total current assets 75604 | 110080 142909 | 90476
Property and equipment (net of $195,339 and $139,457 accumulated deprediation

as of February 2, 2014 and February 3, 2013, respectively) (Note 4) 06865 2381 46M8  38BOB
Deferred tax assets 2445

Tradenames (Note 5) 73000 79000 73000 73,000
Goodwill (Note 5) mes  mes 7 mAB
Other assets and deferred charges 16189 1886 19769 21389
Total assets 1052733 1L03701 950318 851386
Current izbilities:

Current installments of long-tem debt (Note 7) 1500

Accounts payable 7,50 7,50 B01 36002
Accrued liabilities (Note 6] 55278 4286 8198 74379
Income taxes payable 127 03614 150 1073

Deferred income taxes (Note 8) 269 2657

Total aurrentliabilities W 1see7 157 usom
Deferred income taxes (Note 8) Tad57 347 7@8 24415
Deferred occupancy costs w2 1539 9wy 8L
Otherliabilities 16767 10194 3,157 15599

Long-term debt, less cumentinstallments, netof unamortized discount (Note7) 256628 329916 423,00 34235
Commitments and contingendies (Note 12)

stockholder's equity:
Common stock, $0.01 par value, 1,000 authorized; 100issued and outstandingas of
February 2, 2014 and February 3, 2013 25 16 02
Preferred stock, 50,000,000 authorized; none issued
Paid-in capital B0 MW 23S 4813

Treasury stock, 264,983 and Oshares as of January 25, 2017 and January 31, 2016,

respectively 4817 1,189

Accumulated other comprehensive income (loss) ) om0 646 167
Retained eamings 1437 66064 6,445 26291
Total stockholder's equity 39452 6| 2867 74260

Total liabilities and stockholder's equity 1,052,733 1,003,701 $950,318  $851,386
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12 Months Ended

GG IEE Jan. 25,2017 Jan. 31, 2016 Feb. 01, 2015 Feb. 02, 2014

Cash flows from operating actviti

Netincome. $0795  $S6l9  $76% 52189
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization expense 88305 78660 70868 66337
Payment of accreted interest at debt retirement 50,193

Accretion of note discount 8341 15881
Deferred taxes 661 7858 1615 801
Excess income tax benefit related to share-based compensation plans 18304 -16834

Loss on disposal of fixed assets 1533 1en 1771 2631
Loss on debt retirement 6790 8580

Share-based compensation 588 4108 2212 1207
Other, net 1467 1135 222 3865
Changes in assetsand liabilit

Inventories 28 am 3,108 505
Prepaidexpenses 287 262 = 157
Income tax receivable. armsoans 2 1325
Other current assets 6032 7512 o1t 3015
Other assetsand deferred charges. a7 4365 4 354
Accounts payable 832 3391 8720 1778
Accrued liabilities 4431 13780 1480 6782
Income taxes payable 19209 17,981 as7 21
Deferred occupancy costs 01% 25407 18919 12,214
Other liabilities 1467 1097 765 a2
Net cash provided by operating activities 23139 185083 5715 109878
Cash flows from investing activities:

Capital expenditures 80577 R 12968 10584
Proceeds from sale-lease back transactions 0262

Proceeds from sales of property and equipment EY 132 15 £
Collectionson notes receivable 0 1220

Net cash used in investing activties 153485 61580 129573 105677
Cash flows from financing activities:

Proceeds from debt S7000 48000 528675

Paymentsof debt 70500 | 59750 | 544375

Debt issuance costs. LTI 71 88
Proceeds from the issuance of common stock, net of undenwriter fees 100659

Payment of costs associated with the issuance of common stock 1,008

Repurchase of common stock 25825

Proceeds from the exercise of stock options. 4360 6300 50
Proceeds from issuance of treasury stock 1205 1108

Excess income tax benefit related to share-based compensation plans 19308 1683

Net cash provided by (used in) financing activities 7rase | ome | 7sesa 225
Increase (decrease) in cash and cash equivalents 542 a5l 32.7% 1963
Beginning cash and cash equivalents 3455 | 7087 | 38080 36117
Ending cash and cash equivalents 20088 25455 708 38080
Supplemental disclosures of cash flow information:

Increase (decrease) in fixed asset accountspayable. 1e10  4em KL 13,988
Cash paid for income taxes, net 2213 8003 4937 2151
Cash paid for interest, net 6603 10718 8510 29006
Cash paid for interest and related deb fees, related to debt retirement s2 18,958

Cash paid for settlement of accreted interest on senior discount notes 50,193
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