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Take-Two Interactive Software, Inc. develops, publishes, and
markets interactive entertainment solutions for consumers

worldwide. The company offers its products under the Rockstar
Games, 2K, Private Division, Social Point, and Playdots labels.

 
Take-Two Interactive Software, Inc. was incorporated in 1993

and is based in New York, New York.

BY  THE  NUMBERS

TAKE TWO INTERACTIVE

N/A
DIVIDEND 

YIELD

-20%
YTD

RETURN

$19B
MARKET 

CAP

TICKER: TTWO

PRICE: $165.00
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SHARE PRICE
PERFORMANCE

TAKE-TWO (TTWO)

YEAR-TO-DATE

LAST 5 YEARS



Founded in 1993, Take Two Interactive (TTWO) has grown to become one of
the most well known and respective video game creators in the world.

The company offers its products under the Rockstar Games, 2K, Private
Division, Social Point, and Playdots labels and develops many of the games
you know and love such as Grand Theft Auto, Max Payne, Midnight Club,
Red Dead Redemption, BioShock, Borderlands, NBA 2K, WWE 2K, PGA TOUR
2K (stopped making MLB2K in 2014). It also offers Kerbal Space Program,
and The Outer Worlds and Ancestors: the Humankind Odyssey under their
Private Division. Additionally, the company offers free-to-play mobile
games, such as Dragon City and Monster Legends, as well as Two Dots
mobile game.

ANALYSIS
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Video Game Market

The video game market has proven to be one of the strongest and most
resilient consumer discretionary areas over its history and Take Two
continues to benefit from it.

According to the Q3 2021 Games Market Dynamics: U.S. report from The
NPD Group, overall total consumer spending on video gaming in the U.S.
totaled $13.3B in Q3 2021 an increase of 7% when compared to Q3 2020,
and the highest third quarter spend in history.

Among the best-selling and most played games across all platforms in the
third quarter were Among Us, Animal Crossing: New Horizons, Call of Duty:
Black Ops Cold War, Call of Duty: Warzone, Candy Crush Saga, Candy
Crush Soda Saga, Coin Master, FIFA 22, Fortnite, Grand Theft Auto V,
Madden NFL 22, Mario Golf: Super Rush, Mario Kart 8, Minecraft, NBA
2K22, Pokémon Go, Roblox, Super Smash Bros Ultimate, The Legend of
Zelda: Skyward Sword, and The Sims 4.

Rewinding the clock a bit, during the pandemic spending on video games
set a new record of $56.9B in 2020 in the US, a 27% increase compared to
2019.

Even as the economy opens back up and people get outdoors more the
market still looks like it's going to grow again in 2021. Consumer spending
on video game hardware, software and accessories rose 15% in the first
half of 2021 to $28.9B, even with supply chain issues and tacked on
another 7% growth in Q3.

It will be interesting to see how sales come in during the holidays but
unless it is abysmal, 2021 will see solid growth over a perfect Y/Y
environment for video games in 2020.



Content Slate
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TTWO has kept busy releasing their usual 2K games for the new calendar
year but nothing has been earth shattering. 

These are staples that help keep revenue consistent until the release of
something that doesn't occur every year like a Red Dead Redemption or
Grand Theft Auto.



Content Slate
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In FY2023 (calendar 2022), we expect some decent revenue growth as the
new iterations of GTA 5 will spark up some demand and alongside
Marvel's Midnight Suns. Overall though, there is nothing to get too excited
about for 2022 as it stands today.

Potential surprises include new updates in GTA Online that signals a
deeper step into the metaverse with micropayments and brand deals.



Content Slate
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TTWO has 62 games in their pipeline between now and FY2024 which is pretty
exciting and will keep revenues growing fairly well. We don't know each and every
game so it will be something to keep a close eye on.

Immersive Core: Titles that have the deepest gameplay and the most hours of
content. Examples include our key sports franchises (like PGA 2K and NBA 2K) as
well as Grand Theft Auto and Red Dead Redemption (to name a few).

Independent: Private Division releases.

Mobile: Any title released on a mobile platform. 

Mid-core: Titles that are either an arcade title (like WWE Battlegrounds) or games
that have many hours of gameplay, but not to the same extent as an immersive
core title. 

New iterations of prior releases: This includes ports and remastered titles.
Sequels do not fall into this category.



No matter how we slice it, Grand Theft Auto is the cash cow for Take Two.
Just how insane is the franchise for the company?

GTA 5 came out in September of 2013 and has sold over 155M copies to
date. What's even more crazy to us? 20M copies were sold in 2020, the
most since 2013 and another 10M were sold just in the last 2 quarters.
This game continues to generate insane sales 8 years after launching and
at a greater pace.

When adding up all of the versions, Grand Theft Auto’s lifetime sales have
now surpassed the 355M copy mark.

Essentially, GTA is a recurring revenue and profit making machine for the
company and CUBE has utmost confidence that GTA 6 will surpass 155M
copies sold throughout its lifetime. This would equate to at least another
$10B in revenue a decade after its release assuming the price remains in
the $60 range even when excluding in-game purchases that take place. 
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GTA IS THE CASH COW



The question is when will it be released?

As you can see from the scheduling above, we think its safe to assume
that GTA 6 will not arrive until at least 2024/2025. It took GTA 4 and GTA 5
nearly 2 years to launch after announcing it.

Another reason we believe it will take until at least 2024/2025 is because
of the content slate we already displayed. TTWO is going to be releasing
GTA 5: Expanded and Enhanced for PS5 and Xbox Series X|S in March 2022
as well as GTA: The Trilogy for mobile in 1H2022. Releasing new versions
of GTA 5 only makes us think that GTA 6 is further down the road. 

If they announced GTA 6 next year, the earliest it would hit shelves is
2024 based on how long it took GTA 4 and GTA 5. If CUBE had to pick a
year for the release, it would be 2025 (their FY2026).

And this takes us to our last point....
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WHAT IS THE METAVERSE?

Payment Infrastructure
Allow for microtransactions, expected to be crypto on the
blockchain

Content and Assets
Non-Fungible Tokens (NFTs)
Generative AI Content

Social Experience and Platform
Interactive game play in conjunction with detailed maps, avatars,
etc.
Branding partnerships for a more realistic world

It's a combination of multiple elements of technology, including virtual
reality, augmented reality and video where users live within a digital
universe. Supporters of the metaverse envision its users working, playing
and staying connected with friends through everything from concerts
and conferences to virtual trips around to the world.

In our view, the metaverse has been around for a while but Facebook's
name change to Meta Platforms and heightened focus on it for the future
has brought it back as somewhat of a buzzword.

Regardless, we think the metaverse is going to see a refresh of new
technologies that will enable cutting edge features that simply didn't exist
or weren't available in the past - be it chip strength, latency,
micropayments, virtual reality tech, etc.

Attributes the Metaverse is expected to have:
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Is Take Two The Actual Metaverse Play?

We think many companies are going to get a slice of the pie, but Take
Two is going to be one of the top contenders to take advantage of the
space. 

TakeTwo's IP of Grand Theft Auto, Red Dead Redemption, and NBA2K are
already on the road toward a Metaverse if you actually think about it.

GTA Online has a sense of permanence that you have invested in your
avatar to the point where after years of play you have more than just a
bunch of skins, you have true power in that world. This is also true of
other games from World of Warcraft and The Sims, but GTA Online is
probably the best-presented package, and certainly the most popular.

We see this today, especially as of late, from popular streamers like Adin
Ross who averages tens of thousands of viewers on his streams as he
plays GTA Online creating role playing scenarios with other prominent
celebs.

NBA2K's The City is even further along with many virtual stores of
phyiscal brands from Jordan, Nike, Reebok, Gatorade, and many others
already in the game. Even Jake from State Farm makes an appearance.
This mode is built on social interaction and self-expression. Leveraging
brands from the majors to smaller indie labels has been ongoing for the
nearly a decade.

We think TTWO already has their foot in the door of the metaverse with
their technology, their brand, and their IP. Now we believe it's a matter of
adding additional features to make the games even more realistic.
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But that's simply our point of view. What does management have to say
about it?

Take-Two Interactive CEO Strauss Zelnick took aim at the company
formerly known as Facebook (FB), claiming the video game maker already
represents a top player in the metaverse.

"We're probably the biggest metaverse company on Earth," the head of
Take-Two told CNBC.

On the metaverse, Zelnick clarified that he doesn't buy into the vision put
forward by FB's Mark Zuckerberg, which would have people spending
most of their days interacting in digital environments.

Rather, the Take-Two CEO sees the metaverse as a way to connect and to
enjoy a heightened reality, as through video games.

"I'm skeptical that we're going to wake up in the morning and
intentionally sit at home, strap on headsets and conduct all of our daily
activities that way," he said.

Looking at another burgeoning technology, Zelnick backed the use of
NFTs, calling the technology "digital collectibles."

The Take-Two CEO argued that the key to creating valuable NFTs comes
from developing quality collectibles that people want to buy. He noted
that the blockchain technology would guarantee the rarity of an NFT, but
it would take quality to drive demand.

This, we believe, is also another big opportunity for TTWO as quality NFTs
will come from quality assets and that's exactly what TTWO has been
building the last few decades.

https://seekingalpha.com/symbol/FB?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link%7Cfirst_level_url%3Anews


CUBE'S
TOP PROS

APPROACHING
CONTENT CYCLE
REFRESH

RESILIENT
BUSINESS AND
FREE CASH FLOW

METAVERSE 
PLAY
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CUBE'S
TOP CONS

SPORADIC JUMPS IN
REVENUES BASED
ON TIMING OF
RELEASES

METAVERSE WILL
REQUIRE
SIGNIFICANT
INVESTMENT &
EXECUTION RISK

TRADES AT A
PREMIUM TO
PEERS
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TTWO has a solid balance sheet. The company has $2.3B in cash & short
term investments and another $800M in restricted cash for a total of
$3.1B.

The reduction in liquid cash Y/Y by $565M is mainly due to slightly less
profits, some acquisitions of businesses and fixed assets of nearly $240M,
increasing their short-term investments by over $100M, and boosting their
restricted cash by $250M.

Total assets amount to $6.6B.

As for liabilities, TTWO does not have any long-term debt outstanding. The
company has short-term liabilities but a large portion of this is deferred
revenue meaning that it's not a cash liability. This is when a customer
prepays for a good or service and the company still needs to perform the
job they were paid to do. TTWO also has $804M in accounts receivable
that will help offset the accrued expenses of $1.5B. 

Overall, this is a healthy balance sheet from TTWO as short term liquid
assets outweigh short term liabilities and total assets outweigh total
liabilities by $3.5B.

Taking this $3.5B and dividing it by 116M shares outstanding leaves TTWO
with a book value per share of $30.17 against a $165 share price.

T T W O  |  E Q U I T Y  R E P O R T



GLOBAL GEOMETRY YEAR 2018

FINANCIAL
STATEMENTS

 CUBEWEALTH

INCOME STATEMENT

TTWO REPORT



Q2 GAAP EPS of $0.09 missed estimates by $0.51
Net Bookings of $984.85M (+2.9% Y/Y) beat by $109.16M
Quarterly gross margins of 46.7% vs. 48.5% in the same period last
year
YTD gross margins of 53% vs. 45.6% in the same period last year
Net income trailing last year's figures due to higher costs in sales and
marketing, general and admin, and R&D.
2021 Outlook: 

Net Bookings are expected to range from $3.3-$3.4B vs. the
consensus of $3.4B
Revenue is expected to range from $3.35-$3.45B
Net income is expected to range from $320-$350M
EPS is expected to range from $2.75-$3.00.
Net cash provided by operating activities is expected to be over
$380M
Adjusted Unrestricted Operating Cash Flow is expected to be over
$400 million.

The company repurchased 1.26 million shares of common stock for
approximately $200M, at an average share price of $158.67 per share.

Recent Q2 Report

Below are Wall Street's expectations for revenue over the next couple of
years. The Street expects revenues to come in at $3.5B in their current
fiscal year of 2022 which is halfway through now. This implies a
contraction in revenue of 1.5% Y/Y. They then expect growth to accelerate
by 14.5% in FY2023 to $4.01B and then again by 23.7% to nearly $5.0B in
FY 2024. There are significant gaps in analyst expectations for 2024 as
some only see $4.0B while others see $6.3B.
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Recurrent consumer spending is generated from ongoing consumer
engagement and includes revenue from virtual currency, add-on
content, and ingame purchases. 

Net revenue from recurrent consumer spending increased by
$43.8M and accounted for 65.7% of net revenue for the three
months ended September 30, 2021, as compared to 61.8% of net
revenue for the prior year period.

60/40 split between revenues from the USA and international
Sales of Grand Theft Auto products generated 31.2% of net revenue
for the six months ended September 30, 2021
PC revenues made up 17.1% of sales last quarter
Mobile revenues made up 13.4% last quarter

Diving deeper into the revenues:
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Six months through their fiscal year, the company has generated $283.6M
in operating free cash flow. This was down significantly compared to the
$626.7M seen six months through 2020 mainly due to higher software
development costs and changes in accounts receivable and prepaid
expenses.

$283.6M in operating free cash flow implies 17% OCF margins which we
still consider healthy although no where near what they experienced in
2020 of 37.4%.

When we take into account their $131.6M in acquisitions of businesses
and $111M in fixed assets, TTWO has only generated free cash flow of
$41M which is a measly 2.5%. Last year in the same period it was roughly
$500M, or 31.4%.

What can we expect for the next 6 months of the fiscal year? The company
is guiding for $400M in operating free cash flow and a total of $170M in
capex. This means 2H2022 should be much better for TTWO as it implies
$230M in free cash flow for FY2022, or $189M in 2H2022 vs. $41M in
1H2022.

$230M in FCF against an expected $3.5B in revenue is a FCF margin of
6.57% which still isn't what we want to see although it should rebound in
FY2023 and beyond as their content cycle becomes more favorable.

Prior Year FCF:
FY2021: $742M, or 22%
FY2020: $630M, or 20.4%
FY2019: $815M, or 30.5%
FY2018: $463M, or 25.8%
FY2017: $277M, or 15.6%
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TTWO
FUNDAMENTALS

We are going to compare Take-Two (TTWO) to other video gamer makers as well as other
companies that are capturing the metaverse in their own unique way. The following
companies are Electronic Arts (EA), Activision Blizzard (ATVI), Roblox (RBLX), and Unity (U).

Below are the current fiscal year revenues and expected revenues for next fiscal year.

ATVI leads the group in revenue but also slowest growth. Unity is expected to grow fastest
in their next fiscal year at 28%. TTWO is the only one with negative growth in their current
fiscal year but that is expected to rebound by 15%.

TTWO EA ATVI RBLX U
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TTWO
FUNDAMENTALS

Below are gross margins for each company on a last twelve months basis.

TTWO has the weakest margins of the bunch at 60.6%. This is still a great figure but it
is inferior to the others that generate 72-77% gross margins. Unity is the highest with
that 77% figure.

TTWO EA ATVI RBLX U
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TTWO
FUNDAMENTALS

Below are the forward Enterprise Value to Sales for each company.

To no surprise, the two younger and faster growing companies in RBLX and U are
trading at significant premiums on a P/S basis. RBLX is currently carrying a 20.4x
forward sales multiple while U is trading at 32.4x.

TTWO, EA, and ATVI each trade at 4.5x forward sales.

TTWO EA ATVI RBLX U
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TTWO
FUNDAMENTALS

Below are the forward Price to Earnings multiples for each company.

As expected, the younger RBLX trades at a steep premium to the others as
profitability still isn't at the forefront for the company and Unity is not yet profitable.

TTWO is trading slightly above 30x while EA and ATVI trade at 17.3x and 15.8x,
respectively. Much of the reason TTWO may trade at a higher premium is because
they are expected to grow revenues faster next year and the year after when
compared to their more direct peers.

TTWO EA ATVI RBLX U
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TTWO
FUNDAMENTALS

Below are Price to Cash Flow multiples over the last twelve months for each company.

RBLX being the faster growing company is trading at a higher P/FCF ratio at around
75x. It's worth noting though that they are showing solid FCF margins around 20-25%
already.

TTWO is trading at 44x while EA and ATVI are trading at an attractive 28x and 14x,
respectively. Unity is not yet generating FCF as they have been investing heavily in
growth.

TTWO EA ATVI RBLX U
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TTWO
DCF MODEL

Discount Rate (Weighted Average Cost of Capital): 8.10% (+/- 0.50%)
Beta: 1.10
30 YR Treasury (Risk Free Rate): 2.05%
Market Risk Premium: 5.50%

Perpetual Growth Rate: 3.50% +/- 0.50% (slightly above average due to strength in video game
sales, monetization of metaverse, GTA 6 recurring revenue from 2025-2035)

Analysts expect revenue growth for TTWO as such:
$3.5 in FY2022 representing -1.5% slowdown - CUBE models $3.5B as well
$4.01B in FY2023 representing 14.5% growth - CUBE models $3.94B
$4.96B in FY2024 representing 23.6% growth - CUBE models $4.23B

For FY2026 (calendar year 2025) we believe TTWO releases GTA 6 in which we expect 60M copies
sold equating to roughly $4B in additional revenue
We then expect FY2027 to see 30M copies sold followed by 15-20M annually through the rest of
the decade, outpacing GTA 5's sales due to greater adoption of video games and overall fan base.
It took GTA 5, 8 years to hit 155M copies, we believe it will take GTA 6, 6 years. We also expect solid
in-game purchases to fuel continued single-digit revenue growth
A Red Dead Redemption 3 release in 2027+ would also be a nice surprise but we could not find
any indication that the company was working on it. While we do believe they are going to create it,
we are excluding it from the model.

Assuming FCF margins jump back to 15% next FY from less M&A, additional revenue from updated
GTA 5 editions balanced out by investment in building GTA 6. We expect 22.5% FCF margins in-line
with historical trends when GTA 6 is released with 25% FCF in that initial year alone
Do not believe margins will hit 25-30% again due to investments required for new titles and
potential metaverse buildout
Assumes TTWO is trading at an Enterprise Value to FCF of:

27.6x FY2023 FCF of $593M
25.7x FY2024 FCF of $653M
24.5x FY2025 FCF of $935M

Attached in the email, as well as in the Vault, you will see the discounted cash flow model.
 

Growth Rates

Free Cash Flow



TTWO
DCF MODEL

Current Price: $165.00
Market Cap: $19B

Base Case Price Target: $203 (23% upside)
Bull Case Price Target: $252 (53% upside)
Bear Case Price Target: $171 (4% upside)

CUBE Model:

$203

Wedbush
$222

MKM
$200

BMO
$180

Ascendiant
$198

Barclays
$210

Credit Suisse
$210
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TECHNICAL 

ANALYSIS SUMMARY

Looking at the charts, we think TTWO is
heading back to $160 where it caught
support earlier this month.

The stock has now been denied
multiple times by the 100DMA and
200DMA of $166.44 and $171.07,
respectively, and is showing some
near-term weakness.

If the previous support of $160 does
not hold, the stock will most likely visit
the S1 daily fibbonaci level of $153.45.

TTWO rarely dips below the RSI lower
band so if one does see that RSI is
around 30, it generally means it's a
good time to enter. At the moment, it is
at 43.5.



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)

NeutralBullishUltra
Bullish Bearish Ultra

Bearish



Overall, CUBE is assigning a 4/5 CUBE rating on TTWO. This is a

company that has a track record of creating games we must buy and

simply always return to. While many of its peers desperately need to

put out a new game every single year to keep sales afloat, TTWO

continues to enjoy the fruits of its labor from titles like Grand Theft

Auto and Red Dead Redemption that were created many years and

have lead to recurring revenue and sales for literally a decade. To

supplement that, they create new 2K games every year that are

superior to other sports titles.

 

While the next couple of years won't show any insane growth from a

revenue standpoint, the eventual release of GTA 6 makes TTWO a

very attractive stock. Without including a Red Dead 3 release, we still

think shares are undervalued and incorporating that into the model

would boost our PT considerably.

 

Ultimately, TTWO deserves to trade at a premium valuation to peers.

The company is profitable, has a solid slate of games that will keep

revenues stable, generates good free cash flow, has a solid balance

sheet with zero debt, and one can easily argue they already have a

head start in the metaverse. 

TTWO
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


