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Electronic Arts 
Electronic Arts Inc. (EA) develops, publishes, and distributes branded 
interactive entertainment software such as video games. Leading titles 
include Madden NFL, FIFA, and Star Wars, all of which it licenses from 
other companies. Own titles include Apex Legends, Battlefield, The 
Sims and others. While EA generates increasing sales for games on 
mobile devices, it still makes most of its revenue from games played 
on consoles from Sony, Microsoft and on personal computers. The 
company is also moving into competitive gaming and eSports. 

FQ3’20 (Dec-19) results commentary 
EA reported FQ3’20 results with both top- and bottom-lines marginally 
above expectations. Revenue grew 22.9 per cent year-on-year to 
$1.98bn (vs. $1.97bn consensus) and EPS went up by 30.7 per cent 
year-on-year to $2.52 (vs. $2.51 consensus). As in the past quarters, 
key drivers were Apex Legends, FIFA and Madden Ultimate Teams. 
These pushed live service net bookings up by 27 per cent. Mobile was 
down 6 per cent, but above management’s expectations. Full game PC 
and console downloads grew 16 per cent, and 49 per cent of all units 
sold were digital, supporting gross margin expansion. Released in 
November 2019, Star Wars Jedi: Fallen Order significantly beat 
management’s expectations and full-year guidance was raised from 6-
8 million copies to 10 million. In terms of overall guidance, 
management upgraded FY’20 numbers by a small margin and expects 
FQ4’20 net bookings of $1.152bn vs. ~$1.2bn consensus. The 
company plans to launch 4 sports titles, 4 non-sports titles and 2 
mobile titles with a focus on live services in FY’21. 

Investment rationale 
Despite solid results, the stock initially fell after results but then 
recovered. Part of the downside was due to the market, but the bulk of 
it was most likely due to the lower than expected guidance for FQ4’20. 
We believe that management is being conservative as it has been 
through the whole year (results has beaten guidance and expectations 
consistently in calendar 2019). As the fundamental case and all key 
drivers are intact for EA, we reiterate our buy recommendation. 

Impact of coronavirus 
Many titles and platforms are seeing increased demand from people 
stuck at home and seeking entertainment during the Covid-19 
pandemic. We have mentioned earlier in this report that as a result of 
global population lockdowns, spending on video games software in 
March increased by over 50 per cent in Europe and US, while 
spending on console hardware more than doubled. It is particularly 
important for EA as 67.3% of its sales coming from console. With real-
life football was indefinitely suspended e-sport will also get affected. 
Newzoo revised down the global eSports market revenue for 2020 to 
USD 1059 million from USD 1100 million. The main impact coming 
from lack of sales from merchandise and ticketing stream. On March 
13, EA confirmed that it was suspending all FIFA 20 Global Series 
events until further notice. This includes EA-operated events, as well 
as third-party events run under license from EA and encompasses all 
live and online events, including the associated qualifiers. 
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Drivers 
- Cancelation of major sports events caused by the Covid-19 pandemic can support interest for 

eSports titles which account for 60-70 per cent of revenue; 
- Early evidence suggests sharp jump in console sales in March 2019 with console comprising 67.3% 

of 2019 sales EA can be one of the main beneficiaries;  
- FIFA and Madden NFL and essentially annuities and de facto monopolies due to exclusive licences; 
- High-margin live services such as FIFA Ultimate Team increase engagement and generate revenue; 
- The shift from physical to digital sales drives the margins up; 
- Apex Legends came as a surprise in February and gained 50m registered users in one month. The 

game is well on track to reach management’s guidance of $300-400m in revenue by the end of 
FY’20. 

Risks 
- Declining user engagement on reducing popularity of underlying sports; 
- Staying in place suspension of EA global series live events;  
- Deteriorating macro environment; 
- Detrimental license negotiations (i.e. FIFA, NFL, NHL); 
- Channel negotiations (i.e. Sony and Microsoft); 
- Product delay/failure due to working from home setups; 
- Declining monetisation and/or inability to increase monetisation; 
- Margin pressure from higher investments in new initiatives due to intensified competition. 
 
 

 

Electronic Arts Inc FY'16  FY'17  FY'18  FY'19  FY'20E  FY'21E  
in USDm, unless noted otherwise         Cons. Cons. 

Revenue 4,396.0  4,845.0  5,150.0  4,950.0  5,177.6  5,379.1  
EBITDA 1,149.0  1,445.0  1,581.0  1,182.0  1,764.5  1,881.4  
Net Income 749.2  998.9  1,050.5  1,051.4  1,456.5  1,428.3  
Free Cash Flow 1,372.0  1,455.0  1,585.0  1,428.0  1,538.6  1,599.8  
Capex (93.0) (123.0) (107.0) (119.0) (131.5) (131.4) 

YoY Growth        

Revenue (2.6%) 10.2%  6.3%  (3.9%) 4.6%  3.9%  
EBITDA (14.6%) 25.8%  9.4%  (25.2%) 49.3%  6.6%  
Net Income 26.3%  33.3%  5.2%  0.1%  38.5%  (1.9%) 
Free Cash Flow 41.2%  6.0%  8.9%  (9.9%) 7.7%  4.0%  
Capex (2.1%) 32.3%  (13.0%) 11.2%  10.5%  (0.1%) 

Margins        

EBITDA 26.1%  29.8%  30.7%  23.9%  34.1%  35.0%  
Net Income 17.0%  20.6%  20.4%  21.2%  28.1%  26.6%  
Free Cash Flow 31.2%  30.0%  30.8%  28.8%  29.7%  29.7%  

Multiples        

Price / Earnings 50.0x  35.7x  33.7x  33.0x  24.3x  23.0x  
EV / EBITDA 15.0x  18.0x  21.3x  19.7x  13.0x  11.7x  

Return        

Return on Equity 23.2%  26.8%  24.3%  21.2%  28.2%  18.7%  
Return on Invested Capital 18.7%  21.9%  19.7%  16.3%                n/a                n/a  

Leverage        

Net Debt / EBITDA (2.3x) (2.5x) (2.7x) (3.8x) (2.5x) (2.8x) 
Debt / Equity 33.8%  24.4%  21.6%  18.6%                n/a                n/a  
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