Share Sleuth

t’s hard to believe, but just three
years ago Games Workshop
(GAW.L) was, in stock market
terms, highly fashionable. Its
share price had risen from 100p
in 2000 to almost 900p and investors
found themselves analysing the fantasy
worlds of Warhammer and Lord of The
Rings created by the tabletop war gam-
ing company.

In July this year - the year of War-
hammer’s 25th birthday - the share
price dipped briefly below 120p and
the mood turned sombre. In his annual
report that month, chairman Tom Kirby
said only four fund managers remained
major shareholders and he expected
to stop briefing analysts soon. Many of
them, he has often complained, don’t
understand the business anyway.

If Games Workshop is unpopular
in the City, that’s very good news for
Share Sleuth. Outsmarting
armies of professional inves-

You don't have
to believe in

To the investor, Games Workshop
presents a dilemma. While custom-
ers are passionate about war-gaming,
they’ll spend heavily in the stores. But,
if the hobby is in decline, the company
might find itself stuck in an unprofit-
able niche.

Such fears musthave played on inves-
tors’ minds over the last
four years as profits fell. It
made a loss in 2007 and,
arguably, this year too.

orcs and Ogres Judging by my local store

to appreciate
Warhammer
or Lord of The

Rings

Key stat: clues in the figures

in Cambridge, business is
booming. At Blacks and
Millets, the lights are
off in the evening, while
gamers wage campaigns
in the Games Workshop
store.

My son, who'’s entering his teenage
years, has gaming friends and a recent
episode of iBall, Interactive
Investor’s  mickey-taking

tors is tough for private inves-
tors, unless, of course volatile
oil stocks and bumper food
prices are distracting the pros.
You don't have to believe -
even temporarily — in orcs and
ogres to appreciate Warham-
mer or Lord of The Rings.

FANTASY WORLD

Fantasy, like romance, crime
and other genres, captivates
the imaginations of its fans.
Games Workshop’s triumph

Ol 2 ot i i s el internet TV show, received

. vitriolic reviews from pas-
. sionate gamers who felt
we had wrongly portrayed
. them as sad, girlfriendless
- geeks.

 that's not making a profit? It's a
tricky question, but for recovering
: companies with a history of

. profitability there’s an answer

: that's so obvious it's surprising

. more people don't use it.

* You work out the average of at

least five preceding years of profits
| to calculate the price/earnings ratio. |

. Using nine years of profit, Games
. Workshop's PE was seven in July.
\ By early September, the ratio had

' for the shares because the
: prospect of recovery was clearer.

Factoring personal
observations into invest-
ment decisions is one of the

great pleasures of investing.
. It can also be misleading.
" widened to Tl. Investors paid more Warhammer seems ‘ah\./e
. and well, but sales rise in

- growing businesses, and

hasbeeninbuildinganendur- " at Games Work-

ing business out of its fantasy world.
Buying the game is just the start.
For each battle, there are armies of
miniatures to collect, soldiers to paint
and chariots, ziggurats, tombs, for-
tresses and kingdoms of ogres to model.
Games Workshop manufactures and
sells them in its stores. But don’t think
of them as shops. You're as likely to
find people playing there, or model-
ling. Theyre recruitment centres.
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shop they fell for four con-
secutive years.

My observations may
be irrelevant because,
reading  the  annual
reports, the area of most
concern is not Cambridge,
but continental Europe.
The company says compar-
ing its recent sales with
the dramatic rises earlier

Game back on

After four years of falling sales and a share price dip in
July, Games Workshop looks to be marching back to
profitability. If that proves sustainable, the force will be
with investors, writes Richard Beddard

in the millennium is unrealistic. Back
then the popularity of the Lord of the
Rings films propelled sales of Games
Workshop’s game of the same name.
Now the company’s reverting to a steady
growth rate, from a hyperbolic one.

The Lord of The Rings years were bub-
ble years, and although Kirby admits,
‘We grew fat and lazy on easy success,
he’sback focusing on the business of sell-
ing toy soldiers by nurturing the hobby.
By cutting costs, selling less profitable
businesses and replacing some manag-
ers, profitability seems to be returning.

Kirby must think so; after July’s
results he bought 100,000 shares for
£170,000, fuelling a rally that has dou-
bled Games Workshop’s price since
its lows In July. Sadly, that means
greedy investors have already gob-
bled some of the recovery potential. ®

Update At the end of August, Haynes (Share
Sleuth, July 2008) announced better results than
| expected. The chairman and the chief executive
bought shares - and so did I.

More information
www.iii.co.uk/LSE/GAW, blog.iii.co.uk, iball.iii.
co.uk

Richard Beddard (e-mail:
richard.beddard@jiii.co.uk) is
editor of Interactive Investor

and a keen private investor.

He writes about companies,
including Games Workshop, on
the Interactive Investor blog.
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