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LEISURE SECTOR
TO THE RESCUE

HIGH STREETWOES
The struggles of the high street have beenwell
documened. Inaon, slowwage growh and Brexi
unceraines have creaed a problemac backdrop
for the retail sector and indeed other consumer-
acing businesses such as resauran companies.
Prowarnings romDebenhams (DEB) and

Dixons Carphone (DC.) as well as widespread
closures by resauran chains, including Carluccio’s
and Byron, are clearly concerning.
According o an independenGrimsey Review,

100,000 shops could be lef empy wihin a decade
i he crisis connues.
Reail propery invesor Stewart &Wight (STE)

suered a 12.1% drop in he value o is esae over
he pas year, saying i has lile prospec o
re-letng a curren renal levels when leases
expire on shops in is porolio.
Real esae groupHammerson (HMSO) last

monh said iwould sell £1.1bn o reail properes

T he leisure sector is arguably the unsung
saviour of the high street and other
reail desnaons. Companies oering
aracons and experiences such as gyms

and bowling are helping o ll vacan shops and
bring back he energy which aracs consumers.
They are acng as very imporan enans or

shoppingmalls and similar reail desnaons,
helping o drive ooall which eecvely brings
new lie o he reail properes and also pus oher
shops in a beer posion o rade well.
It is no wonder that many retail landlords are

helping o oo he bill or revamped or new leisure
-ous, as hese companies are becoming he
lieblood o he surrounding premises.
Invesors should look very hard a he UK-

quoed leisure space as we believemany o he
companies are being undervalued in erms o heir
imporance and ulmaely heir abiliy o drive
future earnings.

How experiences and attractions  
are helping to save retailers
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and conrmed plans longer erm o exi he reail
park secor compleely, saying is uure only
lay in premium reail oules and agship reail
desnaons.
I’s a bleak siuaon bu imporanly here are

some brigh spos as he consumer hasn’ given up
spending compleely. The Conederaon o Brish
Indusry’s laes reail sales gauge showed sores
enjoyed robus sales growh in July, slowing less
han expeced.
Some reailers wih physical sores like Joules

(JOUL:AIM) and JD Sports Fashion (JD.) are
connuing o churn ou good numbers, and
many leisure companies are reporng decen
earnings as hey connue o grab a share o
consumers’ walles.

PROPERTY OPPORTUNITIES FOR
LEISURE COMPANIES
The closure o numerous reail oules provides
an opporuniy or leisure companies o pick up
propery cheaply, eiher buying reehold or aking
out lower than average leases.
Some leisure acvies won’ be able o 

sraigh ino an exisng building, bu ohers can.
Gyms are a grea example o a business ha could
quickly se up inside an old shop or even a pub.
As more people adop healhier dies and ry

and keep , here has been a surge in budge gym
chains in he UK boh on and o he high sree o
ap ino hese rends.
GymGroup’s (GYM) chie execuve John

Treharne says his business has been able o ake
advanage o an increasing amoun o reail space
bu sresses he locaon sll has o be good.
When looking or new sies, GymGroup’s

management considers if it is close to the local
communiy, has high visibiliy and wheher i
boass los o physical space or pleny o acvies.

In some cases, new gyms are opened near
reailers or in leisure cenres where people can
reresh hemselves afer a hard workou as Gym
Group does no oer ood and beverages.
An example oGymGroup working wih reailers

is he Redhill branch, which is locaed above a
Sainsbury’s (SBRY) sore and oers ree parking.
Treharne says he gyms do no depend on oher

reailers o bring in ooall and believes
i is more o a collaborave eor o bene
local businesses.

LEISURE COMPANIES HAVE THE ‘PULL FACTOR’
Cinemas end o need larger buildings hanmos
shops bu hey can open in old churches or large
reail oules, alhoughmos chain operaors would
probably preer new-build sies.
Ofen cinemas are buil as par o redevelopmen

projecs. For example, various shops and caes
will be transformed at Piries Place in Horsham to
make room or a new reail and leisure complex.
EverymanMedia (EMAN:AIM) is building a new
cinema in a formerWaitrose unit andWhitbread
(WHB) is urning a caé and a ormer Pes Corner
shop ino a Premier Inn hoel.
Cineworld (CINE) says some of the cost of

reurbishing many o is exisng cinemas is being
me by landlords, illusrang how a leisure business
is seen o be such an imporan ‘pull acor’ or
retail landlords. Cineworld also benes as i
says cusomers end o spendmore in a
refurbished site.
Landlords are also helping o spruce up some

ofHollywood Bowl’s (BOWL) oules, wih some
paying ou up o £2m or a ull -ou o gain
further value from their investment.
In some cases, landlords can provide lease

incenves insead o unding reurbishmens and
-ous, which booss pros and cash ow.
Broker Liberum analys Joe Bren argues reurn

on capial employed (ROCE) or Hollywood Bowl is
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companies is Escape Hunt (ESC:AIM), which
provides escape rooms where a group o people
are encouraged o work ogeher or heir reedom
by nding clues and solving puzzles.
The business is cerainly ‘rendy’ a hemomen

and i recenly sruck a deal o build Docor
Who-hemed escape rooms in heUK. However,
i remains lossmaking and issued a veiled pro
warning lastmonth.
You can have a grea idea, bu he businesswon’

be a good invesmen proposion unless i can
achieve decen scale and operaewih a handsome
promargin.We havemajor concerns ha
Escape Hunwon’ be able omee his hreshold,
parcularly as hemarke is alreadywell supplied.
Escape rooms usually involve a variey o

scenarios such as people in room rying o evade
a (preend) kidnapper ormurderer, or saving he

srong even wihou landlord conribuons.
The analys says i landlord conribuons or

scheduled projecs were 50% o new sie capial
expendiure, Hollywood Bowl’s ROCE would grow
o 20.6%.Wihou any conribuons, reurns
would only be 112 basis poins lower.
Cinemas’ orunes move up and down

depending on he qualiy o he lm slae in cerain
periods alhough here is generally a srong level o
demand throughout the year.
Hollywood Bowl’s chie nancial ocer Laurence

Keen argues ha bowling has an edge over
cinemas as demand isn’ dependen on parcular
evens like a blockbuser lm. People like o bowl
a any me o he year.
Keen says bowling oers good value, decen

ood and arcades o keep people enerained
afer he pins are down. I can also be seen as a
par o a broader day rip, whereby people mee
heir riends o go shopping, have a drink, go
bowling and perhaps go or ameal a he end o
the evening.
We note thatmore than a quarter of Hollywood

Bowl’s sales come rom arcadeswhich is perhaps an
areamore suscepble o a drop in rading should
consumers experience harsher economic condions.

EXPERIENCES RATHER THAN PRODUCTS
Many consumers are currenly valuing experiences
over buying maerial iems which plays o he
leisure secor’s srenghs.
Langon Capial analysMark Brumby says many

people are looking or kooky acvies o do insead
o heading o he shops. Unusual social acvies
include axe-hrowing barWhisle Punks, crazy gol
courses rom Swingers, social dars bar Fligh Club,
ping pong club Bounce and even shue boarding.
Leisure analysMark Brumby rom Langon

Capial acknowledges hese experiences are more
popular, ye he is worried abou how hese rms
will scale up and avoid becoming emporary ads
should hemarke becomesmore sauraed.
Relevan o his poin on UK-lised leisure
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Immoon is alking o reail landlords Intu (INTU)
and Hammerson abou insalling VR pods ino
various shopping cenres as hey are excied abou
using hem o help boos ooall.
Merlin isel is looking a using dieren ypes o

buildings o increase is range o aracons. Mos
o is oules require large oudoor premises like
heme parks or indoor locaons such as aquariums.
However, i does have some proposions ha can
be ed ino smaller buildings such as is Shrek’s
Advenure experience which is siuaed in London’s
Couny Hall.
One o is mos inriguing new experiences

his year is Merlin’s Bear Grylls Advenure where
hrill seekers can es heir limis by underaking
ough menal and physical challenges. The rs
sie will be locaed as par o he Birmingham NEC
exhibion complex.
People can choose rom indoor climbing and

skydiving, ackling heighs wih high ropes or even
go exploring underwaer.
For hard core advenurers, hey can choose

he ‘Basecamp’ experience where hey have o
escape a room by solving puzzles, hi arges wih
precision, survive a challenging maze and ackle an
assault course.
Numis analys Tim Barra says he growh

opporuniy rom new brands is compelling wih
he Bear Grylls experience poenally hitng a
margin conversion o 40% compared o 34% or
theMidway division which includesMadame
Tussauds and the Sea Life aquariums.
In a bid o capialise on he success o Peppa

Pig and appeal o amilies, Merlin is also planning
indoor aracons ha allow visiors o experience
he world o popular kids ranchise.

world romdesrucon.
Assemanager GreshamHouse owns a 5% sake

in Escape Hun as undmanager Graham Bird is
conden he company can ake advanage o an
ineresng niche and lack o knowledge around
he acviy.
Escape Hun believes only 10% o 15%o people

in heUK have heard o escape rooms based on a
survey, up rom 5% a he meo he company’s
sockmarke debu in April 2017.
Bird argues here is no esablished brand or

nework or escape rooms, oering an Escape Hun
an opporuniy o build a high qualiy brand as i
changes from a franchiseemodel to an owner-
operaor one. Locaons in high srees wih srong
ooall, a high concenraon o sudens and
tourists would suit the business.

VIRTUAL REALITY’S NEW EXPERIENCE
We’re more enhused by virtual reality being
used as he backbone or leisure experiences.
Immoton (IMMO:AIM) recenly joined he UK
sockmarke and is rying o build a business
ha supplies VR pods and associaed conen o
leisure operaors and shopping cenres.
A parner builds he equipmen in China and

Immoon creaes he conenwhich includes
sitng inmachines ha le you eel as i you are
actually riding a rollercoaster or going down a
very long slide, amongmany oher ideas.
Immoon has a deal wihMerlin

Entertainments (MERL) o providemul-sensory
VR experience pods o wo Legoland cenres in
he UK and US, letng six year-olds race across
mounains, rivers and ho lava.
Execuve chairmanMarn Higginson says



GYM GROUP

FOUR LEISURE STOCKS TO BUY

Our op leisure picks relaed o he aracons and experiences heme are GymGroup, Hollywood
Bowl, Cineworld and Immoon.
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THE BUSINESS IS forecast to
make £15.5m adjused
pre-ax pro in 2018, rising
o £23.1m in 2019 and £27.1m

in 2020, according o
Liberum’s esmaes. While
the gym sector is highly
compeve, we believe Gym

Group has proven is abiliy
to run a highly-successful
business and connue o drive
up earnings.

SPORTS DIRECT’S SPACE CONUNDRUM
The issue o space leaves us puzzled as o how
Sports Direct (SPD) plans o roll ou eSpors arenas
in some of its stores.
The reailer announced a parnershipwihGame

Digital (GMD) o hos livemaches beween players
baling i ou in various compeve video games.
We’re perplexed as o how Spors Direcwill

make any decenmoney rom his venure, plus
queson wheher he benes o e-spors is worh
giving up sore space previously used o sell clohes
and sporng equipmen.
ESpors as a concep is very popular as many

people – parcularly youngsers – enjoy waching
oher people play games. Spors Direcmay argue
ha iwill increase ooall ino is sores and

players or viewers may pick up a ew iems while
vising is premises.
GameDigial is involved in he venure via is

BELONGbrand, eecvely is eSpors oshoo. Spors
Direcpaid £3.2m or 50%o he inellecual propery
oBelong andwill be enled ohal is pros – in
exchange or a £55m loan oGameDigial.
According o YouGov, eSpors generaed £565m

in global sales las year and an audience o 385m.
By 2020, orecass by he daa analycs rm
sugges eSpors will deliver over £1bn in sales and
nearly double is audience o 600m.
Liberum analys Adam Tomlinson is supporve

o he deal as he believes iwill boosGame
Digial’s ransormaon rom a reailer exposed o
he gaming console cycle ino eSpors.
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HOLLYWOOD BOWL

CINEWORLD

THE CINEMA OPERATOR
has exposure omulple
geographic erriories and
has proven he benes o
reinvesngmoney back
into its estate as

spruced-up cinemas led
o higher spending per
customer.
Its recent foray into the

USmarke presens a new
earnings growh driver,

led by refurbishment gains
and greaer buying power. The
analyst consensus forecast
is or £316m pre-ax pro in
2018, rising o £403m in 2019
and £437m in 2020.
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IT HAS SUCCESSFULLY tested
dieren pricing models and
ound ways o drive up he
volume o people bowling
and the amount of money
people spend in is sies, as

well as having more ecien
operaons.
It is a well-run business

generang los o cash ha
can be reinvested in its
estate and returned to

shareholders via ordinary
and special dividends.
Liberum orecass £24.6m
pre-ax pro in 2018, rising
o £25.7m in 2019 and £28.2m
in 2020.

IMMOTION

THIS IS A high-risk invesmen
selecon as he business is
sll very young and currenly
loss-making. We hink i is in

he righ place a he righ
me as leisure operaors and
companies on a broader scale
are keen o embrace virual

realiy as i grealy improves he
end-user experience. There are
presenly no earnings orecass
in hemarke. (LMJ/DC)


