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Delaware 35-2382255
(State or Other Jurisdiction of (LLR.S. Employer
Incorporation or Organization) Identification No.)
2481 Maiana Drive
Dallas, Texas 75220
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code (214) 357-9588

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of exchange on which registered
Common Stock $0.01 par value NASDAQ Stock Market LL.C
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by checkmark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes No

Indicate by checkmark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yes No

Indicate by checkmark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by checkmark whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes No

Indicate by checkmark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge in definitive proxy or informational statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

smaller reporting company, or an emerging growth company. See the definitions of large accelerated filer,  accelerated
filer, smaller reporting company, and emerging growth company in Rule 12b-2 of the Exchange Act.
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Large accelerated filer Accelerated filer
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company
Emerging Growth Company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

Indicate by checkmark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes No

As of July 30, 2017, the aggregate market value of the registrant s outstanding common equity held by non-affiliates
was $2,505,196,515.

The number of shares of the Issuer s common stock, $0.01 par value, outstanding as of March 28, 2018, was
39,666,418 shares.

DOCUMENTS INCORPORATED BY REFERENCE
Part I1I hereof incorporates certain information by reference from the registrant s definitive proxy statement for its

2017 annual meeting of shareholders, which will be filed with the Securities and Exchange Commission not later than
120 days after the close of the registrant s fiscal year ended February 4, 2018.

Table of Contents 3



Edgar Filing: Dave & Buster's Entertainment, Inc. - Form 10-K

Table of

ITEM 1.

ITEM 1A.
ITEM 1B.

ITEM 2.
ITEM 3.
ITEM 4.

ITEM 5.

ITEM 6.
ITEM 7.

ITEM 7A.

ITEM 8.
ITEM 9.

ITEM 9A.
ITEM 9B.

ITEM 10.
ITEM 11.
ITEM 12.
ITEM 13.

ITEM 14.

ITEM 15.

nten
DAVE & BUSTER S ENTERTAINMENT, INC.

ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED FEBRUARY 4, 2018

TABLE OF CONTENTS

PART 1

BUSINESS

RISK FACTORS
UNRESOLVED STAFF COMMENTS
PROPERTIES

LEGAL PROCEEDINGS

MINE SAFETY DISCLOSURES

PART I1

MARKET FOR REGISTRANT S COMMON EQUITY. RELATED STOCKHOILDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

SELECTED FINANCIAL DATA
MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

QUANTITATIVE AND QUALITATIVE DISCT.OSURES ABOUT MARKET RISK
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCIL.OSURE
CONTROLS AND PROCEDURES
OTHER INFORMATION

PART IIT

DIRECTORS. EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
EXECUTIVE COMPENSATION

ECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND REIATED STOCKHOI.DER MATTERS
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS., AND DIRECTOR
INDEPENDENCE

PRINCIPAL ACCOUNTANT FEES AND SERVICES
PART IV

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
SIGNATURE PAGE

Table of Contents

Page

14
25
26
27
27

28
30

31
49
50

50

50
51

52
52
52
52

52

53
55



Edgar Filing: Dave & Buster's Entertainment, Inc. - Form 10-K

Table of Conten

PART I

ITEM 1. Business

Dave & Buster s Entertainment, Inc. ( D&B Entertainment ) is a leading owner and operator of high-volume

entertainment and dining venues ( stores ) that operate under the name Dave & Buster s . The core of our concept is to

offer our customers the opportunity to Eat Drink Play and Watch all in one location, providing a fun, upbeat

atmosphere with interactive entertainment options for adults and families, while serving high-quality food and

beverages. We opened the first Dave & Buster s store in Dallas, Texas in 1982, and as of February 4, 2018 (the last

day of fiscal 2017), we owned and operated 106 stores located in 36 states, Puerto Rico and one Canadian province.

Unless otherwise provided in this Annual Report on Form 10-K, references to Dave & Buster s, we, us, our orthe
Company refer to D&B Entertainment and its wholly-owned subsidiaries and any predecessor entities.

Our fiscal year consists of 52 or 53 weeks ending on the Sunday after the Saturday closest to January 31. Each
quarterly period has 13 weeks, except in a 53 week year when the fourth quarter has 14 weeks. Fiscal 2017 contained
53 weeks. Fiscal 2016, 2015, 2014, and 2013, each contained 52 weeks. We refer to our fiscal years as 2017, 2016,
2015, 2014, and 2013 throughout this Annual Report on Form 10-K. All dollar amounts are presented in thousands,
unless otherwise noted, except share and per share amounts.

Eat Drink Play and Watch - All Under One Roof

We have developed a distinctive brand based on our customer value proposition: Eat Drink Play and Watch. The
interaction between playing games, watching sports, dining and enjoying our full-service bar areas is the defining
feature of the Dave & Buster s customer experience, and the layout of each store is designed to promote crossover
between these activities. We believe this combination creates an experience at a single location that cannot be easily
replicated elsewhere. Our stores are also designed to accommodate premium sports viewing events, private parties,
business functions and other corporate-sponsored events. Our customer mix skews moderately to males, primarily
between the ages of 21 and 39, and we believe we also serve as an attractive venue for families with children and
teenagers. We believe we appeal to a diverse customer base by providing a highly customizable experience in a
dynamic and fun setting.

Eat

We differentiate our food from other casual dining concepts with our Remarkable & Realistic = strategy. This strategy
was developed to help us serve remarkable entrées and appetizers that our customers crave and will want to remark
upon in social media. In addition, our food needs to be realistic , enabling our operating team to execute these items at
a high quality level during periods of peak sales volumes.

While our menu appeals to a broad spectrum of customers, we continue to evolve it to reflect the changing tastes of
our 21-39 year-old primary target guests, with options for full meals as well as grabbing an appetizer to share with
friends. We deliver high-quality offerings, including a wide variety of starters, one-of-a-kind burgers, choice-grade
steaks, and health-conscious options that compare favorably to those of other higher-end casual dining operators. We
believe our broad menu offers something for everyone and is appropriate for many different occasions. To ensure that
we stay on-trend with trends and societal shifts, we roll out menus that feature new food items three times a year.

Our food revenues, which include non-alcoholic beverages, accounted for 67.9% of our food and beverage revenues
and 29.5% of our total revenues during fiscal 2017.
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Drink

Each of our locations also offers full bar service, including a variety of beers, signature cocktails, and premium spirits.
We are committed to innovation in our beverage offerings, including the introduction of fun
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beverage platforms such as our Luxe Hennessey cocktails, Loco Ritas and Glow Kones. Beverage service is typically
available throughout the entire store, allowing for multiple point of sale opportunities. We believe that our high
margin beverage offering is complementary to each of the Eat, Play and Watch aspects of our brand. Our alcoholic
beverage revenues accounted for 32.1% of our total food and beverage revenues and 13.9% of our total revenues
during fiscal 2017.

Play

The games in our Midway are a key aspect of the Dave & Buster s entertainment experience, which we believe is the
core differentiating feature of our brand. The Midway in each of our stores is an area where we offer a wide array of
amusement and entertainment options, some of which are exclusive to Dave & Buster s on a permanent or temporary
basis. Each of our stores typically has over 150 redemption and simulation games. Most of our games are activated by
game play credits on magnetic stripe cards or RFID devices (collectively, Power Cards ). A customer purchases the
game play credits or chips at an automated kiosk, through a mobile application or from an employee. Our amusement
and other revenues accounted for 56.6% of our total revenues during fiscal 2017. Redemption games, which
represented 75.7% of our amusement and other revenues in fiscal 2017, offer our customers the opportunity to win
tickets that are redeemable at a retail-style space in our stores that we have branded WIN!, with prizes ranging from
branded novelty items to high-end electronics. We believe this opportunity to win creates a fun and highly energized
social experience that is an important aspect of the Dave & Buster s in-store experience and cannot be easily replicated
at home. Our video and simulation games, many of which can be played by multiple customers simultaneously and
include some of the latest high-tech games commercially available, represented 21.5% of our amusement and other
revenues in fiscal 2017. Other traditional amusements, such as billiards and bowling, represented the remainder of our
amusement revenues in fiscal 2017.

Watch

Sports-viewing is another key component of the entertainment experience at Dave & Buster s. All of our stores have
multiple large screen televisions and high quality audio systems providing customers with a venue for watching live
sports and other televised events. Our D&B Sports areas provide an immersive viewing environment that provides
customers with an average of 40 televisions, including 100+ inch high definition televisions, to watch televised events
and enjoy our full bar and extensive food menu. We believe that we have created an attractive and comfortable
environment that includes a differentiated and interactive viewing experience that offers a new reason for customers to
visit Dave & Buster s. Through continued development of the D&B Sports concept in new stores and additional
renovations of existing stores, our goal is to build awareness of D&B Sports as the best place to watch sports and the
only place to watch the games and play the games.

Our Company s Core Strengths
We believe we benefit from the following strengths:

Strong, distinctive brand with broad customer appeal. We believe that the multi-faceted customer experience of Eat
Drink Play and Watch at Dave & Buster s, supported by our national marketing, has helped us create a widely
recognized brand with no direct national competitor that combines all four elements in the same way. In markets
where we have stores, over 90% of casual dining customers in our existing markets stated that they are aware of our
brand as a dining and entertainment venue. Our customer research shows that our brand appeals to a relatively
balanced mix of male and female adults, which is moderately skewed to males, primarily between the ages of 21 and
39, as well as families and teenagers. Based on customer survey results, we also believe that the average annual
household income of our customers is in excess of $75, which we believe represents an attractive demographic.
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Multi-faceted customer experience highlights our value proposition. We believe that our combination of interactive
games, attractive television viewing areas, high-quality dining and full-service beverage offerings, delivered in a
highly-energized atmosphere, provides a multi-faceted customer experience that cannot be easily replicated at home or
elsewhere without having to visit multiple destinations. We aim to offer our customers a value proposition comparable
or superior to many of the separately available dining and entertainment options. We are continuously working with
game manufacturers and others to create new games and attractions that include content that is exclusively available at
Dave & Buster s on a permanent or temporary basis. Our new games in combination with new food and beverage
offerings and focused attention to the customer experience help us to retain and generate customer traffic. Our value
proposition is enhanced by marketing initiatives, including free game play that often features the introduction of our
new games, Super Charge Power Card offerings (when purchasing or adding value to a Power Card, the customer is
given the opportunity to add more chips to the Power Card at a lower cost per chip amount), and Half-Price Game
Play (every Wednesday, from open to close, we reduce the price of every game in the Midway by one-half). We
believe these initiatives have helped increase customer visits and encourage customers to participate more fully across
our broad range of food, beverage and entertainment offerings.

Vibrant, contemporary store design that integrates entertainment and dining. We continue to enhance the Dave &
Buster s brand through our store design, including our D&B Sports concept. Our core store design provides a
contemporary, engaging atmosphere for our customers with clearly differentiated spaces designed to convey the
components of our customer value proposition: Eat Drink Play and Watch. During fiscal 2017, we developed a new
store design that we refer to as the 17K . The 17K format will allow us to enter smaller markets than our current stores.
The 17K format will retain the Play components of our large and small formats, combine the Eat and Watch elements
in an expanded sports viewing area and maintain the ability to Drink throughout the facility. This new design will be
utilized in addition to our existing large and small formats in future expansion. Our core store design in all our formats
includes a modern approach to the finishes and layout of the store, which we believe encourages participation across
each of the store s elements. The oversized graphics and images throughout the store are intended to communicate our
brand personality by being fun, contemporary and larger-than-life. The dining room décor includes booth and table
seating and colorful artwork, often featuring local landmarks. Our WIN! area provides a retail-like environment where
customers can redeem their tickets for prizes. We believe our D&B Sports area provides an attractive opportunity to
market our broader platform to new and existing customers through a year-round calendar of programming and
promotions tied to popular sporting events and sport-related activities. The large television screens, comfortable
seating, a full menu of food and beverages and artwork often featuring images of local sports teams and sports icons
help create what we believe to be an exciting environment for watching sports programming.

History of margin improvement. We have a proven track record of identifying operational efficiencies and
implementing cost saving initiatives and over the past five fiscal years, we have increased our net income by
$112,167, EBITDA margins by approximately 600 basis points and our Adjusted EBITDA Margins (defined in Item
7. Management s Discussion and Analysis of Financial Condition and Results of Operations Non-GAAP Financial
Measures ) by approximately 720 basis points. We expect our continued focus on operating performance at individual
stores and leveraging general and administrative expense and advertising expense will positively impact operating
margins, although there is no guarantee that our efforts will be successful or that operating margins will continue to
improve.

Store model generates favorable store economics and strong returns. We believe our store model offering
entertainment, food and beverages provides certain benefits in comparison to traditional restaurant concepts, as
reflected by our fiscal 2017 (estimated on a 52 week basis) average annual comparable store revenues of $11,600,
average comparable store operating income margins of 24.3% and comparable Store Operating Income Before
Depreciation and Amortization Margins (defined in Item 7. Management s Discussion and Analysis of Financial
Condition and Results of Operations Non-GAAP Financial Measures ) of 32.6%.
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Our entertainment offerings have low variable costs and produced gross margins of 89.3% for fiscal 2017. With
approximately 57.0% of our revenues from entertainment, we have less exposure than traditional restaurant
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concepts to food costs, which represented only 8.0% of our total revenues in fiscal 2017. Our business model
generates strong cash flow that we can use to execute our growth strategy. We believe the combination of our
operating income margins, our Store Operating Income Before Depreciation and Amortization Margins, our refined
new store formats and the fact that our stores typically open with high volumes that drive margins in year one will
help us achieve our targeted average year one cash-on-cash returns of approximately 35% and five-year average
cash-on-cash returns in excess of 25% for both our large format and small format store openings, however there is no
guarantee such results will occur with future store openings. The 48 stores that we have opened since the beginning of
2008 (that have been open for more than 12 months as of February 4, 2018) have generated average year one
cash-on-cash returns of 49.6%. The 40 stores that opened subsequent to fiscal 2010 have generated average year one
cash-on-cash returns of 53.5%. We define and calculate cash-on-cash returns for an individual store as (a) Store
Operating Income Before Depreciation and Amortization, excluding pre-opening expenses, national marketing
expense allocation, non-cash charges related to asset disposals, currency transactions and changes in non-cash
deferred amusement revenue and ticket liability, divided by (b) our net development costs. Net development costs
include equipment, building, leaseholds and site costs, net of tenant improvement allowances and other landlord
payments, excluding pre-opening costs and capitalized interest.

Commitment to customer satisfaction. We aim to enhance our combination of food, beverage and entertainment
offerings through our service philosophy of providing a high quality and consistent customer experience through
dedicated training and development of our team members and a corporate culture that encourages employee

engagement. As a result, over the last five fiscal years, we have experienced improvement in our Guest Satisfaction
Survey results. In 2017, 85.8% of respondents to our Guest Satisfaction Survey rated us Top Box (score of 5 out of a
possible 5) in  Overall Experience and 86.9% of respondents rated us Top Box in Intent to Recommend. By
comparison, in 2012, 80.6% of respondents rated us Top Box in Overall Experience and 83.6% of respondents rated
us Top Box in Intent to Recommend. We utilize our loyalty program to market directly to members with promotional
emails and location-based marketing. Through our loyalty program, we email offers and coupons to members and

notify them of new games, food, drinks and local events. In addition, members can earn game play credits based on

the dollar amount of qualifying purchases at our stores. We expect that as our loyalty program grows it will be an
important method of maintaining customers connection with our brand and further drive customer satisfaction.

Experienced management team. We believe we are led by a strong senior management team averaging over 25 years
of experience with national brands in all aspects of casual dining and entertainment operations. We believe that our
management team s prior experience in the restaurant and entertainment industries combined with its experience at
Dave & Buster s provides us with insights into our customer base and enables us to create the dynamic environment
that is core to our brand.

Our Growth Strategies
The operating strategy that underlies the growth of our concept is built on the following key components:

Build great new stores. We will continue to pursue what we believe to be a disciplined new store growth strategy in
both new and existing markets where we feel we are capable of achieving consistently high store revenues, operating
income margins and Store Operating Income Before Depreciation and Amortization Margins as well as strong
cash-on-cash returns. We believe that the Dave & Buster s brand has significant growth opportunities, as internal
studies and third-party research suggests a total store potential in the United States and Canada in excess of 230 stores
(including our 106 stores as of the end of fiscal 2017). We anticipate that approximately 20% of our future new store
openings will utilize our new 17K design and that the balance of our future openings will be fairly evenly split
between our traditional large and small formats. We opened fourteen stores in fiscal 2017. Store openings during the
past five fiscal years were primarily financed with available cash and operating cash flows. In 2018 and thereafter, we
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Our store expansion strategy is driven by a site selection process that allows us to evaluate and select the location, size
and design of our stores based on consumer research and analysis of operating data from sales in our existing stores.
Our site selection process and flexible store design enable us to customize each store with the objective of maximizing
return on capital given the characteristics of the market and the location. Our current store large formats are 30,001 to
45,000 square feet in size and our current store small formats span 25,000 to 30,000 square feet, which provides us the
flexibility to enter new smaller markets and further penetrate existing markets. These formats also provide us with the
ability to strategically choose between building new stores and converting existing space, which can be more cost
efficient for certain locations. We are targeting average year one cash-on-cash returns of approximately 35% for both
our large format and small format stores and approximately 25% for the 17K format. To achieve this return for large
format stores, we target average net development costs of approximately $8,300 to $8,800 and first year store
revenues of approximately $10,000 to $12,200. For small format stores, we target average net development costs of
approximately $6,800 and average first year store revenues of approximately $8,700. For 17K format stores, we target
average net development costs of less than $5,000 and first year store revenues of approximately $4,500 to $5,500.
Additionally, for both large format and small format stores, we target average year one margins on operating income
(excluding allocated national marketing costs) of approximately 17%, and Store Operating Income Before
Depreciation and Amortization (excluding allocated national marketing costs) of approximately 28%. For our 17K
format store, we target average year one margins on operating income (excluding allocated national marketing costs)
of approximately 12% and Store Operating Income Before Depreciation and Amortization (excluding allocated
national marketing costs) of approximately 25%.

Drive our comparable store sales. We intend to grow our comparable store sales in the highly competitive dining and
entertainment segment by seeking to differentiate the Dave & Buster s brand from other food and entertainment
alternatives, through the following strategies:

Provide our customers with the latest exciting games. We believe that our Midway games are the core
differentiating feature of the Dave & Buster s brand, and staying current with the latest offerings creates new
content and excitement to drive repeat visits and increase length of customer stay. We plan to continually
update our games each year through development of proprietary games and the purchase of new games that
will resonate with our customers and drive brand relevance due to a variety of factors, including their large
scale, eye-catching appearance, virtual reality features, association with recognizable brands or the fact that
they cannot be easily replicated at home. We aim to leverage our investment in games by featuring exclusive
game offerings in our marketing initiatives. We also plan to continually elevate the redemption experience in
our WIN! area with prizes that we believe customers will find more attractive, which we expect will
favorably impact customer visitation and game play.

Leverage D&B Sports. We intend to continue leveraging our investments in D&B Sports by building
awareness of Dave & Buster s as the only place to watch the games and play the games through national
cable advertising. In addition, we are strategically expanding our year-round sporting and pay-per-view
content to drive increased traffic and capture a higher share of the sports-viewing customer base.

Serve food and beverage offerings with broad appeal. Our menu has a variety of items, from hamburgers to
steaks to salads that represent our Remarkable & Realistic strategy. We aim to ensure a pipeline for three
new product launches each year, aligning with the timing of our new game launches. This strategy has been
well received by our customers as the percentage of customers rating our food quality as Excellent was
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85.1% in fiscal 2017. Similarly, the percentage of customers rating our beverage quality as Excellent in
fiscal 2017 was 88.6%.

Grow our special events usage. The special events portion of our business represented 10.1% of our total
revenues in fiscal 2017. We believe our special events business is an important sampling and promotional
opportunity for our customers because many customers are experiencing Dave & Buster s for the first time.
We plan to leverage our existing special events sales force and call center to attract new corporate customers.
In addition, we will continue to expand our online booking capability beyond strictly social events.
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Enhance brand awareness and generate additional visits to our stores through marketing and promotions.
We believe offering new items from each of the Eat Drink Play and Watch pillars will keep the brand
relevant to customers and drive traffic and frequency. We typically have seven-to-nine key promotional
periods each year when we feature this New News in national advertising. To increase national awareness of
our brand, we plan to continue to invest a significant portion of our marketing expenditures in national cable
television advertising, while also increasing our investment in digital media. Our messaging focuses on
promoting our capital investments in new games, and new food and beverage offerings. We also have
customized local store marketing programs to increase new visits and repeat visits to individual locations.
We will continue to utilize our loyalty program and digital efforts to communicate promotional offers
directly to our most passionate brand fans, and we are aggressively optimizing our search engine and social
marketing efforts.

Drive customer frequency through greater digital and mobile connectivity. We believe that there is potential
to increase customer frequency by enhancing the in-store and out-of-store customer experience via digital
and mobile strategic initiatives. We continue to optimize our search, programmatic media and paid social
media to create customer engagement and drive recurring customer visitation. In addition, we will continue
to leverage our customer relationship management program and our growing loyalty database, by delivering
more targeted individualized offers and creative content.
Expand the Dave & Buster s brand internationally. We believe that in addition to the growth potential that exists in
North America, the Dave & Buster s brand can also have significant appeal in certain international markets. We are
currently assessing these opportunities while maintaining a conservative and disciplined approach towards the
execution of our international development strategy. As such, we have retained the services of a third-party consultant
to assist in identifying and prioritizing potential markets for expansion as well as potential franchise or joint venture
partners. Thus far, we have identified our international market priorities and begun the process of identifying potential
international partners within select markets. The market priorities were developed based on a specific set of criteria to
ensure we expand our brand into the most attractive markets.

Site Selection

We believe that the location of stores is critical to our long-term success. The experience and relationships of our
current development team has enabled us to focus our attention on the most relevant network of real estate brokers,
which has given us access to a larger pool of qualified potential store sites. In addition, we believe the more
contemporary look of our stores has been one of the key drivers in attracting new developers and building our new
store pipeline. We devote significant time and resources to strategically analyze each prospective market, trade area
and site. We continually identify, evaluate and update our database of potential locations for expansion. We base new
site selection on an analytical evaluation of a set of drivers we believe increase the probability of successful,
high-volume stores.

Our Store Formats

We currently operate stores varying in size from 16,000 to 66,000 square feet. In order to optimize sales per square
foot and further enhance our store economics, the target size of our future large format stores is expected to be
between 30,001 and 45,000 square feet while our small format stores span 25,000 to 30,000 square feet. Additionally,
our newly-developed 17K design which will span 15,000 to 20,000 square feet, should allow us to enter markets with
store size requirements less than our traditional large and small store formats. Our initial store using this new design
opened in Rogers, Arkansas in early fiscal 2018.
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We utilize smaller format stores to penetrate less densely populated markets and backfill existing markets. The smaller
format has reduced the back-of-house space and optimized the sales area dedicated to video and redemption games.
We believe that the smaller format maintains the dynamic customer experience that is the
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foundation of our brand and allows us flexibility in our site selection process. We also believe that the smaller store
format allows us to take less capital investment risk per store. As a result, we expect these smaller format stores to
enable us to expand into additional markets. We anticipate that approximately 20% of our future new store openings
will utilize our new 17K design and that the balance of our future openings will be fairly evenly split between our
traditional large and small formats. At February 4, 2018, 21 of our 106 operating stores were the small store format.
Our fiscal 2017 new store openings included ten large format stores and four small format stores.

Marketing, Advertising and Promotion

Our corporate marketing department manages all consumer-focused initiatives for the Dave & Buster s brand. In order
to drive sales and expand our customer base, we focus our efforts in three key areas:

Marketing: national advertising, media (linear and digital), promotions, in-store merchandising, pricing

Food and beverage: menu and product development

Customer insights: research, brand health and tracking
We spent approximately $37,876 in marketing efforts in fiscal 2017, $33,795 in fiscal 2016, and $29,970 in fiscal
2015. Our annual marketing expenditures include the cost of national television and radio advertising totaling
$30,003, $25,845, and $22,551 in fiscal years 2017, 2016, and 2015, respectively.

We continually seek to improve our marketing effectiveness through a number of initiatives, including:

refining our marketing strategy to better reach both young adults and families;

creating new advertising campaigns;

investing in menu research and development to differentiate our food offerings from our competition and
improve key product attributes (quality, consistency, value and overall customer satisfaction) and execution;

developing product/promotional strategies to attract new customers and increase spending/length of stay;

leveraging our loyalty database to create stronger relationships with consumers to engage and motivate them
to visit; and

reflecting a consistent brand identity that represents our positioning and commitment to quality.
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To drive traffic and increase visit frequency and average check size, the bulk of our marketing budget is allocated to
national cable television media. To enhance that effort, we also:

conduct digital initiatives including search engine marketing, mobile campaigns, programmatic and social
media;

maintain and optimize the website for search;

run in-store promotions and create point-of-purchase materials;

leverage the customer loyalty program, including promotional and trigger emails;

and create local marketing plans to address specific objectives in individual stores or markets.
We work with external advertising, digital, media and design agencies in the development and execution of these
programs.
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Special Event Marketing

Our corporate and group sales programs are managed by our sales department, which provides direction, training, and
support to the special events managers and their teams within each store. They are supported by a special events call
center located at our corporate office, targeted print and online media plans, as well as promotional incentives at
appropriate times during the year. In addition, we have online booking for social parties in order to provide additional
convenience in booking events for our customers.

Operations
Management

The management of our store base is divided into thirteen regions, each of which is overseen by a Regional
Operations Manager, Regional Operations Director or Vice President of Operations (collectively, Regional
Management ) who reports to our Chief Operating Officer. Our Regional Management oversee six to twelve stores
each, which we believe enables them to better support the store General Managers and achieve sales and profitability
targets for each store within their region. In addition, we have one Regional Operations Director whose primary focus
is on new store openings.

Our typical store team consists of a General Manager supported by an average of nine additional management
positions. There is a defined structure of development and progression of job responsibilities from Area Operations
Manager through various positions up to the General Manager role. This structure ensures that an adequate succession
plan exists within each store. Each management member handles various departments within the store including
responsibility for hourly employees. A typical store employs approximately 130 hourly employees, most of whom
work part time. The General Manager and the management team are responsible for the day-to-day operation of that
store, including the hiring, training and development of team members, as well as financial and operational
performance. Our stores are generally open seven days a week, from 11:30 a.m. to midnight on Sunday through
Thursday and 11:30 a.m. to 2:00 a.m. on Friday and Saturday.

Operational Tools and Programs

Our managers have daily routines focused on driving consistent execution in food, beverage and gaming. We utilize a
customized food and beverage analysis program that determines the theoretical food and beverage costs for each store
and provides additional tools and reports to help us identify opportunities, including waste management. In addition to
our own routines, we leverage a third party vendor to help ensure quality beverage operations, responsible alcohol
service and loss prevention. A mobile salesmanship application with daily sales contests is used by our management
team to evaluate sales performance by shift and to drive staff engagement. We have developed tools to forecast sales
and schedule labor to assist our managers in optimizing hourly labor based on anticipated sales volumes. This
program will be enhanced during 2018 with the introduction of a new workforce management platform which will
offer real time data to allow management to quickly add or reduce labor based on business needs. Our amusement
team uses a proprietary system that is supported by a mobile application that identifies gaming issues and needed
repairs to help ensure our games are operational and meeting our ideal playing standard. Complementing this program
is our routine preventative maintenance program, designed to prevent game failure and extend the functionality of our
midway games. To maximize the performance of our new store openings, we have a New Store Gold Card process
that defines a clear path and timeline to bring each new store in line with our operating standards. Consolidated
reporting tools for the key drivers of our business are provided to our Regional Management to identify and
troubleshoot any systemic issues.
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Management Information Systems

We utilize a number of proprietary and third-party management information systems. These systems are designed to
enable our games functionality, improve operating efficiencies, provide us with timely access to
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financial and marketing data and reduce store and corporate administrative time and expense. We believe our
management information systems are sufficient to support our store expansion plans.

Training

We strive to maintain quality and consistency in each of our stores through the careful training and supervision of our
team members and the establishment of, and adherence to, high standards relating to personnel performance, food and
beverage preparation, game playability and maintenance of our stores. We provide all new team members with
complete orientation and one-on-one training for their positions to help ensure they are able to meet our high
standards. All of our new team members are trained by partnering with a certified trainer to assure that the training
and information they receive is complete and accurate. Team members are certified for their positions by passing a
series of tests, including alcohol awareness training.

We require our new store managers to complete an eight-week training program that includes front-of-house service,
kitchen, amusements and management responsibilities. Newly trained managers are then assigned to their home store
where they receive additional training with their General Manager. We place a high priority on our continuing
management development programs in order to ensure that qualified managers are available for our future openings.
We conduct semi-annual evaluations with each manager to discuss prior performance and future performance goals.
We hold an annual General Manager conference in which our General Managers share best practices and also receive
an update on our business plan.

When we open a new store, we provide varying levels of training to team members in each position to ensure the
smooth and efficient operation of the store from the first day it opens to the public. Prior to opening a new store, our
dedicated training and opening team travels to the store to prepare for an intensive two-week training program for all
team members hired for the new store opening. Part of the training team stays on site during the first week of
operation. We believe this additional investment in our new stores is important, because it helps us provide our
customers with a quality experience from day one.

After a store has been opened and is operating smoothly, the store managers supervise the training of new team
members.

Recruiting and Retention

We seek to hire experienced restaurant managers and team members, and offer competitive wage and benefit
programs. Our store managers all participate in a performance-based incentive program that is based on sales and
profit goals. In addition, our salaried and hourly employees are also eligible to participate in a 401(k) plan,
medical/dental/vision insurance plans and receive vacation/paid time off based on tenure. Additionally, General
Managers are eligible for long-term incentive awards depending upon operating performance.

Food Preparation, Quality Control and Purchasing

We strive to maintain high food quality standards. To ensure our quality standards are met, we negotiate directly with
independent producers of food products. We provide detailed quality and yield specifications to suppliers for our
purchases. Our systems are designed to protect the safety and quality of our food supply throughout the procurement
and preparation process. Within each store, the Kitchen Manager is primarily responsible for ensuring the timely and
correct preparation of food products, per the recipes we specify. We provide each of our stores with various tools and
training to facilitate these activities.
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We own and operate two stores outside of the United States, in the Canadian province of Ontario, including one that
opened during the fourth quarter of fiscal 2016. These stores generated revenues of approximately
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$20,075 USD in fiscal 2017, $13,369 USD in fiscal 2016 and $10,587 USD in fiscal 2015, representing approximately
1.8%, 1.3% and 1.2%, respectively, of our consolidated revenues. As of February 4, 2018, less than 3.0% of our
long-lived assets were located outside of the United States.

The foreign activities of these stores are subject to various risks of doing business in a foreign country, including
currency fluctuations, changes in laws and regulations and economic and political stability. We do not believe there is
any material risk associated with the Canadian operations or any dependence by the domestic business upon the
Canadian operations.

Store-Level Quarterly Fluctuations and Seasonality

Our operating results fluctuate significantly from quarter to quarter as a result of seasonal factors. Typically, we have
higher first and fourth quarter revenues associated with the spring and year-end holidays. These quarters will continue
to be susceptible to the impact of severe or unseasonably mild weather on customer traffic and sales during that
period. Our third quarter, which encompasses the back-to-school fall season, has historically had lower revenues as
compared to the other quarters.

Suppliers

The principal goods used by us are redemption game prizes and food and beverage products, which are available from
a number of suppliers. We currently purchase a significant amount of our amusement merchandise through a direct
import program, a program in which we purchase WIN! merchandise and certain glassware, plateware and furniture
directly from offshore manufacturers. We are a large buyer of traditional and amusement games and as a result believe
we receive discounted pricing arrangements. Federal and state health care mandates and mandated increases in the
minimum wage and other macro-economic pressures could have the repercussion of increasing expenses, as suppliers
may be adversely impacted and seek to pass on higher costs to us.

Competition

The out-of-home entertainment market is highly competitive. We compete for customers discretionary entertainment
dollars with providers of out-of-home entertainment, including localized attraction facilities such as movie theaters,
sporting events, bowling alleys, sports activity centers, arcades and entertainment centers, night clubs and restaurants
as well as theme parks. We also face competition from local, regional and national establishments that offer
entertainment experiences similar to ours and restaurants that are highly competitive with respect to price, quality of
service, location, ambience and type and quality of food. Some of these establishments may exist in multiple
locations, and we may also face competition on a national basis in the future from other concepts that are similar to
ours. We also face competition from increasingly sophisticated home-based forms of entertainment, such as internet
and video gaming and home movie streaming and delivery.

Intellectual Property

We have registered the trademarks Dave & Buster &, Power Card®, Eat & Play Combo®, Eat Drink Play®, and Eat
Drink Play Watch®, and have registered or applied to register certain additional trademarks with the United States
Patent and Trademark Office and in various foreign countries. We consider our tradename and our logo to be
important features of our operations and seek to actively monitor and protect our interest in this property in the various
jurisdictions where we operate. We also have certain trade secrets, such as our recipes, processes, proprietary
information and certain software programs that we protect by requiring all of our employees to sign a code of ethics,
which includes an agreement to keep trade secrets confidential.
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Employees

As of February 4, 2018, we employed 14,840 persons, 241 of whom served at our corporate headquarters, 1,076 of
whom served as management personnel and the remainder of whom were hourly personnel.
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None of our employees are covered by collective bargaining agreements and we have never experienced an organized
work stoppage, strike or labor dispute. We believe working conditions and compensation packages are competitive
with those offered by competitors and consider our relations with our employees to be good.

Available Information

Our corporate headquarters is located at 2481 Maiana Drive, Dallas, Texas, and our telephone number is
(214) 357-9588. Our internet website is www.daveandbusters.com.

You may obtain, free of charge, copies of our reports filed with, or furnished to, the Securities and Exchange
Commission (the SEC ) on Forms 10-K, 10-Q, and 8-K, at our internet website. These reports will be available as soon
as reasonably practicable after filing such material with, or furnishing it to, the SEC. In addition, you may view and
obtain, free of charge, at our website, copies of our corporate governance materials, including our Audit Committee
Charter, Compensation Committee Charter, Code of Business Ethics, Finance Committee Charter, Nominating and
Corporate Governance Committee Charter, Corporate Governance Guidelines and Whistle Blower Policy.
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ITEM 1A. Risk Factors

We wish to caution you that our business and operations are subject to a number of risks and uncertainties. The factors
listed below are important factors that could cause actual results to differ materially from our historical results and
from those projected in forward-looking statements contained in this Report, and our other filings with the SEC, in our
news releases, written or electronic communications, and verbal statements by our representatives.

You should be aware that forward-looking statements involve risks and uncertainties. These risks and uncertainties

may cause our or our industry s actual results, performance or achievements to be materially different from any future

results, performance, or achievements contained in or implied by these forward-looking statements. Forward-looking
statements are generally accompanied by words like believes, anticipates, estimates, predicts, expects, and other
similar expressions that convey uncertainty about future events or outcomes.

The impact that economic conditions in the United States and Canada have on consumer discretionary spending
could impact our business and financial performance.

Any significant decrease in consumer confidence, or periods of economic slowdown or recession, could lead to a
curtailing of discretionary spending, which in turn could reduce our revenues and results of operations and adversely
affect our financial position. Our business is dependent upon consumer discretionary spending and therefore is
affected by consumer confidence as well as the future performance of the United States and Canadian economies. As a
result, our results of operations are susceptible to economic slowdowns and recessions. Increases in job losses, home
foreclosures, energy prices, investment losses in the financial markets, personal bankruptcies, credit card debt and
home mortgage and other borrowing costs, declines in housing values and reduced access to credit, among other
factors, may result in lower levels of customer traffic in our stores, a decline in consumer confidence and a curtailing
of consumer discretionary spending. We believe that consumers generally are more willing to make discretionary
purchases during periods in which favorable economic conditions prevail. If economic conditions worsen, whether in
the United States or in the communities in which our stores are located, we could see deterioration in customer traffic
or a reduction in the average amount customers spend in our stores. A reduction in revenues will result in sales
de-leveraging (spreading our fixed costs across the lower level of sales) and will in turn cause downward pressure on
our profit margins. This could result in reduction of staff levels, asset impairment charges and potential store closures,
a deceleration of new store openings and an inability to comply with the covenants under our credit facility.

Our growth strategy depends on our ability to open new stores and operate them praofitably.

A key element of our growth strategy is to open additional stores in locations that we believe will provide attractive
returns on investment. We have identified a number of additional sites for potential future Dave & Buster s stores. Our
ability to open new stores on a timely and cost-effective basis, or at all, is dependent on a number of factors, many of
which are beyond our control, including our ability to:

find quality locations;

reach acceptable agreements regarding the lease or purchase of locations;

comply with applicable zoning, licensing, land use and environmental regulations;
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raise or have available an adequate amount of cash or currently available financing for construction and
opening costs;

timely hire, train and retain the skilled management and other employees necessary to meet staffing needs

obtain, for acceptable cost, required permits and approvals, including liquor licenses; and

efficiently manage the amount of time and money used to build and open each new store.
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If we succeed in opening new stores on a timely and cost-effective basis, we may nonetheless be unable to attract
enough customers to new stores because potential customers may be unfamiliar with our stores or concept, or our
entertainment and menu options might not appeal to them. Our new stores may not meet or exceed the performance of
our existing stores or meet or exceed our performance targets, including target cash-on-cash returns. New stores may
even operate at a loss, which could have a significant adverse effect on our overall operating results. If the expected
future cash flows for a store are less than the asset carrying amount (an indication that the carrying amount may not be
recoverable), we may recognize an impairment loss in an amount equal to the excess of the asset carrying amount over
the fair value. Opening a new store in an existing market could reduce the revenue at our existing stores in that
market. In addition, historically, new stores experience a drop in revenues after their first year of operation. Typically,
this drop has been temporary and has been followed by increases in comparative store revenue in line with the rest of
our comparable store base, but there can be no assurance that this will be the case in the future or that a new store will
succeed in the long term.

Our expansion into new markets may present increased risks due to our unfamiliarity with the area.

Some of our new stores will be located in areas where we have little or no meaningful experience. Those markets may
have different competitive conditions, local regulatory requirements, consumer tastes and discretionary spending
patterns than our existing markets, which may cause our new stores to be less successful than stores in our existing
markets. In addition, our national advertising program may not be successful in generating brand awareness in all

local markets, and the lack of market awareness of the Dave & Buster s brand can pose an additional risk in expanding
into new markets. Stores opened in new markets may open at lower average weekly revenues than stores opened in
existing markets, and may have higher store-level operating expense ratios than stores in existing markets. Sales at
stores opened in new markets may take longer to reach average store revenues, if at all, thereby adversely affecting

our overall profitability.

In addition, we intend to establish stores outside of the United States and Canada. In addition to the risks posed by
new markets generally, the operating conditions in overseas markets may vary significantly from those we have
experienced in the past, including in relation to consumer preferences, regulatory environment, currency risk, the
presence and cooperation of suitable local partners and availability of vendors or commercial and physical
infrastructure, among others. There is no guarantee that we will be successful in integrating these new stores into our
operations, achieving market acceptance, operating these stores profitably, and maintaining compliance with the
rapidly changing business and regulatory requirements of new markets. If we are unable to do so, we could suffer a
material adverse effect on our business, financial condition and results of operations.

We may not be able to compete favorably in the highly competitive out-of-home and home-based entertainment and
restaurant markets, which could have a material adverse effect on our business, results of operations or financial
condition.

The out-of-home entertainment market is highly competitive. We compete for customers discretionary entertainment
dollars with providers of out-of-home entertainment, including localized attraction facilities such as movie theatres,
sporting events, bowling alleys, sports activity centers, arcades and entertainment centers, nightclubs and restaurants
as well as theme parks. Many of the entities operating these businesses are larger and have significantly greater
financial resources, a greater number of stores, have been in business longer, have greater name recognition and are
better established in the markets where our stores are located or are planned to be located. As a result, they may be
able to invest greater resources than we can in attracting customers and succeed in attracting customers who would
otherwise come to our stores. The legalization of casino gambling in geographic areas near any current or future store
would create the possibility for entertainment alternatives, which could have a material adverse effect on our business
and financial condition. We also face competition from local, regional and national establishments that offer
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entertainment experiences similar to ours and restaurants that are highly competitive with respect to price, quality of
service, location, ambience and type and quality of food. We also face competition from increasingly sophisticated
home-based forms of entertainment, such as internet and video gaming and home movie streaming and delivery. Our
failure to compete favorably in
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the competitive out-of-home and home-based entertainment and restaurant markets could have a material adverse
effect on our business, results of operations and financial condition.

Our sales growth and ability to achieve profitability could be adversely affected if comparable store sales are less
than we expect.

Comparable store sales are a year-over-year comparison of sales at stores open at the end of the period which have
been open for at least 18 months as of the beginning of each of the fiscal years. It is a key performance indicator used
within the industry and is indicative of acceptance of our initiatives as well as local economic and consumer trends.
The level of comparable store sales will affect our sales growth and will continue to be a critical factor affecting our
ability to generate profits because the profit margin on comparable store sales is generally higher than the profit
margin on new store sales. Notwithstanding our initiatives intended to drive our comparable store sales, there is no
guarantee that these initiatives will be successful. This failure to build sales, or a significant decrease in comparable
store sales, could materially adversely affect our ability to achieve target profit margins and our overall business,
financial condition and results of operations. As adjusted for the 53rd week, comparable store sales decreased 0.9% in
fiscal 2017 compared to fiscal 2016 and decreased 5.9% in the fourth quarter of fiscal 2017 compared to the fourth
quarter of fiscal 2016.

Our revenues generally fluctuate from quarter to quarter due to the seasonality of our business and other events.

Our operating results fluctuate significantly from quarter to quarter as a result of seasonal factors. Typically, we have
higher first and fourth quarter revenues associated with the spring and year-end holidays. Our third quarter, which
encompasses the back-to-school fall season, has historically had lower revenues as compared to the other quarters. As
a result, factors affecting peak seasons could have a disproportionate effect on our results. For example, the number of
days between Thanksgiving and New Year s Day and the days of the week on which Christmas and New Year s Eve
fall affect the volume of business we generate during the December holiday season and can affect our results for the
full fiscal year. In addition, adverse weather during the winter and spring seasons could have a significant impact on
our quarterly results.

Our results of operations are subject to fluctuations due to the timing of new store openings.

The timing of new store openings may result in significant fluctuations in our quarterly performance. We typically
incur most cash pre-opening costs for a new store within the two months immediately preceding, and the month of, the
store s opening. In addition, the labor and operating costs for a newly opened store during the first three to six months
of operation are materially greater than what can be expected after that time, both in aggregate dollars and as a
percentage of revenues. Additionally, a portion of a current fiscal year new store capital expenditures is related to
stores that are not expected to open until the following fiscal year. Due to these substantial up-front financial
requirements to open new stores, the investment risk related to any single store is much larger than that associated
with many other restaurants or entertainment venues.

Slow economic growth or a recession could have a material adverse impact on our landlords or other tenants in
shopping centers in which we are located, which in turn could negatively affect our financial results.

If we experience an economic downturn in the future, our landlords may be unable to obtain financing or remain in
good standing under their existing financing arrangements, resulting in failures to pay required tenant improvement
allowances or satisfy other lease covenants to us. In addition, tenants at shopping centers in which we are located or
have executed leases, or to which our stores are near, may fail to open or may cease operations. Decreases in total
tenant occupancy in shopping centers in which we are located, or to which our stores are near, may affect traffic at our
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16

Table of Contents

31



Edgar Filing: Dave & Buster's Entertainment, Inc. - Form 10-K

Table of Conten
Damage to our brand or reputation could adversely affect our business.

Our brand and our reputation are among our most important assets. Our ability to attract and retain customers
depends, in part, upon the external perception of our Company, the quality of our food service and facilities and our
integrity. Multi-store businesses, such as ours, can be adversely affected by unfavorable publicity resulting from poor
food quality, illness or health concerns, or a variety of other operating issues stemming from one or a limited number
of stores. The speed at which negative publicity (whether or not accurate) can be disseminated has increased
dramatically with the capabilities of electronic communication. Adverse publicity involving any of these factors could
make our stores less appealing, reduce our customer traffic and/or impose practical limits on pricing. In the future, our
stores may be operated by franchisees. Any such franchisees will be independent third parties that we do not control.
Although our franchisees will be contractually obligated to operate the store in accordance with our standards, we
would not oversee their daily operations. If one or more of our stores were the subject of unfavorable publicity and we
are unable to quickly and effectively respond to such reports, our overall brand could be adversely affected, which
could have a material adverse effect on our business, results of operations and financial condition.

Our operations are susceptible to changes in the availability and the cost of food and other supplies, in most cases
Jfrom a limited number of suppliers, which could negatively affect our operating results.

Our profitability depends in part on our ability to anticipate and react to changes in food and other supply costs.
Various factors beyond our control, including adverse weather conditions, governmental regulation and monetary
policy, product availability, recalls of food products, and seasonality, as well as the effects of the current
macroeconomic environment on our suppliers, may affect our commodity costs or cause a disruption in our supply
chain. In an effort to mitigate some of this risk, we have multiple short-term supply contracts with a limited number of
suppliers. If any of these suppliers do not perform adequately or otherwise fail to distribute products or supplies to our
stores, we may be unable to replace the suppliers in a short period of time on acceptable terms, which could increase
our costs, cause shortages of food and other items at our stores and cause us to remove certain items from our menu.
Changes in the price or availability of commodities for which we do not have short-term supply contracts could have a
material adverse effect on our profitability. Expiring contracts with our food suppliers could also result in unfavorable
renewal terms and therefore increase costs associated with these suppliers or may necessitate negotiations with other
suppliers. Other than short-term supply contracts for certain food items, we currently do not engage in futures
contracts or other financial risk management strategies with respect to potential price fluctuations in the cost of food
and other supplies. Also, the unplanned loss of a major distributor could adversely affect our business by disrupting
our operations as we seek out and negotiate a new distribution contract. If we have to pay higher prices for food or
other supplies, our operating costs may increase, and, if we are unable to adjust our purchasing practices or pass such
cost increases on to our customers by changing menu prices, our operating results could be adversely affected.

Our procurement of games and amusement offerings is dependent upon a few suppliers.

Our ability to continue to procure new games, amusement offerings, and other entertainment-related equipment is
important to our business strategy. The number of suppliers from which we can purchase games, amusement offerings
and other entertainment-related equipment is limited. To the extent that the number of suppliers declines, we could be
subject to the risk of distribution delays, pricing pressure, lack of innovation and other associated risks.

In addition, any increase in cost or decrease in availability of new amusement offerings that appeal to customers could
adversely impact our revenues as well as the cost to acquire and operate new amusements, either of which could have
a material adverse effect on our operating results and could also lead to decreases in revenues as customers negatively
react to lack of new game options. We may not be able to anticipate and react to changing amusement offerings cost
by adjusting purchasing practices or game prices, and a failure to do so could have a material adverse effect on our
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Our operations are susceptible to the availability of systems and services provided by third-parties, which subject us
to possible risk of shortages and interruptions.

We rely on third-party service providers for certain key elements of our operations including credit card processing,
telecommunications and utilities. The unplanned loss of services from a major provider could adversely affect our
business as we seek out and negotiate for alternate sources of service. We may be unable to replace service providers
in a short period of time on acceptable terms, which could limit our operations and increase our costs. If our cost of
services increases, we may be unable to pass such cost increases on to our customers, and our operating results could
be adversely affected.

Food safety incidents at our stores or in our industry or supply chain may adversely affect customer perception of
our brands or industry and result in declines in sales and profits.

We cannot guarantee that our supply chain and food safety controls and training will be fully effective in preventing
all food safety issues at our stores, including any occurrences of foodborne illnesses such as salmonella, E. coli,
Norovirus, or hepatitis A. In addition, we rely on third-party vendors, making it difficult to monitor food safety
compliance and increasing the risk that foodborne illness would affect multiple locations rather than a single store.
Some foodborne illness incidents could be caused by third-party vendors and distributors outside of our control. New
illnesses resistant to our current precautions may develop in the future, or diseases with long incubation periods could
arise, that could give rise to claims or allegations on a retroactive basis. One or more instances of foodborne illness in
any of our stores or markets or related to food products we sell could negatively affect our store sales nationwide if
highly publicized on national media outlets or through social media. This risk exists even if it were later determined
that the illness was wrongly attributed to us or one of our stores. A number of restaurant chains have experienced
incidents related to foodborne illnesses that have had a material adverse effect on their operations. The occurrence of a
similar incident at one or more of our stores, or negative publicity or public speculation about an incident, could
reduce customer visits to our stores and negatively impact demand for our menu offerings.

We are subject to all of the risks associated with leasing space subject to long-term, non-cancelable leases.

We typically do not own any real property. Payments under our non-cancelable, operating leases account for a
significant portion of our operating expenses and we expect the new stores we open in the future will also be leased.
The leases typically provide for a base rent plus additional rent based on a percentage of the revenue generated by the
stores on the leased premises once certain thresholds are met. We generally cannot cancel these leases without
substantial economic penalty. If an existing or future store is not profitable, and we decide to close it, we may
nonetheless be committed to perform our obligation under the applicable lease, including, among other things, paying
the base rent for the remainder of the lease term. We depend on cash flow from operations to pay our lease
obligations. If our business does not generate sufficient cash flow from operating activities and sufficient funds are not
otherwise available to us from borrowings under our existing credit facility, we may not be able to service our
operating lease obligations, grow our business, respond to competitive challenges or fund other liquidity and capital
needs, which would have a material adverse effect on us.

In addition, as each of our leases expires, we may choose not to renew, or may not be able to renew, such existing
leases if the capital investment required to maintain the stores at the leased locations is not justified by the return
required on the investment. If we are not able to renew the leases at rents that allow such stores to remain profitable as
their terms expire, the number of such stores may decrease, resulting in lower revenue from operations, or we may
relocate a store, which could subject us to construction and other costs and risks, and in either case, could have a
material adverse effect on our business, results of operations and financial condition.
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We may not be able to operate our stores, or obtain and maintain licenses and permits necessary for such
operation, in compliance with laws, regulations and other requirements, which could adversely affect our business,
results of operations or financial condition.

Each store is subject to licensing and regulation by alcoholic beverage control, amusement, health, sanitation, safety,
building code and fire agencies in the state, county and/or municipality in which the store is located. Each store is
required to obtain a license to sell alcoholic beverages on the premises from a state authority and, in certain locations,
county and municipal authorities. Typically, licenses must be renewed annually and may be revoked or suspended for
cause at any time. In some states, the loss of a license for cause with respect to one store may lead to the loss of
licenses at all stores in that state and could make it more difficult to obtain additional licenses in that state. Alcoholic
beverage control regulations relate to numerous aspects of the daily operations of each store, including minimum age
of patrons and employees, hours of operation, advertising, wholesale purchasing, inventory control and handling and
storage and dispensing of alcoholic beverages. We generally have not encountered any material difficulties or failures
in obtaining and maintaining the required licenses, permits and approvals that could impact the continuing operations
of an existing store, or delay or prevent the opening of a new store. Although we do not anticipate any material
difficulties occurring in the future, the failure to receive or retain a liquor license, or any other required permit or
license, in a particular location, or to continue to qualify for, or renew licenses, could have a material adverse effect on
operations and our ability to obtain such a license or permit in other locations.

As a result of operating certain entertainment games and attractions, including skill-based games that offer redemption
prizes, we are subject to amusement licensing and regulation by the states, counties and municipalities in which our
stores are located. These laws and regulations can vary significantly by state, county, and municipality and, in some
jurisdictions, may require us to modify our business operations or alter the mix of redemption games and simulators
we offer. Moreover, as more states and local communities implement legalized gambling, the laws and corresponding
enabling regulations may also be applicable to our redemption games and regulators may create new licensing
requirements, taxes or fees, or restrictions on the various types of redemption games we offer. Furthermore, other
states, counties and municipalities may make changes to existing laws to further regulate legalized gaming and illegal
gambling. Adoption of these laws, or adverse interpretation of existing laws, could require our existing stores in these
ju