
Digi -Capital
Knowledge
Relationships
Ideas

Global Video Games Investment Review

February 2011

Digi -Capital
Knowledge
Relationships
Ideas

© Digi-Capital Limited 2011www.digi -capital.com



Digi -Capital
Knowledge
Relationships
Ideas

2

Contents

Executive summary

Market trends: fundraising, investment, M&A and JV opportunities

Market analysis

ɀ Massively Multiplayer Online (MMO)

ɀ Casual/Social Online

ɀ Mobile

ɀ Console

ɀ Online gambling and skill based

ɀ In-game advertising

About Digi -Capital

Disclaimer : This documenthasbeenproduced by Digi-CapitalLimited and is furnished to you solely for your information and may not be reproduced or redistributed, in whole or in part, to any other person. No representation or warranty (expressedor implied) is madeasto, and no reliance should
be placedon, the fairness,accuracyor completenessof the information contained herein and,accordingly,Digi-CapitalLimited doesnot acceptany liability whatsoever arising directly or indirectly from the useof this document. In particular, the inclusion of any financial projections are presented
solely for illustrative purposesand do not constitute a forecast. The recipient should independently review the underlying assumptionsof the financial projections. This document is intended for initial contact with individuals and entities known to Digi-CapitalLimited. This document is intended for
useby the individual to whom it is sent,it is confidential and may not be reproduced in any form, further distributed to any other person,passedon,directly or indirectly, to any other personor published, in whole or in part, for any purposewithout the prior written consentof Digi-CapitalLimited. In
the event that you are not the recipient indicated and you haveinadvertently receivedthis document,pleasedelete it immediately. This documentdoesnot constitute or form part of, and should not be construed as,anoffer, solicitation or invitation to purchase,subscribefor, or otherwise acquire any
securities nor shall it or any part of it nor the fact of its distribution form the basisof or be relied upon in connection with any contract or commitment whatsoever. Any investment decision should be madesolely on final documentation, and then only after review of the diligence materials and
consideration of all relevant risks. Digi-CapitalLimited doesnot haveany responsibility for the information contained herein and doesnot makeany representations or warranties, expressor implied, as to the adequacy,accuracyor completenessof any statements,estimatesor other information
containedin this document. The information containedherein, while obtained from sourcesbelieved to be reliable, is not guaranteedasto its accuracyor completeness. This documentmay include forward -looking statements,including, but not limited to, statementsasto future operating results and
potential acquisitions and contracts. Forward-looking statements are sometimes,but not always, identified by their use of a date in the future or such words asȰÁÎÔÉÃÉÐÁÔÅÓȱȟȰÁÉÍÓȱȟȰÃÏÕÌÄȱȟȰÍÁÙȱȟȰÓÈÏÕÌÄȱȟȰÅØÐÅÃÔÓȱȟȰÂÅÌÉÅÖÅÓȱȟȰÉÎÔÅÎÄÓȱȟȰÐÌÁÎÓȱor ȰÔÁÒÇÅÔÓȱ. By their nature, forward -looking
statementsare inherently predictive, speculativeand involve risk and uncertainty becausethey relate to eventsand depend on circumstancesthat will occur in the future. There are a number of factors that could causeactual results and developmentsto differ materially from those expressedor
implied by theseforward -looking statements. No assurancescanbe given that the forward -looking statementsin this document will be realised. Digi-CapitalLimited doesnot intend to update theseforward -looking statements. No securities regulatory authority hasapproved or expressedan opinion
about Digi-Capital,ÉÍÉÔÅÄȭÓbusinessprospectsor any related securities. Any suchsecurities havenot beenand will not be registered under the United StatesSecuritiesAct of 1933, asamended(the "SecuritiesAct"), or any other state or federal securities laws and may not be offered or sold in the
United Statesof Americaabsentregistration under the SecuritiesAct or an exemption from the registration requirements thereof. Digi-CapitalLimited and any entity referred to in this document havenot and will not be registered under the United StatesSecuritiesExchangeAct of 1934, asamended
or the USInvestment CompanyAct of 1940, asamended,and any related securitiesmay not be offered or sold or otherwise transferred within the United Statesor to, or for the accountor benefit of, U.S. personsexceptunder circumstanceswhich will not require Digi-CapitalLimited or any associated
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Executive summary
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The rise of online/mobile, China and the time to invest for growth

*Note: Online includes MMO, casual and social games
+Note: Pure console excludes MMO
**Average Revenue per User
++Massively Multiplayer Online

Games investment has fundamentally shifted to online/mobile
Á Video games investment has changed fundamentally, shifting to online/mobile games
Á Many major console publishers are struggling to adapt to online/mobile, and are not driving online/mobile games investment
Á Quality investment demand still exceeds supply for high growth, high profitability online/mobile games companies
Á Despite major publisher/media consolidation, with multiple high profile acquisitions

China, not America, could dominate the global games market
Á Online*/mobile games should grow total video games market size to $87B and take 50% revenue share at $44B, with the historically strong pure console+ sector 

flat to down
Á Asia Pacific and Europe should take 90% revenue share for online/mobile games (China 49%, Europe 17%, Japan 14%, South Korea 11% in 2014F), although 

North America remains important
Á #ÈÉÎÁȭÓ ÄÏÍÅÓÔÉÃ ÓÔÒÅÎÇÔÈ ÈÁÓ ÐÒÏÄÕÃÅÄ ÈÉÇÈ ÖÏÌÕÍÅ ɉÕÐ ÔÏ ςπ- ÐÅÁË ÃÏÎÃÕÒÒÅÎÔ ÕÓÅÒÓɊȟ ÌÏ× !205ɕɕȟ ÃÏÓÔ ÅÆÆÉÃÉÅÎÔ ÏÎÌÉÎÅȾÍÏÂÉÌe games businesses with up to 

50% operating margins, enabling significant investment in foreign markets

Online/mobile games independents: invest for growth or exit now
Á Online/mobile games are high growth (18% CAGR 09-14F), but the market remains unconsolidated
Á Games investment and M&A are accelerating, with the value of fundraising growing by 52% and M&A by 60% in 2010

Á But the opportunity will not last forever, particularly if the results from some of the high profile acquisitions do not deliver in 2011
Á The time to act is now, whether raising funds to accelerate growth prior to consolidation, create joint ventures and strategic partnerships to enter major foreign 

markets (particularly from and to China, Japan and South Korea), or exit to take advantage of the strong M&A market and valuations

Conglomerates subsidising change, harder for console pureplays
Á Console game investment is accelerating, with investment no guarantee of success, with major console publisher strategies appearing to have converged on fewer 

franchises, refreshed more often with higher marketing budgets
Á Large console franchises still remain highly cash generative, despite current market challenges to overall corporate profitabili ty
Á Although adapting to meet fundamental changes in the market with online/mobile organic investment and acquisitions, pureplay console publishers must prove 

that their repositioning can deliver sustainable profits

Á Conglomerates with diversified revenue streams may find it easier to invest in the change to online/mobile games

There is significant opportunity to invest in 2011
Á The video games market is changing across sectors (casual/social online,middleware, smartphone/tablet, browser based MMO++, online skill based gaming, pure 

console, retail MMO, gambling)
Á As online/mobile games grow and fragment the games market, supported by high growth, high profit business models
Á With opportunity for online/mobile games growth capital funds to invest in the strongest independent companies

Á And clear investment, M&A, JV and strategic partnership opportunities for corporate and financial investors
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Games investment has fundamentally shifted to online/mobile

Sources: CapitalIQ (excludes Vivendi Activision and Vivendi Universal
Publishing deals), NPD Group, Charttrack, GfK, Activision Blizzard, GamesBeat
Companies, Bloomberg, VentureBeat

Note: Funds raised/transaction value only includes disclosed or estimated
amounts

Video games investment has changed fundamentally 
Á VC games investment approached 2007 levels in 2010 in terms of funds raised, but 

number of investments declined

Á Top 10 investments accounted for ~60% of total games investment in 2010, with a 

fundamental shift to online/mobile games company investments

Á General VC market weakness and limited knowledge and relationships across 

complex, fast moving online/mobile games sectors stillmake generalist VC games 

investment challenging

Major console publishers struggle to adapt to online/mobile
Á Major console publishers are focused on existing large console games franchises, as 

the console games market is flat to down, with declining profitability

Á -ÁÊÏÒ ÐÕÂÌÉÓÈÅÒÓȭ ÃÏÒÅ ÃÏÍÐÅÔÅÎÃÉÅÓ ÆÏÃÕÓ ÏÎ ÍÁÎÁÇÅÍÅÎÔ ÏÆ ΑςπÍϹ ÓÅÒÉÁÌȟ ÈÉÇÈ 

risk, complex developments, launches and commercialisation

Á Online/mobile games require rapid, multiple, small scale parallel development 

ÐÌÁÔÆÏÒÍ ÉÎÖÅÓÔÍÅÎÔÓȟ ÃÏÍÐÌÅÔÅÌÙ ÄÉÆÆÅÒÅÎÔ ÔÏ ÍÁÊÏÒ ÐÕÂÌÉÓÈÅÒÓȭ ÂÕÓÉÎÅÓÓ ÃÕÌÔÕÒÅÓ

Á Major publishers are not driving online/mobile games investment 

Á Major publishers are wary of large scale online/mobile video games M&A in early 

stage, fragmented markets where market dominance is not yet clear

Quality investment demand still exceeds supply
Á High quality, high growth (100% annual revenue growth, 20-50% operating 

margin) online/mobile games companies  are seeking investment to accelerate 
growth

Á Outside the major investment deals, online/mobile games companies still find it 
challenging to find high quality investors

Despite major publisher/media consolidation
Á Console publisher/online: Electronic Arts/Playfish $400M
Á Media/online: Disney/Playdom $763M
Á Online/mobile: DeNa/Ngmoco $400M
Á Major online/online : Tencent/Riot Est. $350M-$400M
Á Online publisher/online: Shanda/Mochi Media $80M
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China, not America, could dominate the global games market

Sources: PWC (excludes hardware revenue), Companies

* Note: Pure console excludes MMO
ɖNote: Online includes MMO, casual and social games
** Average Revenue per User

Onlineɖand mobile games 

should grow total video games 

market size to $87B and take 

50% revenue share at $ 44B 

(18% CAGR 09-14F). The 

historically strong pure 

console* sector is flat to down

Asia Pacific and Europe should 

take 90% revenue share for 

online and mobile games 

(China 49%, Europe 17%, 

Japan 14%, South Korea 11% 

in 2014F). North America 

remains important
Regional Online/Mobile Games Revenue ($B)

0

5

10

15

20

25

30

35

40

45

50

2005 2006 2007 2008 2009 2010E 2011F 2012F 2013F 2014F

Asia Europe North America

73%

17%

10%

Global Video Games Sector Revenue ($B)

0

10

20

30

40

50

60

70

80

90

100

2004 2005 2006 2007 2008 2009 2010E 2011F 2012F 2013F 2014F

Console games Online games Mobile games PC games In-game Advertising

#ÈÉÎÁȭÓ ÄÏÍÅÓÔÉÃ ÓÔÒÅÎÇÔÈ ÈÁÓ 

produced high volume (up to 

20M peak concurrent users), 

low ARPU**, cost efficient 

games businesses with up to 

50% operating margins, 

enabling significant 

investment in foreign markets

http://images.google.com/imgres?imgurl=http://www.bluerosegames.com/silverlight-games-101/image.axd?picture=WindowsLiveWriter/AddingAsteroidstotheGame_1306F/asteroids_thumb.jpg&imgrefurl=http://www.bluerosegames.com/silverlight-games-101/post/Generating-Asteroids-for-the-Game.aspx&usg=__gGC3HBZlfWjjIHesdZGvLgJ3rkE=&h=364&w=484&sz=12&hl=en&start=52&itbs=1&tbnid=tQZC3YUOaSga_M:&tbnh=97&tbnw=129&prev=/images?q=asteroids+game&start=42&hl=en&sa=N&gbv=2&ndsp=21&tbs=isch:1
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Online/mobile independents: invest for growth or exit now

Sources: Digi-Capital, PWC, CapitalIQ

*Note: some outlier deals may occur, e.g. Microsoft/Massive acquisition

Online/mobile games are high growth but unconsolidated
Á 2009 $19B revenue = 32% of global video games revenue

Á 2014F $44B revenue = 50% of global video games revenue

Á >200M casual online unique users, >700M social online monthly active users, 

>20M MMO subscribers, >10B iPhone apps (55% games) downloaded

Á Barriers to entry remain low (outside of Facebook social games), with strong 

competition but limited market dominance by major competitors

Á Independentsare competing successfully with more established competitors

Á High revenuegrowth (100%+) and operatingmargins (50%+) are being 

delivered by strongest independents

Investment and M&A are accelerating
Á Video games fundraising was 52% higher in 2010 than 2009

Á Video games M&A was 60% higher in 2010 than 2009

Á Online/mobile games valuations for both investment and M&A have been rising, 

with major deals attracting significant interest

Á Major corporate acquirers are increasingly looking to external investments, 

acquisitions, joint ventures and strategic partnerships for online/mobile games 

growth and diversification

Á Strong Asian players (China, Japan and South Korea) are actively seeking foreign 

opportunities to leverage their capabilities internationally, as well as to source 

international IP and knowledge for large domestic markets

But the opportunity will not last forever
Á Public companies are subject to intense analyst scrutiny of high valuation 

investments and acquisitions
Á Not all current online/mobile games investmentsand M&A are likely to deliver 

as expected during 2011, with a potentially negative impact on valuations

The time to act is now
Á Raising fundsto accelerate growth prior to consolidation
Á Jointventures and strategic partnerships to enter major foreign markets 

(particularly from and to China, Japan and South Korea)
Á Exit to take advantage of strong M&A market and valuations

Consolidation Curve for Video Games
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Sector Growth
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Conglomerates subsidising change, harder for console pureplays
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Franchises selling tens of millions of units are lower risk

Console games are hit driven, with investment no guarantee of success

0

2

4

6

8

10

12

14

16

18

0

20

40

60

80

100

120

M
 U

n
it
s

$
M

Development Cost ($M) Sales (M Units)

Console game investment is accelerating
Á Average game development costs have grown:

Á XBox360, PS3: $15-30m

Á Wii: $5-7M

Á Strong development project management is crucial

Á Marketing costs can equal development costs or more

Á Retail, distribution and hardware royalties are significant

Á 30-40% of retail turnover

Á 500K to 1M units just to break even (ex-overheads)

Although video games now rival Hollywood
Á Hardware: $22B Revenue*

Á Software: $55B Revenue*

Á Total $77B video games vs $85B film global revenue*

Á Up to $60 per game sold vs $10-20 per cinema ticket/DVD

Á Console games are flat to down, with console growth hoped 

for from next console hardware cycle in 2014-2016

Conglomerates have the best chance to adapt
Á Major console publisher strategies appear to have converged 

on fewer franchises, refreshed more often with higher 

marketing budgets

Á Although adapting to meet fundamental changes in the 

market with online/mobile organic investment and 

acquisitions, pureplay console publishers must prove that 

their repositioning can deliver sustainable profits

Á Conglomerates with diversified revenue streams may find it 

easier to invest in the change to online/mobile games

Á Disney has invested significantly with the Playdom social 

games and Tapulous smartphone games acquisitions, as well 

as an apparent intention to invest less in console games

Á Microsoft invested significantly in developing and launching 

Kinect, revitalising the sales and market share of XBox360 

and related games software
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Market trends: fundraising, investment
M&A and JV opportunities
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Casual online

Á Simple single player online games
Á Played on online casual games platforms
Á Example company: PopCap Games

Social online

Á Multiplayer online games
Á Played on social platforms (e.g. Facebook)
Á Example company: Zynga

iPhone/iPad and other smartphone/tablet

Á Mobile casual, social and MMO games
Á Played on smartphones/tablets
Á Example company: Rovio

"ÒÏ×ÓÅÒ ÂÁÓÅÄ -ÁÓÓÉÖÅÌÙ -ÕÌÔÉÐÌÁÙÅÒ /ÎÌÉÎÅ ɉȰ--/ȱɊ

Á Thousands of simultaneous online player games
Á Played on browser based online MMO platforms
Á Example company: Bigpoint

Online skill based gaming

Á Online gambling based on skill, not chance (US legal)
Á Thousands of simultaneous online players
Á Example company: King.com

Online/smartphone/tablet middleware

Á Technology for online/smartphone/tablet games
Á Software as a Service B2B business model
Á Example company: Jambool

Pure console

Á Retail/digital download console games
Á Played on PS3, XBox360 or Wii
Á Example company: Electronic Arts

Retail MMO

Á Thousands of simultaneous online player games
Á Played on PC/Console via retail or digital download
Á Example company: Activision Blizzard

Online gambling

Á Online versions of offline gambling (illegal in US)
Á Played on PCs or smartphones
Á Example company: Betfair

10

The video games market is changing across sectors

http://images.google.com/imgres?imgurl=http://bachelorettefiles.files.wordpress.com/2009/09/farmville-jason-king.jpg&imgrefurl=http://bachelorettefiles.wordpress.com/2009/09/25/obsession-farmville/&usg=__s3d6RlJRdtYo9oD2OWeEGv3r7rA=&h=400&w=400&sz=80&hl=en&start=7&itbs=1&tbnid=jKeEKEbtsk_9LM:&tbnh=124&tbnw=124&prev=/images?q=farmville&hl=en&gbv=2&tbs=isch:1
http://www.king.com/games/word-games/scrabble-zing/?language=en
http://cdn.venturebeat.com/wp-content/uploads/2010/02/social-gold-1.jpg
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As online/mobile games grow and fragment the market

Sources: PWC, Bigpoint, Companies, Casual Gaming Association,
TechCrunch, Inside Network

*Note: Online includes MMO, casual and social games
+Note: MAU is total monthly active users, not unique users

Online*/mobile growing scale and share
Á 2009 $19B revenue = 32% of global video games revenue
Á 2014F $44B revenue = 50% of global video games revenue

As consumer markets fragment 
Á 7ÉÉ ÇÒÅ× #ÁÓÕÁÌ #ÏÎÓÏÌÅ ÍÁÒËÅÔ ɉψυ-Ϲ 7ÉÉȭÓ ÓÏÌÄɊ
Á Apple grew Casual/Social Mobile market (10B+ Apps sold)
Á WoW grew Hardcore Online market (12M+ subscribers) 
Á Zynga, Spil, Playfish, Yahoo!, Big Fish Games grew Casual/Social 

Web market (700M+ MonthlyActive Users+ɍȰ-!5ȱɎ)
Á King.com grew Casual Skill Web market (25M players)
Á Bigpoint bridged Casual to Hardcore browser market
Á Onlive hopes to expand delivery across TV and web (no console)

Supported by profitable business models
Á Best companies growing revenue 100%+ annually while also 

generating 20-50%EBITDA margins
Á App Store: free (within-game virtual items) to $10 per game
Á WoW: $12.99-$14.99 monthly fee
Á Spil: free, advertising supported
Á Zynga: free, micro-transactions
Á King.com: rake of user bets, micro-transactions, advertising
Á Bigpoint: free, subscription,micro-transactions, no advertising
Á Big Fish: try before you buy, downloads, retail, multi-platform

And requiring specific skills and approaches
Á -ÕÌÔÉÐÌÅȟ ÐÁÒÁÌÌÅÌ ÇÁÍÅ ÄÅÖÅÌÏÐÍÅÎÔ ÂÕÓÉÎÅÓÓ ÐÌÁÔÆÏÒÍÓ ɉÎÏÔ ȰÏÎÅ 
ÇÁÍÅȱ ÈÉÔ ÄÒÉÖÅÎ ÃÏÍÐÁÎÉÅÓɊ

Á Multiple distributors (not just Facebook) across platforms and 
geographies

Á Rapid, low cost game development and continuous daily 
redevelopment cycles for rapid market response

Á Fast failure (cut commercial losers, back commercial winners)
Á Strong analytics (to maximise commercial returns)
Á Aimed at delivering true scalability and category leadership, with 

profit margins increasing as revenue grows

Web/Mobile

Console/PC

Hardcore
Gamers

Casual
Gamers

http://www.spilgames.com/
http://www.crunchbase.com/company/kontagent
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Investing in quality online/mobile video games companies*
Á 50-100% annual revenue growth
Á 20-30%+ operating margins or potential
Á $10M+ revenue
Á Domestic strength with East/West ambitions (China to Europe/US or Europe/US to China)
Á Strong management teams, intellectual property and commercial track records with clear exit 

strategies
Á Specific sector focus+

Á Casual/social online
Á iPhone/iPad, other smartphone/tablet
Á Browser based MMO
Á Online/smartphone/tablet middleware

With a clear investment strategy to manage risk and optimise returns
Á $10M average investment ($5-15M range)
Á Focus on growth capital investment returns (30%+ IRR, 3-5x money multiple)

Á Working capital (debt convertible into equity via convertible loan notes)
Á Pure equity capital
Á Equity capital plus bank debt

Á Direct European and Chinese investments
Á US investment with Tier 1 co-investment partners
Á Clear exit paths via trade sale to strategic video game and media corporates as market consolidates
Á IPO potential for later stage investments depending on market conditions

Growth capital fund structure
Á $100M+ committed funds
Á 2011-2014 investment period (aim to invest 75%+, remainder for follow on rounds)
Á 2011-2017 fund lifetime
Á Committed funds fee basis
Á 2% annual management fee 2011-2104,  reducing to 1.5% in 2015-2017
Á 20% General Partners carry

Á Return of funds invested before carry
Á Return of fees before carry
Á 8% hurdle return before carry, with catch-up

Example Fund Structure

Limited Partners
Investors

Game Fund
$100M+ funds committed
4 year investment period

7 year fund lifetime

General Partners
Source, invest in, oversee

and exit portfolio companies

Portfolio Companies

* Corporate investments, not project funding/publishing of individual games
+ Not pure console, retail MMO or online gambling due to investment risk

Tencent,Shandaand 
Giant Interactivehave  
invested in games 
funds

http://images.google.com/imgres?imgurl=http://3.bp.blogspot.com/_SxfO03qzdhk/SKTLRwopkxI/AAAAAAAAAGM/VKyoDroHmEM/s320/Dragon+Warrior+II+(U)+[!]_001.png&imgrefurl=http://chrontendo.blogspot.com/2008_08_01_archive.html&usg=__47H72gyOzPL_Vij7Bz8QPVgddyE=&h=300&w=320&sz=107&hl=en&start=2&itbs=1&tbnid=qowOwSTKwsVDQM:&tbnh=111&tbnw=118&prev=/images?q=dragon+quest+86&hl=en&gbv=2&tbs=isch:1
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There are clear investment, M&A and JV opportunities

Sector Console MMO Casual/
Social

Mobile Online 
Gambling

Skill Based In-game 
Advertising

Investment, 
M&A and JV 
Opportunities

ÁCore franchise 
organic 
investment
ÁLimited new IP 

investment until 
8th generation 
consoles
ÁAvoid large, value 

destroying M&A
ÁAcquire 

economically 
challenged AAA 
independents to 
control internal 
costs
ÁJV with major 

media for 
licensed games/ 
marketing 
investment
ÁExplore strategic 

options for 
underperforming 
assets

ÁInvest in 
growth capital 
game fund
ÁMid-market 

strategic M&A
ÁAvoid large, 

value 
destroying 
M&A
ÁFocused new 

IP investment 
in non-fantasy 
MMO market 
growth
ÁFocused new 

IP investment 
in casual/ 
social 
subscription/ 
micro-
transaction 
MMO market
ÁJV with major 

media for 
licensed MMO 
marketing/ 
investment

ÁInvest in 
growth capital 
game fund
ÁMid-market 

strategic M&A 
in subscription 
/micro -
transaction  
and 
middleware 
markets
ÁAvoid large, 

value 
destroying 
M&A
ÁFocused new 

IP investment 
in parallel low 
cost 
subscription/ 
micro-
transaction 
game 
development
ÁJV with major 

media for 
licensed 
casual/social 
marketing/ 
investment

ÁInvest in 
growth capital 
game fund
ÁSmall strategic 

M&A
ÁAvoid large, 

value 
destroying 
M&A
ÁFocused new 

IP investment 
in parallel, low 
cost mobile 
game 
development
ÁJV with major 

media for 
licensed 
mobile games 
marketing/ 
investment

ÁAvoid due to 
distance from 
core video 
games 
competencies

ÁMid-market 
strategic M&A
ÁAvoid large, 

value 
destroying 
M&A
ÁFocused new 

IP investment 
in extending 
skill based 
model to core 
franchises

ÁSmall strategic 
M&A
ÁAvoid large, 

value 
destroying 
M&A
ÁLimited 

organic 
investment 
due to small 
market size

For Major Video Games Companies
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There are clear investment, M&A and JV opportunities (cont)

For Independent Video Games Companies

Sector Console MMO Casual/
Social

Mobile Online 
Gambling

Skill Based In-game 
Advertising

Investment, 
M&A and JV 
Opportunities

ÁOrganic 
investment (if 
possible) 
ÁExit to major 

video games 
company 
ÁJV with major 

media for 
licensed games/ 
marketing/ 
investment
ÁRestructure to 

focus on self 
publishing, 
downloadable 
content, casual/ 
social or mobile 
markets, with 
parallel 
development and 
low cost/ 
offshoring

ÁOrganic 
investment 
for new IP in 
non-fantasy 
MMO market 
growth (if 
possible)
ÁVC 

fundraising 
for 
casual/social 
subscription/ 
micro-
transaction 
non-fantasy 
MMO market
ÁGrowth 

equity buyout 
for 
casual/social 
subscription/ 
micro-
transaction 
MMO market
ÁJV with major 

media for 
licensed 
MMO 
marketing/ 
investment

ÁVC fundraising 
for 
subscription/ 
micro-
transaction 
and 
middleware 
markets 
ÁGrowth equity 

buyout for 
subscription/ 
micro-
transaction 
market
ÁExit to major 

video games/ 
media 
company 
ÁJV with major 

media for 
licensed 
casual/social 
games 
marketing/ 
investment

ÁVC fundraising
ÁExit to major 

video games 
company
ÁJV with major 

media for 
licensed 
mobile games 
marketing/ 
investment

ÁVC fundraising 
for online 
gambling 
technology 
and niche/ 
geographic 
online 
gambling
ÁGrowth equity 

buyout for 
gambling 
technology 
and niche/ 
geographic 
online 
gambling
ÁLBO for large 

generic 
gambling 
franchises
ÁJV with major 

media for 
licensed 
marketing/ 
investment

ÁGrowth equity 
buyout 
ÁExit to major 

video games/ 
media 
company
ÁJV with major 

media for 
licensed 
marketing/ 
investment

ÁVC fundraising
ÁExit to major 

video games/ 
media 
company
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There are clear investment, M&A and JV opportunities (cont)

For Venture Capital and Private Equity Firms

Sector Console MMO Casual/
Social

Mobile Online 
Gambling

Skill Based In-game 
Advertising

Venture 
Capital 
Investment 
Opportunities

ÁAvoid pure 
console 
investments due 
to risk profile and 
sector 
consolidation

ÁInvest in 
casual/social 
subscription/ 
micro-
transaction 
non-fantasy 
MMO market
ÁAvoid 

hardcore 
MMO market 
due to risk 
profile

ÁInvest in 
casual/social 
subscription/ 
micro-
transaction  
and 
middleware 
markets
ÁAvoid pure 

advertising 
supported 
market 
because of 
business 
model

ÁInvest in 
parallel, low 
cost mobile 
game 
development

ÁInvest in 
online 
gambling 
technology 
providers
ÁInvest in 

niche/ 
geographic 
online 
gambling 
franchises
ÁAvoid generic 

gambling 
franchises due 
to sector 
consolidation

ÁSelective 
investment in 
new niches
ÁAvoid 

investment in 
already 
consolidated 
parts of the 
sector

ÁInvest in in-
game 
advertising 
technology
ÁAvoid in-game 

advertising 
agencies due 
to business 
model

Private Equity 
Buyout 
Opportunities

ÁAvoid pure 
console buyouts 
due to risk profile 
and sector 
consolidation

ÁLBO in 
hardcore 
MMO market
ÁGrowth 

equity buyout 
in 
casual/social 
subscription/ 
micro-
transaction 
MMO market

ÁGrowth equity 
buyout in 
casual/social 
subscription/ 
micro-
transaction 
and 
middleware 
markets
ÁAvoid  pure 

advertising 
supported 
market 
because of 
business 
model

ÁDevelop sector 
relationships 
in anticipation 
of sector 
maturity

ÁGrowth equity 
buyout of 
online 
gambling 
technology 
providers
ÁGrowth equity 

buyout of 
niche/ 
geographic 
online 
gambling 
franchises
ÁLBO of large 

generic 
gambling 
franchises

ÁGrowth equity 
buyout

ÁDevelop sector 
relationships 
in anticipation 
of sector 
maturity
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There are clear investment, M&A and JV opportunities (cont)

For Major Technology, Media and Telecoms Companies

Sector Console MMO Casual/
Social

Mobile Online 
Gambling

Skill Based In-game 
Advertising

Investment, 
M&A and JV 
Opportunities 

ÁJV with major/ 
independent 
video games 
companies for 
licensed games/ 
marketing/ 
investment
ÁStrategic M&A of 

independent 
studios to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
marketing 
platforms
ÁExplore strategic 

options for 
underperforming 
assets

ÁInvest in 
growth capital 
game fund
ÁJV with 

major/ 
independent 
video games 
companies for 
licensed MMO 
marketing/ 
investment
ÁMid-market 

strategic M&A 
to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
marketing 
platforms
ÁAvoid large, 

value 
destroying 
M&A

ÁInvest in 
growth capital 
game fund
ÁJV with major/ 

independent 
video games 
companies for 
licensed 
casual/social 
games 
marketing/ 
investment
ÁMid-market 

strategic M&A 
to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
marketing 
platforms
ÁAvoid 

standalone 
organic 
investment 
due to 
different core 
competencies

ÁInvest in 
growth capital 
game fund
ÁJV with major/ 

independent 
video games 
companies for 
licensed 
mobile games 
marketing/ 
investment
ÁSmall strategic 

M&A to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
marketing 
platforms
ÁAvoid 

standalone 
organic 
investment 
due to 
different core 
competencies

ÁJV with 
independent 
online 
gambling 
companies for 
licensed online 
gambling 
marketing/ 
investment
ÁAvoid organic 

investment 
and M&A due 
to different 
core 
competencies

ÁJV with 
independent 
video games 
companies for 
licensed 
marketing/ 
investment 
ÁMid-market 

strategic M&A 
to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
marketing 
platforms
ÁAvoid 

standalone 
organic 
investment 
due to 
different core 
competencies

ÁSmall strategic 
M&A to build 
internal 
capability for 
significant IP 
portfolios and 
leveraging 
client 
relationships
ÁAvoid large, 

value 
destroying 
M&A
ÁAvoid 

standalone 
organic 
investment 
due to 
different core 
competencies
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The MMO sector is both high growth and consolidated

The MMO sector is highly cash generative
Á MMOs are video games with thousand of simultaneous players
Á Business models are retail, subscription, micro transactions (in-game 

currency commission and items) and advertising
Á WoW customers pay $12.99-14.99 monthly fees
Á MMOs operate across all major platforms

Market growth rates are forecast to accelerate
Á There are currently over 20M paying MMO subscribers globally, with a 

strong presence in China and South Korea
Á The MMO subscription market is forecast to reach 30 million by 2012 

based on regression analysis
Á The substantial Chinese MMO market is dominated by domestic Chinese 

companies

But MMOs are also hit driven and high risk
Á Many retail MMOs have grown during their launch year, followed by up to 

3 years of stability before an often sharp decline
Á MMOs that rely purely on digital distribution tend to grow slowly
Á MMO expansion packs help to manage churn and ongoing retail presence
Á Poor launches are generally fatal: NCSoft shut $69M Tabula Rasa after 15 

months of sales and a 7 year development

World of Warcraft currently skews the market
Á World of Warcraft accounts for ~60% of subscriptions, and is a significant 

profit driver for Activision Blizzard
Á 4ÈÅ ÓÔÒÅÎÇÔÈ ÏÆ ÔÈÅ ȰÆÁÎÔÁÓÙȱ --/ ÍÁÒËÅÔ ɉЄωπϷ ÓÕÂÓÃÒÉÐÔÉÏÎÓ ÍÁÒËÅÔ 

share) has prompted many copycat offerings, with 35+ males the largest 
player demographic

Á There appears to be significant untapped potential for MMOs in other game 
ÇÅÎÒÅÓȟ ÓÕÇÇÅÓÔÉÎÇ Á Ȱ"ÌÕÅ /ÃÅÁÎ 3ÔÒÁÔÅÇÙȱ ÁÐÐÒÏÁÃÈ ÔÏ ÏÐÅÎÉÎÇ ÎÅ× 
genres (as with Nintendo Wii in the console market)

Á Yet opening a new segment is not without risk: RealTimeWorlds raised 
>$100M in total, then went into administration after launch of APB

MMO subscribers (M)

Sources: MMOData Feb 2010, Companies, CapitalIQ, GLG

Note: data not publically available for all MMOs

Global MMO subscriptions Global MMO genres

World of 
Warcraft, 60%

Aion, 12%

RuneScape, 6%

Lineage II, 4%

Lineage, 4%

Dofus, 3%

Final Fantasy XI, 2%
EVE Online, 2% LOTR, 1%

City Heroes - Villains, 
1%

Everquest II, 1%
Age of Conan, 

1%

Second Life, 1%

D&D, 1%

Others, 5%

Fantasy, 95%

Science 
Fiction, 2%

Other, 3%
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Yet remains an early stage market with evolving dynamics

Casual Hardcore

Virtual items/micro -transactions

Subscription

Warner Bros/LOTR
Post-acquisition, Lord 
of the Rings Online 
triples revenue with 
change to freemium

Sources: MergerMarket, IMDB, Companies

NCSoft takes MMO mobile
NCsoft released Aion Exchange in 
October 2010, a new 
iPhone/iPad application enabling 
subscribers to MMO Aion to 
track their accounts, virtual 
equipment, and trends

Tencent/Riot
Tencent continues its 
international expansion 
with purchase of League 
of Legends developer

http://upload.wikimedia.org/wikipedia/en/f/f7/Wizet_logo.png
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And a clear hierarchy of successful business models

Billions of dollars

Hundreds of millions of dollars

Hundreds of millions of dollars

Tens of 
millions of 

dollars

Hybrid retail sales 
and subscriptions

Pure Subscription / 
Time -based

Freemium / 
Micro -transactions

Advertising / 
Marketing

Business models are solidifying

Ɇ Subscription-based models generate 

highest revenue, but require 

substantial development and 

marketing investment

Ɇ "ÒÏ×ÓÅÒ ÂÁÓÅÄ ȰÆÒÅÅÍÉÕÍȱ ÍÏÄÅÌÓ 

have established a significant 

presence, delivering solid results and 

blurring the line between MMO and 

casual/social games. The business 

model  allows the majority of users to 

play for free, with a minority paying 

ÆÏÒ ÁÄÄÉÔÉÏÎÁÌ ÖÉÒÔÕÁÌ ÉÔÅÍÓ ɉȰÍÉÃÒÏ-

ÔÒÁÎÓÁÃÔÉÏÎÓȱɊ ÁÎÄ ÓÕÂÓÃÒÉÐÔÉÏÎÓ 

Ɇ Browser based games are cheaper to 

develop and market, but generally 

generate less revenue with lower 

!ÖÅÒÁÇÅ 2ÅÖÅÎÕÅ ÐÅÒ 5ÓÅÒ ɉȰ!205ȱɊȢ 

This is changing.

Revenue Potential
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MMO is helping to deliver strong public company valuations

USD millions, except per share data Enterprise Value Multiples 

Price % of 52 Market Net Enterprise Revenue EBITDA

Company (18 -Feb-11) Week High Cap Debt Value CY2009 CY2010 CY2011 CY2009 CY2010 CY2011

Activision Blizzard, Inc. 11.07 87.5% 13,351 (3,508) 9,843 2.30 x 2.21 x 2.46 x 13.1 x 9.9 x 6.4 x

Changyou.com Limited 36.83 92.7% 1,899 (351) 1,548 5.79 x 4.73 x 3.78 x 9.2 x 7.6 x 6.4 x

Giant Interactive Group, Inc. 7.83 94.9% 1,781 (873) 908 4.58 x 4.61 x 3.75 x 6.6 x 7.4 x 6.1 x

NCSoft 204.28 82.5% 4,038 (534) 3,504 6.13 x 5.99 x 6.04 x 15.3 x 14.7 x 11.8 x

NetEase.com, Inc. 44.48 94.9% 5,776 (1,339) 4,437 7.77 x 5.54 x 4.55 x 13.5 x 10.9 x 8.9 x
Perfect World Co., Ltd. 21.42 50.8% 1,074 (229) 844 2.59 x 2.28 x 1.98 x 4.8 x 5.3 x 4.7 x

Shanda Games Limited 6.07 68.7% 1,732 (486) 1,246 1.71 x 1.87 x 1.71 x 4.2 x 5.3 x 4.8 x
Shanda Interactive Entertainment Ltd. 43.46 87.4% 2,502 (939) 1,563 1.96 x 1.90 x 1.62 x 4.4 x 7.7 x 6.2 x

Sohu.com Inc. 83.84 92.7% 3,181 (575) 2,605 5.06 x 4.25 x 3.41 x 11.7 x 10.2 x 8.3 x
Tencent Holdings Ltd. 26.75 98.2% 49,116 (2,055) 47,061 24.88 x 15.89 x 11.88 x 48.6 x 29.1 x 21.6 x

Median 4.82 x 4.43 x 3.58 x 10.5 x 8.8 x 6.4 x

Mean 6.28 x 4.93 x 4.12 x 13.1 x 10.8 x 8.5 x

Source: CapitalIQ
Note: Calendarized to December year end
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MMO M&A activity is increasing

Date Target Acquirer
Deal 
value

Revenue 
multiple

EBITDA 
multiple

Target 
description

Comments

09 Dec 08 $75m 4.4x n.a.
US based developer of massively-
multiplayer online role playing 

games

The acquisition will reduce risks in internal 
development of future online games and 
improve margins through the low-cost 

ÓÔÒÕÃÔÕÒÅ ÏÆ #ÒÙÐÔÉÃȭÓ ÅÎÇÉÎÅ

15 Dec 09 $80m n.a. n.a.
China-based developer of 3d 

MMORPGs

4ÈÅ ÁÃÑÕÉÓÉÔÉÏÎ ÉÓ ÉÎ ÌÉÎÅ ×ÉÔÈ +ÏÎÇ:ÈÏÎÇȭÓ 
strategy to expand into the two fastest growing 
video games segments in China (MMORPGs and 

Mobile games)

Shanghai Dacheng 
Network Technology

Selected M&A

Sources: CapitalIQ, Mergermarket, Bloomberg, VentureBeat

19 Apr 10 $21m n.a. n.a.
Development and provision of 

online games, in particular 
MMOGs

Expands product portfolio

(29%)

03 Aug 10 $71m 4.9x 30.5x
German based publisher of online 

virtual worlds and MMOGs

Frogster is to be continued as an independent 
company with the existing management and the 

team at the existing sites(77%)

04 Nov 10 n.a. n.a. n.a.
Designs, develops, and markets 

multiplayer middleware solutions 
to the games industry

Ubisoft will continue further development on 
1ÕÁÚÁÌȭÓ ÔÅÃÈÎÏÌÏÇÙ ÔÏ ÓÔÒÅÎÇÔÈÅÎ 5ÂÉÓÏÆÔȭÓ 

new online services

28 Sep10 n.a. n.a. n.a.
Operates a 3D virtual community 

Website
The acquisition extends Microsoft's reach into 

online advertising markets

28 Sep10 $10.2m 7.0x n.a. MMO developer
4ÈÅ ÁÃÑÕÉÓÉÔÉÏÎ ÄÉÖÅÒÓÉÆÉÅÓ 'ÒÁÖÉÔÙȭÓ ÐÒÏÄÕÃÔÓ 

and services
(50.8% 
stake)

06 Dec 10 n.a. n.a. n.a.
South Korean developer of

MMO EverPlanet

Nexon was the EverPlanet publisher in Japan 
and South Korea, and should now leverage the 

acquisition by publishing internationally

04 Feb 11 Est. $350M-
$400M

n.a. n.a.
League of Legends MMO 
developer and publisher

Tencent acquired a majority stake in Riot 
Games, having previously been an investor and 

Chinese distributor

20 Apr 10 n.a. n.a. n.a.
Developer of Lord of the Rings 

Online
Warner Bros. acquisition moves it further into 

the free to play micros-transactions MMO sector
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The MMO sector is ripe for investment

Selected private placements

Date Target Investor
Deal 
value

Target 
description

20 Jan 10 $20m
Develops and operates online 

games in China

06 Jan 10 $3m
Develops and publishes browser-

based casual MMOs and social 
games

22 Dec 09 $18m
Develops, publishes, and licenses 

multiplayer online games 
including EVE

4 investors

4 investors

15 Dec 09 $3m
Develops and licenses MMO tech 
platform and develops third party 

racing games 

30 Nov 09 n.a. Develops and operates 
online games in China

29 Oct 09 $4m
Develops multiplayer games 

and platforms for iPhone

01 Aug 09 $12m
Develops MMOs for console and 

PC47 investors

Date Target Investor
Deal 
value

Target 
description

31 Jul 09 $1m
Develops, produces and 

distributes MMOs for kids

16 Feb 09 $4m A worlds and MMO games 
production company

07 Oct 08 $1m Offers MMO games for casual 
gamers

25 Jul 08 $1m Publishes online computer games 
with a focus on virtual worlds

Undisclosed 
Angel investor

Private investors 
including CEO

Sources: CapitalIQ, Mergermarket, GLG

08 Jul 10 $4m
Asynchronous massive 

multiplayer online games for 
iPhone

22 Mar 10 $20m
Develops multiplayer online 

games and entertainment

27 Sep 10 $12m Operates an MMO games portalQuantAM

13 Dec 10 $10m MMO developer and publisherStelt Holding NV

14 Apr 08 $50m MMO games developer

Jan 10 $21m MMO games developern.a.
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With clear investment, M&A and JV opportunities

Firm Type Major
Video Games

Independent
Video Games

Venture Capital Private Equity Major Technology, 
Media & Telecoms

Investment, M&A 
and JV 
Opportunities

ÁInvest in growth capital 
game fund
ÁMid-market strategic 

M&A
ÁAvoid large, value 

destroying M&A
ÁFocused new IP 

investment in non-
fantasy MMO market 
growth
ÁFocused new IP 

investment in casual/ 
social subscription/ 
micro-transaction non-
fantasy MMO market
ÁJV with major media for 

licensed MMO 
marketing/investment

ÁOrganic investment 
for new IP in non-
fantasy MMO market 
growth (if possible)
ÁVC fundraising for 

casual/social 
subscription/micro -
transaction non-
fantasy MMO market
ÁGrowth equity buyout 

for casual/ social 
subscription/ micro -
transaction MMO 
market
ÁJV with major media 

for licensed MMO 
marketing/ 
investment

ÁInvest in casual/ 
social subscription/ 
micro-transaction in 
non-fantasy MMO 
market
ÁAvoid hardcore MMO 

market due to risk 
profile

ÁLBO in hardcore 
MMO market
ÁGrowth equity buyout 

in casual/ social 
subscription/ micro -
transaction MMO 
market

ÁInvest in growth 
capital game fund
ÁJV with major/ 

independent video 
games companies for 
licensed MMO 
marketing/ 
investment
ÁMid-market strategic 

M&A to build internal 
capability for 
significant IP 
portfolios and 
leveraging marketing 
platforms
ÁAvoid large, value 

destroying M&A
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Casual/Social Online Sector
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Casual/social online games have two primary forms
Á Casual/social online games require little experience or time commitment, with 

simple rules and gameplay accessed through a web browser
Á Most casual/social games offer a free element, coupled with subsequent game 

purchase, in-game virtual item purchase, subscriptions or advertising
Á The primary forms of casual/social online games are:

Á Casual: single player, played on a casual games platform such as Big Fish 
Games or Spil

Á Social: multiplayer, played either on a casual/social games platform (e.g. 
Bigpoint) or via a social network such as Facebook (e.g. Zynga)

The global market is high growth
Á $2.25B revenue 2007, $3B revenue 2009*
Á >200M casual monthly unique users
Á >700M social Monthly Active Users+ɉȰ-!5ȱɊ
Á Casual/social games have a high proportion of paying female customer (74%)
Á Popular casual games include:

Á Bejeweled (PopCap Games)
Á QQ Games Collection (Tencent China)
Á Diner Dash (Playfirst)
Á Mystery Case Files (Big Fish Games)

Á Popular social games include:
Á Cityville, Farmville, Frontierville, Mafia Wars (Zynga)
Á Dark Orbit , Deepolis, Farmerama (Bigpoint)
Á Millionaire City (Digital Chocolate)
Á Pet Society (Electronic Arts)

With multiple business models
Á Subscription and in-game item sales (micro-transactions) models most profitable
Á Advertising supported models are cyclical, with generally lower margins
Á "ÉÇÐÏÉÎÔ ɉÂÒÏ×ÓÅÒ ȰÃÏÒÅȱ ɀbetween hardcore and pure casual gameplay): free, 

subscription and in-game item sale, limited advertising
Á Zynga (social): free, in-game item sales (micro-transactions)
Á Spil (casual): free, advertising supported, micro-transactions
Á Big Fish Games (casual): try before you buy, downloads, retail, multi-platform
Á Casual/social game development costs of less than $500k are much lower than 

console game development costs

Casual/social online games are growing extremely rapidly

Women

52%

Men

48%

Explosive growth ɀCityville after 41 days

Sources: Casual Games Association, DFC Intelligence, Inside Network, ISG (US/UK age 
statistics 2010)
*Note: Casual Gaming Association includes casual/social games played on mobile, iPhone, 
social networks, PC, Mac and Xbox LIVE Arcade platforms, using different definitions to 
the earlier PWC definitions
+Note: MAU is total monthly active users, not unique users

Casual players: 52% women 
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26%
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Casual payers: 74% women 

Social players: older (so wealthier) than expected
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Social games are the leading social applications
Á ~70% of the Monthly Active Users for top 40 Facebook application publishers come 

from games

Á Half of the top 40 Facebook applications are games

Driven by the nature of social networks
Á Cross-promotion using social networks and social games platforms is critical to the 

growth of social games

Á )ÎÖÅÓÔÍÅÎÔ ÉÎ ȰÏÎ ÐÌÁÔÆÏÒÍȱ ÃÒÏÓÓ-promotion and marketing generally produces 

ÍÕÃÈ ÈÉÇÈÅÒ ÒÅÔÕÒÎ ÏÎ ÉÎÖÅÓÔÍÅÎÔ ÔÈÁÎ ȰÏÆÆ ÐÌÁÔÆÏÒÍȱ

Á The strongest social games are built around game design focused on acquiring 

users, generating revenue from virtual items and increasing user engagement and 

lifetime

But the social networks also pose a significant challenge
Á The major social networks dominant positions make them excellent marketing and 

distribution partners

Á Social games companies which are primarily dependent on one social network have 

more limited leverage in commercial negotiations

Á 70:30 revenue split between games developers and social networks is not 

uncommon, but there are market rumours of more extreme splits in favour of some 

social networks

Á 3ÏÃÉÁÌ ÎÅÔ×ÏÒËÓȭ ÃÏÍÍÅÒÃÉÁÌ ÐÏÌÉÃÉÅÓ ÃÁÎ ÈÁÖÅ ÓÉÇÎÉÆÉÃÁÎÔ ÉÍÐÁÃÔ ÁÃÒÏÓÓ ÂÏÔÈ ÓÏÃÉÁÌ 

games developer and middleware sectors

So a portfolio of distribution and games is needed
Á As in any industry, reliance on one product or one distribution channel poses 

potential risks

Á Diversified social games companies with a portfolio of games and distribution 

channels generally have the greatest control over the destiny of their businesses, 

and hence lower long term risks

Social games market dynamics are changing

Source: InsideNetwork

*Monthly Active Users Feb 2010

Top 40 Facebook  app publishers MAU * (M) 

Zynga
278

CrowdStar
42

Badoo 40

Electronic Arts 36
Causes 26

Playdom 256 Waves 25
Takeoff Monkey 23

@Apps 21AppBank 19

Digital Chocolate 19

RootMusic 17

Social Point 16
Microsoft 16

Wooga 16

Popcap 15

SNAP 15

RockYou! 14

Yahoo! 
11

MiniMax 11
TubeYou 10 LOLapps 10

Yelp 10

Digitware 
9

Conduit 9
MindJolt 9

Frases 
Diarias 9 Kabam 9

Boyaa 9

Daily 
Horoscope 8

GSN 8

Cie Games 8

Photobucket 7

Telaxo 7Social 
Graph 7

Zoosk 7
Myspace 6

Funzio 6 50 Cubes 6

HTC 6

More
games

Broader distribution

Narrower distribution

Fewer
games

http://www.kabam.com/
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Online/mobile games middleware offers another way to play

Technology Development Monetization Analytics Optimization Delivery Marketing/ 
Distribution

Payment Security

Services
delivered

Games 
development 
engine/SDK

Virtual item 
(micro-
transactions), 
virtual 
currency,  
subscription, 
in-game 
advertising, 
and sales tools

Measure and 
analysekey 
online/mobile 
game metrics 
for continuous 
feedback loop

Optimize game 
performance 
across 
multiple 
platforms

Deliver games 
across
platforms

Distribution on 
social/casual/
browser based 
and mobile 
platforms

Payment 
across
platforms and 
geographies

Anti-fraud, 
anti-piracy,
revenue 
assurance

Example 
company

4ÏÄÁÙȭÓ ÏÎÌÉÎÅȾÍÏÂÉÌÅ ÇÁÍÅÓ ÍÉÄÄÌÅ×ÁÒÅ ÍÁÒËÅÔȡ ÄÉÓÐÁÒÁÔÅȟ ÕÎÉÎÔÅÇÒÁÔÅÄ ÓÏÌÕÔÉÏÎÓ

Multiple 
independent 
firms

Development Monetization Analytics Optimization Delivery Marketing/ 
Distribution

Payment Security

Integrated online games middlewaresolution

Across casual, social, browser based, smartphone, set-top box, connected console, PC, including all major platforms and devices

There is the potential for an integrated games middleware solution

28

http://aws.amazon.com/
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There are opportunities across the casual/social value chain

Developer Publishers Portals Aggregators Middleware

Creation, design and 
development of a game

Funding, distribution and 
project management

Casual/social game
destination websites

Intermediary between 
developers, publishers

and portals

Enable the creation and 
distribution of casual/

social games

Next after Playfish/Playdom?

Zynga, Bigpoint and GameForge 
are subject to constant 
speculation about IPO or exit

Disney and GameStop buys

Disney buys Playdom for $763M 
and GameStop buys Kongregate

Chinese major investments?

Chinese games companies  set to 
accelerate foreign investment in 
2011 in line with 12th 5 year plan

More Zynga acquisitions ?

:ÙÎÇÁ ȬÓ ÓÅÒÉÅÓ ÏÆ ÁÃÑÕÉÓÉÔÉÏÎÓ ÉÎ 
2010 to leverage its position may 

continue in 2011

Middleware consolidation

6ÉÓÁȭÓ ÁÃÑÕÉÓÉÔÉÏÎ ÏÆ 0ÌÁÙÓÐÁÎ ÁÎÄ 
'ÏÏÇÌÅȭÓ ÁÃÑÕÉÓÉÔÉÏÎ ÏÆ *ÁÍÂÏÏÌ  ÍÁÙ 
lead to more early stage consolidation

Sources: Mergermarket, Companies, PaidContent, TechFlash, Financial Times

http://aws.amazon.com/
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Particularly for integrated online companies like

Tencent is the greatest games company may not know well
ÁChina has 29% internet penetration, but 382M users

ÁChina forecast to reach 56% internet penetration (754M users) by 2015

ÁTencent holds dominant or leading stakes in many Chinese online/mobile markets (IM, 

games, eCommerce, search, mobile services)

Á4ÅÎÃÅÎÔȭÓ #ÈÉÎÅÓÅ ÇÁÍÅÓ ÍÁÒËÅÔ ÓÈÁÒÅ ×ÁÓ ςπϷ ÉÎ ςππω ×ÉÔÈ ÆÏÒÅÃÁÓÔ ςχϷ ÂÙ 2012

ÁTotal peak concurrent users across all games categories of ~20M

Á4ÅÎÃÅÎÔȭÓ ÍÁÒËÅÔ cap is substantially more than Activision Blizzard, Electronic Arts, 

GamesStop, Take2, THQ, Atari, Game Group and Ubisoft combined

4ÅÎÃÅÎÔȭÓ ÉÎÔÅÇÒÁÔÅÄ ÍÏÄÅÌ ÉÓ ×ÈÅÒÅ ÔÈÅ ÍÁÒËÅÔ ÉÓ ÈÅÁÄÅÄ 
ÁTencent generates ~50% operating margin

ÁOnline/mobile games (MMO, board & chess, casual/social) generate >40% revenue

ÁBusiness model appears to be migrating from virtual items (higher Average Revenue per 

User) to subscriptions (short term revenue reduction, but lower volatility)

ÁIntegrated model with upgrades/privileges across online, mobile and offline (not just 

games) is a significant advantage for customer acquisition, development and retention

ÁEnhanced capabilities to cross-promote, upsell and cross-sell

4ÅÎÃÅÎÔ ×ÉÌÌ ÂÅ ÉÎ ÙÏÕÒ ÍÁÒËÅÔ ÓÏÏÎȟ ÉÆ ÉÔ ÉÓÎȭÔ ÁÌÒÅÁÄÙ
ÁTencent is growing through domestic partnerships:

Á #ÈÉÎÁ 5ÎÉÃÏÍ ɉÆÉØÅÄ ÌÉÎÅȟ σ'ȟ ÏÐÅÒÁÔÉÏÎÓȟ Ȱ11 7ÁÌÌÅÔȱɊ

Á Hunan TV (talent, animation, online/mobile games)

Á China Merchants Bank (financial services)

ÁTencent is expanding with international partnerships/investments:

Á Riot Games (League of Legends MMO)

Á Digital Sky Technologies (Facebook, Zynga, Mail.ru investor)

Á Vina Games (Vietnamese online games/internet)

Á MIH India Global Internet (licensed software, content & trademarks)

Á Naspers (36% Tencent investor) with global reach in high growth markets

Á $760M investment fund, including games focus

Western video games and media are learning from Tencent

Source: CapitalIQ, Credit Suisse, Company, Shanghai Securities 
.Å×Óȟ 2ÅÕÔÅÒÓȟ 0ÅÏÐÌÅȭÓ $ÁÉÌÙ

Tencent Games quarterly revenue (RMB M)

MMO

Board & chess

Casual/social online

-

500
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3Q09 4Q09 1Q10 2Q10E 3Q10E 4Q10E

Tencent Chinese revenue leadership ($M)
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Casual/social games are driving larger company valuations

USD millions, except per share data Enterprise Value Multiples 

Price % of 52 Market Net Enterprise Revenue EBITDA

Company (18 -Feb-11) Week High Cap Debt Value CY2009 CY2010 CY2011 CY2009 CY2010 CY2011

US and Europe

Electronic Arts Inc. 19.28 95.3% 6,446 (1,971) 4,475 1.18 x 1.20 x 1.15 x n.m. 17.2 x 8.1 x

G5 Entertainment AB 3.58 84.8% 27 (0) 26 17.71 x n.a. n.a. n.m. n.a. n.a.

GigaMedia Ltd. 1.22 36.5% 68 (37) 30 0.19 x 0.48 x 0.83 x 7.6 x n.a. n.a.

RealNetworks Inc. 4.04 74.7% 548 (334) 214 0.38 x 0.53 x 0.60 x n.m. n.m. 7.0 x

Median 0.78 x 0.53 x 0.83 x 7.6 x 17.2 x 7.5 x

Mean 4.87 x 0.74 x 0.86 x 7.6 x 17.2 x 7.5 x

Asia

Asiasoft Corporation 0.33 88.1% 100 (27) 73 1.49 x 1.55 x 1.48 x 7.0 x 5.0 x 4.7 x
Astro Corporation 1.81 74.0% 120 (3) 117 6.34 x 11.13 x 10.27 x n.m. n.a. n.a.

Gamania Digital Entertainment Co., Ltd. 1.47 71.7% 244 (30) 214 1.22 x 1.21 x 1.11 x 7.1 x n.a. n.a.

InterServ International Inc. 2.04 37.3% 57 (23) 35 3.67 x n.a. n.a. 14.4 x n.a. n.a.

IPVG Corp. 0.03 58.9% 21 9 30 1.02 x n.a. n.a. 14.0 x n.a. n.a.

Kingsoft Corporation Ltd. 0.55 63.9% 622 (198) 424 2.73 x 2.60 x 2.25 x 6.5 x 6.4 x 5.2 x
NetEase.com, Inc. 44.48 94.9% 5,776 (1,339) 4,437 7.77 x 5.54 x 4.55 x 13.5 x 10.9 x 8.9 x

Perfect World Co., Ltd. 21.42 50.8% 1,074 (229) 844 2.59 x 2.28 x 1.98 x 4.8 x 5.3 x 4.7 x

Shanda Games Limited 6.07 68.7% 1,732 (486) 1,246 1.71 x 1.87 x 1.71 x 4.2 x 5.3 x 4.8 x

Shanda Interactive Entertainment Ltd. 43.46 87.4% 2,502 (939) 1,563 1.96 x 1.90 x 1.62 x 4.4 x 7.7 x 6.2 x

Tencent Holdings Ltd. 26.75 98.2% 49,116 (2,055) 47,061 24.88 x 15.89 x 11.88 x 48.6 x 29.1 x 21.6 x

Median 2.59 x 2.28 x 1.98 x 7.0 x 6.4 x 5.2 x
Mean 5.03 x 4.88 x 4.09 x 12.4 x 10.0 x 8.0 x

Median 1.96 x 1.88 x 1.66 x 7.1 x 7.1 x 6.2 x
Mean 4.99 x 3.85 x 3.29 x 12.0 x 10.9 x 7.9 x

Source: CapitalIQ

Note: Calendarized to December year end

http://images.google.com/imgres?imgurl=http://netdna.webdesignerdepot.com/uploads/2008/11/dune-2-1992.jpg&imgrefurl=http://www.webdesignerdepot.com/2008/12/video-game-design-between-1990-2008/&usg=__yMe6YSPREJf0rv165j5kGDXS1y4=&h=384&w=615&sz=64&hl=en&start=10&itbs=1&tbnid=GwdLbDG2vOfcOM:&tbnh=85&tbnw=136&prev=/images?q=dune+ii&hl=en&gbv=2&tbs=isch:1


Digi -Capital
Knowledge
Relationships
Ideas

Generating substantial M&A

Date Target Acquirer
Deal 
value

Revenue 
multiple

EBITDA 
multiple

Target 
description

Comments

03 Jun 10 n.a. n.a. n.a.
US-based developer of 

multiplayer Web-based fantasy 
games

Challenge Games' Co-Founder will become Zynga' s 
General Manager and Vice President. The Challenge 
'ÁÍÅÓͻ συ ÅÍÐÌÏÙÅÅÓ ×ÉÌÌ ÊÏÉÎ :ÙÎÇÁȭÓ ×ÏÒËÆÏÒÃÅ

26 May 10 n.a. n.a. n.a.

Enables online friends to converse 
privately over the Web; and share 

Web pages, pictures, and audio 
and video files

The engineering team of Sharegrove will join 
Facebook

26 Apr 10 n.a. n.a. n.a.
Publishes games from casual 

game developers on PC, console, 
and iPhone platforms

Lloyd Melnick, Founder of Merscom and team 
of 20 producers, designers, artists and 

engineers will join Playdom

Sources: CapitalIQ, MergerMarket, TechCrunch, Companies

32

n.a. n.a. n.a. Social gaming platform
Strengthens GameStop's digital platform and its 
strategy to be the  gaming aggregator of choice

$763m n.a. n.a. Social games developer
Strengthen digital gaming portfolio, acquire 

management and extend reach on social networks 
Facebook and MySpace

27 Jul 10

27 Jul 10

08 Sep10 $95m n.a. n.a.
Online game development studio 

in Korea

The acquisition will combine Shanda Games' online 
game platform with Eyedentity's game 

development capabilities

21 Jan 11 n.a. n.a. n.a.
US-based developer of social and 

branded games
:ÙÎÇÁ .Å× 9ÏÒË ×ÉÌÌ ÆÏÒÍ ÐÁÒÔ ÏÆ :ÙÎÇÁȭÓ 

continuing growth across social and mobile games

22 Oct 10 n.a. n.a. n.a.
US-based developer of

social games
7ÏÎÄÅÒ(ÉÌÌ ÂÅÃÏÍÅÓ +ÁÂÁÍȭÓ 3ÁÎ &ÒÁÎÃÉÓÃÏ ÓÔÕÄÉÏ

Selected M&A

9 Feb 11 $190m n.a. n.a. Virtual goods payment platform
6ÉÓÁȭÓ ÁÃÑÕÉÓÉÔÉÏÎ ÍÏÖÅÓ ÉÔÓ ÔÒÁÄÉÔÉÏÎÁÌ ÂÕÓÉÎÅÓÓ 

more actively into the virtual goods payment sector

13 Aug 10 Est. $70m n.a. n.a.
Social Gold virtual currency 

platform
Google extends its presence in the games sector 

×ÉÔÈ *ÁÍÂÏÏÌȭÓ ÍÏÎÅÔÉÚÁÔÉÏÎ ÐÌÁÔÆÏÒÍ

6 Aug 10 Est. $228m n.a. n.a. Widget maker for social networks
Google extends its presence in the social games 

sector with Slides widgets

http://www.kabam.com/
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Generating substantial M&A (continued)

04 Nov 09 n.a. n.a. n.a.
Ireland-based publisher and 
developer of online games

4ÈÅ ÄÅÁÌ ÉÍÐÒÏÖÅÄ 'ÁÍÅÓÔÏÐȭÓ ÄÉÇÉÔÁÌ ÍÅÄÉÁ 
business and helped it extend outside the US

27 Jul 09 $30m n.a. n.a.
Canadian based owner of online 

games and social networking sites

The acquisition will allow the combined entity 
to provide a full suite of social advertising 
solutions for developers and advertisers

09 Nov 09 $400m n.a. n.a.
Developer of free-to-play casual 

social games that can be played on 
social networking platforms

Electronic Arts continues to expand away from 
its core console games sports offerings into 

high growth casual games, but at a price

05 Aug 09 $132m 8.1x n.a.
US-based provider of video game 
compression software, games and 

social networking

4ÈÅ ÁÃÑÕÉÓÉÔÉÏÎ ×ÁÓ ÉÎ ÌÉÎÅ ×ÉÔÈ 'ÏÏÇÌÅȭÓ 
strategy of pursuing innovation and video 

quality on the web

(Majority stake)

33

12 Jan 10 $80m n.a. n.a.

US-based operator of online 
games advertising network for 

game developers, advertisers and 
publishers

4ÈÅ ÃÏÍÂÉÎÁÔÉÏÎ ÏÆ 3ÈÁÎÄÁȭÓ ÇÁÍÅÓ ÁÎÄ -ÏÃÈÉȭÓ 
distribution platform will create a better online 

game media platform

08 Dec 09 $180m n.a. n.a. US-based online social games
The acquisition raised capital to fund growth 

and expansion whilst also putting off an IPO of 
the company

(Undisclosed stake)

Tiger Global 
Management LLC

24 Feb 10 n.a. n.a. n.a. US-based social games developer
Hi5 added several of Big Six's executives to its 
management team and strengthened its online 

games presence

Big Six Games, Inc

26 Feb 10 n.a. n.a. n.a.
Develops FunCards, a card game 

for playing cards with friend
Acquired an unknown minority stake to enter a 

high growth market

(Undisclosed stake)

Date Target Acquirer
Deal 
value

Revenue 
multiple

EBITDA 
multiple

Target 
description

Comments

Selected M&A

03 Mar 10 n.a. n.a. n.a.
Offers massively multiplayer 
online and casual games on 

Facebook

The founders of Offbeat are joining Playdom in 
leadership roles, and the 12 developers and 

designers of Offbeat will join Playdom's 
existing 15-person Seattle studio

08 Apr 10 n.a. n.a. n.a.
Australian-based casual games 

developer
Consolidation of the Australian casual games 

market
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And attracting significant investment

Sources: CapitalIQ, Mergermarket, Wall Street 
Journal, New York Times, Shanghai Securities News, 
2ÅÕÔÅÒÓȟ 0ÅÏÐÌÅȭÓ $ÁÉÌÙ

*Fundraising round reported in WSJ and NYT at 
time of publication, details to be confirmed

Selected private placements

Date Target Investor
Deal 
value

Target 
description

20 Jan 10

$18m
Develops social games 

applications

14 Dec 09 $2m
Develops social games for 

networking sites

07 Dec 09 $4m
Provides an online social and 

games community for children 
aged 6 to 14

01 Dec 09 $11m
Operates a virtual currency 
platform for social media 

developers

01 Dec 09 $2m
Develops multi-platform social 

games

Date Target Investor
Deal 
value

Target 
description

24 Nov 09 $5m
Develops, publishes, and operates 

free to play online games

11 investors

Undisclosed 
investor

14 May 10 $20m
Develops location based social 

games

09 Apr 10 n.a.
Operates as a social network in 
Latin America, Europe, Asia, and 

Africa

01 Apr 10 $1m
Produces social games for 

platforms

25 Mar 10 n.a. Develops social web games

19 Mar 10 $2m
Offers Hangout.net, a casual 3D 

social networking site

09 Feb 10 $3m Offers a social networking website

03 Feb 10 $10m
Allows employees to connect and 

share by posting messages

25 Jan 10 n.a. Develops and publishes social 
games in Russia

20 Jan 10

$20m
Develops and operates online 

games in China

31 Jan 10 $1m
Publishes and delivers casual 

video games

Shenzhen Fortune 
Venture Capital 
Management 

Undisclosed 
investors

9 investors

34

15 Jun 10 $150m+
Largest Facebook social games 

company

29 Sep 10 $6m
Develops, publishes, and provides 

casual games, including
Diner Dash

10 Nov 10 $16m
Multi -platform casual-games 

platform, with expertise in PC, 
online and mobile

20 Oct10 $20m
Publishes, and distributes online 
games for social networks and 

web communities

20 Jan 11 $30m Social games developer and 
publisher

10 Feb 11 $15m Gamer social network

17 Feb 11* n.a.* Largest Facebook social games 
company*

Institutional 
and existing 
investors*

*

24 Jan 11 $760m
Tencent investment fund, 

including games focus

To be invested 
in next 2-3 

years

http://www.kabam.com/
http://www.trinityventures.com/
http://images.google.com/imgres?imgurl=http://www.swarthmore.edu/Humanities/ssimon1/cyberculture/simcitypres/SimCity1.jpg&imgrefurl=http://www.swarthmore.edu/Humanities/ssimon1/cyberculture/simcitypres/index.htm&usg=__RtibxnWrKe1qoEpLHNjiaqxpIZw=&h=479&w=639&sz=129&hl=en&start=8&itbs=1&tbnid=JIQORu2y6ScvVM:&tbnh=103&tbnw=137&prev=/images?q=simcity&hl=en&gbv=2&tbs=isch:1
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With clear investment, M&A and JV opportunities

Firm Type Major
Video Games

Independent
Video Games

Venture Capital Private Equity Major Technology, 
Media & Telecoms

Investment, M&A 
and JV 
Opportunities

ÁInvest in growth capital 
game fund
ÁMid-market strategic 

M&A in subscription/ 
micro-transaction and 
middleware markets
ÁAvoid large, value 

destroying M&A
ÁFocused new IP 

investment in parallel 
low cost subscription/ 
micro-transaction game 
development
ÁJV with major media for 

licensed casual/social 
marketing/investment

ÁVC fundraising for 
subscription/micro -
transaction and 
middleware markets 
ÁGrowth equity buyout 

for 
subscription/micro -
transaction market
ÁExit to major video 

games/media 
company 
ÁJV with major media 

for licensed casual/ 
social games 
marketing/ 
investment

ÁInvest in casual/ 
social subscription/ 
micro-transaction 
and middleware 
markets
ÁAvoid pure 

advertising 
supported market 
because of business 
model

ÁGrowth equity buyout 
in casual/ social 
subscription/ micro -
transaction and 
middleware markets
ÁAvoid pure 

advertising 
supported market 
because of business 
model

ÁInvest in growth 
capital game fund
ÁJV with major/ 

independent video 
games companies for 
licensed casual/ 
social games 
marketing/ 
investment
ÁMid-market strategic 

M&A to build internal 
capability for 
significant IP 
portfolios and 
leveraging marketing 
platforms
ÁAvoid large, value 

destroying M&A
ÁAvoid standalone 

organic investment 
due to different core 
competencies
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Mobile Sector

http://images.google.com/imgres?imgurl=http://netdna.webdesignerdepot.com/uploads/2008/11/quake-1996.jpg&imgrefurl=http://www.webdesignerdepot.com/2008/12/video-game-design-between-1990-2008/&usg=__M4DpjcZAOaViADLsye4G1wKFwhI=&h=461&w=615&sz=81&hl=en&start=1&itbs=1&tbnid=ThXOTutXydij1M:&tbnh=102&tbnw=136&prev=/images?q=quake+96&hl=en&gbv=2&tbs=isch:1
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Mobile games have been reinvigorated by smartphone growth

Global mobile games revenue ($B)

Global mobile broadband penetration 

Smartphone marketshare is accelerating
Á Global mobile phone penetration 67% in 2009, 5B subs in in 2010E

Á Mobile phone penetration >100% in many developed markets

Á Total global mobile phone market volume growth Q1 2010 = 21.7%

Á Global smartphone market volume growth Q1 2010 = 56.7% (18.8% of 

total market volume in Q1 2010 vs 14.4% in Q1 2009)

Driving mobile games revenue growth
Á Global mobile games market forecast to grow to >$13B by 2014

Á The mobile games market landscape is adapting to consumer trends and 

market demand:

Á Mobile game publishers are bypassing network operators to sell 

directly to consumers via iTunes and Android Market

Á High connectivity and multiplayer games becoming mass market 

due to unlimited data packages

Á In-game advertising being used to supplement mobile game 

revenues

Á Integrated applications increasing to allow converged gameplay 

with console/MMO/casual/social games

New players have entered from multiple markets
Á Network operators (e.g. Vodafone Live!)

Á Manufacturers (e.g. Apple App Store)

Á Web advertising platforms (e.g. Google)

Á Console games majors (e.g EA Mobile)

Á Independent games companies (e.g. Rovio)

With low barriers to entry
Á Development costs tens to hundreds of thousands, not millions

Á >10B iPhone Apps downloaded, many of which are independently 

developed games

Á App stores enable direct sales, bypassing network operators

Source: ITU, PWC, IDC

* Note: Online includes MMO, casual and social games
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Attracting major corporates and multiple independents

Microsoft
and Nokia

To address 
ȰÂÕÒÎÉÎÇ ÐÌÁÔÆÏÒÍȱ 
questions, the 
giants are joining 
forces against 
Apple and Google

Mobile 
pure -
play

Public

Private

Multi -
Platform

EA claims market leadership
But 40% of mobile games revenue still  
ÆÒÏÍ ȰÆÅÁÔÕÒÅȱ ÐÈÏÎÅÓȟ ÎÏÔ ÓÍÁÒÔÐÈÏÎÅÓ

Source: Companies

Japan's DeNa $400m
Ngmoco acquisition

DeNA acquisition to leverage 
Mobage globally

Lupis Labs

CLAPFOOT 

GAMES

iPhone/Android App stores 
revolutionise independents

Independents now sell direct via 
App stores, bypassing operators 

THQ smartphone 
focus

THQ sells THQ 
Wireless 
Operations and 
Global Carrier 
division to focus on 
smartphones

http://global.com2us.com/

