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With eGaming, Virtual Reality (VR) and Augmented Reality (AR) coming of
age, we have examined the gaming industry to see if it can continue its

staggering market growth and if these categories are still too early stage?

For the video game industry, the past 12 months have been memorable.
Inventive new hardware has seen the reach of the medium extend further than
ever before thanks to Nintendo’s hybrid handheld/tv console, as well as
Microsoft and Sony’s powerful hardware pushing the technical performance of
console games. The industry’s major video game publishers have three superb
platforms to launch their software, and the increasing relevance of the mobile

game market continues to prove a hugely lucrative new market.

The latest quarterly update of the Global Games Market Report forecasted that
2.3 billion gamers across the globe will spend $137.9bn on games in 2018. This
represents an increase of +13.3% from the year before, or $16.2bn. Digital game

revenues will take 91% of the global market with $125.3bn.

Mobile gaming will continue to be the largest segment of the gaming industry
following ten years of double-digit growth since the first iPhone was launched
in 2007. In total, mobile revenues are expected to grow +25.5% year on year to
reach $70.3bn. This means that, for the first time, more than half of all game
revenues will come from the mobile segment. Smartphones will account for
80% of this, or $56.4bn, with the remaining 20% coming from tablets. Console
gaming is the second-largest segment generating it is thought $34.6bn in 2018E,
while PC games are forecast to bring in $32.9bn.
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Geography of Gaming
According to Newzoo, China alone will account for more than one-quarter of all global gaming
revenues, reaching $37.9bn this year. It will remain the number one gaming market by revenues and
by number of players. Mobile is the dominant force and will generate 61% of revenues in 2018,
growing to 70% of the market by 2021. North America is the second-largest region, with estimated
revenues of $32.7bn in 2018, a year-on-year increase of +10.0%. Most of this growth will come from

smartphone gaming and, to a lesser extent, console gaming.

The Japanese gaming market is the third-largest in the world in 2018 (behind the United States and
China), growing +15.1% year on year to $19.2bn it is forecast. Their mobile games market is now nearly
the same size as North America’s with roughly one-third of the number of gamers. In fact, Japanese
gamers spend the most of any country, particularly for mobile games. The average spend per player
in Japan is 1.5 times higher than in North America, and more than 2.5 times higher than in Western

Europe.

The report sees similar trends in EMEA, expected to reach $28.7bn in 2018. In European countries,
mobile gamers are less willing to spend than Americans, with the average spend per player in North
America 1.6 times as high as in Europe. However, this is offset by the steadily growing smartphone

population in the Middle East and Africa. Latin American game revenues will grow to $5.0bn this year.

2018 GLOBAL GAMES MARKET

PER REGION WITH YEAR-ON-YEAR GROWTH RATES

newzoo
EUROPE, ©2018 Newzoo
MIDDLE-EAST & AFRICA

$28.7Bn CHINA TOTAL
+8.8% Yo $37.9Bn In 2018, almost

28%

ASIA-PACIFIC

71.4B of all consumer spend
$71.4Bn on games will come
el from China

LATIN AMERICA

2018 TOTAL

$137.9Bn
+13.3%

YoY

NORTH AMERICA

$32.7Bn US TOTAL
+10 / g $30.4Bn

Source: @Newzoo | April 2018 Quarterly Update | Global Games Market Report n ew zoo

newzoo com/globalgamesreport

Source: https://newzoo.com/insights/articles/global-games-market-reaches-137-9-billion-in-2018-mobile-games-take-half/

3|Page



HYBRIDAN

DERICATED TO BEROKING

In total, the APAC territories will generate $S71.4bn, or 52% of total global game revenues. This
represents a +17.0% year-on-year increase, nearly all of which is attributable to mobile; the segment
will grow $9.7bn year on year to $44.7bn in 2018. The APAC territories are a primary driver of
continued growth for the global games industry, as the number of smartphone users in emerging
markets such as India and Southeast Asia grows exponentially and, at the same time, the willingness

to spend on mobile games grows in more established markets like China and Japan.

4|Page



HYBRIDAN

DEDICATED TO BROKING
UK Gaming Market
The Association for UK Interactive Entertainment (Ukie) revealed the value of the UK consumer games
market reached a record £5.11bn in 2017, up +12.4% from 2016 figures. In a year in which overall UK
consumer spend dropped by 0.3%, the growth of the games sector to over £5bn clearly shows an

industry producing world-class content for an ever-expanding eager audience.
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Source: https://ukie.org.uk/research

Games software remains the largest part of the game market, with overall sales increasing 8.3% to a
new high of £3.56bn. Digital & online PC and console revenues were also strong, up 13.4% to £1.6bn.
Physical sales of new boxed software also bucked recent trends to lift +3.1% to £790m, this was mostly
driven by major franchises and the new Nintendo Switch. The UK mobile market also saw impressive
growth, up +7.8% to break the billion barrier at £1.07bn. The success of both new games sales in both

digital and physical contributed to a decline in pre-owned software, down 15.1% to £101m.

It was a bumper year for games hardware, with sales growing +25.8% year-on-year to reach £1.4bn.
Nearly half of all games hardware revenue was driven through increased console sales, growing
+29.9% on the previous year to £659m, as players invested in new consoles such as the Nintendo

Switch, PS4 Pro and Xbox One X.

The continued rise of VR saw UK consumers spending over £100m on headsets for the first time, as
both mobile and tethered console/PC headsets made their way into the mainstream. This will become
even more mainstream with the release of the standalone Oculus Quest and at a cheaper price. The
related increased demand for greater graphics processing power helped fuel a huge +51% growth in

PC game hardware sales.
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CATEGORIES DATA SUPPLIER 2016 (Em) 2017 (Em) GROWTH
Digital & Online PC/Console | Superdata 1,408.3 1,597.0 13.4%
Boxed Software GIK 776.7 790.5 3.1%
Mobile Games Superdata 995.1 1,072.7 7.8%
Pre-Owned Softwarne Kantar 119.0 101.1 -15.1%
GAME SOFTWARE TOTAL | - 3,289.2 561.2 8.3%
Console Hardware GfK 507.5 659.3 29.9%
Peripherals & Accessories GIK 300.1 296.1 -1.4%
VR Hardware Superdata BlLG6 100.8 23.5%
PC Game Hardware GfK 249.0 376.0 S1.0%
GAME HARDWARE TOTAL | - 1,138.3 1,432.2 25.8%
Books & Magazines Mielsen, ABC, Ukie 18.4 18.0 -2.3%
Movies & Soundtracks Official Charts Company, BFI 25.1 17.6 -29.9%
Toys & Merchandise NPD 58.3 729 6.8%
Events & Venues ki 7.5 8.5 13.4%
GAME CULTURE TOTAL . 119.3 117.0 -1.9%
GAMES MARKET TOTAL 4,546.8 5,110.4 12.4%

Source: https://ukie.org.uk/press-release/2018/03/uk-games-market-grows-124-record-%C2%A3511bn-2017

Data was collated to build the total UK Games Market Valuation using trusted industry data sources: Superdata, GfK
Entertainment, Kantar Worldpanel, Nielsen, NPD, ABC, the British Film Institute and the Official Charts Company, as well as

further research conducted by Ukie.
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Top 10 Gaming Companies Globally

Sony (NYSE: SNE) (FYE 03/18) 1D 50 1M 6M YTD 1Y 5Y Max «” Full screen

70.00

e Revenue: $16.5bn (Games only) 5220 |
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Jan 1,14 Jul 1,16

Source www.yahoofinance.com

Sony tops the list of the highest earning publishers in 2018 thanks to the continued success of
hardware and software sales for its PS4 console. Sales increased 294.0bn yen (18%) year-on-year (a
13% increase on a constant currency basis) to 1,943.8bn yen. Sony notes the “increase was primarily
due to an increase in software sales,” but also highlights the growing importance of digital and
subscription services. Sales via the network and an “increase in the number of subscribers for
PlayStation Plus” was crucial. Although the Company warned that revenue would flatten for the rest
of 2018 and beyond due to an expected decrease in PS4 sales, its first-quarter report has since revised
that forecast due to God of War sales exceeding expectations. The PS5 release date has not been

released, but rumours have it being released around 2020.

Microsoft (NSDQ: MSFT) (FYE 06/18) 1D 50 1M 6M YTD 1Y 5Y Max « Full screen

130.00
e Revenue: $10.4bn (Games only)
e Market Cap — $840.3bn

e EPS-52.43

e PE Ratio—45.08

Jan 1,14 Jul 1,16

Source www.yahoofinance.com

Fiscal 2018 was a huge success for Microsoft’s gaming division. Xbox was responsible for $2.29bn
during the fourth quarter —a 39% increase over the same period the year before, while total revenue
from games across fiscal 2018 brought in $10.353bn. Growth was attributed to an Xbox software and
services growth of 36%: “mostly from third-party titles.” Services such as Game Pass have undoubtedly

been a bonus for the Company.
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Nintendo (OTC: NTDOY) (FYE 03/18)

iD 5D 1M 6M YTD 1Y 5Y Max « Full screen
70.00

e Revenue: $9.9bn

e Market Cap—$35.137bn
o EPS—$1.44

e PERatio—24.93

Source www.yahoofinance.com Jan 1,14 Jul 1,16

A dramatic turnaround in Nintendo’s fortune has pushed it right to the top of the highest earning
publishers. The popularity of the Nintendo Switch console, as well as highly successful software sales
for both its first-party and third-party content, has seen revenue and net income soar. Nintendo sold
15.05m Switch units within the fiscal year, and software such as Super Mario Odyssey sold over 10m
units. Other massively successful games like Mario Kart 8 Deluxe and Splatoon 2 also contributed to

substantial revenue gains. Combined software sales hit 65m units across all Nintendo Switch games.

The Nintendo 3Ds also continued to sell steadily across all regions, with 6.4m units sold. Software such

as Pokémon Sun and Moon boosted software sales across the platform to 35.64m.

Digital sales were also a key takeaway for Nintendo, rising 87% year-on-year, as was a 67% increase in
revenue from smart-phone games such as Animal Crossing Pocket Camp. But arguably the most

notable additional earner for the company was the SNES Classic, which sold a whopping 5.8m units.

Activision Blizzard (NSDQ: ATVI) (FYE 12/17) 10 a0 1w v Y10 1Y &Y Max wd o Full screen

100.00

e Revenue: $7.2bn

e Market Cap—$37.01bn
e EPS-50.76

e PERatio-64

Jan 1,14 Jul 1,16

Source www.yahoofinance.com

Activision’s last reported financial year (FYDec17) was a record 12 months for the publisher, however
the momentum carried on with Activisions Q3 results exceeding their forecasts continuing to gain

significant audience investment on in game markets:

“This was a record quarter to cap off a record year for Activision Blizzard,” said Company CEO Bobby

Kotick.”
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In 2017,revenue increased to $7.2bn year-on-year, up from $6.6bn in 2016. The Company’s $1.1bn
operating income, however, was slashed to $273m after a whopping $S878m tax expenditure as a

result of newly passed Tax Cuts and Jobs Act.

As always, hugely popular franchises such as Overwatch, League of Legends, and World of Warcraft
drive revenue for the publisher. Activision highlighted in its report that new opportunities to expand
its brand in esports, consumer products, and “linear media” were central to its continued success.
With respect to the popular Overwatch League esports competition, the publisher has “sold the first
12 teams for almost a quarter of a billion dollars, sold more than $100 million dollars of over the top

broadcast rights and sponsorship sales.”

Notably, looking forward to the growth in the mobile gaming sector, Activision mentions exploring

digital advertising opportunities within mobile games developed by its subsidiary, King.

Electronic Arts (NSDQ:EA) (FYE 03/18) o D 14 &M YD 1 5% Max | ut A Full screen

180.00

e Revenue: $5.2bn

120.00

e Market Cap —$24.43bn
e EPS-S$3.12
e PERatio—25.94

Source www.yahoofinance.com Jan 1, 14 i1, 16

EA’s fiscal 2018 saw a steady increase in revenue year-on-year, exceeding its net revenue and
operating income forecast for the year. Notably, EA enjoyed a digital revenue increase of $3,450m
from fiscal 2017. The publisher cites “award-winning games and services” as well as the “depth of EA’s
portfolio of games across key platforms, combined with our focus on live services to extend and
enhance our games” as reasons for generating strong financial results. Titles such as FIFA 18,
Battlefield 1, Star Wars Battlefront 2, The Sims 4, and live services including Ultimate Team and mobile
titles such as Star Wars: Galaxy attributed most notably to its success. EA is now focussing attention
on mobile platforms as its offerings on this platform are not to the standard of its offerings on the

consoles.
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Tencent Games (HKSE: 0700) (FYE 12/17)
iD 5D 1M 6M YTD 1Y 5Y Max & Full screen
550.00
e Revenue: $4.4bn (Games only)

366.67

e Market Cap — HKD 2.899tn
e EPS-HKD9.109

183.33

e PERatio—33.66
0.00

Source www.yahoofinance.com

Mar 1, 14 Aug 1, 16

One of the world’s largest tech companies, Tencent, makes the list despite only a fraction of its
business being dedicated to traditional games. Yet still, even revenue from PC gaming alone would
have seen it make the top 10. PC client games achieved $1.88bn dollars, while mobile devices earned
the company $2.5bn in 2018. Both areas of the market enjoyed year-on-year growth by 13% and 59%

respectively.

Tencent owed PC game growth to Dungeon Fighter Online and League of Legends, though it noted a
drop in active users because of migration to the mobile platform. The Company predicts that the PC
market continues to slow as mobile gaming becomes the premier platform for gaming in Asia. Tencent
plans to grow its PC gaming presence by promoting esports tournaments, and introducing blockbuster

titles such as PUBG and Fortnite, and also by promoting inventive titles such as Subnautica.

For reference, Tencent’s gross revenue across the entire company in 2018 was $35bn.

Bandai Namco Entertainment (TYO: 7832) 1D 50 1M 6M YTD 1Y 5Y Max « Full screen
5,500.00
(FYE 05/18)

4,166.67
e Revenue: $3.6 bn (inc. television &

network services, amusement 2,833.3

facilities) S

e Market Cap —JPY 1.08tn

Mar 1, 14 Aug 1,16

e EPS—n/a
e PE Ratio—20.00

Source www.yahoofinance.com

Bandai Namco Entertainment’s $3.6bn revenue is certainly augmented by additional content besides

video games. Unfortunately, it is difficult to segment television and streaming revenues, or the
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Company’s investment in amusement facilities, such as newly built VR entertainment machines in
Japan —the financial reports group those sections together. While the figure quoted here is inflated,
the true gaming-only revenue total likely would have still seen Bandai Namco make this list regardless,

albeit lower down.

Bandai Namco Entertainment cites continued sales of Tekken 7, as well as the popularity of Dragonball
FighterZ as contributing to growth. It also notes “repeat sales of existing titles,” helping to achieve a

14.2% year-on-year revenue increase.

Square me(TYO: 9684)(FYE 03/18) iD 5D 1M 6M YTD 1Y 5Y Max " Full screen

6,500.00

e Revenue: JPY 250.4bn

4,500.00

e Market Cap —JPY 356bn
e EPS-N/A rasan

e PERatio—13.90

Source www.yahoofinance.com

Mar 1, 14 Aug 1,16

Square Enix’s net sales decreased year-on-year, dropping sixm yen due to a “decrease in the number
of blockbuster titles.” Dragon Quest XI and Final Fantasy XII: The Zodiac Age were the publisher’s only
notable releases within the 12-month period. It was noted that “strong high-margin download sales
of previously released catalogue titles such as “NieR: Automata” have resulted in an increase of

operating income, as compared to the prior fiscal year.”

Elsewhere, Square Enix cites the performance of smaller mobile and PC browser games as contributing
impressive revenue figures on a global scale. Spin-off titles based on popular franchises, such as Final
Fantasy: Brave Exvius, Hoshi No Dragon Quest, and Kingdom Hearts Union X enjoyed an “increase of
royalty income” which “pushed both net sales and operating income, as compared to the prior fiscal
year.” Both Final Fantasy XIV and Dragon Quest X also continue to perform well, thanks to an increase

in subscribed players and disk sales.
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Ubisoft (EPA: UBI) (FYE 03/18) 1D 5D 1M 6M YTD 1Y 5Y Max o Full screen

130.00

e Revenue: €2bn

e Market Cap —€7.709bn
e EPS-2.42c

e PE Ratio—29.08

Feb 1. 14 Jul 1, 16

Source www.yahoofinance.com

Ubisoft performed well in fiscal 2018. The publisher attributes the success of returning franchise
Assassin’s Creed, the Nintendo Switch title Mario + Rabbids Kingdom Battle, and the ongoing revenue
of popular multiplayer titles such as Rainbow Six Siege, The Division, and Ghost Recon Wildlands. Also,
Far Cry 5 was the most successful launch in the franchise’s history and the second most successful in
the Company’s entire history. According to Ubisoft, an increase in the quality of their products has
been recognised by players, driving engagement with their community. Ubisoft will look to continually

improve player experience post-release.

CEO Yves Guillemot states that the publisher’s success is as a result of a long-term strategy based on
the creation and ownership of their brands and continued investment in their teams and their skills.
A focus on delivering high-quality games and solid online services will continue to be a core feature of
Ubisoft’s strategy moving forward. Forecasting future opportunities, Guillemot mentions “promising

PC and mobile segments, particularly in China,” as well as progress in esports.

Take-Two Interactive (NSDQ: TTWO) (FYE 03/18)

iD 8D 1M &M ¥TD 1Y 5Y Max & Full screen
160.00

e Revenue: $1.79bn

e Market Cap—$12.02bn
e EPS-$1.83

e PERatio—57.58

Jan 1,14 Jul 1,16

Source www.yahoofinance.com

Take-Two Interactive’s fiscal 2018 was impressive, indeed. The $173m net income recorded
represents a marked increase year-on-year, compared to just $67m in fiscal 2017, and total revenue
also increased by $13m. Take-Two cites their “top franchises” as leading the way, “primarily Grand
Theft Auto, NBA 2K, and WWE 2K.” The increase in operating and, in turn, net income was owed to

“higher gross profit due primarily to lower Software development costs and royalties and Product
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costs due to having released more titles in the prior year period, partially offset by higher Research

and development costs related to titles that have not reached technological feasibility.”
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The Future of Gaming?

Games Market Growth

The Games Market is on track for a decade of annualised double-digit growth. It is forecasted that the
consumer spend on games will grow to $180.1bn by 2021, a CAGR of +10.3% between 2017 and 2021.
Considering that global games market revenues were $70.6bn in 2012, this puts the 10-year CAGR for
the market (2012-2021) at +11.0%. Maintaining a double-digit growth rate for 10 years is truly
remarkable; it would be an accomplishment for a single company, let alone an industry that has been

around for multiple decades.

REVEMNUES PER SEGMENT 2012-2021 WITH COMPOUND ANNUAL GROWTH RATES

0 2012-2021 GLOBAL GAMES MARKET

newzoo
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Source-https://newzoo.com/insights/articles/global-games-market-reaches-137-9-billion-in-2018-mobile-games-take-half/

In the span of a decade, mobile gaming is likely to have grown from the smallest segment in 2012 to
a 100-billion-dollar industry in 2021. Remarkably, the rise of mobile gaming has not significantly
cannibalised revenues from PC or console gaming markets. In the coming years, mobile game revenue
growth should continue to outpace the overall games market, growing to $106.4bn in 2021. By then,

smartphone and tablet games combined could generate 59% of revenues in the entire market.

Both PC and console games have shown steady growth over the past few years. This year, console will
generate $34.6bn and capture 25% of the market. PC gaming will generate $32.9bn, making it is the

smallest gaming segment with a 24% market share.

The future also looks bright for PC and Console. Downloaded/boxed PC games could grow with a CAGR
of +4.2% from 2017 to 2021, generating $32.3bn in 2021. While it is expected that the engagement
with PC games will continue to grow, driven by competitive play and esports, this will only partially

translate to higher revenues for several reasons. Most importantly, it’s believed that some of the most
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popular titles are already operating close to their full monetisation potential and, at the same time,
are unlikely to be displaced by new games soon. In addition, average prices for pay-to-play PC games
have been declining in recent years, putting downward pressure on the segment’s overall revenue
growth. The total PC gaming market is predicted to grow at a CAGR of +1.8% between 2017 and 2021,
as the continued shift from browser PC to mobile games cuts revenues from the browser segment in

half between 2017 and 2021.

It is possible also to see further growth in the console segment if publishers continue to improve in-
game spending options while retaining the upfront price point. Furthermore, live streaming and
esports will be fully embraced by the console segment by 2021, further driving player engagement.

Newzoo forecasts the console segment to grow to $39bn in 2021 with a CAGR of +4.1%.
Esports Market Growth

Competitive e-sports events and tournaments are on the rise, with global e-sports revenue expected
by some estimates to reach $1bn by 2019, and with a global community of almost 200m players,
growth rates are expected to be astounding. The industry is currently growing at a 35% to 40% growth
rate per annum and shows no signs of slowing down. Canada seems to be the first market to react to
this with companies like Cineplex Inc leading the charge in arenas and The Forge Arena looking to

break into the Gaming side.

Cineplex Inc (TSX: CGX) has strong cash flows, a steady anchor in the movie exhibition business, and
its fast-growing presence in the e-gaming world. Cineplex has embarked on a strategy to diversify from
its stalling movie exhibition business and is successfully accomplishing this. The Company is using its
theatres to hold e-Sports tournaments through World Gaming, which Cineplex acquired in 2015. As
its diversification strategy continues to pay off. They will continue to see an increase in revenue from
the “Other” category, which includes Cineplex media, recreation rooms and the online e-sports
platform, amusement and entertainment solutions. In the latest quarter, the other category
represented 24% of total revenue. This compares to the segment’s contribution in the mid-teens

percentage level just a few years ago.

‘The Forge Arena’ made by Phoenix Rising Studio’s is a Canadian start up are looking to become a new
player in eSports focusing on making the best environment for eSports professionals. The game is free
to download under the same models as Fortnite and Counterstrike, selling in game extras to make
revenues focussing on collectable and tradeable skins. While e-sports is expected to grow fast, it is
still in the early stages, however, any millennial or parent with a millennial child can already see this

trend forming.
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Virtual & Augmented Reality Gaming Future Market Growth.

Augmented reality (AR) adds digital elements to a live view (of your real-life environment) often by
using the camera on a smartphone. Examples of augmented reality experiences include Snapchat
lenses and the game Pokémon Go. Conversaely virtual reality (VR) implies a complete immersion
experience that shuts out the physical world. Using VR devices, users can be transported into many
real-world and imagined environments such as the middle of a squawking penguin colony or even the

back of a dragon.

2019 is looking like it is going to be a “make-or-break” year for the VR industry, as VR continued to
gain momentum as 2018 came to an end. SuperData research predicts increased sales of VR software
to bring the market’s total haul to $3.3bn for the year, up from $2.8bn in 2017, with much stronger
hardware and software sales contributing to a $6.9bn forecast for 2019. SuperData Research also
predicts by 2021 augmented reality software to generate more revenue than VR software for the first

time, an optimistic outlook for the ever-nascent AR market.

The main reason for the expected growth in
sales for VR hardware is the release of the
Oculus Quest. “Previous iterations of our report
have tracked the market as it has gained
momentum,” explained SuperData’s XR head

Stephanie Llamas, “and we believe the launch

of Oculus Quest will be a major force in

Source: https://www.extremetech.com/wp-content/uploads/2018/09/Oculus-

pushing it over the tipping point into the  Quest-Feature-640x354.ipg

mainstream.”

The industry expects that the Oculus Quest will be a defining moment for the extended reality (XR)
space, such that the standalone headset could outsell the PC-tethered Rift by a factor of 3 to 1 in its
launch year accounting to over 1.3m units in 2019 alone per SuperData. If that’s correct, the $399

device will help drive up average VR headset selling prices, as well as moving additional software.

Quest’s rise will be offset by forecasted declines in shipments of most other VR headsets. Oculus’ Rift,
Sony’s PlayStation VR, and Samsung’s Gear VR might expect to see serious unit drops in 2019.
However, sales of HTC’s standalone Focus — a potential challenger to Quest — will jump three times

current levels, SuperData expects.
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Also noteworthy is the anticipated growth of mobile AR over the next few years, in large part due to
the steady growth of Apple’s and Google’s duelling AR platforms as developers are clearly turning their
attention to mobile AR offerings. AR is the ability to interact within your real-world environment to an
augmented reality such as Pokémon Go where characters will appear and interact with your
surroundings. Revenues from AR are expected to overtake VR in 2021, per SuperData, as continued
increases in enterprise AR software combine with growing demand for consumer AR software — and
radically increased availability of consumer AR headsets. Microsoft and Magic Leap have already said
that they’re working towards consumer versions of their current-generation AR products, and Apple

is expected to enter the AR headset market in or around 2020, as well.
Blockchain Future Market Opportunity

The collision of blockchain technology and gaming could benefit the growth of both industries.
Innovations in blockchain gaming have shown clear benefits in non-fungible assets (e.g. character
skins/mods) and are poised to keep supplying novel developments in other areas like scalability. Smart
contracts allow the user to be confident they are receiving authentic items as in game exchanges are
estimated generate a staggering $50bn globally in the next few years. It could also benefit the eSports
industry as it is possible for it to be coupled with cryptocurrency payment systems and decentralised
models. Gamers were seen to be some of the early adopters of cryptocurrencies as they were already
familiar with many in-game virtual currency models and saw the benefits of integrating cryptocurrency

networks into the domain.

While the fusion of gaming and blockchain shows some great potential, there are still many hurdles
facing its development that need to be overcome for it to reach mainstream adoption. One obstacle
facing the intersection of blockchain and gaming is very clear, scalability. A problem resulting from
scalability limitations is the current scope of games that can be created on a blockchain network. Slow
network speed and lack of developer activity have led to many games being simple iterations of

popular mobile games or collectible-focused games.
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Small Cap UK Companies
Against a backdrop of global industry growth, how well are UK Companies equipped to compete or

possibly produce the next Angry Birds or Fortnite?

We have a deeper look into some listed and private companies on how they are looking to break into

the new market opportunities.

Gfinity (AIM: GFIN.L) (FYE 06/18) 1D 5D 1M 6M YTD 1Y 5Y Max & Full screen
45.00

e Revenue: £4.32m

30.00

e Market Cap—£24.5m
e EPS—(5.9)p

e PERatio—N/A

Source www.yahoofinance.com Dec 1,14 Jan 1,17

Gfinity is a London-based esports entertainment Company that owns and produces the highly
successful Gfinity Elite Series and the Gfinity Challenger Series. The Elite Series is broadcast from the
Gfinity Esports Arena, which is the UK's first permanent esports arena. They collaborate with the
world’s biggest publishers including Microsoft, EA and Codemasters. Gfinity has also partnered with
Formula 1 to produce additional tournaments such as the inaugural Formula 1® Esports Series. The
Gfinity Elite Series began in March 2017 and grew by 40% from Season 1 to Season 2. After this, the
Elite Series entered the Australian market in partnership with HT&E with plans for further franchise
development throughout 2018.The esports industry represents an exciting investment opportunity,
and Gfinity is the only established UK listed Company in the esports sector with global esports

revenue predicted to reach $906m in 2018, a year-on-year increase of 38.2%.

NDreams is an award-winning VR gaming Company creating the hit game Shooty Fruity as well as
other content. They have generated over £3m in revenue in 2017/18 which was over 50% growth from
the previous year. Mercia Technologies (MERC.L) is a 45.6% holder in the Company and values its stake
at £13m. CEO Patrick O’Luanaigh says ‘We’re certainly enjoying developing for the Oculus Quest and
are very excited about it and the potential it has... we, at least, see ourselves as one of the top five VR
developers in the world; we’re around 60 people now and growing quickly, we’ve launched nine VR

titles to date, and we’re generating several million pounds in revenue each year’.
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This clearly shows the opportunities for companies in the VR space. With the expected growth of the
VR market | imagine seeing nDreams grow significantly within the next few years parallel to the market

growth.

Mesmerise is another VR software manufacturer who specialises in making games or simulations for
workspace training to gather the data they need from their employees. This is another huge benefit
to VR allowing you to put employees in virtual lift threatening situations to see how they react or to

increase employee engagement by having VR training games.

Genba delivers game-changing distribution through its automated, web-based, APl driven digital
logistics platform. GENBA™ eliminates the operational and technical logistics involved with publishing
and selling digital content by enabling the automatic, secure global delivery of game activation keys,
publisher metadata and videos in multiple languages whilst managing payment from etailer back to
publisher. CEO Matt Murphy says ‘The games market is growing (forecast CAGR of 9% for the next 5
years) and expanding — new platforms, new product formats, new geographies, new technologies and
new distribution channels. To respond to these changing demands, we have embarked on our largest
ever technology transformation project. Our next generation technology facilitates all our growth
markets and will support the strategic move towards direct entitlement solutions for all digital games
distribution. We'll continue to drive forward our content strategy by acquiring the world’s leading

games publishers and channelling them through our global network of Etailers.’

Keywords Studios (AIM: KWS) (FYE 12/17) 1D 5D 1M 6M YTD 1Y 5Y Max ™ Full screen
2. 400.00

e Revenue: €151m
1,600.00

e Market Cap — £666.16m

1.048.00
&00.00

e EPS-20.80p

e PERatio—50.48

Source www.yahoofinance.com Jan 1,14 Jul1, 16

Keyword Studios is a leading international technical services provider to the global video games
industry. With various services ranging from Art to Audio or Engineering to functionality, they do offer
a broad range of services. They work for most of the world’s leading video game companies and
provide services for most of the world’s leading game titles, be they console games, PC, mobile or
online games. They also have an acquisition program where they plan to acquire businesses which
strengthen their position to be the “go to” provider of video game services. With coverage or Mobile

& VR gaming in their services, Keyword is moving with the growing trends.

19|Page


http://www.yahoofinance.com/

HYBRIDAN

DERICATED TO BEROKING

Codemasters (AIM: CDM.L) (HY 05/18) 1D 50 1M 6M YTD 1Y 5Y Max «” Full screen

300.00

e Revenue: £63.5m
o Market Cap —£226.1m

e EPS—(0.20)p

e PE Ratio—N/A

Jun 1, 18 Oct 1,18

Source www.yahoofinance.com

Codemasters is a video game developer and publisher, specialising in high quality racing games.
Headquartered in Southam, Warwickshire, the Company is one of the most recognised British game
developers and publishers, with a 30-year track record of producing successful games such as F1
Mobile Racing. With the continued iterations of their games and targeting the growing mobile market,

Codemasters is set to take advantage of the future gaming trends.

Frontier Development (AIM: FDEV) (FYEO05/18) 11 en 1 6v YID 1Y 5Y Max

g™ Full screer

2,200.00

e Revenue: £34.2m
e Market Cap — £305.4m
e EPS-9.6p

e PERatio—87.91

Feb 1, 14 Aug 1,16
Source www.yahoofinance.com

Frontier Developments plc is a software technology Company incorporated in the UK. It is focused on
videogame development across a wide variety of genres and platforms, with a proven track record of
progressive development and innovation spanning several decades of rapid technological change.
Their aim is to launch and continue to build on successful franchises such as Jurassic World Evolution,

Planet Coaster and Elite Dangerous, to deliver long term revenue and earnings growth.
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Team 17 (LON: TM17) (FYE 12/17) D &0 M &M YD

1Y 5Y Max «” Full screen
340.00

e Revenue: £29.6m
e Market Cap — £256m
e EPS—-76.3p

e PE Ratio—2.56

Source www.yahoofinance.com May 1,18 Sep 1, 18

Team17 is a leading video games label and creative partner for independent (indie) developers. The
Group supports both owned first party IP and third-party IP-through partnering with indie developers
globally —in the development and publishing of games across multiple platforms typically for a fixed
revenue share. They focus on premium, rather than free to play games, and its portfolio comprises
over 100 games, including the iconic and well-established Worms franchise, as well as Overcooked
and The Escapists. The main areas of growth for Team17 are Product acquisition, IP & product

incubation, go to market execution and lifecycle management.

GAME Digital (LON: GMD.L) (07/18) 1D 50 1M B6M YTD 1Y 5Y Max o Full screen

450.00

e Revenue: £782,300

300.00

e Market Cap —£37.84m

150.00

e EPS—(6.00)p

[ ] PE Ratio — N/A Jun 1, 14 Oct 1, 16

Source www.yahoofinance.com

GAME Digital’s aim is to be the number one trusted provider of gaming inspiration — from what to
buy and sell, to great ways to play, compete and improve, with a view to building a compelling and
valuable business for all their customers, people and shareholders. Consumers have more choice
than ever in the way they engage with gaming and this is reflected in the growing complexity of the
video game industry. Game’'s strategy aims at positioning the Company to respond to the challenges
this raises and realise the opportunities in this new landscape. This is done by 3 strategic pillars —
Improve, Expand and Optimise. Their efforts are focused on deepening customer relationships,
building on their leading positions in the UK and Spain and pivoting the business from predominantly
selling products, to selling both products, services and experiences. GAME is also considering
bringing its shares onto AIM from the Main Market, which could happen in the next month subject

to the AGM scheduled for the 17 January.
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Summary
The gaming industry is forecast to continue the growth it has seen over the past 10 years. The key
drivers are novel technologies, such as VR and AR, but also there are numerous drivers in hardware
sales and mobile app growth. The video gaming market already has some heavy hitters and they look
to continue to dominate the market with Facebook, Apple and Google joining the race in terms of

VR/AR and Mobile gaming.

However, smaller companies will certainly have a place on the software side where companies need
specific environments or functionality for devices such as those produced by Oculus. However, the
hardware sector is dominated by the big players spending billions to be first mover in each direction

whether it be AR, VR, 4K etc.

Computer, Mobile and Console are also attracting capital with big and small companies looking to
create the next blockbuster as there is always room for fun innovative games to break into the market
and reap the rewards. However, this can be a risky strategy for a company to focus solely on the hopes

of a small number of titles.

Service providers like Keywords perform well in the growth markets whilst mitigating some of the risks
that can apply to game producers. EGaming and eSports will most likely only affect the sales of the
bigger games, but it does open a whole new market of revenue streams such as arenas, sponsorship,

and streams.

Scalability issues with Blockchain technology are prohibiting the development of many blockchain

based games at present and will need to be overcome before becoming mainstream.
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Disclaimer

This document, which does not constitute research, has been issued by Hybridan LLP for information purposes only and should
not be construed in any circumstances as an offer to sell or solicitation of any offer to buy any security or other financial instrument,
nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to any such
action. This document has no regard for the specific investment objectives, financial situation or needs of any specific person or
entity and is not a personal recommendation to any such person or entity. Recipients should reach an individual investment
decision, based upon their respective financial objectives and financial resources and, if any doubt, should seek advice from an
investment advisor.

The information contained in this document is based on materials and sources that are believed to be reliable; however, such
information has not been independently verified and therefore it is not possible to confirm such information as being accurate.
This document is not intended to be a complete statement or summary of any securities, markets, reports, or developments
referred to herein. No representation or warranty, either express or implied, is made or accepted by Hybridan LLP, its members,
officers, employees, agents, or associated undertakings in relation to the accuracy, completeness or reliability of the information

contained in this document, nor should it be relied upon as such.

The content of this document includes market commentary and other information which we have prepared in relation to companies

referred to in this document

The provision of this document to you constitutes a minor non-monetary benefit which is capable of enhancing the quality of
service provided by Hybridan LLP and which is of a scale and nature which could not be judged to impair the duty of Hybridan
LLP to act in the best interest of its client falling within article 24(7)(b) of Regulation 600/2014/EU (MIFID Il Regulation).

This document has been prepared by Miles Cox, an employee of Hybridan LLP.

Any and all opinions expressed are current as of the date appearing on this face of this document only. Any and all opinions
expressed are subject to change without notice and Hybridan LLP is under no obligation to update the information contained
herein. To the fullest extent permitted by law, none of Hybridan LLP, its members, officers, employees, agents, or associated
undertakings shall have any liability whatsoever for any direct or indirect or consequential loss or damage (including lost profits)

arising in any way from use of all or any part of the information in this document.

This document should not be relied upon as being an independent or impartial view of the subject matter and, for the avoidance
of doubt, constitutes non-independent research (as such term is defined in the Financial Conduct Authority's Conduct of
Business Sourcebook to reflect the requirements of the MIFID Il Regulation and Directive 2014/65/EU (known as MIFID Il)). The
individuals who prepared this document may be interested in shares in the company concerned and/or other companies within
its sector, may be involved in providing other financial services to the company or companies referenced in this document or to
other companies who might be said to be competitors of the company or companies referenced in this document. As a result
both Hybridan LLP and the individual members, officers and/or employees who prepared this document may have responsibilities
that conflict with the interests of the persons who receive this document. Hybridan LLP and/or connected persons may, from time
to time, have positions in, make a market in and/or effect transactions in any investment or related investment mentioned herein

and may provide financial services to the issuers of such investments.

In the United Kingdom, this document is directed at and is for distribution only to persons who (i) fall within article 19(5) (persons
who have professional experience in matters relating to investments) or article 49(2) (a) to (d) (high net worth companies,
unincorporated associations, etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (Sl
2005/1529) (as amended) or (ii) persons who are each a professional client or eligible counterparty (as those terms are
defined in the Financial Conduct Authority's Conduct of Business Sourcebook) of Hybridan LLP (all such persons referred to in
(i) and (ii) together being referred to as relevant persons). This document must not be acted on or relied up on by persons who
are not relevant persons. For the purposes of clarity, this document is not intended for and should not be relied upon by any

person who would be classified as a retail client under the Financial Conduct Authority's Conduct of Business Sourcebook.
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Neither this document, nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be
restricted by law and persons into whose possession this document comes should inform themselves about, and observe, any
such restrictions. Distribution of this report in any such other jurisdictions may constitute a violation of territorial and/or extra-

territorial securities laws, whether in the United Kingdom, the United States, or any other jurisdiction in any part of the world.

Where possible this document is made available to all relevant recipients at the same time. Dissemination of research by Hybridan
LLP is monitored to ensure that it is only provided to relevant persons. Research prepared by Hybridan LLP is not intended to be
received and/or used by any person who is a retail client.

Hybridan LLP and/or its associated undertakings may from time-to-time provide investment advice or other services to, or solicit
such business from, any of the companies referred to in this document. Accordingly, information may be available to Hybridan
LLP that is not reflected in this material and Hybridan LLP may have acted upon or used the information prior to or immediately
following its publication. In addition, Hybridan LLP, the members, officers and/or employees thereof and/or any connected
persons may have an interest in the securities, warrants, futures, options, derivatives, or other financial instrument of any of the

companies referred to in this document and may from time-to-time add or dispose of such interests.

This document may not be copied, redistributed, resent, forwarded, disclosed, or duplicated in any form or by any means, whether
in whole or in part other than with the prior written consent of Hybridan LLP.

MIFID Il status of Hybridan LLP research

The cost of production of our corporate research is met by retainers from our corporate broking clients. In addition, from time to
time we issue further communications as market commentary (such as our daily newsletter, Small Cap Feast), which we consider
to constitute a minor non-monetary benefit which is capable of enhancing the quality of service provided by Hybridan LLP and
which is of a scale and nature which could not be judged to impair the duty of Hybridan LLP to act in the best interest of its client
falling within article 24(7)(b) of the MIFID Il Regulation.

Hybridan LLP is a limited liability partnership registered in England and Wales, registered number OC325178, and is authorised
and regulated by the Financial Conduct Authority and is a member of the London Stock Exchange. Any reference to a partner in
relation to Hybridan LLP is to a member of Hybridan LLP or an employee with equivalent standing and qualifications. A list of the
members of Hybridan LLP is available for inspection at the registered office, 2 Jardine House, The Harrovian Business Village,
Bessborough Road, Harrow, Middlesex HA1 3EX.

If you would like to unsubscribe, please email enquiries@hybridan.com with “unsubscribe me”.
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