A Pearl Research Exclusive Report

The Games Market in Korea

Ver PRIO506 PearlResearch

Games Industry Business Intelligence



Free Mailing List
To receive free updates about our research,

please sign up for our newsletter at

pearlresearch.com or send an email to

newsletter@pearlresearch.com.

Copyright and Legal Notice

This report is intended only for the person
or entity that have purchased this report
and signed a service agreement with
Pearl Research. Any review,
retransmission, dissemination

or other use of this information

by persons or entities other than Pearl
Research's paying subscribers is
prohibited.

Redistributing and unauthorized
reproduction of this document is
considered breach of copyright and in
violation of the terms and conditions set
forth in the licensing agreement with
Pearl Research.

About Pearl Research

Based in San Francisco, Pearl Research is
a business intelligence and consulting
firm that specializes in the interactive
entertainment and games industry.

The company publishes in-depth
market research reports in addition to
providing customized research and
consulting services.

For more information, please visit
www.pearlresearch.com.

Email: research@pearlresearch.com
Phone: (+1) 415-738-7660

2006/2007 Publishing Schedule

Games Market/Development and
Outsourcing in China

Games Market in Taiwan

Online Games Market in India -

This exclusive research document by Pearl
Research provides an analysis of the
online games market in India and
includes:

+ An executive summary highlighting
major takeaways and key points

+ Socio-economic overview including
India's economic growth

+ Analysis of the Indian middle class

* Robust discussion of inhibitors and
drivers to market growth

* Internet cafes and their role in the online
games market

* Key metrics

« Examination of MMOGs currently in the
market

+ Online games pricing strategy

+ Billing and payment methods

+ Language and localization

*Profiles of key players

+ An exclusive matrix comparing China
and India’s online games market

« Chindia strategy and the interest of
Korean publishers in India

« Conclusions

PearlResearch

Games Industry Business Intelligence



¢

Customized Research and Consulting

Pearl Research’s customized research services help businesses
solve their most pressing business issues. Every custom
engagement delivers personalized in-depth analysis and realistic
and tailored recommendations. Throughout the whole process,
Pearl Research works closely with our clients to ensure key
objectives are delivered successfully.

Typical engagements include:
Market opportunity assessment
Competitive analysis
Benchmarking and best practices
Market entry or market expansion plans
Identification and tie-ups with potential local partners in Asia
M & A advisory services with a special focus on Japan and China

PearlResearch

Games Industry Business Intelligence



METHODOLOGY

INTERNET

PC BANGS

Y
GLOSSARY OF TERMS AND ABBREVIATIONS Vil
I. EXECUTIVE SUMMARY 1
Il. SOCIO-ECONOMIC OVERVIEW 2
UNIQUE CHARACTERISTICS OF KOREAN SOCIETY 2
POPULATION 2
TAXES AND TARIFFS 3
SELLING PERIODS AND HOLIDAYS 3
FIvE DAY WORKWEEK 3
II. PC HARDWARE, INTERNET AND BROADBAND 4
PC HARDWARE 4
5

ONLINE COMMUNITIES 6
INSTANT MESSENGER GAMES 6
BROADBAND 6
IV. GAMES MARKET OVERVIEW 8
EXECUTIVE SUMMARY 8
GAMER PREFERENCES 10
V. PC AND CONSOLE BANGS 12
12

CONSOLE BANGS 14
VI. EXPORT OF KOREAN GAMES 15
VIl. ONLINE GAMES 17
DEFINING ONLINE GAMES 17
HISTORY OF ONLINE GAMES MARKET 19
Starcraft and the growth of the games market 19
Growth of casual games 20
MARKET FORECASTS 21
DRIVERS TO GROWTH 22
INHIBITORS TO GROWTH 23
UNIQUE CHARACTERISTICS OF ONLINE GAMES 24
ToP ONLINE GAMES 25
Neowiz’s Special Force 26
NCsoft’s Lineage and Lineage 2 27
JC Entertainment’s Freestyle 28

% PearlResearch Games Market in Korea



Nexon’s Kart Rider 28
ONLINE GAME PUBLISHER MARKET SHARE 30
MMORPGS OVERVIEW 33
COST STRUCTURE OF MMORPGS 34

Licensing fees 34

Development 34

New episodes and expansion packs 34

Maintenance 34

Marketing costs 34
CASUAL GAMES MARKET 35
GAME PORTALS 36

NHN’s Hangame 38

Neowiz's Pmang 39

CJ Internet’'s Netmarble 40
ONLINE GAMES REVENUE MODELS 41

Subscription pricing strategies 41

Sale of in-game virtual items 42

Alternative and ancillary revenue streams 43

Internet cafe licensing fees 43
SECONDARY MARKET FOR VIRTUAL ITEMS 44
BILLING AND PAYMENT METHODS 44
PLAYER DEMOGRAPHICS AND SEGMENTATION 45
VII. CONSOLE AND HANDHELD MARKET 46
CONSOLE AND HANDHELD GAMES OVERVIEW 46
DRIVERS TO GROWTH 48
INHIBITORS TO GROWTH 48
MARKET FORECASTS 49
SCEK 53

PSP 53

PlayStation 2 54
XBOX/XBOX 360 54
NINTENDO 55
RETAIL CHANNELS AND DISTRIBUTION STRUCTURE 56

Sony 56

Xbox 56

Nintendo/Daiwon 56
LocAL DEVELOPMENT 57

Sony 57

Microsoft 57

Nintendo 57
IX. PACKAGED PC GAMES 58
PC GAMES OVERVIEW AND FORECASTS 58
RETAIL PRICES 59
PUBLISHERS 59
ToP TITLES 60

% PearlResearch Games Market in Korea



X. LOCALIZATION

60

KOREAN LANGUAGE 60
Xl. MOBILE GAMES 61
DRIVERS TO GROWTH 61
INHIBITORS TO GROWTH 62
MARKET TRENDS 62
Xll. RETAIL MARKET 64
RETAIL OVERVIEW 64
YONGSAN AND ELECTRONIC MARTS 64
DISCOUNT CHAIN STORES 64
ONLINE SHOPPING 65
HOME TV SHOPPING 65
Xll. REGULATORY ENVIRONMENT 66
GAME RATINGS 66
PIRACY 66
INTELLECTUAL PROPERTY RIGHTS ENFORCEMENT 67
GRAY IMPORTS 68
TRADE GROUPS 68
ROLE OF GOVERNMENT 68
TRADE SHOWS 69
XIV. COMPANY PROFILES 70
ACTOZSOFT 70
BLIZZARD KOREA 70
CJ INTERNET 71
HANBITSOFT 72
GRAVITY 73
MGAME 73
NEOWIZ 74
NEXON 76
NCSOFT 77
NHN 79
WEBZEN 80
WEMADE 80
XV. CONCLUSIONS AND STRATEGIC RECOMMENDATIONS 81

% PearlResearch Games Market in Korea



Table of Figures

Figure 1: Korean Games Market Forecasts 2005 to 2010 Data Table, $m ...................... 1
Figure 2: Key Country MELHCS. .....ooiiiiiiiiiiiiiiiieeeeeeeeeeee ettt aarsranrnanaeannnnnes 2
Figure 3: Major Cities in South Korea (population, m) ..........cccouieiiiiiiiiniiiieeeeees 3
Figure 4: Reasons for Using PCs at HOME ...........coooiiiiiiiiiiiiiiiiieiieeieeeeeeeeeeveee e 4
Figure 5: Reasons to Use the Internet ............cooo oo 5
Figure 6: KT Telecom Broadband Pricing May 2006 ...............ueeeeiiiiiiiniiiiiieee e 6
Figure 7: Korean Games Market Forecasts 2005 to 2010 Graph, $m.........cccccceeiennnee. 8
Figure 8: Korean Games Market Forecasts 2005 to 2010 Data Table, $m ..................... 8
Figure 9: Korean Games Market by Segment 2006, $M..........cccccceeviiiiieiiie i 9
Figure 10: Preferred Games Platform, by gender...........cccoooiiiiiiiiiiiiiieeeeee e 10
Figure 11: Reasons for Playing GamES ...........couviiviiiiiiiiiiiiiiiiiiiiiiieiiiiieseenrinneeeneennennnnanes 10
Figure 12: Favorite Genres by Age Group Segmentation..........ccccccevvvvvviiiiiiiiiiiiiiiinninnnn, 11
Figure 13: Preferred Genres, all 8gesS.........ouvviiiiiiiiiiiiiiei e 11
Figure 14: Sources of Game INformation ...............oeviiiiiiiiiiiiiiiiii s 11
Figure 15: Internet Cafe Growth (2000 t0 2005) .........evviiiiiiiiiiiiiiiiiiiiiierivieeereiree e, 12
Figure 16: Cyberpark Internet Cafe INterior ..o 13
Figure 17: Online Games Market Size by Segment 2005, in $m.........ccccoeeeiiiiiiiinnn... 17
Figure 18: Examples of Web, Casual and MMORPG Games ............ccoovvvviiiieeeeennnnnne 18
Figure 19: Online Games Market Forecast 2005-2010 Graph, $m...........cccceevvieeinneen. 21
Figure 20: Online Games Market Forecast 2005-2010 Data Table, $m ......................... 21
Figure 21: Top Online Games at Internet Cafes, May 2006 .............ccccvvvvvvviiiviviinninninnnn. 25
Figure 22: Popular Game Genres, by Monthly Usage ..........cccuvveeeiiiiiiiniiiiiiicceee e 25
Figure 23: Screenshot from Special FOrce...........cccuuiiiiiiiiiiiii e 26
Figure 24: Screenshots from LiN€Age 2..........oevviiiiiiiiiiiiiiiiiiiiieiiiieve e 27
Figure 25: Screenshots from Freestyle ... 28
Figure 26: Screenshots from Nexon’s Kart Rider ... 29
Figure 27: Top Online Publishers 2005............oooiiiiiiiiiiiiiiiiiiiiieeieieiiieriererrrveaeenesnneeanaaan., 30
Figure 28: Screenshots from Maple StOry...........oovviiiiiiiiiiiiiiiiiiiii s 31
Figure 29: Top MMORPG Publishers 2005 ...........c..ooiiiiiiiiiiieeceeeee e 33
Figure 30: Matrix Comparing Casual and MMORPG Games. ..............cevvvvvvvviviennnnennnnnnn. 35
Figure 31: Top Online Game POrtals ...........coooiiiiiiiiiiie e 36
Figure 32: Netmarble Unique Visitors by Age Group ..........ccccuviiiiiiiiiiiiiniiiieeeeee e 37
Figure 33: NHN’s Quarterly Game Revenues, $mM..........cccccoveviiiiiiiie e 38
Figure 34: Screenshot of Hangame home page .........cccccoviiiiiiiiiiieeeeee e 38
Figure 35: Screenshot of Pmang home page ... 39
Figure 36: Pmang Metrics by Month: Visitors, ARPU, Peak Concurrent Users............... 39
Figure 37: Netmarble Metrics: Unique Visitors, Paying Customers, ARPU .................... 40
Figure 38: Netmarble Top Genres 2005 .........ooooiiiiiiiiiiii e 40
Figure 39: Fee Structure for Top Online GameES.............evvvviiiiiiiiiiiiiiiiiiiiiiiiieeeneennaann. 41
Figure 40: Payment Methods for Internet Content, market share (%) .......cccccceeeeeiiinnis 45
Figure 41: Console Ownership by GeNder..........cccuiiiiiiiiii e 46
Figure 42: Console Hardware Sales Graph 2006-2010.............uvvieiieeeiiiniiiiieieeeee e 49
Figure 43: Console Hardware Projections 2006 t0 2010 ...........oevvviiiiiiiieiriiiiiiiinieiinnannnn, 51
Figure 44: Console Software Projections 2006 t0 2010............uuviiiiiiiiiiiniiiiiiieeeeee e 52
Figure 45: Personal Utility Disc iNterface ............cccuveieiiiiiiiiie e 53

% PearlResearch Games Market in Korea iv



Figure 46:
Figure 47:
Figure 48:
Figure 49:
Figure 50:
Figure 51:
Figure 52:
Figure 53:
Figure 54:
Figure 55:
Figure 56:
Figure 57:
Figure 58:
Figure 59:
Figure 60:
Figure 61:

Screenshot of Daiwon’s Touch Dictionary ...........ccccccceovvviiiiiiiiieeeeeeee, 57
Packaged PC Games Forecasts 2005 t0 2010............ccooevvvviieiiiiiieieieeeeeeeee 58
Sample Retail Prices for Packaged PC Games...........ccccccoiiiiiiiiiiieecceinnne 59
Mobile Games Market Forecasts 2005 t0 2010, $M ..ooeeveeeeeeeeeeeeeeeeeeeeee 61

Popular Retail Channels for Games ............cooouviiiiiiiiiiiiiiiccceeeeeeeeee e, 64
Top Online Shopping Malls and Auction Sites 2005...............eiiiiiiiiiinnnnnnes 65
Netmarble Metrics: Unique Visitors, Paying Customers, ARPU ................... 71
Netmarble Top Genres 2005 .......ccooooiiiiiii e, 71
Screenshots from Pangya...........ooiiiiiii e 72
Screenshots from Ragnarok Online.............ccoovviiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeaaaes 73

Neowiz’s revenues 2002 t0 2006..........oeeeeeeriiiiiiieieieiee e 74
Pmang Metrics: Monthly Visitors, ARPU, Peak Concurrent Users ................ 74
Screenshots from XL ... e eeeeas 75
Screenshots of Nexon TS ........oooviiiiiiiiiiie e 76
NCsoft Revenues by Region FY 2005, in $M .......cccoovviiiiieiiieie e, 77
NCsoft Revenues, by Online Game Sales, in $m............cccoceevieiiiieccciee, 78

% PearlResearch Games Market in Korea %



Methodology

Pearl Research’s analysis and research is generated through in-country
visits, in-depth stakeholder interviews, extensive online and offline data
collection, and a vast knowledge base and cultural understanding of the
Asia Pacific games markets.

In-country visits: Pearl Research conducts research in each of the Asia-
Pacific countries, interviewing key stakeholders in addition to visiting
locales such as retail outlets, Internet cafes and software pirate markets
to get a pulse on the market. Pearl Research also works with local
researchers when necessary to complement our research efforts.

Stakeholder interviews: Pearl Research interviews key industry
executives to gather different perspectives on market trends, market sizes
and future strategic developments. Stakeholder interviews are valuable
sources of information to generate market size and projections in
countries without any official or reliable sell-through services. Pearl
Research conducts several interviews in order to garner the most diverse
viewpoints, reduce biases and to cross check information. Some of the
stakeholders interviewed included leading publishers, developers,
distributors, retailers and government agencies.

Extensive data collection: To supplement primary data gathering, Pearl
Research gathers information from various secondary sources including
company annual reports, financial filings, governmental agencies,
specialist trade press, trade organizations, white papers, online
databases and other relevant sources.

Robust forecasting model: Pearl Research’s proprietary forecasting
model takes into account critical market factors such as sales trends,
pricing forecasts, macro-economic factors and relies on our extensive
database of historical data. Our objective is to formulate robust and
accurate forecasts, grounded in reality that companies can rely on for
strategic planning purposes.

Other Methodology Notes:

» Pearl Research’s software and hardware forecasts cover
legitimate products only and exclude gray and pirated products.

» Figures provided in charts and tables may not exactly equal the
totals given due to rounding.

» This report covers South Korea only and excludes any coverage
of North Korea.

= “Concurrent users” refers to the total number of people using a
game or resource at the same time. Pearl Research uses
concurrent users as a better indicator of a game’s popularity since
membership in a game can easily exceed millions as users initially
sign up to demo the game.
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