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EVOLUTION OF GAMING
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INVESTMENT CLIMATE RISK




INVESTMENT IN GAMING®

« Games investment and M&A more than doubled in 2011

\

Zynga and Nexon IPOs late 2011

« Social/mobile gaming continuing to attract interest

£

« Chinese, Japanese and South Korean games companies looking for overseas expansion
(organic growth or M&A and investments) in Europe, Middle East and Asia (India & Indonesia)

<« Local knowledge, relationship gaps and operational risks remain problematic

L £

* Digi-Capital Global Games Investment Review 2012

Virtual Reality: Legal and Operational Risks of Investing in the Gaming Industry



1. FOREIGN OWNERSHIP RESTRICTIONS

Foreign Ownership
Restrictions

General

General foreign investment Minilmum n(un)l%ers of It_)kcJ:a(Ij
restrictions (e.g. maximum e . employees (with prescribe
percentage ownership: Specific requirements for seniority)

regulated businesses

requirement for a local Minimum number of local
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2. PERMIT / LICENSING REQUIREMENTS

« Business / operating licence

/ « Telecom licence

« Content/ internet licence

« Approval for each game / each update?
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2. PERMIT / LICENSING REQUIREMENTS (AN EXAMPLE)

Establishing a WFOE*

Obtaining key operating permits/approvals (PRC domestic co)

<

Registration and
approval of proposed

> < >

» Commencement of business &
operations by WFOE

Issuance of :

Execution of contractual
agreements between PRC

shareholders, PRC domestic * ICP licence by MIIT

WFOE name with co. and WFOE
Identifying and State Administration : MOC approval and MOC and GAPP Issuance of
engaging PRC of Industry and ssuance of « Prepare & submit applications licence accepts application GAPP
partner** for VIE Commerce (SAIC) MOFECOM | f to relevant State for permits for approval for
arrangement ssuance o administrators : GAPP approval and each imported relevant
approval SAIC approval licence ame game
1to3 Not 90 30 days 45 to 60 30-60 days after 2to4 6 months
months*** exceeding days days acceptance of weeks
90 days applications
? ) 30
Other key Key operating Prepgre and davs
approvals/registrations to permits/approvals: submit 4
be obtained/undertaken applications for
following SAIC approval: «  Ministry of Industry and MOC and GAPP
Information Technology permits for any lssuance of
Agreeing the VIE Submission of MOFCOM SAIC * Approval from the State (MIIT) for VATB license imported game MOC approval
structure with PRC application for accepts application for Administration of for Internet Content for relesgnt
partners. Key tasks incl.:  foreign application for business Foreign Exchange Providers game
investment foreign license (SAFE)
» which PRC approval to investment *  Ministry of Culture (MOC)
shareholders to own Ministry of approval + Foreign Exchange Bank for Internet Culture
PRC Commerce Account Operating License Note:
domestic/operating (MOFCOM) »  Foreign investor can establish WFOE in parallel of its
company » Miscellaneous * General Administration negotiation with the PRC partners

Preparing & negotiating
VIE related contracts
between all relevant
parties

registrations, e.g. Tax
Registration Certificate,
Financial Certificate,
Statistics Certificate
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on Press and Publication
(GAPP) for Internet
Publishing Services
License

**  this timeline assumes that PRC partner has already
incorporated a PRC domestic/operating co.

*** in practice, the period varies depending on the parties
concerned




3. FOREIGN EXCHANGE CONTROLS

| « Restrictions on the Import/export of currency

« |ssues extracting value from local entity

» Issues remitting licences fees and royalties

* Article 14 countries

<+ E.g. China, India, Sri Lanka, North Korea
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4. INTELLECTUAL PROPERTY REGIME

Case Study:
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LEGAL / OPERATIONAL RISK




1. CONTENT RESTRICTIONS

Link between violent games and anti-social behaviour?

* Protecting minors from graphic content

4

* Violence, blood and gore, sexual content, strong language

« Legislation vs self-regulation

/|« User-based controls

£ 674
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1. CONTENT RESTRICTIONS: AN EXAMPLE - UK

- .
Legislation: Current System: Penalties:
Digital Economy Act PEGI age 6 months in prison +
2010 + Video classification + BBFC up to £5,000 fine
' ' for explicit sexual 2 years in prison +

content 1 imi i
i_ /ﬂ \\ unlimited fine

WwW.pegLinfo www.pegiinfo wenw.pegiinfo www.pegi.nfo www.pegi.inio

RSELANGELGE DISCHIMIEATION IRIES Fl-lllE
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2. GAMBLING REGULATION

« Gaming vs Gambling

/ « Impact of social gaming

/  “Grey” area of law

« Element of chance + a prize

<~ |« Watch this space for regulation!
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2. SOCIAL GAMING: REGULATORY EXAMPLES

/

/Sweden (August 2012)

* Gambling Board urges
officials to introduce social
gaming regulation

-
r'-.‘
- s

/ UK (June 2012) / China (2000, 2005 & 2007) N Japan (2012) \
Social gaming at the * Online games with any Regulatory ban on use of
“perimeter of gambling ‘gambling elements” are ‘kompu gacha” in games
legislation prohibited « Additional self-regulatory
«  Gambling Commission * Prohibitions are made measures introduced,
monitors what is going on against game publisher, including disclosure of
“across a wide range of game operator and website probabilities of winning

& activities” j \ owners 1/ & items in gacha //
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3. DATA PROTECTION

Yes NO

\ 4 U

Consider relevant data protection regime Consider any other laws and regulations
o ' on the collection and use of game data in
general

Need to register/notify as a data user?

L
Process personal data fairly and lawfully

L
Adopt appropriate security measures

o

Note any restrictions on international
transfers
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4. OTHER REGULATIONS

_Background & / Possible

Regulation Application Consequences

’ Premium Rate Services

Legal tender

Micro-payments for
content charged to

Registration with

Regulator? Compliance
: alle

Virtual money / coins

Restrictions on its use

E-Commerce & E#é"gga Stglrllltnsge?\?iggz Information”requiren];lents
Distance Selling . ; and cancellation/refund

Consumer protection
legislation relating to
unfair terms in

Certain contractual
terms unenforceable as

' Contractual Terms
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