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Executive Summary

The 1Q 2011 European Gaming & e-Gambling Analytical Review Is
based on the results of country-specific IT Outsourcing Surveys 2011
conducted in the frames of the All-European IT Outsourcing & In-House
Software Development Research 2011. The following countries were
surveyed between February and May 2011: United Kingdom, Sweden,
Netherlands, Switzerland, Malta, Finland & Denmark.

Representative sample was comprised of the 205 gaming and e-
Gambling companies that outsource their software solutions nearshore (1-2
time zones away from home country) and/or offshore (2+ time zones away
from home country).

Ratio of nearshore to offshore outsourcers surveyed was 42% to 58%.
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Executive Summary

Study Goals:

 Explore outsourcing demands, trends, challenges and problem solving
techniques within European gaming/e-Gambling industry in 1Q 2011

« Explore most popular outsourcing destinations within the given industry

« EXxplore most popular outsourcing service delivery models within the given
Industry

« Explore value of the outsourced projects within the given industry
« Explore actual savings from outsourcing within the given industry

« Compare and contrast trends, challenges, costs and levels of satisfaction
with the outsourcing services provided among offshore and nearshore
outsourcers

Page 4 | Copyright IT Sourcing Europe 2011 | All Rights Reserved




The 2011 State of European Gaming Industry

The online gaming market is currently estimated at
€10bn (European Gaming and Betting Association)

The Online Gross Gaming Revenue is expected to
reach €12.5bn by the end of 2011, while the Offline
Gaming market revenue Is expected to reach €83.7bn
(as estimated by EGBA)

Europe's digital game market was worth €1.5bn in
2010 with potential to swell to $2.9bn by 2013 (DFC
Intelligence)

Revenue from online sports betting is expected to
grow by 8% on a year-on-year basis and reach €2.3bn
by 2012 (mmC Group)

European mobile gaming market is worth €57m in
2011with the year-on-year growth rate of 51%
(Mobile Games Forum 2011)
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Europe’s Gaming / e-Gambling Outsourcing: Actual
Adoption & Opportunities

» Game Developers have traditionally taken a cautious
approach towards IT Outsourcing (ITO), but a tipping
point seems to be almost reached, as more games
studios and e-Gambling providers realize the positive
effects of reduced costs and accelerated development
cycles and time-to-market (TTM) by going the
Outsourcing route

» Gaming Development Outsourcing (GDO) is
Inherently different from other types of Outsourcing
as It Is dependent on specific skills and capability
rather than size of the IT labor pool

* The major thing to be considered in GDO is the
outsourcability of the processes involved, as different
elements within the game / eGambling development
cycle require unique skills, creativity and cultural
proximity
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Outsourcability of Processes Within Game

“For many industry
players. Outsourcing will
serve as the last best
option and will force those
who had previously been
hesitant to reconsider. In
the near-term. OQutsourcing
for Game Developers will
be one of the few options
that may be able to
provide bottom-line relief”

Source: Tholons 2009

Development Cycle

Dependence on
Skills/Capability

Dependence on
Culture/Creativity

Concept
Development . .

Pre-Production ‘ 0

Production

Testing

Distribution
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Qutsourcability Dutasisiad
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Artwork Development
Creative Design
Animation
Porting
Motion Capture
Audio and Musie
Localization
End-End Game Development
Programming
Quality Assurance & Testing

Source: Tholons 2009



European IT Outsourcing Research 2011: Nearshore vs
Offshore Outsourcers Within Gaming Industry

Respondents’ Profile: Company Size

Nearshore Qutsourcers Offshore Outsourcers
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Respondents’ Profile: Expected Annual Revenue Growth
in 2011

Nearshore OQutsourcers Offshore Outsourcers
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Respondents’ Profile: Overall Outsourcing Experience

Nearshore Outsourcers Offshore Outsourcers

I less than 12 moeths
1210 24 moeths
. 25 10 35 months

. 27+ months
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Respondents’ Profile: Size of Project Team on ITO
Vendor’s Side (Headcount)

Nearshore Outsourcers Offshore Outsourcers
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Respondents Profile: Value of the Outsourced Projects
(in €)

Nearshore Outsourcers Offshore Outsourcers

500K and more
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reduce operating cosis

shortage of domestic 1T
skills and resources

scoelerte
time to market

Top Three Drivers of Decisions to Outsource

Nearshore Outsourcers Offshore Outsourcers

free in-house
rissources for other
business purposes

reduce operating costs

shorlage of domestic T
shills and resounces
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Factors’ Rating In Terms of Their Importance In the
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Choice of IT Outsourcing Partner

Nearshore Qutsourcers Offshore Outsourcers
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Top 3 Challenges of the Outsourced Development

Nearshore Outsourcers Offshore Outsourcers

change management cultural difference

POOF project managenment : PO communication with
on vendor's side ) vendor's project

manager(s)/development team(s)

dislays in delivery .
schedules and/or missed ¥ fraf proyect mﬁﬂ&;&mpﬁt
progect milestones on vendor's side
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mcnease face-lorface
communication with project
manager(s) and proje

dedicate more
Managenent rescurces

revisd and update vendor
management processes

Top 3 Responses to Outsourcing Challenges

Nearshore Outsourcers

mcrease face-lorface
communication with project
manager(s) and proje

consider parinenng
with & different vendor

CihCali Mok
management rescurces

Offshore Outsourcers
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How Companies Found Their IT Outsourcing Partner(s)

Nearshore Outsourcers Offshore Outsourcers

) Wit 85 kied psirs
wir did onling reseaich 0% for references

we released Request
we asked peers T for Proposal | Quate

for references . (RFP/RFO) publicly

wir were approached by ITO
service provider (via
telernarkeling, diract

we did online research
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Size of IT Outsourcing Partner

Nearshore Outsourcers Offshore Outsourcers
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Business Models Used to Engage With IT Outsourcing
Partners

Nearshore Qutsourcers Offshore Outsourcers

Dedicated Managed/Own
Team

Fixed-pnce propect

Fixed-phce progect

- ; Offishore/Nearshone
Offshore/Nearshone s 1 Dedbeatad Centes
Dedicated Center ket

Jont Ventura Dedicated/Managed/Own

Team

Virual Operating
Subsidiary

Build-Operaste-Transfer
(BaTy/
Build-Operste-Transfer Build-Cwn-Operate-Transfer (BOOT)
(BOTY
Build-Crm-Cparate-Transfer (BOOT)
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Who Decides On the Outsourced Project Team Size &
Structure

Nearshore Outsourcers Offshore Outsourcers

B cur ITD pariner

I cur company I our company

I cur [TO pariner g bioth cour company
and ITD partner
bath dur company

B 20d 17D parires
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Do Companies Know Exact Salaries of Each of Their
Project Team Member On Vendor’s Side?

Nearshore Outsourcers Offshore Outsourcers
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How Satisfied Are Companies With Quality of
Outsourcing Services / Products Delivered?

Nearshore Outsourcers Offshore Outsourcers

somewhat satisfied

somewhat dssatisfied

somewhat dissatisfied
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How Actual Annual Incurred Costs of IT
Outsourcing Compare To the Contracted Ones

Nearshore Qutsourcers Offshore Outsourcers

about the same

up o 25% higher

than expected
uplo 25% higher

25-45% higher 2y than ixpectid
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up to25% hower
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Actual Savings From the Outsourced
Development

Nearshore Qutsourcers Offshore Outsourcers

€0% and more
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Top 3 Impressions of Outsourcing

Nearshore Qutsourcers Offshore Outsourcers

outsourcing saves operating costs, but .
inevitably increases management costs ’ costs are higher than expected

providers have more disciplined
methodologies, which can lower
costs further in a longer-term
perspective

itis critical to have backup providers available
in case the primary provider is unable to meet
deadlines andior commitments

it is important to have the supplier's team overal prouiqer's workis of .b"."re[ .
vorking within or close fo the same Lk LT L
time zone
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Trends Analysis

- Large companies (1000+ in headcount) still prefer outsourcing their
gaming development offshore (to Asia Pacific and South Asia), while small
companies (less than 50 in headcount) look at nearshore (Central & Eastern
Europe) as a hub to leverage their development and QA costs

It can in part be explained by the fact that large EU gaming enterprises are
focused on reinforcing their presence on the Asian markets and gaining access to their
advanced 2D/3D expertise. Additionally, countries like China have since long been
used as the back-office for artwork development for the Japanese market and are able
to offer a vast pool of skilled games developers at significantly low rates.

However, with rapid emergence of innovative lucrative niches such as casual
or mobile gaming that are mostly saturated by startups whose game / e-Gambling
concepts require 1 to 3 specialists to realize and development cycles not exceeding a
6-months period, Eastern Europe Is now considered as an effective cost optimization
and product quality enhancement destination well suited for more complex processes
In the end-to-end development cycle such as cinematic walk-through and motion
capture.
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Trends Analysis

« The majority of nearshore outsourcers transfer development of projects that
require 1 to 3 persons to complete, while most of offshore outsourcers
transfer projects requiring 11 to 20 persons to complete

« Most of gaming projects outsourced nearshore are small in value (€0-49K),
while most of projects outsourced offshore are large (€500K+)

These 2 findings prove the rising demand for outsourcing from casual/social
media and mobile gaming segments. Mobile platforms rapidly become an alternative
medium of revenue streams augmentation. The massive install bases of different App
Stores allow small game studios and online gambling providers to win a substantial
online market share by creating and selling gaming and betting applications prior to
their large competitors who are much slower in decision making due to the complex
management hierarchy and bureaucracy in processes
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Trends Analysis

 QOperating costs reduction and shortage of domestic IT specialists
with required game development skills are the 2 key factors driving
both nearshore and offshore outsourcers to transfer their solutions to
execution by an external 3d party. However, the third key factor is
different: nearshore outsourcers are driven by urge to speed up time
to market, while offshore outsourcers tend to free their in-house
resources for other non-core purposes.

This finding can be best explained by difference in companies’ size
and business goals. It is critical for European startups and small game studios
to be ahead of peers and competitors in presenting their innovative gaming
solutions to the end user. Therefore, they choose to outsource to reduce time
needed to translate a creative idea into a fully ready-to-sell product.
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Trends Analysis

- There Is a significant difference in service delivery models used by
nearshore and offshore outsourcers to partner with their outsourcing
providers

Half of all offshore outsourcers surveyed transfer fixed-price projects, while almost
half of nearshore outsourcers set up either Own Development (SCRUM) Teams or ‘buy’
Dedicated/Managed Teams from their vendors. This finding marks a difference in perception
of the role of outsourcing vendor in the development process by offshore and nearshore
outsourcers: the latter view their vendors as office space and resources providers rather than
sole project executors. By setting up own teams, outsourcing service buyers retain maximum
managerial control of their gaming projects, select candidates to be involved in project
execution (the vendor only provides access to the resource pool, but all of the hiring decisions
are made by clients), negotiate salaries with each certain project team member (that allows
reduction of staff turnover in cases when the vendor refuses to raise his developer’s salary no
matter how productive s/he is on the client’s project).

In short, most of EU gaming industry players literally extend their in-house IT teams
to lower-cost nearshore locations, but continue to fully manage the development process and
make sure their extended team follows their corporate culture, mission and values. This model
cannot be successfully used in offshore partnerships due to geographical distance and time
difference. It is very hard to effectively manage own development teams located in, say, 12
hours away from the company’s head office /in-house IT team.
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Trends Analysis

- Nearshore outsourcers are most challenged by change management, while
offshore outsourcers — by cultural difference

This trend can again be attributed to the fact that the majority of nearshore
outsourcers are yet small and immature, have weak corporate culture and/or unclear goals
and, thus, are unable to manage the change inevitably caused by any outsourcing
engagement. They usually place certain expectations on outsourcing relationships and
authorize their IT manager/director to endorse the change within the company. The fact
that the change should be properly and timely articulated to all of the stakeholders is often
ignored. Any successful outsourcing relationship is much dependent on the availability of
sourcing meta-leaderswho“d on’t J ust preside over mee
PowerPoint presentations, but “actively develop and articulate outsourcing change
c hal | éDebgrend<dps)

The Asian region has low cultural affinity to Europe which (by default) leads to
the second most critical challenge facing offshore outsourcers — misunderstanding in
communication with ITO vendors. Cultural gap can be a crucial hindrance in the game
development outsourcing journey, where the properly articulated and well understood
concept or creative idea ensures 50% of development and testing success.
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Trends Analysis

 25% of nearshore outsourcers manage to save more than 60% of operating
costs via the outsourced development versus only 9.5% of offshore
outsourcers

This finding proves Central & Eastern Europe to be more mature in terms of
innovative service delivery offerings that can easily be tailored to rather shrunken IT
budgets of small game developers and online gambling providers
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Conclusion

Gaming Development Outsourcing is not yet a commodity business practice as it is
In other verticals such as B2B/B2C software development, financial and professional services
and digital media. However, the sustained rise of different console and PC platforms, global
increase in broadband Internet usage as well as 3G and likewise technologies penetration and
dynamic ascension of casual / social media games and online sports betting make outsourcing
a potential-rich niche to fill in the years to come. Today’s consumer demand for innovative and
sophisticated gaming solutions as well as safe and secure protection tools for online gambling
IS robust and needs being satisfied in a small fraction of time. Startups and SMOs will have to
retool their existing development cycles to not only effectively manage costs, but also to
increase output across all production stages and improve efficiency.

If to look at outsourcing beyond the mere cost saving benefit it provides, but as a
long-term cross-border knowledge sharing strategy, it is possible to resume that outsourcing
will serve as the last best option for many gaming industry players to achieve their bottom-line
relief and in-source skilled specialists / the newest technology expertise from cross-border
engagements.

According to Tholons Report (2009), “there is not a singular dominant region or
country in the world that is able to fulfill or corner any significant portion of the demand for
outsourced processes. Alternatively, this also highlights the gaps found in existing Game
Development delivery centers.”

~ Outsourcing is generally expected to become an integral part of gaming / e-
Gambling development cycle in the forthcoming years and this integration is inevitable given
that service delivery models become more mature, strategic and cost-transparent.
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About IT Sourcing Europe

Is a UK-based market research
and advisory company specialized in the European
IT and/or software development outsourcing. The
company’s key goal is to conduct an independent
and unbiased ITO research and increase the
European business communities’ awareness of the
current outsourcing demands, trends, challenges
and problem solving practices.

IT Sourcing Europe cooperates proactively with the
European ICT and Outsourcing organisations such
as the Outsourcing Verband, NGI (Dutch
Independent Non-Commercial Association of and
for ICT Professionals), Poland’s Outsourcing Portal
and others in terms of free information exchange

Contact Us:
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Email:

Follow Us:
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