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REPORT FROM THE PRESIDENT

2006 has seen the industry continue to grow during the maijor transition phase to next
generation product development. Over the past 12 months, every local medium to large
studio, both independent and multi-national owned, has experienced significant growth
in staff numbers. Of the five largest independent studios, we have seen 50 percent
growth in staff numbers.

This level of growth reflects the strength of our local studios in maintaining our reputation
infernationally as a games hub capable of producing world class product for a global
market. It also indicates that studios are rapidly gearing up for next gen product
development, recognising the need for critical mass locally. The industry world wide is
experiencing rapid change as publishers consolidate, studios are acquired, merged or
established in new territories. The global consumer demand for game product continues
to grow with future predictions for growth running at 12.9 percent per annum, with an
increase from $A144.5b in 2005 to $A265.6b in 2010 (PwC Media and Entertainment
Outlook Report 2006-2010, 2006).

This changing industry landscape presents opportunities and challenges. While locally,
studios have grown and continue to aftract investment and projects, access to talent
and skills development on an ongoing and sustainable basis confront us. These issues,
while not unique to Australia (indeed they reflect a global issue), must be addressed as
strategic priorities going forward.

We have also seen changes at the local level, with the acquisition and then closure of
Ratbag (by Midway) in mid December 2005 and Perception closed its doors in early
2006. On the positive side, 73 of the 75 staff employed by Midway Studios — Australia
were retained in the industry, including Krome Studios establishing a satellite studio in
South Australia and in November 2006 Krome acquired Atari Melbourne House. At the
same time we have witnessed an increase in projects coming into Australia, growth in
partnering and outsourcing between local companies, and many studios looking
offshore to the Asia Pacific and other regions for alliances.

The Australian industry can continue to grow and compete globally. However, major
impediments remain. These include: maintaining and continuing to grow critical mass
with adequate skill levels to produce large scale projects; attracting investment (locally
and from offshore); and ensuring a high profile with overseas based publishers and
distributors. This is in a context where we face aggressive competition from other
territories, some with Governments that offer significant incentives to attract projects (eg
Korea, Canada and Singapore). The next 12 months will be challenging. However, there
are positive indicators that the industry is well placed to ride this current wave of change.

The GDAA's vision for the next three years remains unchanged. If we can continue to
grow the industry and realise our vision, the economic and social benefits to both the
local game industry and Australia will be significant.
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Our Vision

If current market failures are addressed, our vision for the Australian game industry
in 2010 would include:

e Industry ownership of a considerable IP portfolio that both generates a strong
royalty stream and positions the industry to create and retain ownership of
follow-on game titles;

e The industry is able to buy rights to valuable existing content franchise
licenses;

e Recognifion of Australia as a centre of game development excellence with a
sustainable position within the rapidly expanding global industry;

e Australian and international investment into the game industry totalling $300
million per annum;

e  Game exports exceeding $500 million per annum;
e Direct industry employment exceeding 2,000; and

o Reflecting increasing synergies between different forms of digital content, the
game industry being an important part of a vibrant creative content cluster in
Australia.

I look forward to working with you in the future to fully realise this vision, ensuring that our
industry continues to grow and prosper.

Evelyn Richardson
President, GDAA

3 November 2004
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REPORT FROM THE CEO

OVERVIEW

The following Summary Report provides a review of key priorities and outcomes in
relation to GDAA activities over the past year. The report provides a summary of key
highlights and achievements and identifies areas for further attention in the coming year.
The GDAA has continued to focus on three strategic areas:

1. Raise profile, locally and globally;
2. Attract capital and investment; and
3. Attract and maintain our skills base.

The following reports against each of these.
RAISING PROFILE

Through the efforts of our association the profile of our industry, both locally and
overseas, has never been better. This past year has seen media coverage of the industry
increase significantly, with coverage in both national and local dailies plus features in
various frade magazines and press.

Electronic Entertainment Expo (E3), Los Angeles, May 2006

Following the success of 2003, 2004 and 2005, the GDAA again hosted the Australian
stand at E3 2006. This proved to be a bigger and even better show and was made
possible through support from 9 Government sponsors: Austrade, Business ACT, City of
Melbourne, Invest Australia, New South Wales Department of State and Regional
Development, Queensland Government, Government of South Australia, Victorian
Government, the Western Australian Government, and the GDAA.

Overall, 41 companies officially aftended the show. It should be noted that five
companies pulled out at the last minute. 27 game developers attended along with 14
service companies plus representatives from three educational institutions: QANTM,
Murdoch University and Box Hill TAFE. Governments also sent representatives, from both
Australia and US based offices (total of 14 people). This represented 150 people in total
plus the GDAA's President and CEO.

These numbers were up overall on last year, particularly in terms of people fravelling up
tfo LA and more infterest from educational institutions. We would expect the number of
service companies going to the US to grow, reflecting growth in outsourcing for next
generation console development. The number of individuals has also increased each
year with 150 people attending in 2006, compared with 125 in 2005, nearly 100 in 2004
and 60 in 2003. In 2006, we saw a 20 percent increase in the number of people who
attended. This reflects our companies ensuring a larger presence on the showfloor and
for meetings.

The Australian stand in West Hall received considerable media coverage both in the US
and in Australia. Dateline Media provided PR and media support for the show. Key
media coverage at the show included:

GAME DEVELOPERS’ ASSOCIATION OF AUSTRALIA
ANNUAL REPORT 1 July 2005 — 30 June 2006 5



e Television coverage on Channels 7, 9 and 10 (broadcast back in Australia)
plus Business Sunday (feature on E3 and acquisition of Massive
Incorporated (GDAA Member) by Microsoft

o Television inferviews with Australian companies and the GDAA for a
feature of the Australian game industry for Channel 7's weekly computer
game show, Control Freaks.

e Press coverage (refer Attachment 4) picked up by The Australian, The
Financial Review, Sydney Morning Herald, The Age, The Courier Mail, BRW,
Brisbane Courier Mail.

e Inferviews with The Financial Review and The Australian and features ran
prior to E3
Interviews with AAP, Bloomburg and Reuters
Inclusion in E3 Happenings (to attending press)

Inclusion in E3 First looks Mailing (tfo all attending press).

A post-show survey conducted by the GDAA indicated that companies attending
considered attendance at the show was critical fo their business activity and that the
Australian stand was very important in ferms of profiling the industry. To date, seven deals
worth $A7m have been signed, and the value of business expected in the next two years
as a result of leads generated at E3 is estimated at $A95m.

E3 in 2006 will take a different form with the ESA advising that the show will be scaled
back in 2007 with a focus on private meetings and a reduction in numbers overall. Given
this scenario, the GDAA will take a watching brief on how the future E3 develops. Focus
for 2007 will be on hosting a major networking event at GDC, the Great Aussie BBQ:III plus
taking a private hotel suite for meetings and showing demos/product.

Australian Game Developers’ Conference (AGDC) December 2005

The GDAA continued to support the AGDC in 2005. Held in Melbourne since 2000, this
annual conference attracts over 600 delegates from Australia and overseas.

In 2005, the GDAA supported the following:

VIP and Executive Cocktail Party (co-hosted with Krome Studios)
Women in Games Lunch (co-hosted with Krome Studios)
Pitching Competition

Pitch to Publishers

Sony Playstation2 meetings for developers

Microsoft Xbox meetings for developers

Government-Industry Roundtable.

Game Connect: Asia Pacific Conference 30 November - 2 December 2006

In September 2005, the GDAA Board made the decision to host and run its own industry
conference. This reflected the desire of members to reposition the conference to have a
greater focus on grass-roots development issues and to extend the conference to the
Asia Pacific region. The conference will be hosted in Brisbane, with support from the
Queensland Government (Premier Sponsor), Sony Computer Entertainment Europe,
Autodesk, Krome Studios, QANTM College, Brisbane Marketing, Deacons, Tantalus
Interactive, Australian Film, Television and Radio School, Australia Council, QUT, C-Net,
and IR Gurus Interactive.
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The event’s primary focus is the improvement and advancement of the region’s game
developers, including Australia, New Zealand and the Asian territories (primarily Japan,
Taiwan, Singapore, Korea, China, Hong Kong Vietnam, and the Philippines)). To achieve
this, the event will feature lectures, educational seminars and keynote speeches from
infernational game developers, publishers and software providers.

Educational institutions will also be encouraged to attend and showcase the courses
they have available to students seeking to enter the industry and those industry
employees that wish to further their education. The Conference will also provide the
opportunity for companies to recruit staff.

The GDAA believes that an industry led and run conference will deliver a more focused
and dynamic forum for networking and business development. It will also be responsive
to the three major challenges facing the industry right now. These are the need to:

e survive the transition to next generation
e share best practice and further up skill our talent, and
e build partnerships with publishers and our Asia Pacific neighbours.

The Game Connect: Asia Pacific Conference Vision is to;
1) Connect developers and publishers, allowing them to network/make friendships,
and
2) Share knowledge and best practice.

It is anticipated that the conference will rotate between Queensland and Victoria.
Government-Industry Roundtables

The GDAA hosted ifs sixth Government-Industry Roundtable in December 2005 at the
AGDC. This was well aftended with over 40 people from Government and industry
meeting to hear reports on government activities in relation to the game industry and to
discuss key challenges for the industry going forward.

The next Roundtable is scheduled for 30 November 2006 at the inaugural Game
Connect: Asia Pacific conference. The GDAA will provide a short report on success to
date in relation to its strategic priorities.

Avustralian Games Innovation Centre

The cenire, established with support from the Victorian Government, confinued to
provide a focal point for the local Australian game industry and houses the GDAA, the
Melbourne Campus for the Academy of Interactive Entertainment (AIE) and a national
showcase of the Australian electronic game industry, co-located with Atari Melbourne
House. The national games showcase was made possible through hardware and
software contributions from Microsoft Xbox, Nintendo, Sony Australia and Xenon Systems
and game titles and materials from local developers.

A range of seminars and meetings were hosted during the year, including GDAA EC
meetings, GCAP conference sub-committee meetings, and the monthly Dissecta
seminars co-ordinated by Tim Richards.
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Future Activities

Areas identified for further GDAA attention in 2006-07 include:

Australian presence at GDC (Game Developers’ Conference), in San Francisco,
March 2007
Game Connect: Asia Pacific annual conference, 2007.

CAPITAL RAISING AND INVESTMENT ATTRACTION

As well as profile raising the GDAA has continued its efforts in relation to attracting
investment for project development. Key highlights include:

Pooled Development Fund (PDF), was established exclusively for financing game
development companies. This Electronic Games Investment Fund (EGIF) was
successfully launched by the Federal Minister for Communications, Information
Technology and the Arts on 7 November 2005 in three locations: Canberra,
Brisbane and Melbourne

Digital Content Action Agenda: The GDAA's Vice-President, Greg Siegele,
represented the GDAA on the Federal Minister’s Strategic Industry Leaders Group.
The GDAA continued to lobby for the establishment of a games investment fund,
extension of 10BA, and extension of the Refundable Tax Offset to our industry. The
GDAA President and Vice-President met with the Federal Minister regarding these
issues and presented a proposal for Government consideration in September
2005. Since that fime, the GDAA has contfinued to participate in the Action
Agenda process, providing input to DCITA on industry based activities and
supporting the fora held by the department nationally.

Government Submissions: the GDAA presented submissions to two Government
reviews: Submission to Treasury, International Comparison of Australian Taxes
(March 2006); and Submission to the Review of Australian Government Fim
Funding Support (August 2006). Both submissions argued our case for
establishment of a Games Investment Fund, extension of Division 10BA and
extension of the Refundable Tax Offset.

National Industry Survey: is currently being completed. The survey will provide
information on key measures including size and scope of studios, revenue,
investment, staff levels and salaries. The survey is co-sponsored by the
Queensland and Victorian governments.

Future Activities

The GDAA will continue to lobby for Government support to attract investment in 2007.
This will include running some Investment seminars targeted at the local investment
community and continuing engagement with both Federal and State governments on
investment incentives.
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SKILLS AND TRAINING

In direct response to members’ priorities, skills and training continued to be the highest
priority over the past year. In 2005-06, the GDAA implemented a number of skills based
initiatives to support industry growth.

Business and Project Management Program

Reed Interactive was contracted to provide new material for the Online Resource Kit for
members. These new resources were made available to members via the GDAA website
in early 2006.

PlayStation2 Development Kit Program

The GDAA negoftiated an agreement with Sony Computer Entertainment Europe (SCEE)
to provide development kits and related software to local game developers. Australia is
the only jurisdiction in the world in which Sony has agreed to such an arrangement.

The program is national and to date has been rolled out in Victoria and Queensland
(launched November 2005) with the support of those state governments. A total of 12
development kits and one performance analyser have been made available to local
Victorian companies. A total of 2 development kits have been made available in
Queensland.

The Victorian program has now completed its fourth and final round. Overall the GDAA
regards the PS2 Development Kit Program as a very successful program that has
achieved its objectives. The program has been significant in that it has enabled a
number of local Victorian developers to develop prototypes and gain skills and
experience on the PS2 hardware.

However, given that the PS2 is nearing the end of its life cycle, it appears that there is less
market demand for the program at this point in time. This reflects the stage in life cycle
with the PS2 whereby many of our local companies are now experienced on the
hardware and new companies are focused on next gen PS3 or handheld platforms.

There is demand though for a PlayStation Portable (PSP) Program. The GDAA has been in
discussion with SCEE regarding the possible rollout of a PSP Development Kit Program in
Australia.

Based on the experience gained through this program and the streamlining of the
process through 4 completed rounds, the GDAA believes a PSP Program could add
significant value to local development of skills for this platform. It would also enable
development of prototypes and new concepts for the platform that may lead to
publisher attachment.

Xbox Development Kit Program

In early October 2003, the GDAA announced a world first partnership with Microsoft and
the Victorian Government to provide Xbox development kits to local developers.
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In Victoria, 21 development kits and associated software (Visual Studio.Net) were made
available to local developers. This program has now been completed and the GDAA
considers the Program a success. From an industry development perspective, we now
have companies with prototype development experience on the Xbox platform and
more experienced people locally in Victoria. These are all significant outcomes.

Discussions with Microsoft regarding a 360 Development Kit Program are underway, with
expected rollout in early 2007.

Career Pathways Information for GDAA Website

One of the obstacles in aftracting high quality students to take education and training
pathways that will lead them into the games industry is the lack of information about
specific job roles in the industry. There is confusion between skill requirements for the
games industry and other industries that require skills like multimedia, or general art or
graphic skills for example, and a mistaken belief that these skills are easily transferable.
Although there is high interest in working for the games industry, particularly amongst
boys, people are invariably ill-informed and often enter inappropriate courses leading
then to disappointment when they apply for positions and are turned down.

The local industry therefore needs to provide a clearer picture of the job roles, for
educators, career counselors, and students wishing to enter the industry to guide people
making course and subject choices, and once trained and are seeking employment, to
ensure a better match between applicant and position, and a more realistic
appreciation by those wishing to enter the games industry of what the specific
requirements are.

The objective of this project is to develop a National Career Pathways Information
campaign for the games industry to assist young people to make informed choices
about course choices and career options.

The first phase of this program is currently being completed by external consultants. An
interactive web site (as part of GDAA website) is nearing completion and this
component clearly specifies and gives detailed information in the form of a job profile on
the main job roles in the industry This will be linked in to the Victorian Government’s Youth
Central (YC) website, located on the ‘get involved’ and ‘jobs and careers’ tabs of the
YC site.

Content will include:

e How to get into the game industry

Jobs in the game industry

Skill sets required for the game industry

Links fo demos (where possible)

Girls in games

Case studies

Links to game expos, conferences and fairs.
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Future Activities

e Launch of Career Pathways component of GDAA website prior to GCAP (end
November 2006)

e Launch and management of Microsoft 360 Development Kit Program in early
2007

e Launch and management of the Sony PSP Development Kit Program (subject to
negotiation with SCEE)

e Explore option of development kit programs with Nintendo

e Development and provision of Careers Information Kit to every secondary school
in Queensland, Victoria, New South Wales and the ACT in 2007.

CLOSING COMMENTS AND ACKNOWLEDGMENTS

During 2005-06, the GDAA has continued to work hard to represent the interests of ifs
members. This has been reflected in the range of activities engaged in and the
continued support of our members and Government and industry sponsors.

The past year has seen the GDAA deliver some significant achievements. However, these
would not have been possible without the considerable support of GDAA members and
the ongoing commitment and contributions of the GDAA Elective Committee.

We are grateful to Greg Siegele (Vice-President) for his support and important role in
promofting the Game Industry Development Strategy to Federal Government. Tom Crago
stepped in to the Vice-President role in early 2006 and has provided enormous support to
the President over the past year.

Our Treasurer, Ross Symons, has also provided invaluable assistance and resources to the
association. We are grateful to Frank Colautti and Associates for providing accounting
services to the GDAA, particularly the support of Frank Colautti and John Riley.

The GDAA also acknowledges the accounting services support provided by Micro Forte
for the six months to end Decemlber 2005.

Our Secretary, Graham Edelsten, has provided ongoing support over the past six months.
John Beever, from Geomentus, generously prepared our EMDG application.

The GDAA has been very fortunate to have received continued support from a number
of Government and industry sponsors. These are gratefully acknowledged and include:

Premier Sponsor
Victorian Government

Corporate Sponsors
Deacons
Metrowerks

Sponsors

Academy of Interactive Entertainment (AIE)
Colautti and Associates

Geomentus
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IR Gurus Interactive
Krome Studios

Micro Forte

Midway Studios - Australia
QANTM College

Systems by Design
Tantalus Interactive

Team Bondi

Torus Games

Project Sponsors
Austrade

Autodesk

Brisbane City Council
Business ACT

City of Melbourne
Invest Australia

New South Wales (Department of State and Regional Development)
Queensland Government (Department of State Development and Innovation)
Government of South Australia

Victorian Government (Multi-media Victoria)

Government of Western Australia (Department of Industry and Resources)

The future presents us all with new challenges and opportunities. | look forward to
continuing to work with the GDAA Elective Committee, GDAA members and our industry

stakeholders and supporters to achieve even greater outcomes in the coming year.

Evelyn Richardson
CEO, GDAA

3 November 2004
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