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OVERVIEW

The Houseof RepresentativesStandingCommitteeon Communications,Information
Technologyand the Arts is undertakingan inquiry into future opportunitiesfor the
Australianfilm, animation,specialeffectsandelectronicgameindustries.

This submissionfocusesspecificallyon theAustralianelectronicgameindustry. The
GameDevelopers’AssociationofAustralia (GDAA) is thepeakbody andvoice for
local gamedevelopers.It is also theauthorityon all gamerelatedissues.Background
informationon the GDAA, includingrecentachievements,is providedin section1.

Theelectronicgameindustryis a significantcontributorto theAustralianeconomy.It
is also part of a larger global entertainmentindustry (now bigger than film) and a
major export industry. Our industry’s export earnings are already impressive
comparedwith other software sectorsand the potential for delivering exponential
growthin thenext3-5 yearsis huge.

Thegameindustryhasexperiencedstrong growthbutrequiresGovernmentassistance
to encourageboth offshore and domestic investment. The industry also requires
supportto ensureit continuesto produceandhaveaccessto highly skilled talent.

The Australiangameindustry is at a cross-roads.Globally, the industry is rapidly
rationalisingwith fewerpublishers,fewerprojectsandmuchlargerbudgetsrequiring
significantcapability.For ourlocal industry,themajor impactoftheseglobal changes
is smallercompanieswill increasinglyfind it difficult to competefor deals in the
marketplacewhile establishedcompanieswill requiresupport to grow to the next
level in orderto competeeffectively.

Given thesetrends,thecritical issueis whetherwe leverageourcurrentcapabilityand
reputationto becomea global playerin this spaceor whetherwemaintain the status
quo and fade into niche player status.There is now a window of opportunity to
aggressivelygrow the industryandincreaseAustralia’sshareofthe global pie: more
investment,moreexportdollars,morejobs!

In summary,it shouldbenotedthat:

1) The Australiangameindustrycouldbe a significantplayer in the global
industry reflecting its local creative talent and early adoption of new
technology

ii) Export earningsare alreadya ‘net profit’ ie export earningsexceedthe
entire costofthe industry

iii) Future growth will not only encouragethe creative industry but also
software, animation and special effects’ industrieswhich impact other
exportreplacementindustries

iv) Thereis avery strongpossibilityofgrowingtheindustryin regionalareas:
in gamedevelopmentthereis no tyrannyofdistance

v) The gameindustry is ‘clean’ and a significantemployerof ourbest and
brightestandit hasaclearrole in promotingAustraliaasa ‘smartcountry’
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vi) Thekey challengefor theAustraliangameindustryis whetherit becomes
an intellectual property earning and leveraging industry or whetherit
remainsa feefor serviceindustryselling its talentfor costplus amarginto
internationalpublishers.They then make the real profit. The difference
betweenthetwo is Capital.

The submissionprovidesan overview of the local gameindustry and addressesthe
inquiry’s TermsofReference.Specifically, it identifiesmajordriversofchangein the
global marketplaceandtheir impacton local businessactivity. Our currentstrengths
and opportunitiesfor future growth are outlined. Key barriers to growth are also
summarised.The submissionconcludeswith a clear statementon how the Federal
Governmentcanassistthe industryin leveragingfuture growthfor thebenefitofboth
the local industryandall Australians.

1. BACKGROUND TO THE GDAA

The GDAA was establishedin December1999 and comprisesCorporateMembers
from gamedevelopmentcompaniesand educationalinstitutions,AssociateCorporate
Members(in servicesectorsthat supportthe industry), individualsandstudents.

Currentmembershipincludescompaniesfrom all overAustraliaand theUnitedStates
(including the AustralianCapital Territory, New South Wales,Queensland,South
Australia, Victoria and Tasmania).GDAA membershipcomprisesthe majority of
Australiangamedevelopers.A currentlist ofMembersis atAttachment1.

The main purpose of the GDAA is to increasethe profile of the Australian
electronicgameindustryboth domesticallyand internationally in order to:

• Promotethegrowthofthegameindustrywithin Australia
• RepresenttheinterestsofGDAA members
• Attractcapitalandpublishersfrom offshoreandincreaselocal investment
• Retainand attracttalentthat existsin ourlocal industry
• Promoteasenseof communitywithin the industry.

Recentachievementsinclude:

• Coordination and managementof Australianpresenceat E3 in 2003, the
largesteverAustralianpresenceat E3 with cross-Governmentsupport from
Austrade,BusinessACT, BrisbaneCity Council, InvestAustralia,Queensland
Government,Governmentof South Australiaand the Victorian Government
(visit www.gdaa.com.au/e3austraiia).A copy of the marketing booklet
profiling theAustraliangameindustryis providedatAttachment2

• Provision of Sony PlayStation2 Dev Kits to local Victorian developers,
supportedby Sony ComputerEntertainmentEuropeLtd and the Victorian
Government;secondroundunderway

• Establishmentofnationalheadquartersin Victoria
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• Support for annualAustralianGameDevelopers’Conferencewhich attracts
over 600 delegatesfrom AustraliaandtheAsia-Pacificregion

• Initiated industry/Governmentroundtable to work on strategic priorities,
notablyraisingprofile andestablishingmajorpresenceat E3 in 2003

• ConvenedInvestmentRoundtableto identify strategicactionsfor investment
activity.

2. INDUSTRY CONTEXT

2.1 Global

Globally, the interactiveentertainmentindustry (film, television,games,advertising,
training and design) is worth some $US2O billion (AlE Ltd) and growing at 30
percentperannum.With rapid growth in the Asianmarket,some $US100 billion is
expectedoverthenextdecade.

In 2000, the interactivesoftwareindustryexceededthe movie box office turnoverin
the US with retail sales exceeding $US6 billion (Interactive Digital Software
AssociationAnnualReport,2002).

Forecasts

PriceWaterhouseCoopers(PWC), in its recentlyreleasedannual ‘Entertainmentand
Media Outlook Report’ has predicted that spendingon entertainmentand media
aroundthe globe will surpass$US1 trillion in 2003, rising by 3.7 percentfrom its
2002 level.

ThePWC reportforecastsdoubledigit CAGR increasesfor electronicgamesbetween
2003 and 2007 and singles out the game industry as the fastest growing
entertainment/mediasegmentoutpacinginternetadvertisingand accessspending.It
predictsthis growthwill be driven by growth in online video gamingstimulatedby
increasedbroadbandand a surgein thewireless marketdrivenby the availability of
new game capable phones.Next generationgame console hardwarewill drive
industry expansionto $US35.8billion in 2007, growing at 11 percent compound
annualrate.

Othermarketprojectionsindicatethatin 2003, global retail revenuesofthe electronic
gameindustrywill exceed$US31 billion with $US2O billion coming from software
salesorrentals;nearly70 percentof this will beattributableto the consolesector.The
consolesectoris expectedto continueproviding high revenuesbut facesincreasing
competition from new economysectors such as online, mobile and interactive
television(InformaMediaGroup,UK 2002).

GamasutraIndustryNews[06.11.03],www.garnasutra.com,accessed20/06/03.
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Theglobal marketis forecastto peakagainin 2008 with revenuesof $US4Obillion,
with online, mobileandinteractivetelevisionaccountingfor onethird (InformaMedia
Group,UK 2002).

Projectedsalesin North America for video gameconsoles,softwareand accessories
are expectedto be $US1Obillion by end2002, representingan increaseof 25 percent
from 2001 (InteractiveDigital SoftwareAssociation: www.idsa.com).Global console
hardwaresalesareforecastto reach$US44million in 2002,with halfofthat going to
SonyPlayStation2 (PS2).Lifetime salesofthe PS2areforecastto reach100 million
comparedwith 23.2 million for XBox and 64.6 million for GameCube.Sales for
NintendoGameboyandPCarestartingto fall (InformaMediaGroup,UK 2002).

In relation to emerging competitors,the following hasbeen forecastby Informa
MediaGroupin theUK (2002):

• Internet: Globally, therewill be 7.3 million internetgameplayersby end 2002,
generatingrevenuesof $US328 million. By 2010, therewill be 56.7 million
playersworldwidecreatingrevenuesof$US4.7billion

• Mobile/Wireless:Estimatesare that the wireless game market will be worth
$US4.3billion by 2003 (OvumResearch),rising from a billion dollar marketin
2004. By 2010, the 743 million wirelessplayerswill generaterevenuesof $US9
billion

• Interactive Television: Global game revenuesforecast to climb from $US73
million in 2001 to $US7billion in 2010. Themajority of this growthis expected
post2006assumingbroadbandnetworksaremoreubiquitous.

Global Market Summary

• The PersonalComputer(PC) gamessoftwaremarket is brokeninto two major
regions:theUS (35%) andEurope(37%), which collectivelycomprise72 percent
ofworldwidemarket followed by theUK (10%), RestofWorld (15%)and Japan
(3%)

• The largestmarketfor gameconsolesis the US (36%) followed by Japan(27%)
andEurope(20%)

• TheUS hasthelargestnumberofgamedevelopersby volume(44%)followed by
Japan(33.3%), UK (15.3%), Rest of world (10%), Germany (2.1%), France
(1.7%)and Canada(1.5%) (All figures sourcedfrom Departmentof Tradeand
Industry,UK, 2002).

2.2 Key Global Developmentsand Drivers of Change

The electronic gameindustry is undergoinga numberof key changeswhich will
impactright acrossthe valuechainandinfluencehow theAustralianindustrymoves
forward.Thesedriversare:
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• Numberofpublishers decliningascompaniesrationalise,closeormerge.We
wouldexpectto seein thenext3-5 yearstheemergenceofa small numberof
very largeplayersthatwill dominatetheglobal market

• Market increasinglybecoming‘hits driven’ in muchthesamewayasthefilm
industry. It should be notedthat mostgamesalesfor a title occurin the first
threemonthsofrelease,thusreducingthepublisher’stimeframefor recouping
investment

• Scaleof projectsis muchlargerwith hugebudgetsand lesstitles aspublishers
competefor retail spaceand sales.As an example,the averagestartingbudget
for a console based project in Australia is around $A3-6 million and
increasinglythe deals are in the $A8-10 million range. On a global scale,
gamessuchas The Getawayand The Matrix: Reloadedcost in excessof
$US15 million to develop and at least an equal amount to market

• Advancementsin console technology with increased storage capacity of
optical media allow for developmentof increasinglycomplex game-play

• At the sametime, the consumeris becomingmoredemandingexpectinghigh
production values and more lavish, cinema quality interactive games

• Consolesare also beginningto obtain massmarket levels of penetrationand
intenselevelsofcompetitionbetweenmanufacturers

• Growth in new platforms. While the consoleand PC dominatethe market,
otherplatforms suchas iTV, mobile and the internet are emerging.While
theseare not expectedto competedirectly with the moresophisticatedand
establishedPC and console markets, they are expected to offer new
opportunitiesfor differenttypesofgames

• Opportunitiesfor somecompaniesto developbudgetgamesaspublishersseek
to diversify product range at this level while retaining high cost projects

• Changesin technologysoAustraliandevelopersneedto competecreativelyat

the sametime astheyneedto keepup with everevolving technology.

2.3 Australia

Australiansspendover$A2 million perday on interactivecomputergames,aboutthe
sameasthey spendon movies(Inform, 2002). While it hasone of the highestper
capita consumptionof entertainment(softwareand hardware)in the world, it’s a
small marketby salesvolume(AIMIA Report,2001).

The electronic entertainmentindustry in 2002 reported combined software and
hardwaresalesof $A825 million. Of this, $A420 million wasgamesoftwaresales;
$A406 million: gamesand $A12.5 million: edutainment(Inform, 2002). Annual
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exportrevenueis worth$A100million per annum2andexpectedto increaseto $A500
million in 2005and$A1 billion in 2010(GDAA, 2002).

Thelocal electronicgamedevelopmentindustrycomprisesover 40 companiesspread
throughoutAustralia, with major clustersin Victoria and Queensland.Around 650
peopleareemployedwith growthexpectedto reach2000within five years.Australian
companieshave developedover 200 internationallysuccessfulgamesand currently
enjoy a reputation for being creative, delivering on time with relatively low
productioncosts.Foramoredetailedprofileofthe industry,referAttachment2.

2.4 The GameIndustry Value Chain

The electronic gameindustry is similar in structureto other creativeand software
industriessuchasfilm, music,computersoftwareandpublishing.In manyways,it is
a hybrid model comprising elements of both the entertainmentand software
industries.Theindustryvaluechainis shownin Figure 1 below:

Figure 1: Electronic GameIndustry Value Chain
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Source: SpectrumAnalysis,September2002’

Developer: Create and develop games. Processhas evolved from small scale
operation (1-3 people) to a highly complex, intensive 18 month-2 year process
requiringmuch largerteams.On averagein Australia,a full time project teamis 15
peopleplus for two yearsand ourlargercompanieshavesometeamsof30 plus and
theseare expectedto grow asproject size and complexity increases.Theseteams
include designers,programmers,producers,project managers,artists, musicians,

2 This is $100million exportof developmentserviceswhichtranslatesto $750million ofretail valueof

products.Theindustryis nota commoditybusiness,it is servicebased.
~DepartmentofTradeandIndustry,UK, FromExuberantYouth to SustainableMaturity: Competitive
Analysis of the UK GamesSoftware Sector, Report preparedby SpectrumStrategy Consultants,
September2002
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scriptwritersandactors.Theindustryis alsosupportedby alargenumberof ancillary
servicesupportcompaniessuchasanimation,specialeffects,soundetc

Publisher:Commissiongametitles either from independentstudios or throughtheir
own in-house facility. The publisher may also invest in original IP based on a
prototypepresentedby a developer.Currently,for an Australiandeveloperto produce
an original prototypewhich is of a high enoughquality for a publisherto consider
requiresan investmentofanywherebetween$A500000 — 1 million

Distributor: Intermediariesbetweenpublishersand retailers.Most publishershave
bothfunctions.

Retailer: Retail storesarethe most commonchannelfor gamesales.Thereis some
discussionof online retail anddeliveryof gamesbut physicaldelivery of productis
expectedto bemostcommonform ofdeliveryfor theforeseeablefuture

Consumer: Gamepurchaserandplayer.Becomingincreasinglymorediscerningwith
respectto high qualityproductandinteractiveexperience

UserPlatform: Gamesarenow playedon a varietyofplatforms:PC, console,mobile
phones,internetandiTV. However,theprimarymarketsareconsoleandPCgames

Console Manufacturer: Produceconsolehardware;heavily subsidisethe cost of
consolebut chargea licence fee for eachunit of softwaresold. Generally,console
hardwareis a loss leaderand the manufacturersinvest heavily on averageevery 5
years to promote new console platforms eg Sony PS2, Microsoft X-Box.
Manufacturerscontrolaccessto the consolecloselythroughlicensingdevelopersand
accessto developmenttools, approvaloftitles atconceptandmanufacturingstageand
controlofthemanufacturingprocess

Middleware and servicecompanies: Providesoftwareproductand tools for game
development.

3. ECONOMIC, CULTURAL AND SOCIAL BENEFITS

Theelectronicgameindustryis a significantcontributorto theAustralianeconomy.It
is also part of a larger global entertainmentindustry (now bigger than film) and a
major export industry. The game industry is also a significant part of the ‘new
economy’ and our skills are internationally a measureof successin that new
economy.

Theeconomicbenefitsandcontributionto the local economywereoutlinedearlier.In
termsofculturalandsocialbenefits,it shouldbe recognisedthat Australiansarehuge
consumersof entertainmentmedia, including electronicgames.With a reputationas
early adopters,the domesticmarket providesa significant test-bedopportunity for
international game vendors. The issue for game developersthough is that the
domestic market will never support a viable developmentindustry; the cost of
productioncannotberecoupedlocally.
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We have a local industry that is producingworld class titles for an international
market.Thereis scopeto developalot moreproductlocally thusprovidingrealcareer
opportunitiesfor youngpeopleplus significantly increaselocal productdevelopment
for export.

The export earningsof the industry, at $AlOO million per annum and growing
exponentially, are significant particularly compared with other software and
entertainmentsectors.Industryprojectionsindicatethat exportdollars,numberofjobs
and investmentflow into Australia will continue to grow as the global market
expands.It wouldbeexpectedthatin 3-5 yearsthe local industrywouldgrow with an
exportvalue increasefrom $A100million to $500million in 2005 and$A1 billion in
2010; doubling of jobs locally to 2000 full time staff within five years; industry
profitsof 15-20percent;mix ofservicesat 95 percentandown IF salesof 5 percent.
With Governmentsupportthis growthcouldbemuchgreater.Thisparticularlyrelates
to owning ourown IP whichwill beminimal unlessweinvestheavilynow.

4. OPPORTUNITIES FOR GROWTH

The following summarisesthe GDAA’ s analysis of the local industry’s current
strengthsandwhereourkey opportunitiesfor future growthare:

5. BARRIERS TO GROWTH

However, thereare somesignificant impedimentsto future growth. The following
summarisestheindustry’sweaknessesandkeythreats:
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STRENGTHS OPPORTUNITIES
• Australiais viewedas ‘fresh’ with great

creativetalent
• Low productioncosts
• Currentvalueof dollar/favourableexchange

ratelowerslabourcosts
• Industrycomprisesalmostentirelynew

companiesgrowingfast
• Skills base(rangeof skills available,

multicultural, multilingual)
• Growingdemandin Asianregion,

particularlyKorea,favoursAustralian
developerswho areseenas ableto produce
for thosemarkets;compatibilityof time-zone

• Our trackrecordin producingsuccessful
games,someof which havewon export
awards;brandawarenessoffshore

• Somelargeplayershavebroadband
infrastructurein placeenablingefficienciesin
datatransferoffshore

• Time differencesbetweenUS andAustralia
allowsgamedevelopment24 hoursperday

• Englishspeakingwithculturallinks to
principalmarkets

• Windowof opportunityto grablargerslice of
rapidly growingglobalmarket

• Australiancompanieshavea trackrecord
which canbe leveraged

• Potentialgrowthof exportmarketfor locally
producedgames

• Growthin globaldemandfor gameproduct,
includingemergingAsianmarket

• Somenichemarketopportunitieseg
conversionwork egfrom PS2to GameCube

• Someopportunityfor wirelessgame
developmentfor smallercompaniesas entry
costsarelower

• Technologicalinnovationasalready
demonstratedthroughcompaniessuchas
Micro Forte,RatbagandAuran

• Leveragerelationshipswith industrysectors
withrelatedinterestsegfilm, animationetc

• Strongnetworksandcommitmentto grow
local industryamongstlocal game
developmentcommunity

• Establishedalliances/relationshipswith key
educationalinstitutions



WEAKNESSES THREATS

6. INFRASTRUCTURE NEEDS

The industry’s primary focus at the current time is attracting investmentthrough
increased deal flow from offshore, raising awarenessamongst local investors,
particularlyin relationto capital-raisingand addressingour skills andtraining issues.
With regardto infrastructurerequirements,thereis interestin securingmoreeffective
pricingarrangementsfor reliablebroadbandserviceswhich is outlinedbelow.

Broadband Accessand Pricing Arrangements

TheGDAA hasnot examinedin anydetaildemandaggregationmodels.FIBRE (Film
Industry BroadbandResourcesEnterprise)hasinvited gamecompaniesto consider
leveragingthedealtheynegotiatedwith UEComon behalfof the film industry.The
Queenslandgameclusterhasidentified accessto and pricing of broadbandas a key
strategicissue.To date,FIBRE hasmet with the Queenslandclusterwith a view to
pursuingthis further.It hasalsoindicatedinterestin meetingwith companiesin other
stateswhichwill be arranged.

Both the Victorian and QueenslandGovernmentshave indicated support for
examiningbroadbandaccessissuesfor thegameindustrywith aview to findingways
to enablebulk discount.From an industryperspective,any initiative that reducesthe
costofentryanddeliversareliable,fastserviceis highly desirable.

Increasingly, local companiesare sendinglarge data files to the US during the
developmentphase(18 monthsto 2 years). This demandwill grow as companies
securelarger scaleprojects.The key issueis i) cost, any reductionmakesus more
competitive,andii) reliability ascompaniescannotafford downtime.

GAME DEVELOPERS’ ASSOCIATION OF AUSTRALIA 11
SUBMISSION TO HOUSE OF REPRESENTATIVES INQUIRY
JUNE 2003

• Lackofunderstandingof our industry
amongstinvestmentcommunity

• Dominanceof overseasbasedpublishersand
distributorswho compriseindustry’skey
market

• Lack of alternatefundingmechanisms
• Smalldomesticmarket
• Higherwagecostscomparedwith Asia-

Pacific counterparts
• Costof show-casinglocal productat

internationaltradefairs andmissions
• Needfor businessdevelopmentassistancefor

emergingcompanies
• Costof, andaccessto, bandwidth
• Limited links to otherlocally basedindustries

with relatedinterests(eg film)
• Start-upsoftenunableto protecttheir IP

adequately
• Skills issues:skills gapin manyareas,costof

training graduatesadequately;training lags
behindindustry;internalprojectmanagement
processesinadequate;accessto R&D

• Industryconsolidationwhich posesa major
threatto smallercompaniesas the numberof
dealsis reduced,with largerbudgets
requiringcritical masswithin local
companies

• ExtensiveGovernmentsupportandfunding
programsfor our competitors

• Lowerrelativeexchangerateto $UScould
leadto structuralinefficienciesin local
companies

• Gameclustersin othercountrieseg Scotland,
Canada,Korea

• Emergingthreatfromlow costEastern
Europeandevelopers

• Lackof industryscaleandits impac.ton
retainingskilled talent;brain-drainoverseas

• Contractorsareworking for ratesequivalent
to salaries,leavingthemvulnerablein
downturnperiods

• High costof protectingIP meanssomestart-
upsareunableto protecttheirproduct



7. SKILL REQUIREMENTS

Australiahas producedtalent in key areasrelevantto gamedevelopmentsuchas
technologyand art and design.However,thereis a real concernamongstdevelopers
aboutthe increasinglackof skills acrosstherangeof roles: designers,programmers,
producersetcto supportindustrygrowth. Theindustryhasaskills gapplus anurgent
needto bolsterthe skills of graduates.Theothercritical issueis lackofbusinessand
projectmanagementskills amongststar-upsandnewentrantsto the industry.

At thesametime,thereis also confusionin educationalinstitutionsregardingrelevant
skills for the gameindustry. The last two years have seena huge increasein the
numberof training institutionsoffering courseswith the words ‘electronic games’in
the title. This reflects the growing awarenessof the size and rapid growth of the
industryand arise in demandfrom studentsbut doesnot necessarilyencompassany
realknowledgeofthe skills or entry level trainingrequiredby industry. It is alsothe
casethat students,careercounsellorsandparentsareoftennot well enoughinformed
to makeappropriatedecisions.

Many graduatesare, therefore,being poorly preparedfor employment through
inadequatelengthof training, inappropriatecurricula and lack of expertisein course
delivery. Many courses,for example,pay little attention to the generic skills of
communication,teamworkandtime managementconsistentlyidentifiedasimportant
by developers.

This needsto be seenin a contextwheredevelopersareunder increasingpressure
from publishersto raisethe bar for entry level employmentandwherethe rangeof
skills involved in gameproductionis constantlyevolvingandchanging.In anindustry
that is changing,that requiressucha rangeof skill setsandthat is led by production
basedproblem solving and R&D, it is vital that educatorsproviding employment
pathwaysare closely connectedto industry. A national accreditationsystemcould
facilitateintegrativeinvolvementbetweentraining andreputableindustryparticipants
with productionknowledgeandexperience.This is discussedfurtherin section9.3.

The industry is now doing more to work with the educationsector to ensurewe
develop and maintain our talented people and the GDAA hosted an
Education/IndustryRoundtablein Queenslandearlier this year in order to openthe
dialogue.

7.1 Skills Gap

Currentlydevelopersmeettheirskill requirementsthroughahybrid of local talentand
importedtalent from offshore.As the size and scaleof projectsgrows, so will the
demandfor people.By way of example,three years ago a project team on average
comprised10 people,5 programmersand5 designers,ie 1:1 ratio.Today,that ratio is
2 artiststo everyprogrammerandin threeyearstime, weexpectthatratio to be 3:1 at
the sametime asaverageteamsizes grow from 10-15 to 50 plus. In Australiawe
alreadyhave,in somestudios,teamsof 30 plus staffworking on oneproject.
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Theothercritical factoris experience.Companiesrequireexperiencedstaffwith 3-5
yearsexperience.This marketis currentlylimited locallybutwill growastheindustry
growsandstudioswill in thefuturehavea greatercapacityto employmoregraduates
if theyaregrowingtheirbusinessoverall. In theshort term,it will still benecessaryto
import skills to meetcurrentrequirements.However,in the longerterm we needto
ensurewehavea pipelineoftalentgraduatingplus retainthetalentwehave.In order
to attracttalent, in particularex-pats,it is critical that the industrycontinuesto grow
critical massconsummatewith global demands.

It also needsto be notedthat thereis a real opportunityto more fully leverageour
ancillary servicesectors.For example,asgamesbecomemore complexthereis an
increasingdemandfor art resourcesincluding animation,post and renderedoutput.
The growing skills transferbetweengamesand the film industry needsto be more
activelyencouraged.

7.2 Businessand Project ManagementSkills

Existing companiesneedto review currentproject/productionmanagementsystems
and practicesto ensurethat whenwe are successfulin securingmorebusiness,we
havethe capability to deliver high quality product. This is particularlyrelevant for
companiesthat aregrowingrapidly.

Start-up companies require assistancein businessdevelopmentskills: contract
negotiation, capital raising, IP arrangements,and other relatedbusinesspractices.
While many State governmentsprovide businessdevelopmentassistance,this is
generallynot targetedto gamerelatedcompanieswhich havespecific requirements.
Thereis anurgentneedfor targetedbusinessskills programs,includingmentoring,for
thesesmallercompanies.

8. LINKAGES BETWEENSECTORS

Therearesignificant linkagesbetweenthe gameindustry and servicesectorswhich
support local development.In particular,the industryhas links with the film (post),
animationand specialeffects’ sectors.Theselinkagescontinueto grow and we are
seeingmuchmoremovementbetweenthe sectorsthaneverbefore(for example,staff
movingbetweenanimationand gamestudios).In termsof skills transfer,wewould
expectthis to continueand areactivelylooking to assistthis development.Given the
skills’ requirementsgoing forward, this will be imperativeparticularly on the art
resourcesside.

The GDAA has co-hosted a number of events promoting these linkages, in
conjunctionwith Multimedia Victoria, the MelbourneCity Council, the Information
IndustriesBureau,BrisbaneCity Council andothers.

It hasalsoestablisheda Government/IndustryRoundtablewhichmeetsperiodicallyto
work on strategicpriorities. It is anticipatedthat bothskills andtraining andgrowing
theservicesectorswill form partofthat agenda.

Thereis also an increasedfocusin theFilm Commissionson multi-platformproduct
and the synergiesbetweenentertainmentsectorseg X/MedialLab (New South Wales
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Film and Television Office), Cross-Roads(South Australian Film Commission),
Digital MediaFund(Film Victoria) support for gameconcept/prototypedevelopment
andso on.

In theUS, therelationshipbetweenthevariousentertainmentsectors,particularlyfilm
andgames,is muchstrongerandtheindustryis drivenby ‘franchise’ productie film,
game, merchandising,music CD, books, comics etc all packagedtogether. In
Australia,thereis currently limited ‘franchise’ propertypotentialplus thereis a need
for the sectors to better understandthe respectivebusinessmodels and synergies
between them. The GDAA is investing considerabletime in establishingthese
relationshipsandeducatingothersectorson how the gameindustryworks aspartof
theprocess.

Our view is that asthe entertainmentsectorgrows globally, our local industrieswill
needto beableto bothdeveloporiginal IF with franchiseopportunityanddeliverhigh
end gameproducton a fee for servicebasisaspart of global franchiseproperties.
Recentexamplesof thesetypesof propertiesinclude TheMatrix: Reloadedand The
Lord oftheRings.In a futurescenario,weseeno reasonwhyAustraliacan’tproduce
The Matrix film, game, website etc. We have the skills, talent and technical
capability.

It is also ourview that over time astheentertainmentindustry continuesto converge,
traditional fundingmodelsandstructureswill needto changeto reflectglobal trends.
Whatweknow asFilm Commissionstodaywill becomeEntertainmentbodiesin the
future. While the shapeandform of thesewill evolveaswe go forward, thereis no
questionthat the future of the entertainmentsector locally dependson this major
paradigmshift at all levels: Government,industry,the educationand training sector,
and the broadercommunity, alreadya large, hungry consumerof entertainment
product and increasingly demanding more dynamic and diverse interactive
experiences.

9. LEVERAGING FUTURE GROWTH TO MAXIMISE EXPORTS

The GDAA believesthat thereis a real opportunityto aggressivelygrow the local
electronicgameindustry.This growthwould benefit our local developersplus have
direct flow-on effectsto ancillaryservicesectorssuchas film, animationand special
effectsandtheeconomymorebroadly.

However,in orderto leveragethis growththeindustryrequiressomeassistance.The
industryis at a crossroadsandit is imperativethat we takeactionnow if wewant to
bein thegamein two yearstime.

Many of our competitors already receive significant Governmentsupport and
incentives.For example,therearea numberof fundingmodelsoverseasthat support
investment in game development eg Fund4Games(UK), Interactive Finance
(Belgium/France),and CapitalEntertainmentGroup (US). In Canada,significanttax
incentivesareprovidedto localdevelopersin termsoftax creditsfor up to 50 percent
of labourcostsfor gamedevelopment.Thesefunding modelsandtax incentivesgive
our competitorsa major advantageand a totally unlevelplaying field on which our
Australiandevelopershaveto compete.
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The following summariseskey ways in which the FederalGovernmentcan assistin
this growth. TheGDAA seeksto work with Governmentto facilitaterapidgrowthat a
time whenglobal marketdevelopmentssuggesttimeis shortandtheopportunitycost
enormousif wefail to actquickly.

Rightnow, theindustryhasthreestrategicpriorities:

• Attract Investment

• RaiseProfile (locally and offshore)

• Attract and Maintain Skills Base

How Federal Government Can Assistthe GameIndustry

9.1 Investment

All othercontentindustriesreceivea level of Governmentassistancefor investment,
culturalsupport,marketingandtraining. Thegamedevelopmentindustrydoesnot.

Thecurrentlack of profile and understandingof the gameindustry locally presents
major barriersfor companies,particularly those involved in capital-raising.At the
sametime, the global industry is rationalisingwith the numberof overall projects
declining while budgets increase significantly. The impact of this is smaller
companiesare finding it hard to competewhile our more establishedcompanies
requiresupportto growto thenext level in orderto continuecompetingeffectively.

We are also enteringa transitionphaseaspublisherspreparefor the introductionof
the SonyPlayStation3. In this environment,over thenext 18 monthsto two years,it
will be difficult to securenew IP dealswithout majorinvestment.Thekey issuefor
the Australianindustry will be its ability to grow and competeas a global player
versusbecomingaminornicheplayer.

The GDAA is currently preparinga BusinessCase for an Industry Investment
Strategy.The Businesscasewill make the casefor macromarket failure and scope
investment/fundingrequirementsandpossiblemodels for Governmentconsideration.
However,basedon our preliminary analysis, the GDAA’s recommendationsfor
facilitatinginvestmentin the gameindustryareoutlinedbelow.

TheFederalGovernmentshould:

ASSISTINVESTMENT IN THE LOCAL GAME INDUSTRY

i) Establish an Equity InvestmentVehicle for gamedevelopmentie FFC
model:
Examineextending/establishingasimilarmodel to thatavailableto thefilm
industrywherelocal developerscanaccessinvestmentandretainpartial
ownershipofIP inAustralia.This funding vehiclemayhavetwo
components:
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i) conceptandprototypedevelopment,and
ii) developmentfundingfor gameproductdevelopedby localdevelopers

ii) ExtendDiv 1OBA to apply to electronic games
• Definition of ‘Australian film’ to be amendedto include a computer

program as definedin the CopyrightAct so long as it permits the
reproductionof a dramaticwork etc asrequiredfor an eligible film

• In all otherrespectstherequirementsofDiv 1 OBA to applyexceptthat
the definition of exhibition will need to comprehendthe use of
softwarereproductionhardwaresuchasPCsandgameconsoles(Sony
Playstation,X-Box, GameCube,Nintendoetc)

• Theregulationsandguidelineswill needto dealwith thefinerpointsof
definition of what constitutesa completegameas they do for short
films, TV etc

Rationale
• There is no practicaldistinctiontodaybetweenfilm and software.

Many films such as Titanic, Star Wars, The Matrix etc are
substantiallymade‘inside’ acomputerandfilms are edited,sound
mixed, special effected and projected by means of computer
software.Therehasbeensubstantialconvergencebetweenthetwo
media

• Thecreativeendeavourbehindfilm andelectronicgamesis similar
and if one is worthy of encouragementby Governmentsubsidy
there is no logical reason why the other is not also

• Like film, electronic gamesare intensive employersof skilled
personnelwho are tax- payers. Most of a game development
budgetis wages

• Gamesare geographicallynon-specific ie they can be made in
regionalandrural Australia-andoftenare

• Gamesconstituteamajorexport earnerwhich is environmentally
clean,up-skills thework forceandequipsAustraliansfor awider
rangeofsoftwaredevelopmentroles

• Games as an industry now dwarf the film industry and are
ubiquitous, culturally non-specific in most casesand create for
Australia an image of software ‘savvy’ and technical
sophistication.Just as film hasprojectedAustralianskills to the
world, socanelectronicgames.

iii) lOB: currently appliesto games.The key issuefor potential investorsis
the write-down periodof two yearswheninvestors/industryrequire the
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deductionin year one to make it worthwhile. Typically, gamestaketwo
yearsto develop.Given that the shelflife of a gameis aboutsix months
from release,thetax deductiongoesonafterthe incomehasbeenreceived
andthe tax hasbeenpaidie the incentiveis minimal. For an investor,the
deductionshould apply at the time of investmentprovidedthe gameis
completedin theensuingtwo years,asfor 1 OBA.

ASSIST MARKETING AND PROMOTION

iv) Establish an AusGamesoffice in the US:
Createa positionin LA co-locatedwith AusFilm to attractgameprojects
to Australia. Thepersonappointedwould needto comefrom industry,be
well connectedand an effective deal chaser. The person could be
employedby Austradeand locatedin the US; fixed-term contract for 3
years.Preliminarydiscussionswith AusFilm indicatethis is feasible

ASSIST CREATIVE CONTENT DEVELOPMENT

v) Extend the Digital Content Mechanism currently managed by the
Australian Film Commission with a specific allocation for games.
Governmentcurrently supportsgrowth of digital content through the
AustralianFilm Commissionand via Statesupport eg Film Victoria and
South AustralianFilm Commission.Thereis a real opportunityto extend
thesefacilities to thegameindustry.

• There is an opportunity to have a specific game category and budget
allocationfor gamecontentdevelopmentwith the focuson prototypeand
earlystageprojectfunding(eg newprojects/start-ups)

• It shouldbenotedthat aminimuminvestmentfor aprototypegamewhich
canbeput in front ofapublisher/investoris oftheorder$A500 — 1 million

• This fundingmechanismwould supportestablishedgamestudiosthat have
the capability to producelocally developedand owned titles (for eg,
Krome Studios which produced‘Ty the TasmanianTiger’ for Electronic
Arts; all IF developedand ownedby Krome) and emergingcompanies
with conceptswith realmarketpotential

ASSIST TECHNOLOGY DEVELOPMENT

vi) R&D Start Grant: Gamesshouldbe an identifiedcategory.Membersof
the GDAA conductinnovativesoftwaredevelopmentaspart of the new
media industry and this should be recognised.Applications from game
developers to the Program should be considered in this light

vii) R&D deductionsgenerally should be extended to the whole game
softwaredevelopmentprocess.
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9.2 Raising Profile

9.2.1 Global Profile Raising
At the GDAA Government/IndustryRoundtablehostedin December2002, it was
agreed that there was a strong need for a co-ordinatedpresenceat two major
conferencesheld in theUS everyyear:

TheGameDevelopers’Conference(GDC) held in SanJoseeveryMarch. This is the
conferencefor gamedevelopers.Statistically, more deals are done at GDC, even
thoughpublishershavea largerpresenceat E3. Gamecompaniestypically getmore
time with publishersat GDC and accessto them is easierasall eventsarehostedon
site.

ElectronicEntertainmentExpo(E3) heldin LA everyMay. This is the largesttrade
show and expo for the gameindustry and attractsall the major players.This year,
over 30 Australian companiesparticipated in the TechnologyAustralia: Games
Downunderpavilion in South Hall, the main exhibitors’ space. This was made
possiblethroughcross-Governmentsupport facilitatedby the GDAA. It is critical that
Australiacontinuesto build its presenceattheseshows.

TheFederalGovernmentshouldcommit for threeyearsto:

ASSISTPROFILE RAISING AND INDUSTRY DEVELOPMENT

i) SupportanAustralianpresenceat the Annual GameDevelopers’Conference
held in SanJose,UnitedStateseveryMarch. Specifically, it shouldsponsora
private invitation-only networkingevent, targeting 120 key industry players
and deal makers plus media, in order to promote the Australian game
industry’sstrengths

ii) Increasethe amountofFederalsupportprovidedfor theAustralianindustryto
increaseits presenceatE3 in 2004onwards.

Roadshow/IndustryEvent

iii) The FederalGovernmentshould supportbringing US basedpublishersand
keyindustryplayersto Australiato visit local studios.This couldbedonewith
theassistanceof InvestAustraliaandAustrade

iv) This might also involve Government sponsoringa major Roadshow or
Australianevent for publishersand investorsto raiseprofile and showcase
capability. This could be part of the annualAustralianGame Developers’
Conferenceorstagedasaseparateevent.

9.2.2 Local Industry Development

The following initiatives would contributesignificantly to supportinglocal industry
growth:
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Establish Industry Database

i) Support establishmentand maintenanceof an IndustryDatabasethat provides
informationon:
• majorgamepublishersandcontactdetails(locally andglobally)
• majordistributorsandcontactdetails(locallyandglobally)
• key industryrecruiters(locally andglobally)
• local gamedevelopmentandservicesectorcompaniesin the gameindustry.

This databasecould be establishedand managedby the GDAA and would be
available to the local game developmentindustry (including service companies),
Government,andeducationalinstitutions.This databasewouldbe particularlyuseful
for new entrantsto the industry looking for contacts,establishedcompanieswanting
to keep up with changesacrossthe value chain and accesscurrent recruitment
support, and Governmentand educational institutions wanting to track industry
profile.

Market Intelligence

ii) Provide funding support to the GDAA so it can collect and provide to
industry,Governmentandeducationalinstitutionsmarketresearchanddataon
market trends/figures,evolving businessmodels, sales figures and dataon
publishers,andotherrelevantmarketinformation.

9.3 Skills and Training

FederalGovernmentshouldsupportthe following initiatives:

ASSISTSKILLS AND TRAINING INITIATIVES

i) Establish a national accreditation systemfor gamedevelopmenteducation
and training that embracestraining embodiedin Training Packagesbut also
endorsesHigher Education qualifications. This accreditation could be
deliveredby a National Skills Council similar to theUK model. The Council
would comprise industry leaderswith advisors from both VET and higher
education.An effectiveCouncil couldalsofocuson incubatoractivity asakey
componentof growing the industry as well as creatingavenuesfor both
trainedandexperiencedpersonnel

ii) Support preparation of GameIndustry Career Pathways Information Kit
and Guidelines that could be provided on GDAA websiteand askits for
schools.This would includevocationalpathwaysfor girls

iii) Support establishmentof ‘Internship Program’ in local companies

iv) Support targeted businessdevelopment skill seminars for start-ups and
growing companies (eg contractnegotiation, employmentissues,effective
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project managementetc).Thesewould include targetedseminars/workshops
for gamecompanieswith industryspecialistsproviding assistance

v) Support establishment of a Mentoring Scheme for start-up and small
companies.This would include experiencedindustry seniormanagementand
externalexpertsin identifiedareassuchas legal, finance andmarketing.The
Skills Councilcould supportthis activity also.

10. CONTACT

Thekeycontactpersonfor thissubmissionand any furtherqueriesis:
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Evelyn Richardson
ExecutiveDirector, GDAA
Ph 03) 98670707 0407303 646
eve1ynrichardson(à~gdaa.com.au
www.gdaa.com.au
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The Australian electronic game industry has the opportunity to seize a much
larger slice of the global pie, securing its role in the global market place and
ensuring future industry growth that will benefit Australia economically and
culturally.


