
Opening Remarks
IF YOU ARE READING THIS, WE WELCOME YOU TO THE FIRST ISSUE
OF OUR TECHNOLOGY & EMERGING MARKETS SERIES, WHICH WE
INTEND TO COVER THE LATEST AND HOTTEST TOPICS INCLUDING
THE METAVERSE, NFTS, CRYPTOCURRENCIES AND THE LIKES. 

MORE IMPORTANTLY, WE WILL BE PROVIDING OUR PROFESSIONAL
INSIGHTS ON VALUATION IN RELATION CAPITAL MARKET
TRANSACTIONS. WITHOUT FURTHER ADO, LET'S DIVE IN!



The whole idea of “metaverse” has nothing short of a global phenomenon, with keywords
like NFTs, cryptocurrencies, blockchain gaming, VR/AR/MR/XR attaining all-time highs on
Google search trends over the past year or so. No one in their wildest dream, including
author Neal Stephenson who coined the term “metaverse” in his 1992 science-fiction novel
“Snow Crash”, has predicted metaverse’s meteoric rise. Let alone the valuation of its global
market, which is projected to reach trillions of USD before the end of the decade. 

According to Fortune Business Insights, the forecasted global metaverse market is
projected to break the USD 100 billion mark by the end of 2022, and further skyrocket to
USD 1,528 billion by 2029, at a CAGR of 48%. Compared to a recent valuation of the
metaverse market worldwide of USD 64 billion in 2021, which in hindsight seems like an
extreme undervaluation. While the global economy continues to be impacted by the
COVID-19 pandemic, the metaverse market has been quite the opposite. It is estimated
that by the end of 2022, about 1.1 billion people will be using mobile augmented reality
devices, which enable them to the take part in the metaverse arena.

Jumping Into the Metaverse 

Figure 1 – Valuation of Global Metaverse Market for 2021, 2022, and 2029
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Source: Fortune Business Insights



 

In a nutshell, we can understand the metaverse as a
3-D version of the internet, where our daily
activities, including business functions and social
events could be done in the virtual alternate world.
As we migrate from the current Web 2.0 to Web 3.0,
the entire network will be decentralized with users
taking ownership of creating, managing and
monetizing their own virtual assets, through
blockchain network as the underlying
infrastructure. On top of this layer, digital assets
such as NFTs and cryptocurrencies are created as
part of the metaverse ecosystem, which in turn
require the hardware support including graphic
cards, chips and VR/AR/MR/XR equipment, to
complete the picture. 

To put things in perspective, Facebook has been in
the forefront of this field, not only have they spent
a good fortune in acquiring metaverse-related
companies such as Oculus (VR/AR equipment
provider), they have even changed their company
name to Meta, demonstrating metaverse is more
than a one-hit wonder and is primed to change the
way we live our lives.

What is Metaverse?
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Figure 2 – Metaverse Mapping

Source: v6.1 Nov 2021 – Building the Metaverse by John Radoff
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The entire metaverse value chain, as illustrated in the above figure, can be broken down
into the underlying infrastructure at the bottom, to the user experience subsegment, which
top and most visible layer to the general public. For starters, one can accurately conclude
that gaming was and is a precursor to the metaverse, proofing the metaverse concept as a
viable one and paving ways for other subsectors into the field. Video games such as
Fortnite (owned by Epic Games) have ideally set up worlds where characters exist and can
take various actions within those worlds under the control of the gamer. 

The role of gaming as one of the key drivers of metaverse is exemplified in the plays made
by big tech companies, with Microsoft’s high-profile acquisition of Activision Blizzard, a
leading game developer (think Call of Duty and Hearthstone). Not to be outdone, Sony also
announced several acquisitions of game companies, including Epic Games and Bungie.
Graphic card leader Nvidia have also joined the race by launching their own metaverse
platform called Nvidia Metaverse, an open platform allowing users to collaborate and
create metaverse content via their suite of 3D developer tools.

Gaming - A Door to the Metaverse

Table 1 – List of Recent Transactions in the Gaming Industry

Source: Bloomberg
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Play-to-earn: one of the hottest subsectors of gaming, players can actually earn
cryptocurrencies or other digital assets (treasures, as some would call it), and
potentially sell it in secondary markets for monetary gains

Games-as-platforms: players would be able to create their own content and utilize the
gaming platform for other social activities

Portable game assets: one of the key growth drivers would be the interoperability of
game assets such as weapons or avatar, allowing players to transfer them between
different games

Mixed reality experience: needless to say, gaming in metaverse would eventually
migrate to a full-fledged VR and even XR environment with the ascend of supporting
hardware

Cybersecurity: the protection of ownership, player assets and contents would be key to
the sector’s long-term growth

Technically speaking, metaverse-ready games should have equipped with the following
functionalities / characteristics:

Metaverse Gaming Features

Some of the more popular metaverse games are:
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With advancements in virtual reality, augmented reality,
mixed reality and extended reality gaming continues to
push the boundary and blur the differences between the real
and virtual worlds – allowing the metaverse to become our
secondary virtual world where its participants can
technically not just do what they do in the actual world, but
those they never dreamed of being able to do as well!

According to ARK Invest, the gaming market revenue
worldwide would jump to USD 365 billion in 2025, from only
USD 175 billion in 2020, with an implied CAGR of 16%.
Notice that the in-game spend is forecasted to increase even
more drastically, but premium spend on games actually
dropped. This would affect the valuation of the gaming
companies and their games when the future business model
is changed, especially when discounted cash flow model is
adopted. The potential in AR and VR market is even more
exaggerated, with a 59% CAGR of revenue from 2020 to
2025, almost a ten-fold from approximately USD 3 billion to
USD 28 billion in the same period.

Will AR/VR/MR/XR be the
Next Battleground for
Gaming?

Figure 3 – Global Market Size of Gaming and AR & VR

Source: ARK Invest



 

When we try to value gaming companies, we examine a number of key value drivers,
including revenue, net profit, and earnings before interests, taxes, depreciation and
amortization (EBITDA).

P/E (price-to-earnings) and P/S (price-to-sales) multiples are typical multiple metrics
applied, but there are more to it. P/E multiple could reflect the profitability to the target
company, when it can generate consistent and stable net profit. On the other hand, P/S
multiple is a good ratio to reflect the revenue generated and the market share of the target
company. Especially for those gaming companies in developing stage, P/E ratio is not
applicable when the target company has yet to generate profit.

The net profit on financial statements is obtained by subtracting cost of goods sold,
financing cost, taxes, depreciation, and amortization from revenue generated. However,
our focus should be on the cash generated from the target company, not non-cash items
like depreciation and amortization (except for the tax difference). When we are analysing a
company, the value for owners of all kinds of securities shall be considered, including
equity and debt holders. The financing cost is the amount received by debtholders in
substance, which would be a good idea to include them in consideration of the performance
of the target company. From the same perspective, the book value of the debt shall be
added to the market capitalization of the target company, and subtract the cash, assuming
it could be used to pay off debt, to result in the enterprise value (EV). As a result,
EV/EBITDA is another considerable multiple for valuation of gaming companies.

To cut long story short, P/E and P/S multiples are excellent to be taken into consideration
when valuing a gaming company, yet EV/EBITDA multiple shall also be considered when we
are dealing with capital intensive target companies, especially when they are using
different depreciation methods.

Valuation Insights
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Table 2 - Valuation Multiples of Listed Gaming Companies

P/E AND P/S
MULTIPLES ARE THE
MOST POPULAR
CHOICES FOR
VALUING GAMING
COMPANIES BUT
EV/EBITDA SHOULD
ALSO BE
CONSIDERED

Source: Bloomberg, as at 13 May 2022 (TTM: Trailing Twelve Months)



 

The global capital market has been extremely bearish
over the past month or two, thanks in part to the
ongoing COVID-19 pandemic, the Russia-Ukraine war,
interest rate hikes, amongst others. The crypto, NFT
and metaverse-related sectors have also seen trillions
of value evaporated, with Bitcoin and Ethereum losing
approximately 40% and 43% of its value, respectively,
over the last month. The de-pegging of UST to US
dollars and the eventual crash of Terra’s LUNA token
have added salt to injury, shocking the entire industry
on the promising decentralized stablecoins, which
maintain their pegs through algorithms instead of
reserves of fiat and debts. We will cover more of this
in our upcoming series.

However, most listed gaming companies’ core asset
consist of non-metaverse gaming businesses IPs,
which has allowed them to fare much better than
their crypto counterparts. Their bread-and-butter
traditional gaming business lines continue to pull in
stable cash flows, and with a healthy pipeline, most
gaming stocks are shouldering the recent storm
admirably. As illustrated in the figures shown, the
weighted average trading multiples of the
aforementioned gaming companies have seen
downward adjustments by 48%, 19% and 21%,
respective, for P/S, EV/EBITDA and P/E multiples. 

Capital Markets Update
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Figure 4 - Trend of Valuation Multiples of Listed Gaming Companies (Weighted Average)

Source: Bloomberg, as at 13 May 2022



When we embark on our journey into the metaverse, gaming is just our first step. In the
upcoming series, we would focus on other layers in the metaverse as previously described,
including how NFT is playing a role in metaverse, what are the potential opportunities in
blockchain, and how valuation is carried out for the cryptocurrency market. Stay tuned. 

Up Next
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OUR TECHNOLOGY AND EMERGING INDUSTRIES TEAM IS
ONE OF THE MARKET PIONEERS IN COVERING THE
BLOCKCHAIN, CRYPTOCURRENCIES, NFT AND METAVERSE
SECTORS. OUR CLIENT BASE INCLUDES BLUE-CHIP LISTED
COMPANIES GLOBALLY, FINANCIAL INSTITUTIONS AND TECH
STARTUPS. 

IN TERMS OF GAMING, OUR EXPERTISE INCLUDES
VALUATION OF INTELLECTUAL PROPERTIES AND LICENSES OF
MOBILE GAMES FOR MERGERS AND ACQUISITION AS WELL
AS FINANCIAL REPORTING PURPOSES, ASSISTING OUR
CLIENTS IN DETERMINING THE VALUE OF THEIR CORE
ASSETS. THE MULTI-PERIOD EXCESS EARNING METHOD
(MPEEM), A VARIATION OF THE DISCOUNTED CASH FLOW
ANALYSIS IS ONE OF THE PRIME METHODOLOGIES APPLIED
FOR INTANGIBLE ASSETS INCLUDING GAMING IP AND
COPYRIGHTS.
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