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EXECUTIVE SUMMARY
COMPANY
Stainglass Llama Corporation, founded in 2006 by Ethan Casner, envisions creating massively multiplayer online role-playing games (MMORPGs) geared towards the growing science-fiction market. The company aims to meet its customers’ demands with high flexibility and strives to create a superior gaming experience with expansive worlds and customizable characters. The company’s first product, Divergence Online, specifically targets these factors. The game is currently under development with the major features already in place and approaching beta launch of its first module.
PRODUCTS
Stainglass Llama’s software titles, whether addressing the science fiction genre or the MMORPG market in general, will all have a common goal: production flexibility and user customization. The current title in progress, Divergence Online, implements the latest technologies which yield substantial benefits over competitive products as follows:
Performance Capability – Stainglass Llama utilizes the state-of-the-art Netdog engine and tailors it to the designs of the game. The game boasts of vastly superior graphics and powerful networking possibilities on a single server.
Flexibility and Speed – As a small company, Stainglass Llama has the ability to respond quickly to any problems that may arise. Also, the company will be able to implement new features in response to competition and changes in the market with relative ease and agility.
High End Customization – Divergence is unique as it gives the players the ability to create wide variety of highly customized characters. For instance, it allows close to 10,000 facial structures alone. 
User Accommodation –User feedback is taken very seriously by the team. A strong focus of the development team is to implement the user desires communicated through an online forum created specifically for this purpose. 
MARKET
MMORPGs represent the fastest growing market in the online gaming industry with a 23.4% compound annual revenue growth rate and estimated revenues of $5.728 billion by 2011
and 80 million MMORPG subscribers worldwide by 2011.
The MMORPG market is very competitive, with commercial success directly related to the degree of customer satisfaction. In order to do this, MMORPGs must innovate constantly to retain their customers.
Using assessments from the current interests in Divergence Online, the potential market size and trends, and current competition, Stainglass Llama believes it can generate $8.5 million in revenues in its first year of operation and achieve a customer base of 100,000 by 2013 in the sci-fi MMORPG genre . The table below displays the projected market share from launch in 2010 up until 2013:
Table 1: Projected Market Share
	Year
	2009
	2010
	2011
	2012
	2013

	Subscribers
	 
	 
	 
	 
	 

	Sci-fi market - Western region('000)
	532.8
	595.7
	651.2
	699.3
	740.0

	Divergence market share (%)
	0%
	4%
	8%
	11%
	14%

	Divergence subscribers ('000)
	0.0
	23.8
	52.1
	76.9
	103.6


*Western region refers to North America, South America, and Europe
PURPOSE OF FUNDING
Stainglass Llama is seeking $3.2 million in financing. The funding will enable the company to:
· Build the product quickly into the Beta stage in preparation for a commercial release
· Implement an aggressive online viral marketing campaign
· Expand into a permanent studio location 
· Shift to a healthy mix of in house and outsourced development
FINANCIALS
· Initial investment of $3.2 million with a payback period of less than two years
· Total revenues are projected to be $8.5 million in 2010 and are expected to grow to $74.3 million in 2013.
· In 2013, Subscription revenue is expected to be 20% of the total revenue while revenue from real market trade (RMT) will contribute to 80% of the total revenues of the company
· The NPV of the project for the five year tenure will be $23.07 million with an Internal Rate of Return of 114%
· The value of the company in 2013 will be $148.56 million, based on a conservative EBITDA multiple of five.
MANAGEMENT
The success of Stainglass Llama is dependent on the experience and ability of the CEO and his development team to create an innovative product and sustain the industry interest by incorporating unique features and offering a superior gaming experience. Stainglass Llama’s founder and CEO, Ethan Casner, has roughly ten years of experience in the online gaming industry. His experience includes extensive work with both simple and complex MMO architecture and a long standing symbiotic familiarity with the gaming industry. He has done notable consultative work for several major gaming companies developing MMORPGs
In his time as CEO, Ethan has managed a small team of very talented developers and designers to create Divergence. He has been very successful in the management of his business, controlling not only the operations, but also the financing aspects, utilizing his funds in a very conservative yet efficient manner. He has contributed greatly to the creation of the game, and is confident that both market share and revenue projections can be achieved in the projected time frame. 
COMPANY OVERVIEW
Stainglass Llama Corporation was founded in 2006 to fill the void of science-fiction genre massively multiplayer online role-playing games (MMORPGs). The purpose of Stainglass Llama is to develop at least three successful science-fiction MMORPG titles by:
· Creating and sustaining its own intellectual property
· Accommodating user desires through the use of open forums to allow for optimal player satisfaction
· Implementing changes to its games  in a flexible and accelerated manner
· Targeting sophisticated online players and capitalizing on all revenue streams
· Continually innovating to provide customers with a quality gaming experience
Stainglass Llama is currently in the process of developing its first MMORPG title- Divergence Online. Divergence Online is being developed with the gaming community in mind. Stainglass Llama accommodates user desires through the use of open forums on its website and integrates the most popular and requested features in its game, allowing for optimal customization. Using state-of-the-art technology, Stainglass Llama is equipping Divergence Online with superior graphics, dynamic quests, an original and captivating storyline, and a unique combat system that accommodates both hardcore and casual gamers. Stainglass Llama will maximize all revenue streams by utilizing a dual pricing system that provides both a consistent cash inflow and a large potential for profitability. Stainglass Llama plans to complete production of Divergence Online in 2009 and launch in 2010. However, in order to achieve these goals, Stainglass Llama requires $3.2 million in capital over the course of the next 1.5 years.
As the online gaming industry continues to grow rapidly each year, the demand and potential for MMORPGs has risen dramatically. The MMORPG market is the fastest growing market in the online gaming industry with a 23.4% compound annual revenue growth rate. By 2011, MMORPG market is estimated to have a total of 80 million subscribers and produce $5.728 billion in revenues
.  Since the inception of World of Warcraft, the most successful North American MMORPG, the market has been dominated by fantasy genre titles attempting to capitalize on World of Warcraft’s success. The fantasy genre market of MMORPGs, however, is steadily approaching the point of saturation. Science-fiction MMORPGs, on the other hand, have the potential to expand and gain significantly more market share. 
Stainglass Llama strives to create the most successful science-fiction MMORPG and attain 14 percent of the science-fiction MMORPG market in the Western world by 2013. With the success of its titles, Stainglass Llama seeks to establish a loyal customer base of 100,000 subscribers. Stainglass Llama aims to achieve $8.5 million in revenues in the first year of its initial game launch and expects revenues to increase to $74 million by 2013. During its first few years of operation, Stainglass Llama will target only North America, South America, and European markets. After cash flows are secured, Stainglass Llama will also pursue Asian-Pacific markets. 
Stainglass Llama has established strong ties with industry giants such as Bioware and Funcom. Stainglass Llama has already developed a potential customer base and strong ties to the gaming community to facilitate the launch of its titles. Divergence-Online.com, a website detailing the progress of the game with forums for feedback, is funded entirely by fans. 
Stainglass Llama is run by CEO and Project Manager Ethan Casner who has 100% ownership of the company. Stainglass Llama currently has 20 employees ranging from programmers to artists. Stainglass Llama’s philosophy encompasses constant innovation, high quality, and customer satisfaction. 
PRODUCTS
DIVERGENCE ONLINE
Stainglass Llama’s first product, Divergence Online, is an MMORPG that utilizes state-of-the-art technology for a superior gaming experience. With an experienced team that boasts extensive knowledge of both technical and industry issues, Stainglass Llama is developing a game that is technically superior to any sci-fi MMORPG currently in existence.
Divergence boasts an expansive world size with a total land area greater than that of World of Warcraft’s and greater player interactions than other current MMORPGs. Divergence allows for both Player versus Environment (PvE) and Player versus Player (PvP) interaction systems to appeal to casual and hardcore gamers respectively. However, because hardcore gamers are more loyal customers, Divergence will incorporate more PvP elements to ensure customer loyalty.
One of Divergence’s strongest selling points is its high end graphics system. By utilizing a brand-new state-of-the-art graphics engine, Divergence has incredibly detailed graphics that outmatch most if not all MMORPGs in the market. The game boasts powerful networking capabilities and is able to support over 4,000 players in a single server.
Divergence is uniquely designed to ensure optimal customizability. By accommodating user preferences, Divergence includes highly customizable characters where every player can have 10,000 facial features to choose from. Allowing for distinguished character design caters to the current market trend for increased customization within the game. Furthermore, Divergence utilizes Real Money Trade or RMT- a recent and successful new method of capturing revenue through the purchase of virtual items, real estate, and currency.
Stainglass Llama has developed a unique and original storyline to accompany the game. Stainglass Llama owns this intellectual property and as a result, can implement changes to the game with great flexibility.
In order to prevent hackers and future bugs, Divergence has been created using software with the least amount of loopholes. Large and important in-game items are generated by the server, and will never be stored in RAM. This will ensure that cheating is nearly impossible, as the information will never be stored in any singular player’s computer, but only through the server. Another preventive measure included in the game is the use of redundancy checks and constant hack prevention lookouts designed into the system. Although it is impossible to anticipate all future problems, the risk is reduced to a minimum due to the foresight of the development team and the incorporation of the latest technology.
The product will be free for download, with monthly subscriptions required to play at $14.95 a month. An alternate method of payment will be through Real Money Trading (RMT), where the consumer can use real money to buy things in game.
FUTURE PRODUCTS
Stainglass Llama intents to launch Divergence in 2010 and the next game, Convergence, in a few years after Divergence is firmly in place in the market. With that in mind, basic plans and designs have been brainstormed by Ethan and his team for Convergence, given that the initial product is successful. 
The game will follow on the success of Divergence, and will build upon all the features of the previous game, including an expansive world, highly customizable characters, and a very flexible, user friendly product.
THE MARKET
INDUSTRY ANAYLSIS
MMORPGs represent the fastest growing market in the online gaming industry with a 23.4% compound annual revenue growth rate and estimated revenues of $5.728 billion in 2011
. The potential for a new MMORPG to enter the market and capitalize on the growing profitability is tremendous. At the end of 2006, there were 30 million MMORPG subscribers worldwide. By 2011, there will be an estimated 80 million MMORPG subscribers worldwide. The popularity of MMORPGs has risen dramatically over the course of five short years. Although the majority of sales (in numbers) have been from the Asia-Pacific region, the per-user contribution (in dollar terms) has been much higher from the Western region comprised of North America, South America, and Europe.
Graph 1 below shows historical subscription revenue for the past 7 years and forecasted subscription revenue for the Western region to 2011. 
Graph 1: Western World MMOG Subscription Revenue Forecast to 2011
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The commercial success of MMORPGs is dependent on consumer satisfaction which is defined as the perceived fun factor and quality of error correction services. By ensuring these qualities through an experienced development team that accommodates user preferences and constantly innovates to create new concepts and higher quality services, Stainglass Llama ensures success. The MMORPG market is highly competitive and trend oriented and has never accommodated many top-selling products at any one time. There are few barriers to entry, the most significant of which is capital. 
TARGET MARKET
Stainglass Llama is targeting the science fiction genre MMORPG market with a focus on Western region in its initial years of operation. Stainglass Llama will create MMORPGs that are specifically designed to target more mature, income-earning players between the ages of 22 and 55. Stainglass Llama is targeting “hardcore” players that will remain loyal to the game, and can be depended on for a relatively consistent stream of revenue. 
The MMORPG market is young and highly trend oriented. Since the launch of World of Warcraft, the most successful MMORPG, in 2004 by Blizzard Entertainment, there has been a rapid increase in the number of fantasy games attempting to capitalize on World of Warcraft’s success. The MMORPG market, however, only accommodates a few top-selling games at any one time. This has led to an excess of unsuccessful fantasy MMORPGs and a significant lack of science fiction MMORPGs in the market. Furthermore, recent research has shown that the fantasy genre is fast approaching saturation and that the science fiction genre is increasing in profitability and potential.
Graph 2 below shows the MMORPG subscription market share by genre as of April 2008. Fantasy genre MMORPGs consist of 94.2% of the MMORPG market by subscription whilescience fiction genres only represent 3.7%. Graph 3 below shows the MMORPG revenue market share by genre as of August 2007. Although the science fiction genre only represents 3.7% of total subscriptions, it contributes to 16.66% of the total revenue in the MMORPG market. On the other hand, the fantasy genre, which holds 94.2% of total subscriptions, only contributes to 71.43% of the market revenue. These data indicate that the fantasy genre is fast approaching saturation, and the science fiction genre has more potential to grow and is more profitable on a per-game basis. 
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In addition to its fast growth, the MMORPG market is becoming increasingly global. The majority of MMORPG sales (in absolute numbers) is and will continue to be from the Asia-Pacific region
. However, the Western region, consisting of North America, South America, and Europe, continues to provide the largest sales revenue in dollar terms. Stainglass Llama does not currently have the resources to pursue Asian markets, although it plans to once cash flows are stabilized after the launch of Divergence. By targeting only the Western region in its initial few years of operation, Stainglass Llama is targeting the most profitable customers. 
The rapid growth of MMORPGs has led to innovative and unconventional revenue streams which Stainglass Llama will introduce in Divergence. Real Money Trade or RMT is a recent and successful new method of capturing revenue through the purchase of virtual items, real estate, and currency. DFC Intelligence, a strategic market research firm focused on interactive entertainment and gaming markets, predicts that revenue from the volume of RMT trade will reach $5 billion by 2011. Internet Gaming Entertainment, another research firm, found that MMORPG players spend $880 million annually on virtual goods. MMORPGs such as Entropia Universe, and Second Life use RMT with high degrees of success. By using RMT, Stainglass Llama is capitalizing on a profitable revenue stream with great potential to increase.
Stainglass Llama will target income-earning customers that are loyal to the game. MMORPGs are a combination of gaming, social networking, and economic trading. As a result of these mature features, the average MMORPG player is 26, works full-time, and spends 20-25 hours per week playing MMORPGs
. Only 25% of MMROPG players are teenagers. By creating a more mature game, Stainglass Llama is directly targeting a more mature and profitable customer base.
MMORPG players are generally categorized as either hardcore or casual. Hardcore gamers are heavily involved in Player vs. Player (PvP) servers of MMORPGs. Casual gamers, on the other hand, prefer the Player vs. Environment (PvE) servers of MMORGPs. PvP servers allow players to engage in combat with other players while PvE servers prohibit such action and confine combat to environment created opponents. Hardcore players are generally more involved in MMORPGs and will spend 70 minutes more online per week playing MMORPGs than casual players engaged in PvE
. Stainglass Llama will direct the majority of its efforts to incorporating PvP to engage hardcore players who spend more and play more.
THE COMPETITION
Currently, Stainglass Llama has a lack of direct competitors. Due to the nature and history of the MMORPG market, there are very few science fiction MMORPGs. Anarchy Online and Entropia Universe are the closest competitors to Stainglass Llama’s Divergence Online. Star Wars: The Old Republic will be a potential competitor in the future however will not be even released until at least 2012. Stainglass Llama’s greatest strength is its agility and flexibility to adapt and implement changes to its game. Stainglass Llama’s Divergence also boasts superior graphics than both Anarchy Online and Entropia Universe.
Anarchy Online: Anarchy Online’s poor recent performance is attributed to the lack of innovation, use of outdated technology, and the steady decline7 in the perceived fun factor of the game. Anarchy Online was released in 2001 by Funcom, which generated significant interest in the gaming community for its unique science fiction setting, large playable areas, and dynamic missions before its release date. However, a series of bugs and technical problems during its launch negatively affected the reception of the game. Although successful in earlier years, Anarchy Online has since seen a downfall of subscriptions and revenues. The market research firm IDC reported that Anarchy Online’s market share has dropped down to less than a fraction of one percent of all MMORPGs this year and will continue to drop in the future. This positions Divergence at a better level due to superior graphics, latest features, easy state of the art technology and better gaming experience when compared to Anarchy Online.
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Entropia Universe: Entropia Universe also suffers from poor quality graphics. Entropia Universe attracts mostly casual gamers who are interested in Entropia’s extensive virtual economy. Entropia Universe was released in 2003 by MindArk and is currently one of the most successful users of RMT. Entropia Universe is unlike most MMORPGs in that it has no strict levels and focuses exclusively on developing a virtual economy rather than the actual gaming. This makes Entropia Universe less of a traditional MMORPG and more of a social networking and e-commerce hub set in a science fiction setting. Entropia Universe currently holds 1.33% of the market share
. Divergence, on the other hand, is better positioned for hardcore gamers who enjoy adventure and RMT commerce to aid gaming experience simultaneously. 
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Star Wars: The Old Republic: Stainglass Llama might face competition from Star Wars: The Old Republic. However, Stainglass Llama will release Divergence Online in 2009 and expects to gain at least 11% of its target market share and 100,000 plus loyal subscribers by the time Star Wars: The Old Republic is launched. As a continuation of one of the most successful science fiction franchises in the entertainment industry, Star Wars: The Old Republic is not expected to launch until 2012. Divergence has the early entry advantage which would give it a lead time of almost three years to capture significant sci-fi genre market share. 
The existing star war galaxies game has been showing a steady decline in the number of subscribers over the past four years as shown in the figure below.
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THE CUSTOMERS
Stainglass Llama’s MMORPGs are designed for mature, hardcore gamers interested in PvP play, RMT spending, and a unique science fiction storyline. Although the gaming community has seen very few successful science fiction MMORPGs, the interest in science fiction games is prevalent as evidenced by the previous success of Star Wars Galaxies in 2003 and the ability for new science fiction MMORPGs to easily achieve market acceptance. 
MMORPG players are specific and loyal customers. Typical MMORPG players will play two to three MMORPGs for a total of 20-25 hours per week and identify with their online player profiles as their virtual identity. The more hardcore a gamer is, the more time and money Stainglass Llama can expect to receive. Stainglass Llama has already identified a strong potential customer base with the creation of its website, www.Divergence-Online.com, which is entirely funded by interested gamers attempting to get a first glimpse of the game’s in-development features for $15 a month.
MARKETING AND SALES
SALES FORECASTS
Based on a detailed assessment of the customer acceptance of Divergence Online, potential market size and trends, and the competition, Stainglass Llama believes it can achieve 4% of its target market share and generate $8.5 million in revenues in its first year of operation. 
Table 1 below shows the projected market share that Stainglass Llama expects to gain in the years of operation after its initial game launch in 2010.
Table 1: Projected Market Share
	Year
	2009
	2010
	2011
	2012
	2013

	Subscribers
	 
	 
	 
	 
	 

	Sci-fi market - Western region('000)
	532.8
	595.7
	651.2
	699.3
	740.0

	Divergence market share (%)
	0%
	4%
	8%
	11%
	14%

	Divergence subscribers ('000)
	0.0
	23.8
	52.1
	76.9
	103.6


Table 2 below shows the sales forecast for Stainglass Llama from the final stage of development of Divergence in 2009 to its target goal in 2013.
Table 2: Sales Forecast
	Year
	2009
	2010
	2011
	2012
	2013

	Divergence subscribers ('000)
	0
	23.8
	52.1
	76.9
	103.6

	Subscription revenue
	
	
	
	
	 

	Subscriber fee / month
	 $                -   
	 $       14.95 
	 $         13.95 
	 $         12.95 
	 $         11.95 

	Subscription revenue ($'000)
	 $                -   
	 $  4,274.74 
	 $    8,720.87 
	 $  11,953.83 
	 $  14,856.24 

	RMT revenue
	
	
	
	
	 

	Ratio b/w RMT and subscription revenue
	0
	1
	2
	3
	4

	RMT revenue per subscriber per month
	 $                -   
	 $       14.95 
	 $         27.90 
	 $         38.85 
	 $         47.80 

	RMT revenue ($'000s)
	 $                -   
	 $  4,274.74 
	 $  17,441.74 
	 $  35,861.50 
	 $  59,424.96 

	Total revenue ($'000s)
	 $                -   
	 $  8,549.49 
	 $  26,162.61 
	 $  47,815.34 
	 $  74,281.20 


MARKETING STRATEGY
Stainglass Llama is targeting the science fiction genre of the MMORPG market with a focus on the Western region. In order to market Divergence Online to its target customers, Stainglass Llama will promote its game by focusing on an inexpensive yet highly effective marketing strategy. Because MMORPGs are online games, players are frequently exposed to the internet. The average MMORPG player spends 20-25 hours per week playing MMORPGs and an additional 10-15 hours per week in other Internet use
. Compared to non-gamers, MMORPG players spend four times more hours online. Stainglass Llama will capitalize on the proven habits of MMORPG players by relying on the increased popularity of online social networks such as Facebook and Myspace, sharing sites like Youtube, and gaming forums like GameSpot to increase product awareness. The success of a MMORPG is highly dependent on its reception by the gaming community which operates almost exclusively online through forums and gaming sites. By focusing resources on critical areas where Stainglass Llama’s target customers will be accessible rather than launching a large-scale advertising campaign, Stainglass Llama will increase market awareness of its product in a cost-effective and efficient manner. Stainglass Llama’s total marketing budget will be $1,055,000. 
In order to promote Divergence Online, Stainglass Llama will implement a referral program before and during the early stage of the product launch. Stainglass Llama will offer virtual goods to participants of the program. After launch, Stainglass Llama will create videos of player involvement in the game and offer rewards to players whose videos gain the most support on such sites as Youtube.  
PRICING
Stainglass Llama will use a dual pricing system for Divergence Online. Stainglass Llama will offer a monthly subscription price for more casual players and free-to-play option that forcibly engages Real Money Trade (RMT) in order to progress for the more hardcore players. The market subscription rate for newly released MMORPGs is $15 per month. Stainglass Llama will charge $14.95 in the first year of operation and will decrease the price by a dollar for each succeeding year. The monthly subscription will provide a consistent revenue stream in cases of less than ideal conditions. Stainglass Llama expects its customers will engage more heavily in RMT spending with each successive year of operation, reaching upwards of $47 per subscriber per month as shown in Table 2 above. This assumption is justified by the increasing number of MMORPGs that have utilized RMT models as their sole revenue stream. By implementing a dual pricing system that has staggered prices by progress, Stainglass Llama is engaging in price differentiation to appeal to both casual and hardcore players to increase market share while still retaining stability. 
SALES AND DISTRIBUTION
Stainglass Llama will sell Divergence online by direct download hosted on its website divergence-online.com. In order to promote sales, Stainglass Llama will have Divergence reviewed and discussed in well known hubs of MMORPG traffic such as mmorpg.com, tentonhammer.com, mmosite.com, gamershell.com, filefront.com, massively.com, and gameinformer.com. The cost of hosting the direct download on Stainglass Llama’s own website is minimal and will allow the company to retain most of its revenues.
OPERATIONS
Stainglass Llama begins the process of developing games by implementing specialized teams- Art, World, Programming, and Sound- that each completing specific tasks. Once a task is completed, it is approved by the project manager and then the associated data and assets are uploaded to the repository where all data is stored and edited. 
FACILITIES AND EQUIPMENT
Stainglass Llama is located in Mattoon, Illinois and is currently operated without a studio front in order to save upwards of $20,000 per year on rent. Because Stainglass Llama produces no physical product, there is no need for substantial physical space. However, in order to progress and further develop the game, Stainglass Llama needs to have a facility to house all employees as proximity and communication becomes more crucial to the development process. Stainglass Llama has allocated $31,000 in its expense budget for a studio front for next year.
Stainglass Llama acquired the NetDog Engine, a highly scalable and high performance networking engine for MMOs that (itself) can support up to 5,000 players on a single server and millions on load-balanced, multi-servers for $10,000 in 2007. Table 3 below shows the estimated future facilities and equipment needs of Stainglass Llama for the next 1.5 years.
Table 3: Future Equipment Needs and Costs
	Supplier
	Equipment
	Amount

	Staples
	Furniture, Desks, and Peripherals
	3,908

	Interactive Data Visualization
	Speedtree Software
	2,500

	Dell
	Workstations
	12,661.92


STAFFING REQUIREMENTS
Stainglass Llama currently has 21 employees including programmers, artists, and sound engineers. The company currently employs 7 programmers, 12 artists, and 2 sound engineers. Stainglass Llama intends to hire 9 additional programmers and artists from universities and game development forums such as gamedev.net, c4engine.com, and multiverse.net. The company has allocated $1.4 million for salary expenses for all current and future employees.
MANAGEMENT
Ethan Casner is the founder and CEO of Stainglass Llama. Ethan boasts extensive experience in the MMORPG industry as well as in-depth technical knowledge of MMORPG structure. Detailed resumes and references are available. Presented below, are highlights of prior experience.
Ethan Casner, 28, Chief Executive Officer and Project Manager – Worked as a Storyboard Collaborator, Market Consultant and Community Liaison for Funcom Co. in 2000 and was responsible for over 1000 subscribers. He collaborated on a daily basis with employees of Funcom, a Norwegian company who created one of the world’s first Sci-Fi MMORPGs. 
In 2002, Ethan worked as a Profession Correspondent for Star Wars Galaxies, a large scale MMORPG by Sony Online Entertainment. As a correspondent, he was in charge of creating a link between players and the Sony Online development team by dealing with the community and then translating their specific desires and issues to the developer (Sony Online Entertainment). His work in Star Wars Galaxies contributed to great success of the game’s initial launch. Ethan was a critical opponent of Sony’s proposed “Combat Upgrade” and “NGE” modifications to their game and upon hearing word of Sony’s decision to go ahead with these changes terminated his relationship with Sony. In the years since both the CU and NGE is has been indicated that these systems effectively doomed Star Wars Galaxies with over an 80% drop in subscriptions since their inception.
As CEO and Project manager at Stainglass Llama, Ethan handles all financial obligations and works as the central management nexus between all teams working on Divergence Online. As CEO, he is responsible for all operations the company undertakes, as well as continually pitching for continued investment in funding the company. As Project Manager, Ethan is in charge of the management of all teams associated with the project as well as communicating with any outsourcing teams utilized to create content. He ensures that each team continues to work in parallel and at full capacity, with virtually no stalls or downtime in between tasks and milestones.
During the interim period until major funds are received, Ethan will serve as the Chief Financial Officer responsible for all financial obligations, such as investments and payroll. 
DEVELOPMENT PLAN
Stainglass Llama’s development plan for Divergence Online is comprised of 13 crucial milestones. Graph 4 below shows a Gantt chart that details the schedule of activities and goals critical to Stainglass Llama’s success. 
Graph 4: Schedule of Activities
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Milestone 1: Team Structure (Completed)
At the beginning of the project, Stainglass Llama expanded the core team to three individuals and began training those involved to work directly with the software. 

Milestone 2: Asset Preparation (Completed)
Stainglass Llama created assets and imported them into the C4 engine. Stainglass Llama utilized the latest modern methods and graphical capabilities available to maximize the quality of the product. 
Milestone 3: GUI Text (Completed) 
Stainglass Llama completed the arc of GUI sprints by adding a variety of vital text utilities to the SGL GUI package. These utilities will be used to add a variety of interesting text options to NPC interactions. 

Milestone 4: Map Loading and UI (Completed)
Stainglass Llama created the set of utilities that save character appearance, equipment, and statistics. Stainglass Llama developed the construct character network message and the initial server map.
Milestone 5: Inventory and Equipment (Completed) 
Stainglass Llama developed a basic structure for adding and equipping items to player characters and created the framework for integrating items into NPCs. 

Milestone 6: Facegen Integration (Completed) 
Stainglass Llama prepared and integrated the face-generation application to the game. This application exponentially increases the number of player customizability options.
Milestone 7: Disassembly (Completed) 
Stainglass Llama separated all stand-alone middleware solutions, assets, code, and data to begin the process of streamlining Module 1 of the game.
Milestone 8: Team Growth (Completed) 
Stainglass Llama hired and trained additional entry-level employees to expedite the reintegration process
Milestone 9: Reintegration 
Stainglass Llama will begin the process of organizing and restructuring all codes and assets in preparation for the final leg of development. All previously disassembled facets of Module 1 will be reintegrated to perform at peak efficiency.
Milestone 10: Combat and Skills 
Stainglass Llama will integrate the combat system into Module 1. 
Milestone 11: Preliminary Marketing
Stainglass Llama will begin pre-launch marketing efforts by utilizing online networking, gaming, and sharing sites.
Milestone 12: Beta Testing
Stainglass Llama will engage in beta testing before product launch to detect technical problems. 

Milestone 13: Launch
Stainglass Llama will launch Divergence Online (Module 1) in 2009. Stainglass Llama will also begin the process of paying investors during this time.
CRITICAL RISK FACTORS AND PROBLEMS
Macroeconomic fluctuations
Stainglass Llama is subject to the economic cycle as a company associated with the entertainment industry. Changes in economic conditions that negatively affect consumer spending and disposable income will adversely affect the demand for Stainglass Llama’s products. 
Stainglass Llama is targeting sophisticated gamers between the ages of 22-55 who are working individuals. Historically, these mature MMORPG gamers are loyal and continue to play even during times of adverse economic conditions. Because of this, Stainglass Llama does not expect cash flows to change dramatically with the economic cycle.
Changes in the gaming industry 
The market for MMORPGs is competitive and trend oriented. Failure of Stainglass Llama products to maintain a sustainable competitive advantage could have substantial adverse effects on the company’s profitability.
Stainglass Llama has the ability to implement changes to its games in a flexible and accelerated manner unlike many other competitors because it develops and sustains its own intellectual property. Stainglass Llama will accommodate changes in consumer preferences through the use of open forums.
Competition and barriers to entry
The online gaming industry is highly competitive and competitors may succeed in narrowing Stainglass Llama’s market share and reducing sales. There are few barriers to entry, the most prominent of which is capital, and Stainglass Llama can expect competitors to enter the market in the future. These competitors may have greater resources and compete directly with the company. If competitors develop more successful games or Stainglass Llama does not continue to adjust to customer preferences and innovate, the company’s profitability will suffer.
Stainglass Llama will maintain its competitive advantage by constantly innovating and accommodating changes in customer preferences. Because Stainglass Llama develops its own intellectual property, it will implement changes to its games in a flexible and accelerated manner unlike many of its competitors.
Delay of product releases
There is an inherent development timeline risk in MMORPG software development, and there is no assurance that development schedules will be held. If Stainglass Llama does not release its games on the planned dates, the development budgets of the game may increase. There is also a risk that Stainglass Llama games will be less competitive when launched due to advances of competitors. Furthermore, meeting the promised release date is important to the market acceptance of the game. A delay in the release of the game could negatively impact sales.
Stainglass Llama is dedicated to making deadlines. With a committed management team, Stainglass Llama will closely monitor the progress of its games, make realistic deadlines, and take the necessary actions to reduce the risk of delay. 
Unsuccessful projects under development
Currently, there is a number of MMORPGs in development worldwide. Hence, customers will have a number of MMOs to choose from. Through the history of MMORPGs, the market has never accommodated many top-selling products at any one time. Even though the number of serious, direct competitors to Stainglass Llama is limited, there is a risk that one or more of Stainglass Llama’s games could be unsuccessful. 
Stainglass Llama designs and develops its games based on consumer preferences and will quickly implement changes to features that are undesirable. By remaining in close contact with its customer base and the gaming community, Stainglass Llama leverages the risk of developing unsuccessful projects.
Dependence on the success of Divergence Online
Stainglass Llama’s future income is highly dependent on the success of Divergence Online. If Divergence Online attains low subscriber numbers, there will be a negative impact on future cash flows. Furthermore, the game is intended to be the funding source for the development of future titles, and lower cash inflows than expected could have an indirect effect in terms of reduced revenues from future games and the future funding requirements of the company.
Stainglass Llama designs and develops Divergence Online based on consumer preferences to increase the market acceptance of the game. Stainglass Llama will capitalize on all revenue streams from Divergence Online by implementing both a premium pricing strategy through a monthly subscription price and an optional pricing strategy through the use of Real Money Trade. By capturing all revenue streams, Stainglass Llama reduces the risk of negative future cash flows from low subscriber numbers. 
Dependence on consumer satisfaction
The commercial success of Stainglass Llama’s games is highly dependent on consumer satisfaction. Consumer satisfaction is dependent on the perceived fun factor and the quality of support services and error correction services. The gaming community may also affect the customer satisfaction of the game. Even though Stainglass Llama strives to ensure high consumer satisfaction, there is a risk that the consumers will be unsatisfied with the products. 
Stainglass Llama designs and develops its games based on consumer preferences to reduce the risk of poor consumer satisfaction. If Stainglass Llama’s games receive poor consumer satisfaction, Stainglass Llama will implement the necessary changes to increase the perceived fun factor and the quality of the game without significant time lags. Stainglass Llama will employ a dedicated and qualified staff to ensure the quality of support and error correction services. 
Reviews
The commercial success of Stainglass Llama’s games may be highly dependent on favorable reviews by major gaming publications and sites. There are already expectations for Divergence Online, and should Stainglass Llama fail to meet these expectations, there may be negative effect in the review scores of the game and therefore on the sales potential of the game.
Stainglass Llama remains in close contact with the gaming community to determine what is necessary for a favorable review. The company has access to timely and relevant information on changes in the gaming industry and in consumer preferences. Stainglass Llama is flexible and can quickly adjust to changes to reduce the risk of a negative review.   
Technological risks
Any errors, bugs, or viruses in any software may harm the operation of the MMORPGs and thus have an adverse effect on Stainglass Llama’s ability to gain revenues. Due to the complexity and nature of MMORPGs, they may contain undetected errors and defects when released. Failures to avoid, detect, or correct these errors or defects could result in the loss of market acceptance. Although Stainglass Llama endeavors to reduce the technological risks before a game launch and during the operations of a game, these risks will always be present to some degree at launch. 
Stainglass Llama will engage in beta testing before launch to avoid and detect errors and bugs that may be present in the game. Once released, Stainglass Llama will constantly monitor the game’s progress and will apply patches on a when-and-if basis.
Hacking
Any hacking activity may affect Stainglass Llama’s ability to operate its MMORPGs, which will affect Stainglass Llama’s ability to gain revenues. Because of the Real Money Trade feature in Divergence, Stainglass Llama must retain sensitive and confidential data. A security breach of that data can result in fraudulent activity, lawsuits, loss in sales, and damage to the company’s reputation. This could result in a negative impact on future growth prospects or increased costs to implement additional security measures.
Stainglass Llama will purchase engines specifically designed to have protection against hacking. Large and important items sold and traded using Real Money Trade will be generated by the server and will never be stored in RAM. Stainglass Llama will perform redundancy checks and constant hack prevention lookouts. 
Difficulties in recruiting and loss of key employees
Stainglass Llama may experience difficulties in recruiting, motivating, and retaining the necessary expertise and key employees, or may need to pay higher compensation, which would adversely affect operating results. 
Stainglass Llama has strong ties with industry giants and a large network of gaming professionals. By utilizing its network, Stainglass Llama will have a large pool of talent to recruit from.  
Difficulties in enforcing intellectual property rights
Stainglass Llama relies on a combination of trade secret, copyright and trademark laws to protect its intellectual property rights. Existing trade secrets and copyright laws afford only limited protection and unauthorized parties may copy aspects of Stainglass Llama’s intellectual property rights. There can be no assurance that the steps taken by Stainglass Llama to protect its intellectual property rights will be adequate.
Stainglass Llama will hire an attorney to help enforce the protection of Stainglass Llama’s intellectual property rights. If there is a breach in the company’s intellectual property rights, Stainglass Llama will have the necessary resources to take proper legal action.
Breach in intellectual property rights of others
The nature of the MMORPG industry in which Stainglass Llama operates is competitive and is characterized by innovating companies developing similar technologies, solutions, and ideas. This poses a risk that the company may inadvertently infringe upon the protected rights of others. Claims of a breach in the intellectual property rights of others could have a negative impact on Stainglass Llama’s contracts and reputation. 
Stainglass Llama will hire an attorney to help protect Stainglass Llama from unwarranted breaches in the intellectual property rights of others. Because Stainglass Llama develops its own unique intellectual property, it leverages the risk of breaches in the intellectual property rights of others. If there is a claim of a breach in the intellectual property rights of others, Stainglass Llama will have the resources to take proper legal action.
FINANCIAL INFORMATION
Ethan believes that the $3.2 million injection will be adequate to carry the product to launch and beyond, with profits being realized almost immediately. Based on the financial projections, the value of Stainglass Llama will be around $148.56 million.
The projections are based on a conservative approach, with no additional capital needed after the initial round of funding. 
Assumptions: Market Share Projections
· Beyond 2011, CAGR is at 4%
· Increase in users in Asia Pacific because of growth in internet users in developing countries
· Constant share of Sci-fi (conservative): 15%-24% Sci-Fi
Market Share Projections:
	Market Share Projections
	
	
	
	 
	 
	 
	 
	 

	
	2006
	2007
	2008
	2009
	2010
	2011
	2012P
	2013P

	Video game market
	
	
	
	 
	 
	 
	 
	 

	Global ($ billion)
	31.63
	37.46
	41.46
	44.23
	46.72
	48.88
	50.84
	52.87

	Growth
	
	18%
	10.7%
	6.7%
	5.6%
	4.6%
	4%
	3%

	US ($ billion)
	9.03
	10.44
	11.22
	11.64
	12.07
	12.47
	 
	 

	
	
	
	
	 
	 
	 
	 
	 

	MMORPG market
	
	
	
	 
	 
	 
	 
	 

	Global ($ billion)
	2.00
	2.81
	3.52
	4.42
	5.14
	5.73
	6.35
	6.87

	Western world ($ billion)
	0.85
	1.05
	1.2
	1.35
	1.45
	1.55
	1.65
	1.72

	Asia-pacific ($ billion)
	1.15
	1.76
	2.32
	3.07
	3.69
	4.18
	4.70
	5.15

	
	
	
	
	 
	 
	 
	 
	 

	MMORPG share
	6.3%
	7.5%
	8.5%
	10.0%
	11.0%
	11.7%
	12.5%
	13.0%

	Global (%)
	100%
	100%
	100%
	100%
	100%
	100%
	100%
	100%

	Western world (%)
	43%
	37%
	34%
	31%
	28%
	27%
	26%
	25%

	Asia-pacific (%)
	58%
	63%
	66%
	69%
	72%
	73%
	74%
	75%

	
	
	
	
	 
	 
	 
	 
	 

	Subscribers
	
	
	
	 
	 
	 
	 
	 

	Global (million)
	30
	40
	50
	60
	70
	80
	90
	100

	Asia-apcific market share
	73%
	74%
	75%
	76%
	77%
	78%
	79%
	80%

	Asia pacific (million) (73%)
	21.9
	29.6
	37.5
	45.6
	53.9
	62.4
	71.1
	80

	
	
	
	
	 
	 
	 
	 
	 

	Target subscribers
	
	
	
	 
	 
	 
	 
	 

	Western (million)
	8.1
	10.4
	12.5
	14.4
	16.1
	17.6
	18.9
	20

	Sci-fi market share
	
	3.7%
	3.7%
	3.7%
	3.7%
	3.7%
	3.7%
	3.7%

	Sci-fi market (million)
	
	0.38
	0.46
	0.53
	0.60
	0.65
	0.70
	0.74

	
	
	
	
	 
	 
	 
	 
	 

	Users
	
	
	
	 
	 
	 
	 
	 

	Global (million)
	15
	
	
	 
	 
	 
	 
	 

	US (million)
	
	
	
	 
	 
	 
	 
	 

	Asia pacific (million)
	
	
	
	 
	 
	 
	 
	 

	
	
	
	
	 
	 
	 
	 
	 

	Competition
	
	
	
	 
	 
	 
	 
	 

	World of warcraft
	
	25.0%
	
	 
	 
	 
	 
	 

	Runescape
	
	16.0%
	
	 
	 
	 
	 
	 

	Second life
	
	12.0%
	
	 
	 
	 
	 
	 

	Knight online
	
	11.0%
	
	 
	 
	 
	 
	 

	Guild wars
	
	10.0%
	
	 
	 
	 
	 
	 

	Other players
	
	26.0%
	
	 
	 
	 
	 
	 

	
	
	
	
	 
	 
	 
	 
	 

	Genres
	
	
	
	 
	 
	 
	 
	 

	Fantasy
	
	71.5%
	
	 
	 
	 
	 
	 

	Sci-fi
	
	15.5%
	
	 
	 
	 
	 
	 

	Social
	
	3.0%
	
	 
	 
	 
	 
	 

	FPS / Combat simulation
	
	1.5%
	
	 
	 
	 
	 
	 

	Other
	
	8.5%
	
	 
	 
	 
	 
	 

	
	
	
	
	 
	 
	 
	 
	 

	Business model
	
	
	
	 
	 
	 
	 
	 

	Pay-to-play
	
	47.0%
	
	 
	 
	 
	 
	 

	Free-to-play
	
	49.0%
	
	 
	 
	 
	 
	 

	Other
	
	4.0%
	
	 
	 
	 
	 
	 


	Development Expenses & Requested Funds

	 
	2006
	2007 - 08
	2008 - 09
	Total

	RocketBox Studios©
	 
	 $   16,530 
	 $    118,500 
	 $    135,030 

	Aplus.net©
	 
	 
	 $      11,868 
	 $      11,868 

	Stainglass Llama© Salaries
	 $       13,000.00 
	 $   90,000 
	 $ 1,400,000 
	 $ 1,503,000 

	Dell©
	 
	 
	 $      12,662 
	 $      12,662 

	Liquid Development™ 
	 $       13,400.00 
	 $     6,700 
	 $      20,330 
	 $      40,430 

	Staples™ 
	 
	 
	 $        3,908 
	 $        3,908 

	Interactive Data Visualization©
	 
	 
	 $        2,500 
	 $        2,500 

	Scaleform Corporation© 
	 
	 
	 $      16,000 
	 $      16,000 

	Studio Front
	 
	 
	 $      31,000 
	 $      31,000 

	Web, Magazine and Various
	 
	 
	 $ 1,055,000 
	 $ 1,055,000 

	Stainglass Llama© Emergency Funds
	 
	 $     3,078 
	 $    400,000 
	 $    403,078 

	Heritage Web©
	 
	 $        640 
	 
	 $           640 

	PX Interactive©
	 
	 $   10,000 
	 
	 $      10,000 

	3DRT©
	 
	 $     2,900 
	 
	 $        2,900 

	Stage 1 Investor
	 
	 $   30,152 
	 
	 $      30,152 

	Hosting Metro©
	 $            120.00 
	 
	 
	 $           120 

	Terathon Software©
	 $            360.00 
	 
	 
	 $           360 

	Other Expenses Budget
	 $         1,700.00 
	 
	 $    128,655 
	 $    130,355 

	Total
	 $       28,580 
	 $ 160,000 
	 $ 3,200,423 
	 $ 3,389,003 


Assumptions: Tax Rates
	Taxable income 
	Tax rate
	Total tax

	First $50,000 
	15%
	16.1%

	$50,001–$75,000 
	25%
	26.8%

	$75,001–$100,000 
	34%
	36.5%

	$100,001–$335,000
	39%
	41.8%

	$335,001–$10,000,000
	34%
	36.5%

	$10,000,001–$15,000,000
	35%
	37.6%

	$15,000,001–$18,333,333
	38%
	40.8%

	Over $18,333,333
	35%
	37.6%

	
	
	

	Illinois tax rate
	7.30%
	


Assumptions: Financial Projections
· Divergence Subscribers amount to a target of 100,000
· Operating expenses is projected to 60% of the industry average
· Assumes the entire capital is funded by the Venture Capitalists
· Working capital requirement is 5% of revenue
· Discount rate is at 12%
· EBITDA multiple of 5
	Financial Projections: Optimistic Scenario
	 
	 

	 
	2009
	2010
	2011
	2012
	2013

	Investment
	 
	 
	 
	 
	 

	Development expense ($'000)
	 $   3,200 
	 
	 
	 
	 

	 
	
	
	
	
	 

	Subscribers
	 
	 
	 
	 
	 

	Sci-fi market - Western region('000)
	532.8
	595.7
	651.2
	699.3
	740.0

	Divergence target (%)
	0%
	4%
	8%
	11%
	14%

	Divergence subscribers ('000)
	0.0
	23.8
	52.1
	76.9
	103.6

	 
	
	
	
	
	 

	Subscription revenue
	 
	 
	 
	 
	 

	Subscriber fee / month
	 $        -   
	 $       14.95 
	 $         13.95 
	 $         12.95 
	 $         11.95 

	Subscription revenue ($'000)
	 $        -   
	 $  4,274.74 
	 $    8,720.87 
	 $  11,953.83 
	 $  14,856.24 

	RMT revenue
	
	
	
	
	 

	Ratio b/w RMT and subscription revenue
	0
	1
	2
	3
	4

	RMT revenue per subscriber per month
	 $        -   
	 $       14.95 
	 $         27.90 
	 $         38.85 
	 $         47.80 

	RMT revenue
	 $        -   
	 $  4,274.74 
	 $  17,441.74 
	 $  35,861.50 
	 $  59,424.96 

	Total revenue
	 $        -   
	 $  8,549.49 
	 $  26,162.61 
	 $  47,815.34 
	 $  74,281.20 

	Operating expenses
	 $        -   
	 $(5,129.69)
	 $ (15,697.57)
	 $ (28,689.20)
	 $ (44,568.72)

	PBIT
	 $        -   
	 $  3,419.79 
	 $  10,465.04 
	 $  19,126.13 
	 $  29,712.48 

	Interest
	 $        -   
	 $             -   
	 $               -   
	 $               -   
	 $               -   

	PBT
	 $        -   
	 $  3,419.79 
	 $  10,465.04 
	 $  19,126.13 
	 $  29,712.48 

	Tax
	 $        -   
	 $(1,162.73)
	 $   (3,558.12)
	 $   (6,502.89)
	 $ (10,102.24)

	PAT
	 $        -   
	 $  2,257.06 
	 $    6,906.93 
	 $  12,623.25 
	 $  19,610.24 

	 
	
	
	
	
	 

	Cash flows (S million)
	0
	1
	2
	3
	4

	Capex
	 $   (3.20)
	 $             -   
	 $               -   
	 $               -   
	 $               -   

	PBIT
	 $        -   
	 $         3.42 
	 $         10.47 
	 $         19.13 
	 $         29.71 

	Tax payable
	 $        -   
	 $       (1.16)
	 $          (3.56)
	 $          (6.50)
	 $        (10.10)

	Working capital requirement
	 $        -   
	 $         0.43 
	 $           1.31 
	 $           2.39 
	 $           3.71 

	Change in NWC
	 $        -   
	 $       (0.43)
	 $          (0.88)
	 $          (1.08)
	 $          (1.32)

	Net cash flow
	 $   (3.20)
	 $         1.83 
	 $           6.03 
	 $         11.54 
	 $         18.29 

	Cumulative cash flow
	 $   (3.20)
	 $       (1.37)
	 $           4.66 
	 $         16.20 
	 $         34.48 

	 
	
	
	
	
	 

	Discounted cash flow
	 $   (3.20)
	 $         1.63 
	 $           4.80 
	 $           8.21 
	 $         11.62 

	Cumulative discounted cash flow
	 $   (3.20)
	 $       (1.57)
	 $           3.24 
	 $         11.45 
	 $         23.07 

	 
	
	
	
	
	 

	NPV
	 $   23.07 
	
	
	
	 

	IRR
	114%
	
	
	
	 

	Value of company in 2013
	 $ 148.56
	 
	 
	 
	 


	Financial Projections: Pessimistic Scenario
	
	
	
	
	Assumptions

	Cash flows (S million)
	 
	2009
	2010
	2011
	2012
	2013
	 

	Capex
	 $           -   
	 $          (3.20)
	 $             -   
	 $               -   
	 $               -   
	 $               -   
	 

	PBIT
	 $           -   
	 $                -   
	 $         2.56 
	 $           6.54 
	 $         10.43 
	 $         14.86 
	 

	Tax payable
	 $           -   
	 $                -   
	 $       (0.87)
	 $          (2.22)
	 $          (3.55)
	 $          (5.05)
	 

	Working capital requirement
	 $           -   
	 $                -   
	 $         0.32 
	 $           0.82 
	 $           1.30 
	 $           1.86 
	5% of revenue

	Change in NWC
	 $           -   
	 $                -   
	 $       (0.32)
	 $          (0.50)
	 $          (0.49)
	 $          (0.55)
	 

	Net cash flow
	 $           -   
	 $          (3.20)
	 $         1.37 
	 $           3.82 
	 $           6.40 
	 $           9.25 
	 

	Cumulative cash flow
	 $           -   
	 $          (3.20)
	 $       (1.83)
	 $           1.99 
	 $           8.39 
	 $         17.64 
	 

	 
	
	
	
	
	
	
	 

	Discounted cash flow
	12%
	 $          (3.20)
	 $         1.23 
	 $           3.05 
	 $           4.55 
	 $           5.88 
	Discount rate = 12%

	Cumulative discounted cash flow
	
	 $          (3.20)
	 $       (1.98)
	 $           1.07 
	 $           5.62 
	 $         11.50 
	 

	 
	
	
	
	
	
	
	 

	NPV
	
	 $          11.50 
	
	
	
	
	 

	IRR
	
	74%
	
	
	
	
	 

	Value of company in 2013
	 
	 $          74.28
	 
	 
	 
	 
	Based on a conservative multiple of 5
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