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GAMING CORNER

Coloring Apps and Match-3
Games; Taking Mobile Apps
to New Levels

COLORING APPS

Despite the highly competitive landscape of
mobile gaming, colouring apps have taken
a disruptive approach by innovating a tra-
ditional yet timeless experience, while also
targeting an underserved group of users. The
purpose of this overview is to highlight the
industry and more specifically, understand
the level of competition that is faced by the
companies operaling within this niche.

Middle-aged women with college degrees
are the predominant target market for
colouring apps. These types of apps can be
deemed as high potential because female
gamers are mainly underserved. While most
gaming apps focus on traditional male inter-
ests such as action or adventure, relatively
fewer accommodate the needs and interests
of women.

We estimate that the Coloring App market
is in the $90-100M range in size. The key
players in the colouring app segment indude
Kuuhubb (Recolor), TEG (Colorly), AppsX
{Unicorn) and Pixite (Pigment). The major-
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ity of the companies analyzed compete on
a pricing basis. There was a wider variation
when it came to the prices of the upgrades.
From a quality perspective, there was less
differentiation. The drivers of value were
simply different shades of colour, as well as
level of convenience and communily engage-
ment on social media. Leading apps such as
Caolorly or Recolor have developed a strong
moat through a frst-mover advantage and
scale grown over time.

MATCH-3 GAMES

Match-3 games, also known as tile-match
games are a type of video game puzzle. The
primary objective is lo meet a cerlain crite-
rion that enables the tiles to disappear. They
aperate on both Andreid and 10§ platforms.
A particular trend that should be noted,

however, is the growing presence of women
in mobile gaming. Exhibit 2 shows that
69% of Match-3 players are female, higher
than any other genre. Some companies have
taken note of this demand Candy Crush
Saga adopted bright, colourful aestheties
and a gender-neutral theme o effectively
appeal o women and ultimately increase
sales at staggering amounts.

Unlike coloring apps, Match-3 games is
a multi-billion dollar market. Key play-
ers include King (Candy Crush), Playrix
(Township, Gardenscapes), Jam City
(Cookie Jam), and Rovie (Angry Birds).
There has been some recent consolidation
in the segment with Playtika acquiring
Seriously Digital Entertainment Oy (the
publisher of the Best Friends mobile game)
for ~US$275M, and Zynga acquiring Small
Gilant Games Oy for ~US3650M. Seriously
and Small Giant are Helsinki-based and
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Exhibit 1 - Affordability vs. Value Positioning Map

Source: FMG Estimates; "Quality” refers to quality of images, User Interface (U1, and

coloring experience
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Exhibit 2 = % of Gamers Who Are Female
by Genre

Source: HubSpot

share similar Mateh-3 strategies as Kuuhubb,
building their own Match-3 engines and
changing the meta-game layers.

Considering how many games there are
these days in the app stores, its worth not-
ing that only 20 games have made it to
the so called “Billion Dollar Club® {games
with lifelime revenues exceeding $1 billion).
According o PocketGamer (list) there are
three Match-3 games: Disney Tsum Tsum
(Casual, Japanese markets), Candy Crush
Saga (Casual, Worldwide) and Puzzle &
Dragons (Mideore RPG, Japanese markets).
However, we believe Playrix’s Gardenscapes
should be in the list too, which according to
a Gamesindustrybiz article, Gardenscapes
had made $880M by October 2018. The
article is about a year old and the game has
been steadily grossing $30M/month, which
would make it a fourth Match-3 game that
has grossed over $1B lifetime (we estimate
that Homescapes is pretly close to the $1B
level also).

VALUATION

We note that KUU is trading at a significant
discount o its peers - both Global/Nordie
gaming and global social apps. Global and
Nordic gaming apps are trading at 2019
EV/Sales of 5.00/3.0x - valuing KUU in the
C50.75-1.25 range. Comparable global social
apps are trading on average (excl. FB) at a
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Exhibit 3 - Key Players in the Match-3 Segment

Company Notable Apps Apps Monthly Apps Monthly
Downloads (M) Rews (M)
Candy Crush Saga 209 $98.6
Bubble Witch Saga
Pet Rescue Saga
| e
Tawnship 0] $96.5
] Homascapes
p'l QYFIX |codemscares
Fishdom
Taon Blast 2.4 %341
Tay Blast
Lost Jewels
Lost Bubble
GAMES
Cookie Jam 1.5 510.2
Genies and Gams
m Juice Jam
Angry Birds Pap! 1.4 $6.0
) Angry Birds Match
Y Angry Birds Blast
Fruit Mibblers
LW Dancing Diaries Coming Saon Coming Soon
k i Tiles & Tales
uu
hubb

Source: Sensor Tower July 2019
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Exhibit 4 - Global Social Media Apps Valuation using MAU

Source: Factset, Consensus Estimates (as of August 27/19)

multiple of US$67/MALU - valuing KUU in
the C$4-5 range. m

About the Author

Mr. Garcea co-founded Focus Merchant Group in
September 2018 and has more than 23 years experl-
ence in senlor analyst positions at major demes-
the and International firms. He was a top-ranked
research analyst, well regarded for the depth and
breadth of knowledge he brings to bear on his cover-
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across a broad range of market capitalizations, Over

the years, he has recelved top three rankings from
EBrendan Woods, Greenwich, Starmine and Thomson
Reuters surveys. One of Mr. Garceas consulting i-
ents currently ks Kauhubb Ine. (KUU-TSXV).

Note: This article is not an attempt to provide lnvest-
ment advice. The content Is purely the author's per-
sonal eplnlons and should not be consldered advice
of any kind. Investors are advized to conduct their
own research or seek the advice of a reglstesed invest-
ment professlonal.

Ralph Garcea does not own shares of Kuuhubb Inc.
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PROFILED COMPANY

Kuuhubb Inc.

Jouni Kerdnen, CEO
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TSX-V: KUU / PINK: BCDMF

uuhubb is a publicly listed compa-
ny focusing on mobile games and
sports. Our mobile game develop-
ment and publishing division is targeting
the female audience with bespoke mobile
experiences. Kuuhubb's esports is engaging
with a rapidly growing audience of esports
enthusiasts through omnichannel networks.
Our mission is to become a top player in
women's mobile gaming, while building a
leading global esports ecosystem.
Kuuhubb’s vision is to create games and
apps that will have our female audience
relax, express and entertain themselves
every day. Through our games, we explore
new lifestyle trends that can be converted
into games and apps. In addition, Kuuhubb
offers global esports fans an unforgetta-
ble world-class esports experience through
social media, TV and events with its Tier

one team - Crdzy.

GLOBAL GAMING KNOW-HOW

Kuuhubb has an international team of 70+
professionals in the fields of management,
finance, business development, user acquisi-
tion, publishing, production, game develop-
ment, game art, illustration, customer ser-
vice, and live operations. Kuuhubb is led by
co-founder and CEO Jouni Kerdnen, a Finn
fluent in Mandarin Chinese and over 18
years of international game and app industry
experience, with particular in-depth knowl-
edge of the online games industry and mar-
ket in China and elsewhere in Asia - which
are areas of focus for KuuHubb in its busi-

ness plans going forward.

UNIQUE GROWTH STRATEGY
WITH A STRONG PORTFOLIO

Discover, acquire, develop, integrate, grow
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user base, monetize, and partner with us.
KuuHubb's growth strategy enables the com-
pany to find the next billion dollar hit game
or app. A return to robust revenue growth
led by Recolor, MyHospital, and upcoming
new product launches — with titles includ-
ing: Recolor by Numbers, Incolour, Dancing
Diaries, and Tiles & Tales.

In recent years, the mobile gaming mar-
ket has seen the rise of colouring apps. The
rationale for these apps is that they provide
the same sense of stress-relief and relaxation
as their physical book counterparts, but in
an easily accessible fashion. We estimate the
market size to be in the $90-100M range,
with the key players including Kuuhubb
(Recolor), TFG (Colorfy), AppsX (Unicorn)
and Pixite (Pigment).

Match-3 games, also known as tile-match
games, are a type of video game puzzle.
The primary objective is to meet a certain
criterion that enables the tiles to disappear.
Unlike the coloring app segment,

Match-3 is a multi-billion dollar market.
Key players include King (Candy Crush),
Playrix (Gardenscapes), Jam City (Cookie
Jam), and Rovio (Angry Birds).

ARE YOU CR4ZY FOR ESPORTS?

- |

In addition, Kuuhubb has invested in a
Counter-Strike: Global Offensive {CS:GO)
esports franchise called Crdzy (@gocrdzy).
esports is a high growth, high barrier to
entry industry. Over US$4.5B was invest-
ed through ~ 70 deals in 2018. According
to PitchBook, a handful of startups have
already raised a total of $§65 million in VC
backing this year, including a $10.8 million
financing for ReKTGlobal, a provider of
esports infrastructure services. The essen-
tial value of the eSports industry is the core
demographics - including a global fan base
of ~380M in 2018, with 37% males aged 21
to 35, and 16% females aged 21 to 35.
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CSKGO

There is a handful of established esports
brands and those are well funded or co-
owned by athletes, billionaires or celebrities.
Of the US$234M in investments made to
team organizations in the last two years, over
50% has gone to the top 10, and are reaching

14x revenue valuations.
CR4ZY AT A GLANCE:

Significant portion of team valuations are

based on world ranking. Crdzy has hit the

Top #14 out of 700+ CS:GO teams in the

world. Participated in 75 esport tournaments

in 2018-19

» UML League Champion, Dreamhack
runner-up

« 2019 CS:GO Major participant in Berlin;
Cr4zy has qualified to the Legends stage
through the Challengers stage (guaran-
teeing a Top 16 finish)

« Media reach of 1.5M+ followers; com-
biningnorganizations, players and our
influencer content creators

« 400K+

watched by our fans and followers. =

hours of produced content

www.kuuhubb.com
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