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Does Anybody Still Use Second Life? And If So, How Much Is It Worth Today?
By Robin Wauters

Analyst firm Next Up Research has published an extensive report on Linden Lab, the San
Francisco company behind virtual world Second Life. The research is based on aggregate
data and is available on SharesPost, a site set up to trade shares of privately held
companies (if you register, you can download the report for free from that page, or you
can find other valuation reports on companies like Facebook and LinkedIn). The report
goes rather deep into the valuation of the Linden Lab, which it pegs at somewhere
between $658 million and 700 million.

More on that later.

Now that Linden Lab has been around for nearly 10 years, and with its product Second
Life celebrating its sixth birthday since launching publicly in June 2003, we thought it
would be a good idea to take a close look at the report and see how the company’s doing
according to the analysts.

First of all, you may be wondering if anyone is still using Second Life at all. The answer
IS yes, and users are very active on there. During the past 30 days, one million users
logged in, according to Second Life’s own statistics. In average time spent per user per
week, Second Life in fact trounces all other MMORPGs, including World of Warcraft
and Civilization 1V. In another testament to the service’s apparent stickiness, the number
of hours users spend on Second Life has been increasing steadily and is currently at
historic highs, totaling approximately 124 million hours in the first quarter of this year.

Exhih'r 1: Second Life — One of the Most Immersive Experiences Online

Rank Game Publisher I Rk TMP%
Per Week

1 Second Lifs Linden Lab TG0 3.2
2 Chdlization IV: Beyond the Sword ZK Games BES 27
3 World of Warcraft Blizzard Entertainment G653 46T
4 Dark Messziah of Might & Magic Ubisoft o282 3.0
a StarCraft Blizzarmd Enterainment 334 1.7
6  Chilization I/ 2K Games 332 2.1
T Half-Life 2 Yivendi Games 313 2.2
& Warcraft ll: Reign of Chaos Blizzard Entertainment 213 1.7
=] Bookworm PopCap Games 169 2.3
10 Chessmaster Challenge PlayFirst 54 1:F

Souwrce: Mieisen Games — GameFiay Metrics. Note: TRMF2 = Percent of fofal minufes played
from the Top 100 non-casuall pre-installed PC games measured. Data as of March 2009,



More importantly, Next Up says in-world transactions have recovered after a significant
drop in September 2007 - when gambling was banned in the virtual world - and has been
steadily increasing ever since December 2007.

Which brings us to the valuation, or at least the estimated value Next Up claims Linden
Lab is worth after running a couple of calculations. Using publicly-traded online gaming
companies as a proxy, Next Up pegs the median enterprise value (EV)/ Revenue multiple
for that group at 7.2x off of 2009 revenues. Subsequently applying this self-proclaimed
“conservative” multiple of 7x to the estimated revenue of Linden Lab ($100 million for
this year), the current target valuation amounts up to $700 million.

That seems like a stretch. In November 2007, the last time we asked ourselves how much
Second Life is worth, we came out somewhere between $500 million and $1 billion. The
current estimated enterprise value calculated by Next Up falls pretty much right into the
middle of that range.

Exhibit 35b: Summary of Valuation Methodologies

Methodology Enterprise Value ($, M)
Steady Siate Revenue Methodaology 658
Comparison o Peers 700
Recent M&A or Term Sheets Too

Source: Next Up Research Esfimates
To arrive af market cap and estimated price per share, we nsed to add back $30M in nef cash

Next Up defends the 7x multiple variable by referring to a two-year-old M&A deal.
When Disney acquired Club Penguin for $350 million in cash back in August 2007, it
paid out at least a comparable multiple based on VIub PEnguin’s projected revenue for
the year (between $50 and $65 million), despite the fact that it reaches a narrower
demographic profile. But things have changed since then: stocks have tanked, valuations
have dropped, the IPO market has pretty much dried up and VC-backed liquidity is at a
record low. So that implies a major discount, with a valuation between $300 million to
$500 million, which is decent but not spectacular, assuming Next Up’s revenue
projection is accurate.

Here’s what else Next Up says could have a negative impact on Second Life’s valuation:

- the aging population of its main target markets (U.S. and Europe) and less of a presence
in developing nations where its main target audience (people from 13 to 45) is quickly
gaining in size.

- limited amount of premium subscriptions (about 1% or 170,000 users)

- possible taxation on virtual monetary transactions in a variety of countries

- cost and complexity of running the technical infrastructure behind the virtual world

If you’re interested in the virtual worlds or Linden Lab in particular, there’s a ton of
information and speculation about the market to be found in the report, even if we focus
mostly on the financial side of things. To conclude, here are two charts from the report,



one on the estimated valuations based off of different calendar years and one on the post-
money valuations after the various funding rounds raised by the company.

Exhibit 34b: Valuations Based off Various Calendar Years
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Source: NeXt Up Research Estimates



