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As filed with the Securities and Exchange Commission on January 20, 2005
Registration No. 333-

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM F-1

REGISTRATION STATEMENT UNDER
THE SECURITIES ACT OF 1933

GRAVITY CO., LTD.

(Exact Name of Registrant as Specified in Its Charter)

THE REPUBLIC OF KOREA 7371 NOT APPLICABLE
(State or Other Jurisdiction of (Primary Standard Industrial (I.R.S. Employer Identification
Incorporation or Organization) Classification Code Number) No.)

SHINGU BUILDING, 620-2 SHINSA-DONG, GANGNAM-GU
SEOUL 135-894, KOREA
822-516-5438
(Address, Including Zip Code, and Telephone Number, Including Area Code, of Registrant s Principal Executive Offices)

Puglisi & Associates
850 Liberty Avenue
Suite 204
Newark, Delaware 19711
302-738-7210
(Name, Address, Including Zip Code, and Telephone Number, Including Area Code, of Agent For Service)

Copies to:
Jin Hyuk Park, Esq. Alan F. Denenberg, Esq.
Simpson Thacher & Bartlett LLP Davis Polk & Wardwell
ICBC Tower, 7th Floor 1600 El Camino Real
3 Garden Road, Central, Hong Kong, SAR Menlo Park, CA 94025
People s Republic of China U.S.A.
852-2514-7600 650-752-2004

Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date of this Registration
Statement.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, check the following box: o

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act of 1933, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering: o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering: o
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If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering: o

If delivery of the prospectus is expected to be made pursuant to Rule 434, check the following box: o

CALCULATION OF REGISTRATION FEE

Proposed maximum Proposed maximum
Amount to be offering price aggregate Amount of
Title of each class of securities to be registered registered® per share® offering price registration fee
Common stock, par value W500 per share” 2,673,750 US$62.00 US$165,772,500 US$19,511.42

(1) American depositary shares, or ADSs, evidenced by American depositary receipts issuable on deposit of the common shares registered
hereby will be registered under a separate registration statement on Form F-6. Each ADS will represent one fourth of one common share.

(2) Includes (a) shares of common stock represented by ADS that may be purchased by the underwriters pursuant to an over-allotment option
and (b) all shares of common stock represented by ADSs initially offered or sold outside the United States that are thereafter sold or resold in
the United States. Offers or sales of shares of common stock represented by ADS outside the United States are being made pursuant to
Regulation S under the Securities Act and are not covered by this Registration Statement.

(3) Estimated solely for purposes of computing the amount of the registration fee pursuant to Rule 457 under the Securities Act.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until
the Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective
in accordance with Section 8(a) of the Securities Act or until this Registration Statement shall become effective on such date as the
Securities and Exchange Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. Neither we nor the selling shareholders may sell these securities until
the registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these
securities, and it is not soliciting an offer to buy these securities in any state or jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED JANUARY 20, 2005

9,300,000 American Depositary Shares

GRAVITY Co., Ltd.

Representing 2,325,000 Common Shares

We are selling 6,510,000 ADSs, and the selling shareholders are selling 2,790,000 ADSs. We will not receive any of the proceeds from the
ADSs sold by the selling shareholders.

Prior to this offering, there has been no public market for our common shares. The initial offering price of the ADSs is expected to be
between US$13.50 and US$15.50 per ADS. We have applied for the quotation of our ADSs on The Nasdaq Stock Market s National Market, or
Nasdaq, under the symbol GRVY .

The underwriters have an option to purchase a maximum of 1,395,000 additional ADSs to cover over-allotments of the ADSs.

Investing in our ADSs involves a high degree of risk. See Risk Factors on page 8.

Proceeds to the

Underwriting selling
discounts and Proceeds to us shareholders,
Price to public commissions before expenses before expenses
Per ADS US$ Us$ Us$ Us$
Total US$ US$ US$ US$

Delivery of the ADSs will be made on or about , 2005.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or passed on the adequacy or accuracy of this prospectus. Any representation to the contrary is a criminal offense.

Credit Suisse First Boston

Daewoo Securities Co., Ltd.

CIBC World Markets
CLSA Asia-Pacific Markets

The date of this prospectus is , 2005.

Table of Contents 4



Edgar Filing: GRAVITY Co., Ltd. - Form F-1

Table of Contents

[Page intentionally left blank for graphics]

TABLE OF CONTENTS

Page
PROSPECTUS SUMMARY 1
RISK FACTORS 8
EXCHANGE RATES 27
USE OF PROCEEDS 28
DIVIDEND POLICY 29
CAPITALIZATION 30
DILUTION 31
SELECTED CONSOLIDATED FINANCIAL INFORMATION AND
OTHER DATA 32
MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS 34
OUR INDUSTRY 57
BUSINESS 65
LAW AND REGULATIONS 87
MANAGEMENT 94
PRINCIPAL AND SELLING SHAREHOLDERS 100
RELATED PARTY TRANSACTIONS 103
DESCRIPTION OF CAPITAL STOCK 105
DESCRIPTION OF AMERICAN DEPOSITARY SHARES 110
SHARES ELIGIBLE FOR FUTURE SALE 117
KOREAN FOREIGN EXCHANGE CONTROLS AND SECURITIES
REGULATIONS 120
TAXATION 122
UNDERWRITING 130
NOTICE TO CANADIAN RESIDENTS 135
EXPENSES RELATING TO THIS OFFERING 137
LEGAL MATTERS 138
EXPERTS 138
ENFORCEABILITY OF CIVIL LIABILITIES 139
WHERE YOU CAN FIND MORE INFORMATION 139
INDEX TO FINANCIAL STATEMENTS F-1

EX-3.1 ARTICLES OF INCORPORATION OF REGISTRANT

EX-4.1 FORM OF STOCK CERTIFICATE

EX-5.1 OPINION OF KIM & CHANG

EX-5.2 OPINION OF SIMPSON THACHER & BARTLETT LLP

EX-10.1 AGREEMENT ON THE DEVELOPMENT OF RAGNAROK ONLINE
DATED JUNE 26. 2000

EX-10.2 AGREEMENT ON THE EXCI USIVE LICENSE OF COPYRIGHT
REGARDING RAGNAROK GAME SERVICES. DATED JUNE 26. 2000
EX-10.3 COOPERATION AGREEMENT ON RAGNAROK GAME SERVICES
DATED MAY 31,2002

EX-10.4 AGREEMENT ON FACTUAL MATTERS. DATED NOVEMBER 19,
2002

EX-10.5 AGREEMENT ON RAGNAROK GAME SERVICES AND RELATED
MATTERS. DATED JANUARY 22. 2003

EX-10.6 AGREEMENT. DATED JUNE 3. 2003

EX-10.7 AGREEMENT. DATED OCTOBER 27. 2004

EX-10.8 INVESTMENT AGREEMENT. DATED FEBRUARY. 19. 2002

Table of Contents



Edgar Filing: GRAVITY Co., Ltd. - Form F-1

EX-10.9 AGREEMENT. DATED FEBRUARY, 21, 2002

EX-10.10 INVESTMENT AGREEMENT, DATED OCTOBER 28. 2003

EX-10.11 RAGNAROK LICENSE AND DISTRIBUTION AGREEMENT. DATED
JULY 24, 2002

EX-10.12 AMENDMENT TO RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED SEPTEMBER 23. 2004

EX-10.13 RAGNAROK EXCLUSIVE LICENSE AND DISTRIBUTION
AGREEMENT. DATED MAY 20, 2002

EX-10.14 FOURTH AMENDMENT TO THE EXCL.USIVE RAGNAROK ONLINE
LICENSE AND DISTRIBUTION AGREEMENT. DATED OCTOBER 19, 2004
EX-10.15 EXCLUSIVE RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED OCTOBER 21, 2002

EX-10.16 RAGNAROK LICENSE AND DISTRIBUTION AGREEMENT. DATED
JUNE 13, 2002

EX-10.17 AMENDMENT TO THE EXCLUSIVE RAGNAROK ONLINE LICENSE
AND DISTRIBUTION AGREEMENT, DATED OCTOBER 27. 2004

EX-10.18 EXCL.USIVE RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED MAY 12. 2003

EX-10.19 EXCL.USIVE RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED MARCH 25. 2003

EX-10.20 EXCL.USIVE RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED APRIL 2. 2004

EX-10.21 AMENDMENT TO THE EXCLUSIVE RAGNAROK ONLINE LICENSE
AND DISTRIBUTION AGREEMENT., DATED OCTOBER 29. 2004

EX-10.22 EXCLUSIVE RAGNAROK ONLINE LICENSE AND DISTRIBUTION
AGREEMENT. DATED NOVEMBER 26. 2003

EX-10.23 AMENDMENT TO THE EXCLUSIVE RAGNAROK ONLINE LICENSE
AND DISTRIBUTION AGREEMENT. DATED DECEMBER 2. 2003

EX-10.24 SECOND AMENDMENT TO THE EXCL.USIVE RAGNAROK
LICENSE AND DISTRIBUTION AGREEMENT. DATED NOVEMBER 18. 2003
EX-10.25 EXCLUSIVE RAGNAROK LICENSE AND DISTRIBUTION
AGREEMENT. DATED JULY 16. 2004

EX-10.26 FORM OF EMPLOYMENT AGREEMENT

EX-10.27 LEASE AGREEMENT, DATED AUGUST 1. 2004

EX-10.28 LOAN AGREEMENT. DATED MARCH 31. 2003

EX-10.29 EQUIPMENT SALES AGREEMENT. DATED APRIL 1. 2003

EX-10.30 TERM LEASE AGREEMENT. DATED MAY 1. 2003

EX-10.31 EQUIPMENT SALES AGREEMENT, DATED DECEMBER 1. 2003
EX-10.32 SERVICE AND DISTRIBUTION OF EARNINGS AND PROFIT
AGREEMENT. DATED APRIL 1. 2003

EX-10.33 LOAN AGREEMENT. DATED JANUARY 1. 2004

EX-10.34 SHARE ASSIGNMENT AGREEMENT. DATED OCTOBER 25. 2004
EX-10.35 JOINT PROJECT AGREEMENT FOR TV ANIMATION
"RAGRNAROK", DATED OCTOBER 1. 2004

EX-10.36 LOAN AGREEMENT. DATED FEBRUARY 20. 2003

EX-10.37 AGREEMENT ON ASSET TRANSFER. DATED OCTOBER 10, 2003
EX-10.38 AGREEMENT ON BUSINESS DIVISION TRANSFER. DATED
NOVEMBER 28. 2003

EX-21.1 LIST OF REGISTRANT'S SUBSIDIARIES

EX-23.3 CONSENT OF SAMIL. PRICEWATERHOUSECOOPERS

EX-99.1 CONSENT OF INTERNATIONAL DATA CORPORATION

EX-99.2 CONSENT OF DATA MONITOR

You should rely only on the information contained in this document or to which we have referred you. We have not authorized
anyone to provide you with information that is different. This document may only be used where it is legal to sell these securities. The
information in this document may only be accurate on the date of this document.

DEALER PROSPECTUS DELIVERY OBLIGATION

Until , 2005 (the 25th day after the commencement of the offering), all dealers that effect transactions in these securities,
whether or not participating in this offering, may be required to deliver a prospectus. This is in addition to the dealer s obligation to
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CERTAIN TERMS AND CONVENTIONS

Unless the context otherwise requires, references in this prospectus to:

Korea orthe Republic are to The Republic of Korea,
Government are to the government of the Republic,

China orthe PRC are to the People s Republic of China,
Taiwan orthe ROC are to Taiwan, the Republic of China, and

GRAVITY , we , us , our ,or ourcompany areto GRAVITY Co., Ltd. and its subsidiaries.

For your convenience, this prospectus contains translations of certain Won amounts into U.S. dollars at the noon buying rates of the Federal
Reserve Bank of New York for Won in effect on September 30, 2004 which was W1,152.0 to US$1.00. On January 19, 2005, the noon buying
rate was W1,031.0 to US$1.00. See Exchange Rates .

Unless indicated otherwise or unless the context otherwise requires, the information in this prospectus gives effect to a 10-for-1 split of our
common shares effected on December 25, 2003.

Discrepancies in tables between totals and sums of the amounts listed are due to rounding.

FORWARD LOOKING STATEMENTS

This document includes forward-looking statements . Forward-looking statements include statements regarding our expectations and
projections for future operating performance and business prospects. The words believe , expect , anticipate , estimate , project and similar wor
used in connection with any discussion of our future operating or financial performance identify forward-looking statements. In addition, all
statements other than statements of historical facts included in this document are forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we can give no assurance that such
expectations will prove to be correct. All forward-looking statements are management s present expectations of future events and are subject to a
number of factors and uncertainties that could cause actual results to differ materially from those described in the forward-looking statements.

This document discloses, under the caption Risk Factors and elsewhere, important factors that could cause actual results to differ materially from
our expectations.

We caution you not to place undue reliance on the forward-looking statements, which speak only as of the date of this document. All
subsequent written and oral forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their entirety
by these forward-looking statements. We undertake no obligation to publicly update or revise any forward-looking statements whether as a result
of new information, future events or otherwise except as required by law. In light of these risks, uncertainties and assumptions the
forward-looking events discussed in this prospectus might not occur and our actual results may differ materially from those anticipated in these
forward-looking statements.

Table of Contents 8



Edgar Filing: GRAVITY Co., Ltd. - Form F-1

Table of Contents

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all the information you should consider
before making an investment in our ADSs. You should read the entire prospectus carefully, including Risk Factors, beginning on page 8, and
the financial statements and notes thereto, beginning on page F-1, before making an investment decision.

Overview

We are a leading developer and distributor of online games in Japan, Taiwan and Thailand based on the number of peak concurrent users.
We are based in Korea and our principal product, Ragnarok Online, is currently commercially offered in 19 markets, including Korea. Ragnarok
Online recorded over 770,000 aggregate peak concurrent users (defined as the sum of the highest number of users simultaneously logged on to
our games servers in each country) and over 400,000 average concurrent users (defined as the sum of the average number of users
simultaneously logged on to our games servers in our key markets, which are Japan, Taiwan/Hong Kong, Thailand, China and Korea) during the
third quarter of 2004. We also offer a number of mobile games, which are played using mobile phones and other mobile devices, participate in
the production of a televised animation series, and license the merchandizing of character-related products based on our online games. We intend
to diversify our online game offering by developing online games internally and publishing additional online games developed by third parties.

We were incorporated as a company with limited liability under Korean law on April 4, 2000. In August 2002, we commercially launched
our first massively multiplayer online role playing game, Ragnarok Online, which features two-dimensional characters in a three-dimensional
background. We expect to commercially launch R.O.S.E. Online, a three-dimensional massively multiplayer online role playing game, in Korea
in the first quarter of 2005, and plan to commence open beta testing of Requiem, a three-dimensional massively multiplayer online role playing
game by late 2005 in one or more key markets. We are also internally developing Ragnarok Online 2, a three-dimensional sequel to Ragnarok
Online, and expect to commence its open beta testing by early 2006.

Our revenues and earnings, as well as the number of Ragnarok Online users, have grown significantly since the commercial launch of
Ragnarok Online. Our revenues increased by 332.3% to W42,431 million (US$36,832 thousand) in 2003 from W9,816 million in 2002. In
addition, our net income increased significantly to W14,669 million (US$12,734 thousand) in 2003 from a net loss of W496 million in 2002.
Our revenues increased by 72.1% to W47,978 million (US$41,647 thousand) in the first nine months of 2004 from W27,877 million in the first
nine months of 2003. In addition, our net income increased by 134.1% to W21,229 million (US$18,428 thousand) in the first nine months of
2004 from W9,069 million in the first nine months of 2003.

The online game industry

According to Datamonitor, the global online game industry (which includes massively multiplayer online role playing games, casual online
games and web games as discussed in  Our Industry ) generated US$1,995 million of subscription revenues in 2003 with Asia contributing
approximately US$1,400 million or 70% of the total subscription revenues.

According to IDC, in Asia, Korea is the largest online game market in terms of online game subscription revenues with an established
online game culture and mature market characteristics. Taiwan is the second largest online game market in Asia with a high level of Internet
users playing online games and well developed game content. While the growth rates have slowed in Korea and Taiwan in recent periods, China,
the third largest online game market in the region, has a significant expected growth profile with online games becoming an important part of the
mainstream entertainment medium. Japan is the fourth largest online game market in Asia with strong growth potential.
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Competitive strengths
We believe that our primary competitive strengths are:

Leading online game in multiple markets. Ragnarok Online s success and appeal are demonstrated by our presence and leading market
positions based on peak concurrent users in countries such as Japan, Taiwan and Thailand.

Early entrant in key online game markets. Due in part to our early entry in a number of key online game markets, Ragnarok Online has
captured a large number of loyal users since its commercialization. Our established relationships with online game operators in several

countries provide us with (i) ability to more effectively market and sell new online games and (ii) access to in-depth knowledge of local
markets and user preference.

Capability to develop and source new online games, effectively market products and distribute products. We have an experienced game
development team, including the majority of the original development team of Ragnarok Online, that is currently developing new in-house
games to broaden our product offering. Our large game user base has allowed us to establish an online game community that gives us a
natural and accessible audience to which we can market our new online games as well as cross-market our online game related-products.
In addition, our robust game distribution capability with established relationships with local operators in 16 overseas markets is attractive
to third party game developers who seek to increase their product exposure to key online game markets.

High quality customer service. We place a significant emphasis on technology, personnel and training to facilitate excellent customer
service with customer service centers operating 24 hours a day, seven days a week to provide real-time assistance to our users via in-game
bulletin boards, emails, telephone and facsimile.

Business strategy

Our key strategic objective is to strengthen our competitive position and to be a leading developer and publisher of online games with a
broad product offering and presence in multiple markets. Our business strategy principally consists of the following elements:

Maintain and strengthen competitive position in online games. We aim to maintain and strengthen the competitive position of our online
games by continuing to upgrade game content and quality to satisfy user expectations. We, along with our overseas licensees, will continue
to conduct marketing campaigns and online in-game events to increase the loyalty and playing time of our existing users and attract new
users.

Continue to focus on international expansion. We plan to continue the expansion and penetration of our products in new overseas markets.
Consistent with this strategy, we plan to commercialize Ragnarok Online in four to seven additional countries by the end of 2005. We
believe that further geographic diversification will contribute to the growth and stabilization of our revenue streams.

Enhance development of proprietary games and publication of licensed games. We intend to offer a broader and more sophisticated game
offering by developing and procuring additional games. We will continue to devote significant resources to the in-house development of
our own games. Separately, we will also continue to focus on publishing online games licensed from third party developers to take
advantage of our strong game distribution capability. For example, in December 2004, we signed a memorandum of understanding with
Expotato Corporation, a third party game developer in Korea, to publish, market and offer Come On Baby! Road Star , an online casual
racing action game. There can be no assurance, however, that this transaction will be completed.

Taking advantage of our current products for revenue diversification and growth. In order to continually diversify our revenue base, we
intend to take advantage of our current products to expand into other related businesses, including mobile games, animation and game
character-based merchandise businesses.
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Challenges and risks

We face numerous challenges and risks in our business, including the following:

As we currently depend on one product, Ragnarok Online, for substantially all of our revenues, our failure to develop or license additional
games may materially and adversely affect our business, financial condition and results of operations.

In many of our markets, we license Ragnarok Online to overseas operators or distributors. Our reliance on third parties that we do not
control exposes us to certain risks that we would not encounter if we were to operate or distribute directly in such markets. If our overseas
licensees fail to perform their contractual obligations or suffer from management or other problems in their businesses, our business
operations in overseas markets and our ability to collect royalty payments from such markets may be materially adversely affected.

If we are unable to consistently develop, acquire, license, launch, market or operate commercially successful online games, our business,
financial condition and results of operations may be materially and adversely affected.

We operate in a highly competitive industry and compete against many large companies. If we fail to retain and hire skilled and
experienced game developers or other key personnel in order to design and develop new online games and additional game features, we
may be unable to achieve our business objectives.

Undetected programming errors or flaws in our games could harm our reputation or decrease market acceptance of our games, which
would materially and adversely affect our results of operations.

Prospective investors should carefully consider the risks described in  Risk Factors before deciding to invest in us.

Contact information

Our principal executive offices are located at Shingu Building, 620-2 Shinsa-dong, Gangnam-gu, Seoul 135-894, Korea. Our telephone
number is (822) 516-5438. We maintain a website at http://www.gravity.co.kr. Information contained in our website does not constitute part of
this prospectus.

Our service of process agent is Puglisi & Associates, located at 850 Liberty Avenue, Suite 204, Newark, Delaware 19711. Its telephone
number is (302) 738-7210.
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THE OFFERING

6,510,000 ADSs offered by us and 2,790,000 ADSs offered by the selling shareholders.

Mr. Jung Ryool Kim, one of our joint representative directors, and other selling shareholders. See Principal
and Selling Shareholders .

Each ADS will represent one fourth of one common share, par value W500 per share. The ADSs will be
evidenced by American depositary receipts, or ADRs. The depositary is The Bank of New York.

28,705,600 ADSs. Unless otherwise noted, the information in this prospectus assumes no exercise of the
underwriters over-allotment option and no exercise of outstanding stock options.

7,176,400 common shares. The number of common shares that will be outstanding immediately after this
offering excludes 271,000 common shares issuable upon exercise of outstanding stock options under our
stock option plan.

US$ per ADS.

We expect the net proceeds from this offering to be approximately US$88 million assuming an initial public
offering price of $14.50 per ADS and further assuming no exercise of the underwriters over-allotment
option. The principal reason for this offering is to establish a public market for our common shares, facilitate
our future access to public capital markets and obtain additional working capital to continue to grow our
business. We anticipate using approximately W30 billion (US$26 million) for on-going and future game
development, approximately W30 billion (US$26 million) for acquiring, licensing and publishing games
developed by third party game developers; approximately W25 billion (US$22 million) for investing in
enhancing our technological, marketing, distribution and service capabilities; and the balance of the net
proceeds for general corporate purposes and working capital.

We will not receive any of the proceeds from the sale of ADSs by the selling shareholders. See  Use of
Proceeds .

We have applied to have the ADSs quoted on Nasdaq under the symbol GRVY .

We have granted the underwriters an option for a period of 30 days from the date of this prospectus to
purchase from us up to 1,395,000 ADSs solely to cover over-allotments. Unless we state otherwise, the
information in this prospectus does not take into account the possible sale of these additional ADSs.

Our common shares are not listed on any stock exchange or organized trading market, including in Korea.
There is no public market for our common shares or ADSs, although a small number of our common shares
are traded in off-market transactions involving private sales primarily in Korea.
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Deposit or withdrawal of common You may deposit common shares with the custodian for the depositary and obtain ADSs, and may surrender

shares

Voting rights

Dividends

Lock-up

Risk factors

ADSs to the depositary and receive common shares, subject in each case to certain conditions. However,
under current Korean law and regulations, the depositary is required to obtain our prior consent for a deposit
to the extent that, after giving effect to the deposit, the total number of common shares on deposit would
exceed the maximum amount previously approved by us. As of the date of this prospectus, such maximum
amount approved by us is 2,673,750 shares, which is the total number of common shares representing the
ADSs issued in this offering (assuming the full exercise of the underwriters over-allotment option). After
180 days from the date of this prospectus, we expect to approve an increase in the maximum amount to
3,854,060 shares.

Common shares underlying the ADSs offered hereby may be withdrawn from the depositary facility
established under the deposit agreement upon:

the surrender of the ADSs, and
the receipt by the depositary of proper instructions.

Subject to the provisions of the deposit agreement, you will be entitled to instruct the depositary how to vote
the common shares underlying the ADSs. However, you will receive our voting materials and a solicitation
of voting instructions only if we request the depositary to send those materials to you. It is our current
intention to request the depositary to do so.

We have not paid a dividend on our share capital since inception and any decision to pay dividends in the
future will be subject to a number of factors, including cash requirements for future capital expenditures and
investments, as well as other factors our board of directors deem relevant. We have no intention to pay
dividends in the near future.

We, all of our directors and officers, and the selling shareholders holding in the aggregate 91.1% of the
common shares outstanding, have agreed with the underwriters that, without the prior consent of Credit
Suisse First Boston LLC, subject to certain exceptions, neither we nor they will, for a period of 180 days
following the date of this prospectus, offer, sell or contract to sell any of our ADSs or common shares or any
economic interests therein. See Underwriting .

For a discussion of certain factors that should be considered in evaluating an investment in our ADSs, see
Risk Factors beginning on page 8 of this prospectus.

Table of Contents

13



Edgar Filing: GRAVITY Co., Ltd. - Form F-1

Table of Contents

SUMMARY CONSOLIDATED FINANCIAL INFORMATION AND OTHER DATA

The balance sheet data as of December 31, 2002 and 2003, and September 30, 2003 and 2004, and the statement of operations data for the
years ended December 31, 2001, 2002 and 2003 and for the nine months ended September 30, 2003 and 2004, are derived from our audited
financial statements and related notes thereto included elsewhere in this prospectus. The balance sheet data as of December 31, 2001 is derived
from our audited financial statements and related notes, which are not included in this prospectus.

These audited financial statements and the related notes thereto have been prepared in accordance with accounting principles generally
accepted in the United States. The information set forth below is not necessarily indicative of the results that should be expected for future
periods and the results for the interim periods are not necessarily indicative of the results of operations to be expected for the full year. The
information set forth below should be read in conjunction with Management s Discussion and Analysis of Financial Condition and Results of
Operations and our financial statements and related notes thereto included elsewhere in this prospectus.

As of and for the nine months ended
As of and for the years ended December 31, September 30,

2001 2002 2003 2003 2003 2004 20041

(unaudited) (unaudited)
(in millions of Won and thousands of US$, except share and per share data,
operating data and percentages)
Statement of operations:

Total revenues w 167 W 9,816 W 42431 US$ 36,832 W 27,877 W 47978 US$ 41,647
Cost of revenues 1,735 6,866 5,960 4,800 7,480 6,493
Gross profit 167 8,081 35,565 30,872 23,077 40,498 35,154

Operating expenses:
Selling, general and

administrative 354 4,956 11,115 9,648 7,387 10,157 8,817
Research and development 718 815 1,597 1,386 686 1,435 1,246
Operating income (loss) (905) 2,310 22,853 19,838 15,004 28,906 25,091

Other income (expense) 3) (2,339) (5,649) (4,903) (4,556) (3,562) (3,091)

Income (loss) before income

tax expenses, minority

interest, and losses from

equity method investee (908) (29) 17,204 14,935 10,448 25,344 22,000
Income tax expenses 467 2,535 2,201 1,379 3,976 3,451

Income (loss) before
minority interest and losses

from equity method investee (908) (496) 14,669 12,734 9,069 21,368 18,549
Minority interest 17 14
Equity in loss of related joint
venture (156) (135)
Net income (loss) w (908) w (496) W 14,669 USs$ 12,734 w 9,069 W 21,229 US$ 18,428
I I I I I I I

Earnings per share:
Basic and diluted per share W (492) w (148) W 2,859 US$ 2.48 W 1,818 W 3,826 US$ 3.32
Basic and diluted per ADS

Weighted average number of

shares outstanding (basic and

diluted) 1,846,575 3,355,616 5,130,895 5,130,895 4,990,029 5,548,900 5,548,900
Balance sheet data:

Cash and cash equivalents W 1,820 W 560 W 5,405 US$ 4,692 w 1,589 W 12,577 US$ 10,918
Total current assets 2,383 7,425 17,304 15,021 12,217 28,043 24,344
Property and equipment, net 522 2,254 5,694 4,943 4451 15,401 13,369
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Total assets 3,055 11,509 28,765 24,970 22,866 51,076 44,338

Total current liabilities 1,123 7,677 9,051 7,857 8,341 8,359 7,257

Total liabilities 2,912 11,772 10,945 9,500 10,680 12,004 10,421

Total shareholders equity 143 (263) 17,820 15,470 12,186 39,072 33917

Selected operating data and

financial ratios:

Aggregate peak concurrent

Ragnarok

Online users® 200,150 597,615 597,615 498,888 774,713 774,713

Average concurrent

Ragnarok Online users®) 79,364 252,457 252,457 221,972 401,232 401,232

Gross profit margin®) 100.0% 82.3% 83.8% 83.8% 82.8% 84.4% 84.4%

Operating profit margin(® N/M 23.5 539 539 53.8 60.2 60.2

Net profit margin(® N/M (GN)) 34.6 34.6 325 44.2 44.2
6
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N/ M = not meaningful
Notes:

(1) For convenience, the Won amounts are expressed in U.S. dollars at the rate of W1,152.0 to US$1.00, the noon buying rate in effect on
September 30, 2004 as quoted by the Federal Reserve Bank of New York.

(2) The number of peak concurrent users in a given period for a country in which Ragnarok Online is commercially offered represents the
highest number of users simultaneously logged on to our games servers during that period in that country. The aggregate monthly number of
peak concurrent users is computed by adding the number of peak concurrent users for a given month in all of the countries in which
Ragnarok Online is commercially offered. The aggregate number of peak concurrent users for any longer period represents the highest
aggregate monthly peak concurrent user number within that given period. The number of peak concurrent users in a country (or in the case
of Taiwan and Hong Kong, Malaysia and Singapore, or Germany, Austria, Switzerland, Italy and Turkey, in such group of countries) is
determined on the basis of computer-generated data that shows the number of concurrent users for such country or group of countries, as
applicable, at generally one-minute intervals. Within a given month, due to time differences and other factors, the exact point in time at
which the peak number of concurrent users is reached may differ from country to country.

(3) The number of average concurrent Ragnarok Online users in a given period represents the total of the sum of the average number of
concurrent users for that period in Korea, Japan, Taiwan/Hong Kong, Thailand and China, the five key markets, in terms of revenue
contribution, in which Ragnarok Online is commercially offered. The number of average concurrent users in a given period is computed by
adding the monthly average number of concurrent users and dividing the total by the number of months in the same period. The monthly
average number of concurrent users is computed by adding the daily average number of concurrent users during a given month and dividing
the total by the actual number of days in that month. The daily average number of concurrent users is generally computed by adding the
number of concurrent users selected in three-hour intervals (for example, the number of concurrent users at 12:00 am, 3:00 am, 6:00 am,
9:00 am, 12:00 pm, 3:00 pm, 6:00 pm and 9:00 pm on a given day) and dividing it by eight. In certain limited situations, for example, when
our servers are down for maintenance or updates or when our monitoring server fails to maintain connection to our game servers, the number
of our concurrent users at such time will appear as zero . We have adjusted the daily average number of concurrent users to remove this
information from our computation. Within a given period, due to time differences and other factors, the exact points in time used to calculate
the average number of concurrent users may differ from country to country.

(4) Gross profit margin is calculated as gross profit divided by total revenues.
(5) Operating profit margin is calculated as operating income (loss) divided by total revenues.

(6) Net profit margin is calculated as net income (loss) divided by total revenues.
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RISK FACTORS

An investment in the ADSs representing our common shares involves a number of risks. You should carefully consider the risks and
uncertainties described below and all other information contained in this prospectus before making an investment in our ADSs.

Risks related to our business

We currently depend on one product, Ragnarok Online, for substantially all of our revenues.

Substantially all of our revenues are currently derived from a single product, Ragnarok Online. In the first nine months of 2004, we derived
approximately 95.7% of our revenues from Ragnarok Online. We expect to continue to derive a substantial majority of our revenues from
Ragnarok Online through at least 2005. Failure by us to maintain, improve, update or enhance Ragnarok Online in a timely manner or
successfully enter new markets could reduce Ragnarok Online s user base, decrease its popularity, or reduce revenues generated from it and
materially and adversely affect our business, financial condition and results of operations.

We depend on license fees and royalty payments from our overseas licensees for a substantial portion of our revenues.

In markets other than Korea, the United States and Canada, we license Ragnarok Online to overseas operators or distributors from whom we
receive license fees and royalty payments based on a percentage of such operators revenues from Ragnarok Online pursuant to license
arrangements. Such overseas license fees and royalty payments represented 53.7% of our revenues in 2003 and 68.9% of our revenues for the
first nine months of 2004. During the year ended December 31, 2003 and the nine months ended September 30, 2004, we derived 22.8% and
27.9% of our total revenues from GungHo Online Entertainment Inc., our licensee in Japan. During the year ended December 31, 2003 and the
nine months ended September 30, 2004, we derived 20.3% and 23.0% of our total revenues from Soft-World International Corporation, our
licensee in Taiwan. Deterioration in financial condition or adverse developments in the results of operations of our overseas licensees may
materially and adversely affect our business, financial conditions and results of operations.

In many of our markets, we rely heavily on our overseas licensees to operate and distribute our games.

We rely on our overseas licensees for substantially all aspects of our overseas operations, including:
holding the required government licenses for the operation and distribution of our games,
publishing, advertising and marketing our games,
establishing the pricing of our games after consultation with us,
owning and operating the server network and other aspects of game management and maintenance,
providing customer service and trouble-shooting,
maintaining network security and providing back-up for game data and software, and
billing and collecting subscription fees from users and remitting royalty payments to us.

Under the license arrangements, our overseas licensees may operate or publish other online games developed or offered by our competitors.

Therefore, our overseas licensees may devote greater time and resources to marketing their proprietary games or those of our competitors than to
ours.

Our overseas licensees are responsible for complying with local laws, including obtaining and maintaining the requisite government licenses
and permits. Failure by our overseas licensees to do so may have a material adverse effect on our business, financial condition and results of
operations.
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Our overseas licensees are responsible for remitting royalty payments to us based on a percentage of sales from our games, after deducting
certain expenses. Online payment systems in China and certain other countries are still in a developmental stage and are not as widely available
or used. Payment for online game services in these countries typically take the form of prepaid cards sold in Internet cafés, convenience stores
and other distribution channels. Some of our overseas licensees rely heavily on a multilayer distribution and payment network composed of third
party distributors for sales to, and collection of payments from, users. Failure by our licensees to maintain a stable and efficient billing,
recording, distribution and payment collection network in these markets may result in inaccurate recording of sales or insufficient collection of
payments from these markets and may materially and adversely affect our financial condition and results of operations.

Our reliance on third parties that we do not control exposes us to certain risks that we would not encounter if we were to operate or
distribute directly in such markets. If our overseas licensees fail to perform their contractual obligations or suffer from management or other
problems in their businesses, our business operations in overseas markets and our ability to collect royalty payments from such markets may be
materially and adversely affected. We may not be able to easily terminate our license agreements with our overseas licensees as these
agreements do not specify particular financial or performance criteria that need to be met by our licensees. As our overseas licensees generally
have the exclusive right to distribute our games in their respective markets typically for a term of two years, we may not be able to enter into a
new license agreement in a particular country for the term of the agreement unless it is terminated earlier. In general, we may not unilaterally
terminate our license agreements.

If we are unable to consistently develop, acquire, license, launch, market or operate commercially successful online games in addition to
Ragnarok Online, our business, financial condition and results of operations may be materially and adversely affected.

In order to maintain our growth and profitability, we must continually develop or publish commercially successful new online games in
addition to Ragnarok Online that will retain our existing users and attract new users. To date, we have acquired an exclusive license from a third
party developer to distribute R.O.S.E. Online and are internally developing Requiem and Rangnarok Online 2, a sequel to Ragnarok Online. A
game s commercial success largely depends on appealing to the tastes and preferences of a critical mass of users as well as the willingness of
such users to continue as paying subscribers after the completion of the free open beta testing stage, all of which are difficult to predict prior to a
game s development and introduction. Developing games internally requires substantial development costs, including the costs of employing
skilled developers and acquiring or developing game engines which enable the creation of products with the latest technological features. In
order to succeed, we must acquire, license or develop promising games at an acceptable cost and ensure technical support for the successful
operation of such games. The online game publishing market is highly competitive and we may not be able to acquire or license promising
games at an acceptable cost. In order to successfully distribute and operate a game, we also need a sizable game management and support staff,
continued investment in technology and a substantial marketing budget. We cannot assure you that the games we develop or publish will be
attractive to users or otherwise be commercially successful, launched as scheduled or able to successfully compete with games operated by our
competitors. If we are not able to consistently develop, acquire, license, launch, market or operate commercially successful online games, we
may not be able to generate enough revenues to offset our initial development, acquisition, licensing or marketing costs, and our future business,
financial condition and results of operations will be materially and adversely affected.

We operate in a highly competitive industry and compete against many large companies.

There are many companies in the world, including over 100 companies in Korea alone, that are dedicated to developing and/or operating
online games. We expect more companies to enter the online game industry and a wider range of online games to be introduced in our current
and future markets. Our competitors in the massively multiplayer online role playing game industry vary in size from small companies to very
large companies with dominant markets shares such as NCsoft and Shanda. We also compete with
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online casual game and game portal companies such as NHN, Nexon and CJ Internet. In addition, we may face stronger competition from
console game companies, such as Sony, Microsoft, Electronic Arts, Nintendo and Sega, many of which have announced their intention to
expand their game services and offerings over broadband Internet. Many of our competitors have significantly greater financial, marketing and
game development resources than we have. As a result, we may not be able to devote adequate resources to develop, acquire or license new
games, undertake extensive marketing campaigns, adopt aggressive pricing policies or adequately compensate our or third-party game
developers to the same degree as certain of our competitors.

As the online game industry in many of our markets is relatively new and rapidly evolving, our current or future competitors may compete
more successfully as the industry matures. In particular, any of our competitors may offer products and services that have significant
performance, price, creativity or other advantages over those offered by us. These products and services may weaken the market strength of our
brand name and achieve greater market acceptance than ours. In addition, any of our current or future competitors may be acquired by, receive
investments from or enter into other strategic relationships with larger, longer-established and better-financed companies and therefore obtain
significantly greater financial, marketing and game licensing and development resources than we have. Increased competition in the online game
industry in our markets could make it difficult for us to retain existing users and attract new users, and could reduce the number of hours users
spend playing our current or future games or cause us and our licensees to reduce the fees charged to play our current or future games. In some
of the countries in which our games are distributed, such as Korea and Taiwan, growth of the market for online games has slowed while
competition continues to be strong. If we are unable to compete effectively in our principal markets, our business, financial condition and results
of operations could be materially and adversely affected.

We have a limited operating history, which may make it difficult for you to evaluate our business.

We have a limited operating history upon which you can evaluate our business and prospects. Our business was established in April 2000
but Ragnarok Online was commercially introduced in August 2002. Our senior management and employees have worked together at our
company for a relatively short period of time, including as a result of frequent changes in senior management to date. In addition, the online
game industry, from which we derive substantially all of our revenues, is a relatively new industry. The first massively multiplayer online role
playing game in Korea was developed and distributed by one of our competitors in 1998. Since then, only a limited number of companies have
successfully commercialized such online games on an international scale. You must consider our business prospects in light of the risks and
difficulties we will encounter as an early-stage company in a new and rapidly evolving industry. We may not be able to successfully address
these risks and difficulties, which could materially harm our business, financial condition and results of operations.

Rapid technological change may adversely affect our future revenues and profitability.

The online game industry is subject to rapid technological change in areas including hardware, software and content programming. We need
to anticipate the emergence of new technologies and games, assess their likely market acceptance, and make substantial game development and
related investments. In addition, new technologies in online game programming or operations could render our current or future games obsolete
or unattractive to our subscribers, thereby limiting our ability to recover game-related development, acquisition or licensing costs and potentially
materially and adversely affecting our business, financial condition and results of operations.

If we fail to retain and hire skilled and experienced game developers or other key personnel in order to design and develop new online games
and additional game features, we may be unable to achieve our business objectives.

In order to meet our business objectives and maintain our competitiveness in the future, we will need to continue to attract and retain skilled
and experienced online game developers and other key personnel. We rely on the collective efforts of our game development teams led by the
following officers: (i) for Ragnarok
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Online, Jae Woo Ahn, Min Soo Lee, Sang Gil Hong, Myung Shin Lee and Dae Hee Chung, (ii) for Ragnarok Online II, Young Woo Park, Shin
Seok Kang, Suk Ho Chung and Byung Chan Hwang, and (iii) for Requiem, Sang Jin Woon, Yong Ho Chang, Yong Kang, Sang Chin Park and
Ju Young Roh. While certain of our current senior technical officers or staff members are bound by non-competition agreements for six months
after termination of employment with us, since our industry is characterized by high demand and intense competition for talent, we may need to
offer higher compensation and other benefits in order to retain or replace key personnel. Since our inception in April 2000, our chief executive
officer has changed on four occasions and several other executive officers have also changed. In addition, as we are still a relatively young
company and our business has grown rapidly since our establishment, at times our ability to train and integrate new employees into our
operations may not meet the growing demands of our business.

Undetected programming errors or flaws in our games could harm our reputation or decrease market acceptance of our games, which would
materially and adversely affect our results of operations.

Our current and future games may contain errors or flaws, which may become apparent only after their release. In addition, our online
games are developed using programs and engines developed by and licensed from third party vendors, which may include programming errors
or flaws over which we have no control. If our users have a negative experience with our games related to or caused by undetected programming
errors or flaws, they may be less inclined to continue or resume subscriptions for our games or recommend our games to other potential users.
Undetected programming errors and game defects can also harm our reputation, cause our users to cease playing our games, divert our resources
or delay market acceptance of our games, any of which could materially and adversely affect our business, financial condition and results of
operations.

Unexpected network interruptions, security breaches or computer virus attacks could harm our business.

Any failure to maintain satisfactory performance, reliability, security and availability of our network infrastructure, whether maintained by
us or by our overseas licensees, may cause significant harm to our reputation and our ability to attract and maintain users. Major risks relating to
our network infrastructure include:

any breakdowns or system failures, including from fire, flood, earthquake, typhoon or other natural disasters, power loss or
telecommunications failure, resulting in a sustained shutdown of all or a material portion of our servers;

any disruption or failure in the national or international backbone telecommunications network, which would prevent users in certain
countries in which our games are distributed from logging onto or playing our games for which the game servers are all located in other
countries; and

any security breach caused by hacking, loss or corruption of data or malfunctions of software, hardware or other computer equipment, and
the inadvertent transmission of computer viruses.

From time to time, we detect users that gain an unfair advantage by modifying Ragnarok Online execution files saved on the users
computers to facilitate progression of game characters. Unauthorized character manipulation may negatively impact the image and users
perception of Ragnarok Online and could limit our growth. In addition, the number of Ragnarok Online users may be reduced since the deletion
of unauthorized character enhancements requires the affected users to restart with a new character at the beginner level and may cause them to
cease playing Ragnarok Online.

Any of the foregoing factors that could interrupt the availability of our games or deteriorate the actual or perceived quality of access to our
games, which could reduce our users satisfaction and harm our business.
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Unauthorized use of our intellectual property by third parties, and the expenses incurred in protecting our intellectual property rights, may
adversely affect our business.

We regard our copyrights, service marks, trademarks, trade secrets and other intellectual property as critical to our success. Unauthorized
use of the intellectual property used in our business, whether owned by us or licensed to us, may materially and adversely affect our business and
reputation.

We rely on trademark and copyright law, trade secret protection and confidentiality agreements with our employees, customers, business
partners and others to protect our intellectual property rights. Despite our precautions, it may be possible for third parties to obtain and use our
intellectual property without authorization. For example in April 2003 we discovered that the server-end software of Ragnarok Online was
unlawfully released into Korea, China and the United States. The software piracy enabled unauthorized third parties to set up local server
networks to operate Ragnarok Online, which may have resulted in a diversion of a significant number of paying subscribers. Since then, we have
designated certain employees to be responsible for detecting these illegal servers and reporting them to the relevant enforcement authority in
Korea in charge of crimes on the Internet. In overseas markets, we cooperate with and rely on our overseas licensees to seek enforcement actions
against operators of illegal free servers. We may incur considerable costs in the future to remedy software piracy and to enforce our rights
against the operators of unauthorized server networks.

The validity, enforceability, enforcement mechanisms and scope of protection of intellectual property in Internet-related industries are
uncertain and evolving. In particular, the laws and enforcement procedures of Korea, Japan, Taiwan, Thailand, China and certain other countries
in which our games are distributed are uncertain or do not protect intellectual property rights to the same extent as do the laws and enforcement
procedures of the United States. Moreover, litigation may be necessary in the future to enforce our intellectual property rights. Future litigation
could result in substantial costs and diversion of our resources, and could disrupt our business, as well as have a material adverse effect on our
financial condition and results of operations.

We may be subject to future intellectual property rights claims, which could result in substantial costs and diversion of our financial and
management resources.

We cannot be certain that our online games do not or will not infringe upon patents, copyrights or other intellectual property rights held by
third parties. We may become subject to legal proceedings and claims from time to time relating to the intellectual property of others in the
ordinary course of our business. If we are found to have violated the intellectual property rights of others, we may be enjoined from using such
intellectual property, and we may incur licensing fees or be forced to develop alternatives. In addition, we may incur substantial expenses in
defending against these third party infringement claims, regardless of their merit. Successful infringement or licensing claims against us may
result in substantial monetary liabilities, which may materially disrupt the conduct of our business.

Certain of our employees were recruited from other online game developers, including certain of our current or potential competitors. To the
extent these employees have been and are involved in the development of our games similar to the development in which they have been
involved at their former employers, we may become subject to claims that such employees or we have improperly used or disclosed trade secrets
or other proprietary information. Although we are not aware of any pending or threatened claims of this type, if any such claims were to arise in
the future, litigation or other dispute resolution procedures might be necessary to retain our ability to offer our current and future games, which
could result in substantial costs and diversion of our financial and management resources.

The discontinuation of any of the preferential tax treatments currently available to us in Korea could materially and adversely affect our
business, financial condition and results of operations.

Under Korean law and regulations, a small- and medium-sized venture company may be entitled to enjoy a preferential tax treatment from
the Korean government in the form of a 50% reduction in corporate income tax rates for the year in which it first generates taxable income and
the following five years if such company
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satisfies a number of financial and non-financial criteria, including the maintenance of its status as a designated venture company. In 2003, when
we first generated taxable income, we qualified for the preferential tax treatment and enjoyed the 50% reduction in corporate income tax rates,
and we expect to continue to qualify for this preferential treatment in 2004. In 2004, our applicable corporate income tax rate (including resident
surtax) is expected to be 14.85% after the 50% reduction. A company that engages in data processing or computer related businesses, including
us, may qualify as a small- and medium-sized enterprise under the Framework Act on Small-and Medium-Sized Enterprises if, among other
things, (i) we hire less than three hundred full-time employees or (ii) our total revenue does not exceed W30 billion (US$26 million). In 2004,
we failed to satisfy both of these tests. However, even if a company fails to satisfy both of the preceding requirements, it will continue to enjoy
its status as a small- and medium-sized enterprise for the following three years so long as that company neither (x) merges into, nor consolidates
with, another company nor (y) becomes an affiliate of certain large enterprises. Accordingly, we will continue to qualify as a small- and
medium-sized company through 2007 if we do neither of those things. However, after 2004, we may not be able to qualify for the preferential
tax treatment because our status as a designated venture company is subject to renewal in 2005 and there is no guarantee that we will so qualify
based on the non-financial criteria, which involve a relatively subjective determination by the regulatory authority as to whether we possess a

superior innovative technological ability . A designated venture company, including us, must qualify every two years based on the evaluation
described above. Accordingly, our tax rate may increase substantially. If we did not enjoy this preferential tax treatment during the nine months
ended September 2004, the estimated increase in taxes payable by us would have been W 1,226 million (US$1,064 thousand) on a cash basis,
and the estimated increase in our income tax expense would have been W1,979 million (US$1,718 thousand). The discontinuation of this
preferential tax treatment could materially and adversely affect our net income. See  Management s Discussion and Analysis of Financial
Condition and Results of Operations Overview Income tax expenses .

Our limited resources may affect our ability to manage our growth.

Our growth to date has placed, and the anticipated further expansion of our operations will continue to place, a significant strain on our
management, systems and resources. In addition to training and managing our workforce, we will need to continue to develop and improve our
financial and management controls as well as our reporting systems and procedures, which will especially be the case once we become a public
company after this offering. We cannot assure you that we will be able to efficiently or effectively manage the growth of our operations, and any
failure to do so may limit our future growth and materially and adversely affect our business, financial condition and results of operations.

We may not be able to successfully implement our growth strategies.
We are pursuing a number of growth strategies, including the following:

distributing games developed in-house,

publishing games acquired from third parties or developed by third parties through licensing arrangements,
offering our games in countries where we currently have little or no presence,

expanding into games offered over other platforms, such as game consoles,

taking advantage of our popular online games to strengthen our other lines of businesses, such as mobile games, animation and character
merchandising, and

selectively pursuing acquisitions of, investments in, or joint ventures with, game development companies, technologies and personnel that
are complementary to our existing business if the opportunity arises.

We cannot assure you that we will be successful in any of these strategies. Some of these strategies relate to new services or products for
which there are no established markets, or in which we lack experience

13

Table of Contents 23



Edgar Filing: GRAVITY Co., Ltd. - Form F-1

Table of Contents

and expertise. Our growth potential in many of the markets in which Ragnarok Online is currently distributed or which we intend to enter may
be limited since the penetration rate for personal computers is relatively low and the cost of Internet access relative to the per capita income is
higher in such markets when compared to some of our principal markets such as Korea and Japan. If we decide to pursue acquisitions,
investments or joint ventures to achieve growth, the success of such acquisitions, investments or joint ventures will depend on the availability of
suitable acquisition and investment candidates at an acceptable cost, our ability to compete effectively to attract and reach agreement with
acquisition candidates or joint venture partners on commercially reasonable terms, and the availability of financing to complete such
acquisitions, joint ventures or investments. In certain cases, we may have liabilities that exceed the percentage of our investments, including our
interest in a joint venture and may be bound by the decisions of ou