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government-lottery operators and commer-
cial operators is over the issue of consumer
protection, We have always contended that
the standards of consumer protection for
government-lotteries are higher than those
for commercial operators. Commercial op-
erators insist that there is no difference. that
they do just as gond a job as government-
lotteries at protecting the consumer. ['m
sure that U.S. commercial operators will
lay claim 1o being just as good as lotteries
at consumer protection, security, and integ-
rity. Lacking real data hindered our ability
to influence public policy. So the European
Lotteries Association conducted tests and
surveys 1o find out for sure and to have the
concrete data to substantiate our claims. We
wanted to determine whether the commer-
cial operators verify the age and identity
of the i-gaming players. The results are in
and reveal that a proper identity check is
not done by even half of these commercial
operators, Age verification 15 not done by
about 40% of these operators. Our research
confirms what we already knew to be the
case, Protection of the consumer reguires
an approach to business that is simply not
part of the way commercial enterprises
think. It’s not enough to comply with the
letter of the law. The operator needs to truly
embrace the spirit of the law for any mea-
sure of responsible gaming and consumer
protection to be effective. For one thing,
governments do not have the resources to
constantly monitor the actions of gaming
operators. For another, without a genuine
commitment to the spirit of the need to pro-
tect the consumer, there are countless loop-
holes that undermine whatever mechanisms
are put in place to create the appearance of
consumer protection. For instance, a basic
feature for any effective Responsible Gam-
ing {RG) system is io enable the players io
set limits for themselves. Too, operators of
i-gaming should have some limits that ap-
ply to everyone. But when there are mul-
tiple operators, each operator has an obliga-
tion to ensure that the player is not getting
around these limits by opening accounts
with more than one operator, and in effect
exceeding the limits by playing on multiple
accounts. This is one of many reasons why
it is imperative that proper identification be
performed, which most commercial opera-
tors do not do. But then, there needs to be
a system for ensuring that players do not
open multiple accounts. Again, that is the
kind of thing that can be done technologi-
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cally, but there has to be a genuine commit-
ment to wanting to do it. Commercial oper-
ators may be willing to comply with the law
iwhen they are forced to). But it is just not
part of the commercial profit-driven culture
to proactively assume costs that will have
the result of reducing revenues and profits,
Hopefully, they would do it when required
by law, But it is just not realistic to think that
they will go out of their way to spend mon-
ey on RG measures that reduce their profits.
Lastly, and this will astonish you, most op-
erators have no limits to how much a player
can wager and lose. 67% of the commercial
operators are accepting bets that exceed one
million Euros! Not only does this contradict
any claim to a culture of Responsible Gam-
ing or protection of the consumer, it creates
a wide-open vehicle for money-laundering
by organized crime. These are the facts, The
challenge is to ensure that shapers of public
policy are aware of these data and realize
the significance of it.

It should not be so difficult to communi-
cate these ideas to our political constituents.
But it is. One example. A member of the
European Parliament, who is now writing a
report on online gambling, argues that more
restrictions will just cause more operators
to go underground in order to avoid the
restrictions. And that the best way to fight
against illegal operators is in the competi-
tive market-place — by providing a competi-
tive option for the consumer. The problem
with that, of course, is that the end result
of this ling of reasoning is that all gaming
operators, including Lottery, will be forced
by the market-place to offer a 95%4+ payout
percentage. Which means that the Lottery
model, which depends on a higher margin
to go to worthy causes, is unable to offer
a 95% pavoul percentage, which therefore
means that they will not be able to offer an
option that would appeal to the consumers
or be at all competitive in this kind of an
open market-place,

Now, some of you may be thinking that
this does not apply to you because you
have a monopoly in the traditional games
and these illegals cannot sell lottery prod-
ucts. You might think that the illegals have
a small percentage of the marketl now, that
UIGEA and the indictments against Pok-
erstars and Full-Tilt have effectively mini-
mized the illegal activity, and that these
are gaming categories that you are not
presently operating in anyway. Of course,
there is truth in that and that makes it ap-

¢

pear that the dangers are not imminent. The
thing is, the need for action to prevent the
inevitable is imminent and urgent. Did you
all see the presentation by James Maida
(founder and CEO of Gaming Laborato-
ries, GLIV? He explains just how and why
the community of commercial operators are
right now evolving everything in ways that
will completely up-end the entire industry
of recreational gaming and wagering. And
that will include government-lotteries. The
fact is that the creative and entrepreneurial
minds of the commercial community are
being empowered by new technology to
deliver the most incredible variety of game
content ever seen or imagined. And (o the
point: these echnologies and the new Kinds
of content will obsolete the regulations that
we depend upon to protect our business
models. For example, How exactly do you
define “gambling,” or “lottery,” or “skill
game?" What about “wager,” or “consid-
eration?” What if there are ways to deliver
value to the consumer that do not involve
payment in currency? How will social mon-
ey-games reshape the entire industry? The
answers 0 these guestions will, unfortu-
nately, be forthcoming sooner than anyone
is prepared for them. And if we wait for the
outcomes to become embedded in the fir-
mament of the market-place, it will be too
late to do anything about it

That is why the first line of defense is to
establish that this industry must operate ac-
cording to the rules of law. That means edu-
cating our political constituents, the media,
the general public on the importance of en-
forcing the laws that prohibit illegal Internet
gaming. Without an abiding commitment 1o
the mission of enforcing the law, the nexi
step won't matter. The next step is to protect
the lottery model that ensures high margins
and the requisite funding for the benefit
of society. We need to do what we can to
ensure that the shapers of public policy un-
derstand that billions of dollarsfeuros are
at stake, Without proper consideration for
how the laws must evolve 1o protect the lot-
tery model that is based on high margins,
the events of the coming years will consti-
tute the biggest transfer of wealth from the
public interests over to private interests that
the world has ever known. | know it sounds
over-dramatic, but it is unfortunately true,
The very survival of your lottery model is
vulnerable and is being threatened.

-cantinued on paga 52
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the consumer connection that ultimately drives more store traffic
and benefits the retailers. And third, the main benefit of the Internet
15 a5 a Customer Relationship Management tool, It is the dynamic
online relationship that creates an engaged consumer whose retail
purchases actually increase even as they go online to interact with
the Lottery. The “multi-channel” player becomes a more active, and
valuable, customer,

I would frame my theses around the fundamental concept of evo-
lution, As we all know, change and evolution are happening expo-
nentially, The technological and sociological changes that happened
over the course of the nineteenth and twentieth centuries are prob-
ably greater than the previous two millennia. The changes over the
last fifieen vears are probably greater than all those of the twentieth
century, Just look at the way vour work-station has changed. We
are no longer tied to a land-line telephone and desk-top computer.
Our work-station travels with us wherever we go in the form of our
Smart-Phone and note-book computer. Think of the impact this has
on everything we do. Ideas are shared instantly. For young people,
the story of their lives unfolds on a minute-by-minute basis on Face-
book and Twitter, Photos are e-mailed and posted 10 Facebook in
real-time. This is much more than a revolution in communications
and media. It is a revolution in the way we live our lives. Instead of
gathering o spend a boring evening watching slides of our friends’
vacation, our stories are being shared online and in real-time, As
consumers, we are becoming expert at guickly identifying that
which imterests us and deleting that which doesn’t. Those of us with
teenage children can see the dramatic impact this has on everything
they think and do. This interconnectivity effectively projects every
aspect of their lives oul into the world via Facebook. There is unob-
strucied access, total transparency. They live it, all their friends live
it, and they expect their commercial relationships to abide by the
same cultural norms of open-ness and easy 24/7 access.

Look at the evolution in the way information and media is stored
and disseminated. Printed newspapers are struggling because the
Internet is a more efficient tool for accessing the news we need. It
15 50 easy (o quickly identify the relevant news. Access is [ree and
readily available wherever we are and whenever we want it. And the
music industry: CD's replaced the vinyl records just 25 vears ago
and now CD’s are obsolete. It's hard to say how the business model
for distribution of music will evolve. And the way we take notes
electronically instead of on paper enables us to cut and paste and
save and recast those notes for all different uses. Instead of hours
spent organizing scrapbooks of memories, photos are now saved on
our smart-phones and catalogued for future reference. And instead
of carrying bulky books on the airplane, most of us read our i-Pad
or Kindle. Though some of us still enjoy reading hard-copy books
at home! The tools that make all this happen are all controlled by
us, And so now we don't have to wait for others to deliver the news,
develop the photos, go 1o a bookstore, or send communigues,

These changes are being enabled by technology, but they are be-
ing driven by the consumer, It's not the consumer's job to worry
about the business model of the newspaper or music industries.
In fact, it’s the job of the commercial enterprise to figure out how
to keep up with consumers and evolve its approach 1o meet those
needs. Which brings us to the Gaming Industry.

In the commercial world, gaming has evolved from the big gam-
ing arcades to the sophisticated games being played on the iPhones,
And computer non-money games (which are actually very profit-
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able for the operators) now have absolutely astounding graphics and
engaging story-lines. And that's all happened over the last ten years,
How much has the Lottery industry changed in the last ten years?
In fact, how much have we changed in the last thirty years? The
appearance and functionality of the terminals has hardly changed
at all. We sold Instant scratchers back then in much the same way
that we do now. Point of sale now includes electronic signage, but
otherwise not much has changed.

It has been pointed out that i-lottery sales remain a relatively
small percentage of total sales, even for those lotteries which started
to sell over the Intemnet some years ago. There are two things about
this picture. First, 15% annual growth from a small base does not
amount to much. But for Loterie Romande and others like us, that
base has now grown to 8% and more. Now when we grow at 15%,
the growth becomes meaningful and the Internet will be contributing
more and more of the funding 1o our government. The more interest-
ing dynamic, though, is the behavior of the consumers who play on
both channels, land-based retail and Internet. The Camelot Group
in the UK has done some in-depth research and analyses and deter-
mined that consumers who play solely at land-based retail spend $35
GBP pounds per week, those who play solely on the Internet spend
10 GBP per week, and those who play at both retail and on the Inter-
net spend almost 12 GBP per week. The consumer who plays on the
Internet spends twice as much as the retail consumer. Perhaps the
demographic profile is different, maybe yvounger and higher income
which would be good? And. most significantly. the multi-channel
player is more engaged than the player who plays only at retail or the
player who plays only online, This is so important, nod just because
we wanl [o increase sales and funding for Good Causes. It is impor-
tant because it puts Lottery on the right track of evolving with and
connecting to the consumer, of getting into the digital lifestyle world
where the consumer lives and breathes, of repositioning lottery so
that we become an example for how a consumer-focused company
can change and adapt with the market-place. Unfortunately, chang-
ing course for government-lotteries is like changing the direction
of a 150,000-ton freight ship. It does not happen over-night, but the
necessity and urgency of adding the Intemnet is clear and demands
our immediate attention and action,

Commerce 15 no longer about just advertising and distribution
and convincing consumers o buy our products. It's about build-
ing relationships, And that is what e-CRM is all about, Customer-
Relationship Management (CRM) involves creating a dynamic
interaction between enterprise and consumer. Without this dia-
logue, you do not really have an engaged customer, you just have
an anonymous consumer who may or may not buy your product.
E-CEM is just the application of the Internet to facilitating the
flow of information that is at the heart of CRM. This is where the
transformative power of the Internet really lies. It ultimately does
translate into more sales and funding for Good Causes. But it’s im-
portant that we not limil ourselves to thinking of 1t as a marketing
tool. Instead, we need to think of it in a much more expansive way,
as a process of relating directly 1o our customer, of gefting to know
them and enabling them to get to know us. The [nternet can be used
to create a whole new platform for inmeracting directly with the
consumer, The concrete applications of e-CRM are abundant, and
are a far more effective way to connect to the consumer than tra-

J-continued on page 52
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A QUANTITATIVE COMPARISON OF A
HOLOGRAPHIC INSTANT GAME VS. ITS CONVENTIONAL COUNTERPART

Incremental Profitability of TN Lottery $5 Holographic Lottery Tickets

Assumptions: 4"x6" Ticket Size, 25% Profitability
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The Tennessee Lottery recently conducted a controlled
quantitative test that was run to compare the sales of one of its
core *5 games ($100,000 Jackpot) which had been traditionally
produced on conventional board stock with a holographic version
of the same game that utilized an identical size, ticket value, prize
structure and payout percentage. The only key variable in this
comparison was the use of holography.

Sales results were compared by contrasting sixteen weeks of the
conventional game’s sales with sixteen weeks of sales of the
holographic version of this game. The holographic version was
transitioned into the marketplace immediately following the
depletion of the conventional version of this game. The results
of this comparative test showed that during its initial 16 weeks
of sales, the holographic version of this game achieved an index
of 179 when compared to its conventional counterpart.

The incremental cost of the holographic board for the tickets sold
during this initial 16 week period was fully absorbed when less than
a 6% increase in sales (vs. the conventional game) was attained.

240 South Water Street
P0. Box 189
Holyoke, MA 01041-0189

Business: 1-413-538-8204
FAX: 1-413-533-1420
www.hazen.com

The financial impact of the 79% increase in sales that was
observed during this 16 week period for the 845,980 holographic
tickets that were sold during this time frame resulted in
incremental profitability for the TN lottery of °723,000.

This increase in profitability can be directly equated to the
opportunity benefit resulting from the reduced amount of time
required to sell through the holographic tickets vs. the increased
amount of time that would have been required to sell a
comparable quantity of conventional tickets.

No evidence of cannibalism was observed with the other *5
games being sold by the TN Lottery (or for that matter, with any
other instant games of any value being sold by the TN lottery)
during this 16 week test period.

It should also be noted that upon the depletion of the
holographic game tickets (27 weeks), sales of the holographic
version of this game exceeded sales of the plain board version
for the same time frame by more than *1.4 million.
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