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Subscribe to our new Daily

News Digest. Industry news gets
reported here as soon as it hits the
wires. Gathered from hundreds of
publications, government agencies,
lotteries, commercial firms, and
news wires from all around the
world, www.PublicGaming.com

is the most comprehensive news
and information resource in our
industry. PGRI's Morning Report
is our weekly electronic newsletter,
providing you with a synopsis of
the previous week’s industry news

PGR Institute is much more than a
news aggregater. We follow-up on
the news to deliver the perspective
and genuine insight you need to
understand the gaming industry and
how it is likely to evolve. Any ques-
tions or comments, e-mail Paul

Jason at pjason@PublicGaming.
com or call U.S. + 425.449.3000.
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“Just because we don’t understand you,
doesn’t mean you’re an artist.”

Remember back to the years of heady op-
timism just prior to the dot-com crash of year
20007 Years earlier, U.S. Fed’ Reserve Chair-

man Greenspan referred to it as a period of “irrational exuberance”. One

of the themes of that period were that the “old rules don’t apply”. A funny
anecdotal moment that reflected the spirit of the time was the analysts
conference call held by Enron. A financial analyst kept asking the Enron
CEOQ, Jeffrey Skilling, to explain how transactions that happened between
divisions within Enron could be counted as revenue. How can selling some-
thing to yourself be considered revenue, he asked. Skilling responded by
calling him an expletive (this on a Wall Street conference call in which the
objective is to put your best foot forward for people who influence your stock
price) and telling him that he “just doesn’t get it”. As wacky as that sounds
in hindsight, the fact is that Enron’s stock price did not plunge as a result
of that call. People held to the belief that the traditional metrics used to as-
sess company performance no longer applied; and that if you didn’t accept
that the “old rules don’t apply”, it was simply because you “didn’t get it”.
Speculative bubbles like that of the dot.com era seem to repeat themselves
every 8 or 9 years.

I am sometimes guilty of wanting to move fast and get impatient with
“old rules” that get in the way. My enthusiasm for big, bold, fearless innova-
tion; championing the “change agent” as the vital link to the future, may

From the Publisher

Paul Jason, CEQ, Public Gaming International Magazine

need to be tempered with an appreciation that many of the principles that
guided business decision-making in the past are fundamentally sound and
it would not be wise to think “the old rules don’t apply anymore”. That fact
was revealed in all of my interviews this month. Gary Grief helps me to
see that while the Director encourages creativity and even bold innovation
on the parts of their commercial partners and lottery staff; there are lots of
reasons why the Director must manage with a steady hand, assuring that
mission-critical principles are never compromised. Risk-averse, I asked? You
bet —an aversion to risking the reputation of Brand Lottery is a good and
healthy thing for any Lottery Director to have! Our discussion goes on to
explore the incredible potential for innovation to drive our industry towards
even greater success, and also the communication strategies that engage all
constituents in the mission and objectives of their state lottery.

Similarly, Ed Honour helped me understand that key to any Internet
gaming initiative is a strategy that integrates the awesome power of lot-
tery’s network of land-based retailers; Jennifer Welshons disabused me of
my notion that the Internet obsoletes the four “P”s of marketing; and Kathy
Matson pointed out that it’s not as if the “core player” likes exciting game
concepts any less than the next generation gamer. The Internet changes a
lot of things, but it certainly doesn’t change everything, and many of the old
rules and common sense will apply for a long time to come.

As casino-style gaming becomes available on the Internet in Canada,
Europe, and other parts of the world; and as the U.S. inches towards a regu-

latory framework that makes it easy for states to enter this space, I have

TECH woews For me .

“We had one of the industry’s highest salesperson-to-retailer ratios, so we asked
GTECH to take over management of 3,000 of our low-volume, non-visited,

instants-only accounts. They created a temporary field merchandising team to

handle the project, and within six months, the revenue from these accounts

GTECH® is an advocate of socially responsible gaming. Our business solutions empower customers to develop parameters
and practices, appropriate to their needs, that become the foundation of their responsible gaming programs.
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been wondering how the business of Internet gaming can be integrated into
the traditional lottery business for optimal overall impact. Second-Chance
drawings have proven to be a most excellent way to begin the process, and
can be leveraged for much greater impact still. But what will happen if en-
abling legislation doesn’t purge the competitive landscape of illegal opera-
tors, or in some markets even license multiple operators? How can Team
Lottery fulfill its objective of being the operator of choice, the safe & secure
place to play for Internet gamers? I noticed that two big-name casino moguls
came out with exact opposite viewpoints on the impact of Internet gaming
on other gaming categories. One criticized it as being harmful to the indus-
try because it will further divide the market and result in everyone getting
an even smaller share. The other welcomed the expansion and pointed out
the obvious, which is if you see your crowd of followers starting to walk in a
different direction, run like heck to get back in front so you don’t concede
your leadership role. Like the two shoe salespeople who encountered a land
where the people don’t wear shoes. One figured there’s not much potential
in a place where the people don’t even wear shoes. The other wrote back to
the head office saying “These people don’t have any shoes. Send all possible
stock. We can dominate the market”. Let’s be counted among those who see
the glass as half-full.

Tjeerd Veenstra has been a leader in the mission of protecting the rights
of European member nations to regulate their own markets. We discuss how
a series of important ECJ Court and EU Commission decisions has clari-
fied who decides regulatory policy in Europe, and empowered the member

states to enforce their policies and taxes on operators based outside of their
own country. As the U.S. enters the i-gaming space, we will want to look
at how Europe and Canada resolves the trade-off between the very worthy
principles of free-market capitalism and the goal of regulating the gambling
industry for the protection of players and the benefit of the public. Com-
mercial companies do have the right to expect fair and equitable treatment,
but it remains the purview of the government of the people to decide what
is best for the people.

Lottery Expo 2010 is being held in Las Vegas at the same time as the
huge G2E Gaming Show, November 16, 17. The conference theme is Inte-
gration: The Merging of Markets, Channels, Media, Social networking,
and Gaming. Our industry is being reshaped by lottery operators who are
stretching to innovate, add value to their products and delivery, and reach-
ing out to their customers in creative new ways. We will be hosting a di-
verse group of “Thought Leaders” from media, Internet gaming, investment
banking, and cultural trend-spotters. Just as with SMART-Tech New York,
we will video-record the presentations and make them freely available to
everyone online. Thousands of viewers have visited our special conference
website, www.PublicGaming.org, and even more will be tuned in to Lot-
tery Expo. Our singular purpose is to support the expansion of government-
sponsored lotteries and gaming operators for the benefit of the public and
Good Causes. More Lottery Expo Conference details will be sent to you as
we confirm them over the coming weeks. Stay tuned to www.PublicGam-
ing.com for updates.

was up 20%. GTECH helped us prove that we needed — and could sustain — more staff.

Their work led to the state’s approval of 21 new staff positions. We never could have

accomplished this without our Partnership with GTECH.”

Terry Bunting, Deputy Commissioner of Sales, Michigan Lottery

GTECH’

Architects of Gaming

For more about this story and others like it, visit us at gtech.com/testimonials.
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Tjeerd Veenstra

Director of De Lotto, the Netherlands Lottery

The dispute over who decides gambling regulatory policy has continued ever since the
inception of the European Union (EU). Resolving this dispute will go a long way towards
freeing up the member nations to allow the gaming industry to evolve and grow and prosper.
Recent decisions by the European Court of Justice (ECJ) are affirming the rights of member
states to determine regulatory policy as it relates to gambling within their own borders. One
of the recent decisions has upheld the injunction granted to De Lotto, which operates the
Dutch lottery, that prevented Ladbrokes from accepting bets over the Internet from Dutch
gamblers. We asked Tjeerd Veenstra to help us understand the broader implications of this
decision. In addition to being the Director of De Lotto, Mr. Veenstra has been instrumental
in representing the interests of European lotteries in their fight to prevent liberalization from

upending the stability of the multi-billion euro European gaming markets. As Chair of both the Legal and the Regulatory Com-
mittees of the European Lotteries Association, Mr. Veenstra brings an informed perspective to these issues.

A primary purpose for the creation of the
EU was and continues to be to break down
barriers that impede cross-border trade and
free market competition. That is a very wor-
thy purpose and one that has resulted in great
economic progress throughout the European
Union (that statement holds true in spite of
recent setbacks). National governments have
asked for exclusions to allow them to impose
protective barriers to protect their most fa-
vored indigenous industries. The EU Commis-
sion and the ECJ have resisted attempts to ex-
clude industries from the mandate to compete
in a free and open competitive environment.
However, it has always been understood, and
even recognized in the original Treaty of the
European Union, that gambling is an industry
that demands a higher level of control and
regulation. For that reason, the principle of
“subsidiarity” enters into the process of shap-
ing public policy and regulatory frameworks
in Europe. That principle basically states that
there are some cases in which the interests of
the member nations are best served by vesting
regulatory authority at the local, or member
nation, level; and that gambling is one such
case. Even so, private operators have lobbied
the EU Commission to intercede and force
member states to reduce regulatory restric-
tions placed on gambling operators. This dis-
pute has resulted in confusion over who has
the authority to regulate the gambling mar-
kets. This confusion has made it difficult for
anyone to know what is permissible under EU
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laws and how the regulatory frameworks will
evolve and how they will impact their busi-
ness strategies. Recent ECJ decisions should
free up the member nations to move forward
with the business of building the regulatory
frameworks that will govern this industry in
a coherent and predictable manner. Even if
those frameworks are more restrictive than
some private operators would prefer, they will
at least provide the predictability that pri-
vate operators and their shareholders need to
formulate strategy and investment decisions.
The European gambling industry could be
poised for a period of expansion that will be
as exciting for the commercial community as
it is beneficial for those who want to preserve
stability and integrity in the markets.

Paul Jason, Public Gaming: Could you
please explain what this decision means to the
Dutch gaming market and regulatory framework.
To what degree is this issue settled once and for all?

Tjeerd Veenstra: First off, you cannot
make this distinction between the Dutch
gaming market and the rest of Europe be-
cause we are all in the same boat. The EC]J
is the high court of Europe and its mission
is to set precedent and provide foundational
decisions that apply to all members of the Eu-
ropean Union. Its mission is to evaluate the
issues on the basis of how we must understand
and interpret EU Law and Jurisprudence and
make decisions based on that. So this decision
doesn’t just impact the Netherlands. It is a

\ 4

tremendous victory for all EU member states.
Along with the Liga Portuguesa decision, this
case affirms the rights of member states to
regulate gaming for the preservation of Public
Order. This is a very good thing for lotteries
because lotteries depend upon the right of
their own government to control the mar-
kets. But most importantly, it is a defense of
the principle of subsidiarity. That is the prin-
ciple that EU member nations do preserve the
right to make public policy decisions where
it makes sense to do so and where it is more
effective to enforce it. The European Parlia-
ment voted specifically on the question of
whether regulatory control of Internet gam-
bling comports with this principle of subsid-
iarity. The Parliament voted overwhelmingly
that regulation of gambling should be decided
at the national level, not the EU level. These
two EC]J decisions comply with the will of the
European Parliament, which is as it should be.
We are very pleased with the decision.

You asked about whether this is a final deci-
sion that settles everything once and for all.
The answer is that these are complex issues
that involve more than one question. But the
combination of these two EC] decisions, the
Netherlands/Ladbrokes and the Liga Portug-
esa decisions, do reflect the will of the Eu-
ropean Parliament. There may be additional
issues that need to be clarified, and more re-

ferrals to the ECJ for the High Court to do

...continued on page 26
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As a 19-year lottery veteran, Mr. Grief has
been an integral part of the success of the
Texas Lottery Commission since its incep-
tion. Mr. Grief was appointed in 1991 by the
Texas Comptroller of Public Accounts to the
original eight-member Lottery Task Force as-
signed to research and launch the Texas Lot-
tery. After the lottery start-up in 1992, Mr.
Grief assumed the role of Statewide Manager
of Claim Centers, overseeing 24 field offices
statewide. After serving in that role until
1997, he accepted the position of Director of
Lottery Operations. In 2002, Mr. Grief was
appointed by the Commission to serve the
first of what would be three separate terms as
Acting Executive Director. He served in this
capacity from September 2002 to February
2003, again from July 2005 to January 2006,
and finally from October 2008 to February
2010. Between and after each stint as Act-
ing Executive Director, Mr. Grief served as
Deputy Executive Director until his official
appointment as Executive Director in 2010.

Paul Jason, Public Gaming: You've been
acting director at various times over the 19 year his-
tory of the Lottery. You were even involved in the
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Gary Grief

Executive Director of the Texas Lottery

Gary Grief was appointed Executive Director of the Texas Lottery Commission in
March 2010. As Executive Director, Mr. Grief oversees a $3.7 billion enterprise
whose mission is to generate revenue for public education and other good causes

in the State of Texas.

design and implementation stage of the Lottery,
and have since served in many different capacities,
including Acting Director. How has the appoint-
ment to Executive Director changed how you man-
age the lottery? Does it enable you to conceive and
implement longer term strategies and flesh out a more
comprehensive business plan?

Gary Grief: There is a big difference be-
tween the roles of chief operating officer and
CEOQ. As the deputy director, I functioned pri-
marily as chief operating officer for many years
and periodically assumed the responsibilities of
the executive director, or chief executive officer.
As chief operating officer, I have been fortunate
to have had significant input into our long term
strategies and business plans. So that’s been a big
help for me in making the transition to CEO.
Our commission has now chosen to combine
those functions into one position. I have found
that the main difference between COQO, or even
Acting CEO, and CEOQ is that the external fo-
cus becomes mission-critical for the CEO. As
deputy or chief operating officer, the focus re-
ally needs to be internal, working hard to lead
the team to optimize performance and results.
Of course, that also remains a top priority for
the CEO. But in addition to that, the CEO is
the face of the lottery to the legislature, to state
leadership offices, the media, the lottery retailer,
and the general public. Cultivating positive and
mutually supportive relationships with mem-
bers of the state legislature and the media is key.
We must be extremely sensitive to a variety of
constituents whose interests all need to be re-
spected. Performance in our business is not just
measured by total revenues, or even total funds
delivered to good causes. It’s ultimately mea-
sured by our ability to fulfill the expectations of
the people of Texas.

My good fortune has been that I work with
an experienced, top-notch management team,
many of whom ['ve recruited over the years. I've
worked with them all for a very long time and
have tremendous confidence in their abilities.

N4

They know my strengths and weaknesses better
than I do. And our staff is second to none. |
enjoy my job very much, and have the utmost
respect for the people I work for and with.

Even though there is hardly anything you haven’t
done over the past 19 years at the Texas Lottery, it’s
still not the same as having ultimate responsibility.

G. Grief: That’s true. [ can tell you that, as
second in charge, it was much easier to have
strong opinions on everything. As executive
director, you become more sensitive to the
many different ways that things can go wrong.
I know that might sound risk-averse, but a re-
ality of our position is that the highest prior-
ity we have, from a business point of view, is
to protect the brand and image of the lottery.
Without that, nothing else will work out.

So the imperative to avoid mistakes is simply
a lot more pressing than the challenge to achieve
outsized results?

G. Grief: The answer to that, Paul, is that
we must communicate with all of our constitu-
ents, especially our lottery commissioners, leg-
islators, and the governor’s office, to make sure
that we are all always on the same page, clear on
both the upside potential and downside risks.

In Texas, I'm fortunate in that many mem-
bers of our legislature are astute business people,
entrepreneurs who understand what it takes to
market and sell a product. Our legislature is gen-
erally supportive of the lottery here in Texas and
our mission to generate revenue for good causes.
But that said, there will always be members who
philosophically disagree with government being
involved in the business of gaming. Those mem-
bers typically stay true to their beliefs in their
voting records and in their resistance to chang-
ing laws that might increase revenues for the lot-
tery. And [ am very respectful of those members
who feel that way and of their position on the
issues. My approach is to work closely with them

...continued on page 22
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Ed Honour

President & Chief Technology Officer of MGT Lottery

MGT Lottery is a provider of innovative multi-player games that are implemented
over the Internet. And yet, when | referred to lotteries’ land-based retail network as a
“powerful competitive advantage,” Ed Honour described that as a gross understate-
ment. Not only will the land-based retailer stay relevant in spite of the push in Internet
gaming, the retailer will play a vital role in the integration of promotional campaigns,
new products, new channels, new customer groups, and the exciting lottery prod-
ucts that consumers have been buying for decades. True innovation, the kind that
resonates with a lasting impact, is happening because lottery operators are building
the bridges, creating the mutually supportive relationships that drive sales and long-
term growth. As Ed says, the lottery, the retailer, and the player form a partnership
that is vital to short, medium, and long term success on the Internet.

Paul Jason, Public Gaming: How will the

retail channel evolve and coexist with the Internet?

Ed Honour: Retail will continue to be the
face of the lottery to the customer. That will
not change in the foreseeable future. And we
don’t want it to change. The retailer is a valu-
able partner and always will be.

We think of the goal as being to integrate an
Internet strategy with retail to create a mutually
reinforcing relationship with the player. The In-
ternet can be used to add value to the lottery’s
relationship with the player in a wide variety of
ways. Internet “gaming” is one way but we really
don’t want to think of it that way in the early
stage that we are presently in. The Internet is
fundamentally a communications tool. So be-
fore we explore ways of selling and gaming, the
first thing would be to just deliver the outcome
of the lottery ticket on the Internet. The player
purchases the lottery ticket at the retail location
and goes home to find out if the ticket is a win-
ner. That’s a small but meaningful step towards
forging an internet relationship with the player.
The “reveal” can then be made to be fun and
entertaining. You've done a couple interviews
in which the operator talked about whacky fun
ideas to jazz up the way the result of the tickets
are revealed on the Internet to the player. We're
still well within everyone’s concept of legally
permissible ways to interact with the player via
the Internet. The next step is Second Chance
Drawings. Still, the Internet is being used as
strictly a communications tool. The outcome is
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predetermined and is simply being revealed. The
purchase was made at the retailer, so no purchase
is being made on the Internet. But the player
has the option to enter the losing ticket num-
ber on the Internet for an additional opportunity
to win. Not surprisingly, operators have found
Second Chance Drawings to be quite successful.
Who wouldn’t want to enter their ticket num-
ber online for an additional chance to win? But
still, no purchase or financial transaction is being
processed online. The next step is to enable the
player to play a game online, like poker. Still, it
is a non-money game; no purchase is being trans-
acted online. We're just enhancing the value of
the retail purchase by providing a fun extended-
play experience. The purchase and financial
transaction is still 100% executed at the retailer.

And the next step would be to enable the player
to conduct the entire relationship online, includ-
ing the purchase of the ticket, right? Why exactly
does the lottery want to drive traffic into the re-
tailer to bury the tickets? Why not just sell directly
to the player over the Internet?

E. Honour: It’s wrong to think that is where
we are headed or that is where we even want
to go. One, the retailer will continue to be the
face of the lottery to the customer for a very
long time. Even when lottery products are sold
directly via the Internet, the overwhelming ma-
jority of sales will always be driven at the retailer
level. That would hold true even if we tried hard
to drive sales through the Internet. The other

24

thing that you may not be getting is that we
don’t want to cut out the retailer. That is totally
not the goal. And the reason we do not want
to dis-intermediate the retailer isn’t because we
do not want to compromise this important com-
mercial partner and make them mad at us. Lot-
teries want the retailer to continue to be an im-
portant channel and relevant point of customer
contact because no other gaming operator has
that retailer network and would have a very dif-
ficult time, impossible really, trying to duplicate
the network that lotteries have. Retailers add
value to our products and our relationship to the
player that is proprietary to lottery operators and
we want to reinforce that.

Second Chance Drawings seem to be the per-
fect way to integrate the Internet into the lottery
[>[u»\'mg\r experience.

E. Honour: Yes. Think of it as a digital de-
livery of the outcome of the game. There is no
purchase over the Internet, there is nothing that
anyone would consider to be “Internet Gaming.”
This is simply a communiqué. The next step is to
allocate an increasingly large portion of the prize
pool to the second chance drawing. You'll want
to do this because having an Internet “reveal”
component to the game is much more appealing
to the young adult. The purchase is made at the
retailer regardless of how high the percentage
that is set aside for the Second Chance Drawing.
The main thing is to have a progressive strategy

...continued on page 28
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Public Gaming

Jennifer
Welshons

Vice President of Global marketing,
Scientific Games International

Paul Jason, Public Gaming: I would
think that we have a sort of bifurcated player
profile. There’s the traditional “core” player
that drives billions of $ in sales and does not like
dramatic change. They like the lottery products
they have become familiar with and they like
to buy them at the C-stores etc. Then there is
the next generation which has been raised on in-
credibly stimulating and fun video-games and is
likely to expect a different kind of playing experi-
ence. And they are more likely to be found on
the Internet than in the C-store. Is that the case?
Does it create a dilemma for marketers to fulfill
the expectations of those conflicting demands?

Jennifer Welshons: Here at Scientific
Games, we don’t view the player or consumer
market as bifurcated. It’s about delivering the
product to the consumer and the consumer to
the product. For simplicity here, let’s use the
common terminology of core players versus
others; however, we believe it does a disser-
vice to group all of those core players into a
single group since there are so many nuances.
But at a basic level, a core player is a core
player because of the desire he or she has that
is met through the product. Whether you're
45 or 25, raised on board games or Xbox, if
you enjoy the fun and thrill that is delivered
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My discussion with Jennifer Welshons revealed some of my assumptions about
this industry to be slightly misguided. My notions about how the four “P”s apply
to the lottery business, about how player groups are segmented, about how the
internet fits into the broader scheme of the business, all needed updating. New
products, new ways of reaching the customer, and an accelerated pace of innova-
tion make this a most exciting time to be in the lottery business. But | have been
cautioned to appreciate that many of the “old rules” of marketing are based on
solid principles that will continue to apply for many years to come.

through the experience of a lottery game, the
moment of excitement, you have the poten-
tial to be a core lottery player. How that desire
is delivered and the level to which a consum-
er is willing to seek it out is more where the
Internet comes into play.

There are definitely some consumers who
do not go into C-stores and so we need to
make the products more readily available to
them where they routinely shop and in the
future that may involve the Internet. But
there are two reasons why the notion of two
separate groups with conflicting play styles
and preferences is not correct. First, it’s not as
if ‘core’ lottery players don’t go on the inter-
net. Most everyone’s on the Internet. Internet
promotions, or promotions that deliver a ben-
efit in the form of a Second Chance Drawing
and Points for Prizes that can be redeemed on
the Internet, are appealing to the ‘core’ player
as well as to the proverbial next gen’ player.
Second, the product attributes that make
them fun and exciting for the next generation
of player should also appeal to the core player.
It’s not as if the core player wants dull and
boring. They like fun and exciting, too. The
difference right now is that they are willing
to seek out the current product in traditional
venues and the next ‘gen player has totally
different shopping behaviors.

It is true that we need to avoid getting out
of step with the core player, and that we need
to continue to make products with attributes
that the core player may like but may not ap-
peal to the next generation gamer. And there
might be some products or play styles that the
players in their 20’ may like more than the
older players. But the overlap between these
two segments is huge. In general, all players
like fun and exciting and they’re on the Inter-
net. Which means we want to create fun, ex-
citing products and make them available over
a wide variety of channels and media. And
we want to build innovative promotions that
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tie everything together. The retail channel is
still the lottery face to the customer. When
you look at the actual numbers as opposed to
trend lines, you see that retail is where our
customers are. Other large consumer pack-
aged goods industries are finding this as well;
that even though they have the ability to sell
their products over the internet, consumers
are still “shopping: brick and mortar and then
“purchasing” online.

We also recognize that the impulse of the
core player to go into a C-store may wane
though. Our Internet promotions give that
core player another reason to be motivated
to continue to make the effort to go into the
store and buy the ticket. Even though the
core player is used to seeing our products dis-
played on a regular basis, we need to refresh
the products and our image for the core play-
ers just as we do to attract new players. It’s
really a combination of offering consumers
“what [ want, when I want, where I want it.”

You said that there has always been more of a fo-
cus on Product than on Place and Promotion. Why?

J. Welshons: Product is the easiest to
affect. We invest significant resources to re-
search and innovate in the product area be-
cause it's what we know how to do and we are
good at it. But the interesting thing that we
are finding is that the players, even the next
generation players, already like the prod-
uct- instant and online. The product is not
the problem. Of course we need to evolve in
the product space just like any business does.
But the bigger opportunities to impact sales
growth lie in the Place and Promotion spaces.

For example, when we place traditional
instant games in front of casual or non play-
ers, they actually like them. In that moment
of single isolation, where they didn’t have
to seek out the product in a place they don’t

...continued on page 30
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A theme | have been focusing on
is Integration. Promotional strate-
gies integrating land-based retail
distribution with the Internet; play-
ers becoming more open to trying
new games; markets absorbing
an influx of more gaming options.
Game portfolios, channel mix, and
promotional strategies are getting
larger and more complicated. The
potential to increase sales by inte-
grating products, promotions, and
market segments is enhanced
and that spells opportunity for the
lottery operators.

Paul Jason, Public Gaming: Instants make up a
much higher percentage of lottery sales in the United States
than in other parts of the world. Why is that? How does the

Instants market in Europe differ from the United States?

Kathy Matson: In most cases, payout percentage
in the EMEA region is much lower than it is in the
United States. And the number of Instant games that
are launched in a year is typically much lower in Eu-
rope compared to the average in the United States.
Lotteries in the U.S. launch an average of close to 50
games a year. In Europe it’s more like 24 games a year
and as low as 9 in some markets.

But some countries are doing more. Italy has had
tremendous success with their Instant product, re-
launching games with a higher payout and refreshed
branding. Other important variables, like distribution
channels, were also introduced at the right time and
place in Italy. They focused on achieving high ob-
jectives, made the necessary changes, and exceeded
everyone’s expectations.

Jacqueline Deragon: Most countries in Europe
run the same games for years. Some of the games are
literally ten, twenty, even thirty years old. The play-
ers enjoy playing familiar games that they know and
like, so the operators don’t change them. There’s cul-
tural difference from the U.S. where the consumer
has been trained to expect a constant supply of new
and different games. The fact is, though, it really isn’t
just one or two things that produces a successful In-

...continued on page 32




The 2010 NASPL Conference in Grand Rapids, Michigan
is rapidly approaching! Register now at www.naspl/10.com

“Magic in the Mitten”
September 22-24, 2010

The 2010 NASPL meeting will be at

the DeVos Place Convention Center,

a modern, spacious facility located

in the heart of Grand Rapids, with
accommodations at the adjacent historic
Amway Grand Plaza Hotel. Keynote
speakers are John Scully, former Senior
Vice President of Marketing and CEO
for the Pepsi-Cola Company and former
CEO of Apple Computer, and Dr. Nancy
Tennant, Corporate Vice President for
Leadership and Strategic Competencies
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the possibility of a national game, a panel
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John Scully Dr. Nancy Tennant will be presented.
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Gardens and Sculpture Park.
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Information
Security

in the
Lottery Sector

By Dr. Christos K. Dimitriadis, CISM, CISA
Head of Information Security, INTRALOT Group

Introduction

The current economic crisis has elevated the need for effective busi-
ness risk management, while corporations struggle to remain profit-
able in an ever changing risk environment. The academic definition
of information security is “the preservation of confidentiality, integrity and
availability of information.” Confidentiality is the preservation of secrecy
of crucial information by ensuring their sole viewing from authorized
persons. Integrity is ensuring that information is not manipulated by
anyone deliberately or not. Finally, availability ensures that information
is at hand when needed.

This article presents the business aspect of information security in the
Lottery sector and describes the case study of GIDANI, the National
Lottery of South Africa, as an example of efficiently addressing informa-
tion security needs.

The Business Aspect of Information Security in Lotteries

Lotteries sell games to the public. These games have to be trusted in
order to achieve customer (player) acquisition and retention, directly
affecting the Lottery’s revenue. Player trust is a key success factor that
is directly related to:

e Game integrity: each game is conducted as described in its official
rules. It is fair to the players, the draw results are integral and winners
are selected/drawn and paid according to the game rules. Information
integrity (avoiding data manipulation), is a key information security
component related to player trust.

e Player asset protection: Players need to be confident that their money,
credit card numbers, bank account numbers are safe. Especially in online
gaming where player participation is conducted with electronic money,
players have to trust the lottery for securing their financial assets. Confi-
dentiality, integrity and availability are crucial security parameters.

e Player privacy: Players and especially winners are providing their
personally identifiable information to Lotteries. As in player asset
protection, trust in the lottery is important for making the player feel
comfortable with sharing such information. Especially is the case of
high winning amounts, the player has to feel safe and his personal
data have to be protected.

Providing lottery games to the public also has a societal and politi-
cal nature/aspect. Lotteries are usually controlled directly by the local
government and are always subject to a regulatory and legal framework.
The provision of secure and fair lottery games to citizens is a matter of
social responsibility. Moreover, in most of the cases the government is
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a shareholder of the Lottery (directly or indirectly though taxing), thus
its business success affects the corresponding governmental revenue and
increases the amounts that are allocated to good causes.

The above are clarified in relation to information security if the driv-
ers of shareholders’ trust are studied in more detail:

e Each licensed Lottery has to comply with rules and terms of the li-
cense. Shareholders need to be confident that the Lottery complies
with the license obligations and the legal and regulatory framework,
since this is a main corporate viability factor.

¢ In competitive environments, where more than one Lottery operates
in the same region, or in the case where illegal gambling is present,
information security acts as a competitive advantage, which in turn
ensures customer acquisition. Shareholders trust the Lottery if it oper-
ates as a competitive corporation.

o Shareholders are risk averse entities in relation to the Lottery’s brand
name. They need to be ensured that the Lottery brand name is resil-
ient to information security threats that may cause reputation loss.

Having identified information security needs in the Lottery Business,
a holistic approach is required for addressing them.

Case Study of Effective Information Security
Business Modeling

Being an innovator in the Lottery information security field, GIDA-
NI has implemented a business model, in order to be able to understand
and address its information security needs deeper and make them an
integral part of its business processes. This modeling is based on ISACA
Business Model for Information Security', illustrated in Figure 1.

Information Security at GIDANI is an integral part of the business strat-
egy of the Lottery. Governing of all information security activities is the
responsibility of an executive committee chaired by the CEO. Strategic
plan execution including strategy definition as a result of business analysis
(e.g. information security analysis in the life cycle of a new game develop-
ment), resource management and lottery operations are controlled by the
executive committee that monitors security performance, value delivery
and risk levels of all integrated information security controls.

From a technical perspective, GIDANI has implemented a Lottery
System with built-in security controls from INTRALOT SA, the first
international vendor that has been certified according to the most rec-
ognized Lottery Security Standard: the World Lottery Association’s Se-
curity Control Standards®. Architecture is based on a Lottery-specific
threat model serving the security requirements of all critical business
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processes as identified through Governing. For example, there are tech-
nical controls in place for protecting game integrity, controlling access
to Lottery business reports, securely managing game configuration, es-
tablishing secure communication lines for game transactions (commu-
nication between the central system and terminals at the point of sale),
isolating the computer room physically and ensuring game continuity
by the implementation of a disaster recovery site.

Enabling and support represents how security processes are auto-
mated by the use of technology, as well as which processes are used to
complement automated security controls, evaluate them and improve
them. GIDANI has automated all Lottery related processes by the de-
ployment of the Lottery system. Transaction engine (ticket processing)
security configuration, support and operation is implemented by a num-
ber of written and continuously improved processes. At the same time,
there is a security technology evaluation process in place that is used for
calibrating and extending Lottery system security for addressing busi-
ness needs. For example, the business need for providing Internet gam-
ing goes through a security assessment of the current technology, auto-
mation controls are identified (such as the player identity management
mechanism) and complemented by manual procedures (e.g. review of
player access rights) following official GIDANI rules. Since selling Lot-
tery games through the Internet has been identified as a key business
enabler in Governing, information security controls become a priority.

Human factors affects both Architecture and Enabling and Sup-
port, since they are used for identifying security issues of the interface
of people and technology. For example, if a security mechanism, such
as the creation of a new Lottery Operator (who monitors ticket sales),
is too cumbersome for the security operator to implement, this issue
is reported to the security officer, the technology is assessed and op-
portunities for improvement or extension are being identified. One im-
provement may regard the extension of the security training program
of GIDANI. Another may relate to the reconfiguration of the security
control or its extension.

Culture is an element of the GIDANI security model that has a tre-
mendous positive effect in making information security work in prac-
tice. GIDANI is characterized by a clear set of hierarchy levels with
the roles of each level having been defined accurately and supported by
specific operational procedures. The management model as defined by
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Figure 1: The Business Model for Information Security of ISACA

the Governing dynamic interconnection encourages free communica-
tion at all levels of personnel, especially as feedback on the security
operations is concerned. That means that GIDANI has “low power
distance” in terms of free communication of information security mat-
ters from the bottom to the top of the hierarchy. For example, if an
employee identifies difficulties in implementing in practice a security
process or use a security technology, she freely reports it to the security
officer for investigating the improvement of the process. At the same
time if an employee identifies a security incident (e.g. confidential gam-
ing information left in a meeting room) he reports it immediately as a
security incident. This reporting is not translated as an offensive action
between employees, but instead as collectivism, giving the opportunity
to management for taking preventive or corrective actions.

Emergence is one of the most important dynamic interconnections
of the business model since it is dealing with the uncertainty factor in
information security at GIDANI. Due to the human nature, the ex-
ecution of processes within a corporation by people cannot be char-
acterized as deterministic. Despite the detailed procedures, humans
sometimes act in an ad hoc manner and make mistakes. Emergence
is about the patterns that arise when people execute processes. While
nobody can ensure the absence of security incidents, there are solutions
through the study of emergence that limit the possibilities to a mini-
mum level. Strong security culture for example, as described above,
permits GIDANI to have on time reporting of security incidents. After
reporting, the root cause analysis process takes over, where the actual
reasons for the realization of the incident are identified and corrective
actions are implemented.

For example, a security operator due to increased stress may assign
incorrect access rights to a retailer manager (the role that monitors the
status of retailers). This will be reported to the security officer through
the processing of alerts and logs (potential access to critical informa-
tion) and by the role that monitors security records (for every change in
user access rights a signed form is required). One could assume that this
was an unpredictable event (stressed employee). The truth however
may relate to an increased workload in defining access rights, caused
by a major change in the Lottery System, which in turn makes the user
access management procedure too difficult to implement and no longer
effective. Through the study of emergence, within the framework of the
model, GIDANI is in place to link architectural changes with human
factors (usability of security controls), enabling and support (combi-
nation of technical and procedural controls) and governing (limited
number of employees in relation to the workload) and correct the user
access management procedure on time.

Even then, humans will continue to insert uncertainty in the security
processes and some security incidents will still be unavoidable. Through
the operation of the model, however, the whole picture of information
security will be clearer, providing the opportunity to security experts to
learn more accurately from mistakes and improve information security.

Conclusions

Player and Stakeholder trust are the key ingredients of information
security in the Lottery Sector, unveiling its societal, business and legal
nature. While technical security controls are important, what distin-
guishes a typical information security management system from an ef-
fective one is the ability to correlate all parameters in the operation of
a Lottery and especially the human nature. While absolute information
security is theoretically unachievable, lotteries have the ability to re-
duce uncertainty and continuously improve their approaches toward
making information security a business enabler. ¢

1. An introduction to the Business Model for information Security, http:/fwww.isaca.org. 2. World Lottery Association, http:/fwww.world-lotteries.org
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Gary Grief Interview ...continued from page 10

whenever possible and provide them with as
much information as we can just to help them
make informed decisions. And then we'll follow
the guidance those decisions ultimately produce.

The past and present chairmen of the state
Lottery have been very astute business people.
They either understand what it takes to run an
enterprise like the Texas Lottery, or they quickly
learn. They understand that the mission of the
Lottery is different from any other state agency.
They have supported an entrepreneurial ap-
proach, and have allowed for a certain degree
of well-calculated business risk taking. For ex-
ample, my current chairman, Mary Ann Wil-
liamson, has an oil and gas business background.
Chairman Williamson is completely supportive
of our efforts here in Texas to continually try
new products and push the marketing envelope
a little. That is combined with very clear expec-
tations from her to execute on our business plan
and communicate effectively in advance with
all the interest groups involved including the
legislature, the leadership offices, and the gen-
eral public. It is critical to communicate clearly,
get ‘buy-in’ from everyone, and then simply ex-
ecute according to plan. There have been times
over the years where we have pursued new
and innovative games or processes, and we've
encountered resistance from the public, the
media, or from members of the legislature. We
explain our position, why we recommend a cer-
tain course of action, and try to gain support to
move forward. There are times that we needed
to reexamine a course of action and a critical
part of this job is to know when to do just that.
A great team along with clear commission guid-
ance, combined with my years of experience,
helps me recognize those situations.

Your focus on transparency and proactive com-
munication served you well in that unfortunate in-
cident where a store clerk stole the winning ticket.
(In the end, a large portion of the stolen funds was
recovered and given to the victim, Mr. Willis.) The
media seemed to recognize that the decision-making
process of how to deal with a problem like that is
complicated. You do not actually have the authority
to disburse funds, even if it is to solve an unfortu-
nate problem like this, do you?

G. Grief: Correct. This was a very unfor-
tunate situation that occurred. However, the
lottery is a creature of state law created to fund
public purposes, specifically public education,
and the policy regarding prize payments is set
out in statute. Our statutes are clear in that a
prize may not be paid more than once.

I noticed too that references to the importance of
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signing the ticket made their way into some of the
articles. Not that we need to have a bad thing hap-
pen for people to become aware of how it all works,
but informing the media and the public at a time
like that can be an educational experience as well.

G. Grief: Before this matter came to our
attention, we already had a “sign the back of
your ticket” message out to the playing pub-
lic. This incident certainly highlighted and
reinforced the importance of players signing
the back of their tickets. We've continued
to encourage players to do so. In response to
media inquiries, that’s the message we’ve con-
veyed and we appreciated this message being
included in many of the articles written.

“Optimize performance” means more than
maximize revenues and profits. Can you describe
the relative priority of maximizing profits as com-
pared with other objectives like responsible gam-
ing, retailer security and consumer protection?
What other agendas, objectives, and constraints
drive your management decisions?

G. Grief: [ liken it to driving a high powered
race car, except as the driver 've got to have
one foot on the accelerator and one foot on the
brake at the same time. I've got twists and turns
coming, and every once in a while I hit a big
speed bump. The race car is the lottery itself. In
our case, the Texas Lottery is a revenue produc-
ing machine that generates more than a billion
dollars a year for good causes. That doesn’t hap-
pen without “pedal to the metal” acceleration,
and that is what we depend on from our vendors
— GTECH, Scientific Games, Pollard, and our
advertising agencies — to deliver. These vendors
have incredible resources and capabilities and
we definitely push them to the absolute limit in
order to optimize revenue. Our lottery operator,
GTECH, is contractually required to perform
field marking services, instant ticket warehous-
ing, distribution, and a wide variety of other
lottery related tasks here, so we’re constantly in
communication with them regarding the needs
of our retailers. Whether it’s personal store vis-
its, recruiting, equipment placement, ticket
deliveries, etc., we expect our lottery operator
to do an outstanding job in all these areas. And
there’s never any down time. Our lottery opera-
tor must understand that regardless of the day or
time, our retailers and our players come first, and
immediate response services are required in all
aspects. It’s no different with Scientific Games
and Pollard. We issue about a hundred scratch-
off games a year at every price point from $1 to
$50. We use all the varieties of paper stocks,
game styles, colors, prize structures, payout, etc.
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What this means for our ticket vendors is that
every week they are printing, packaging, and
shipping tickets to our ticket warehouses. Any
problems that interrupt this pipeline disrupt
our revenue generation apparatus. That hits
our bottom line, and in turn, the bottom line of
our vendors due to our contract requirements.
GTECH, Scientific Games and Pollard do great
work for us. They move mountains on a regular
basis to satisfy our 100+ instant games a year.
My point in saying all that is to describe how
our own in-house marketing and operational
expertise work hand-in-glove with our com-
mercial partners to push what [ think of as the
accelerator of our lottery machine.

When I talk about the brakes, 'm referring
to the judgment that [ have to use every day
to ensure that the Texas Lottery is meeting
our commitments to the legislature, our re-
tailers and the citizens of Texas. We need to
always operate our lottery with integrity and
security and be responsible in the marketing
of our products. Sometimes we need to hold
back on the revenue-generating initiatives
in order to stay compliant with these other
objectives. For instance, like many states, we
have a statute that directs us to avoid adver-
tising or promotions that might unduly influ-
ence a person to play. Now, that’s a broad stat-
ute to interpret. We choose to interpret it in a
conservative manner. A former commissioner
put it this way: about 1/3 of Texans support
the lottery. Another 1/3 don’t care one way or
the other. And the final 1/3 didn’t vote for it,
don’t like it, don’t play it, and wish it would go
away. Similar percentages probably hold true
for our legislature as well. It’s my job to pay
attention and be respectful of all these groups,
and be willing to apply the brakes even when
others want to go full steam ahead.

Do you have an example of applying the brakes?

G. Grief: Our advertising agencies are very
creative, always coming out with great ideas for
instant tickets. It ultimately falls to me to be the
one to recognize when an idea, a theme or play
style crosses the line by being too enticing or
perhaps offensive to someone. It helps to have
a split personality for this job. On the one hand,
we are continually pushing our vendors and staff
to increase sales and generate more funds for
good causes. Then, on the other hand, we advise
them to be careful, be cautious, be conservative,
be respectful. Don’t market the product too ag-
gressively. It’s a fine line that we walk. And it’s
one that the director must be willing to walk
alone. You certainly don’t want your creative
staff or your sales staff to be stymied by those



types of issues. You have to thoughtfully lay out

the parameters for them to operate in and then
let them go do their job. And do it enthusiasti-
cally, with a clear focus on revenue generation.

Let’s say there was an advertising campaign or a
game that just clicked with the players and outper-
formed in a way that totally exceeded everyone’s ex-
pectations. Would there be an aspect in which people
who do not support the lottery would say that by
definition you unduly influenced people to play, as
evidenced by the fact that it way outperformed ex-
pectations? Or are you okay as long as you can look
at the advertising, the game, and everything else and
conclude that while the game is hugely fun, there’s
nothing that conflicts with any of the limiting param-
eters? Producing a hot game is not in itself a violation
of the directive to not “unduly influence”?

G. Grief: So much would depend on how
well we did our job up front in informing our
interest groups ahead of time. Any type of new
game requires about a three month time period
to get through our rule making process. During
that time we typically have a public hearing
where members of the public are able to come
forward and offer testimony for or against the
game, etc. We also use this time period to reach
out to the legislature and state leadership. If the
game is ultimately approved by the Commis-
sion, it is important that everything about the
game was properly disclosed during this rule
making process. If we were clear about how the
game is operated, how it’s played and marketed
and advertised, then it is unlikely that anyone
will have a problem if the game performs really
well. The answer to your question is that the
simple fact of a game being super successful is
not in itself cause for critics to contend that we
are not consistent with the statutes. That has
not occurred. What has happened is that crit-
ics will claim that they weren’t told the whole
story. So we try very hard to give more informa-
tion than necessary, as much as we possibly can,
just to be sure we err on the side of caution and
defuse that potential situation.

It occurs to me that one of the most important
responsibilities of your staff would be to deliver
bad news as quickly as they become aware of it.
The sooner you get a heads-up, the sooner you
can communicate with the commissioners and
other constituents in a way that will minimize
negative impact.

G. Grief: You are right on point, Paul. A
critical aspect of staff’s and vendors’ perfor-
mance is to bring these types of issues to the
forefront so we can discuss them in advance.
I have these types of discussions with my col-

leagues across the country. All lotteries are un-
der a microscope with intense media scrutiny,
Texas even more so than many states. Lotteries
are all held to the highest standards. Some-
times the criticism may seem unfair, but we
need to appreciate that the lottery belongs to
all the people, including its critics. So we wel-
come the opportunity to communicate with all
of our constituents, including our critics. I find
that our respect for the opinions of our critics,
along with open and proactive communication
with them, engenders respect for our integrity
and that goes a long way towards overcoming
any problems that may come up.

I'm sure it’s too soon for projections of the im-
pact of the addition of Powerball, but could you
talk about how the introduction of Powerball has
gone? Specifically, has it changed the way you
manage the overall portfolio of the products, in-
cluding your in-state lotto? And how you have
minimized cannibalization.

G. Grief: I can’t imagine any lottery director
being happier about the introduction of Power-
ball than I am here in Texas. It’s benefitted our
players, retailers and public education funding in
Texas. The cross-sell initiative is a concept I've
been interested in for many years. Even though
we have only had Mega Millions in Texas, the
Powerball brand is very strong. Powerball has
almost become the generic name for large jack-
pot lotto games. We have players in Texas who
refer to both Mega Millions and Lotto Texas as
Powerball. The excitement of Powerball has just
been overwhelming. In my opinion, this cross-
selling initiative is the “next big thing” that our
industry has been waiting for. We’re enjoying ad-
ditional revenue, but much bigger in my mind is
the synergy that’s being created among the two
multi-state game groups. That synergy will free
us up to accomplish even more in the future.
The incentive for state lotteries to overcome our
differences and leverage our commonalities is
overwhelming. With so many issues on the ho-
rizon; internet gaming, perhaps a “world game,”
the proliferation of “smart phones,” coupled with
the continued need to fund good causes around
the country, I just believe it’s critical that the US
Lottery industry be unified and work together.
The best thing about this cross-sell initiative is
that it lays the foundation for individual lotteries
to work together, building a future that will bring
more success and funding to good causes.

It is exciting. We all know that each individual
lottery has to comply with its own unique set of
rules and statutes. But that still leaves lots of op-
portunity to work together. As states explore the
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different ways to increase revenues from lotteries,
they will likely consider expanding the wvariety of
games and distribution channels. In some of the
emerging spaces, like internet-based initiatives,
there will be huge advantages to collaboration. In
fact, if state lotteries do not collaborate, they will be
vulnerable to competitors who are ready to pounce.

G. Grief: Of course you're right. Unfortu-
nately, there are some barriers that make collab-
oration between state lotteries very challenging.
However, they're not impossible to overcome,
as we can see with the cross-sell initiative. States
have varying degrees of latitude in their author-
ity to make the kinds of decisions required for
effective collaboration. You've got to realize
that agreement in principle is the easy part. We
can all agree, for instance, that it would be great
to build a national branding component to our
next premium multi-state jackpot game. I don’t
think anyone would disagree with that, but the
devil is in the details. Every state has rules ad-
dressing even the smallest of details. But every-
one’s rules must be respected, no matter how
minor they may seem. Everything from procure-
ment processes, advertising and messaging, prize
payouts, and the list goes on and on. Integral
with any kind of multi-state agenda must be an
abiding respect for the challenges that each lot-
tery director or CEO must deal with on a daily
basis to keep these multi-billion dollar enter-
prises moving forward. You know the directors,
Paul. You know how hard each and every one
of them works to deliver the very best results for
their states and the good causes. So while we
do want to challenge ourselves to stretch and
perhaps step out of our comfort zones, we don’t
want to challenge the rights of our colleagues to
make their own decisions.

That said, I certainly do agree with your
premise, that the potential rewards in overcom-
ing such obstacles far outweigh any of the issues
that have to be worked out in order to get us
where we want to be. And that means working
together harmoniously on a national scale.

Cdlifornia, Illinois, and others are exploring
creative new ways to optimize performance. Are
there ways for a state procurement, an REP/RFQ
process, to build incentives into a contract that
drive a higher level of innovation and creativity on
the part of your commercial partners?

G. Grief: [ believe there are. Speaking for
the state of Texas, the way we compensate our
lottery operator, for example, is on a percent-
age of sales. And that’s very straightforward.
But at the same time, we have numerous re-
quirements for our vendors to provide mar-
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Gary Grief Interview ...continued from page 23

keting services and retailer sales support. I
can tell you from personal experience that our
lottery operator and instant ticket printers are
very motivated to come up with new ideas.
And that goes back to a comment I made
earlier. I would much rather be turning away
nine to ten ideas a week and get one good one
every month than have them not provide any
input and just take the risk-averse approach.
Again, the specific approaches vary by state.

So your lottery operator has the potential to make
more money if they help you to increase sales?

G. Grief: Correct. Our philosophy is that
we're not private industry. We're the State of
Texas. Vendors certainly know how to incentiv-
ize their staff to generate revenue. We want to
see your ideas. We want to hear your thinking.
We want to understand it. We reserve the right
to decision making in all areas, but we very much
want our vendors to be incentivized for the suc-
cess that they help create for the Texas Lottery.

Any thoughts on the Illinois private manage-
ment initiative?

G. Grief: I try to keep abreast of what's tak-
ing place in other jurisdictions. And not just on
their revenue, products, and advertising, but also
the types of oversight structures that are being
implemented or discussed. I have read the Illi-
nois RFP carefully. I also read the DOJ opinion
and my reading of it is that it is unlawful for a
state lottery to be privately operated. My reading
and understanding of the proposed Illinois pri-
vate management plan is that there won’t be any
ownership or transfer of authority from the state
of Illinois. The state retains the rights to make
whatever management decisions they choose
to make. They avail themselves of the drive
and creativity of the commercial management
partner, but still have their foot on the brakes
ready to assert their authority in the event that
the interests of the public are not being served
well. I would tell you that just strikes me as being
somewhat similar to the outsourcing that we're
already doing here in Texas.

[linois, as  understand, is putting their on-line
operation, their instant ticket printing, and their
advertising all into one RFP and it is expected to
be awarded to one management firm. That’s dif-
ferent from what we do because we have separate
contracts for the different business categories of
on-line, instants, and advertising. But other than
the fact that we choose to let multiple contracts
to cover the different business categories instead
of bundling them into one contract, I believe
that what we do is quite similar. In both situa-
tions, we're outsourcing as much as we reason-
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ably can. We think this is the best way to man-
age a profit-generating enterprise like the lottery.
We outsource and then demand the very best
in technology, marketing, printing, advertising
and every other aspect of performance from our
commercial partners. However, — and this is im-
portant — it remains our job as the state lottery
to either accept, modify, or reject those ideas. In
other words, our job is to oversee the work of our
vendors. It really is a win-win for the state. Fur-
ther, it mitigates our revenue stream risk. It gives
us more flexibility to respond to our market. It
allows us to completely bypass the need for capi-
tal investments in staffing, facilities, equipment,
communication networks, all manner of busi-
ness functions and infrastructure. Those assets
have value but the Texas Lottery would rather
be asset-lean and let our commercial partners
handle the job of capital and asset management.
Our vendors have more flexibility to pursue a
financially incentivized pay structure than does
a state government office. We get real-time ac-
cess to the industry best practices because our the
vendors have a world-wide presence and brain
trust informed by that experience. That knowl-
edge and expertise would cost us a fortune to try
to replicate in-house, if it were even possible. All
states outsource many of the operational duties.
We just do it more than most states, including,
for instance, the field sales force.

My point is that our experience with out-
sourcing more operational functions than
most leads me to believe that extensive out-
sourcing is a very effective model. It gives us
the benefit of all that a vendor has to offer
while preserving control and oversight for the
state to exercise as it sees fit.

Is private enterprise more entrepreneurial, in-
novative, and efficient than state agencies?

G. Grief: Private companies are, by defini-
tion, market and profit-driven. They live by the
rules of free market capitalism. Their culture and
pay structures reflect that focus. State govern-
ment lives by a different set of rules, with dif-
ferent objectives and a culture that reflects the
focus on public service. Might an overtly profit-
focused culture that has financial incentives to
drive innovation produce a different result than
a state government agency! Of course. A lot-
tery lives in both worlds, though. That’s why
we outsource much of the operational aspects
of the business to private enterprise and retain
oversight and strategic control in the public
domain. But let’s not forget two things. First, as
Jodie Winnett of Illinois points out, the employ-
ees of state lotteries are a most dedicated and tal-
ented team whose role and contributions are no
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less effective or important as those performed by
employees of corporations. Second, I think the
question of who is more efficient or innovative
between state agencies and private corporations
is misguided. It is the synergy between state gov-
ernment and private enterprise that produces a
successful and optimized state lottery. We both
have our roles to play and they are equally im-
portant. All state lotteries are implementing
what they feel is the best structure for them, and
they are striking their own preferred balance be-
tween outsourcing and government control.

My recent interviews with Joan Borucki, Jodie
Winnett, and Bill Thorbum, and now with you, all
contribute to a clearer understanding of how owner
— management structures can take many different
forms. The controversy over “privatization” has re-
ally been a false dichotomy, framing the issue as one
of government versus private enterprise.

G. Grief: | agree. My experience with our
lottery vendors is that they genuinely embrace
a broader set of objectives than simply profit
and maximizing shareholder value. They strive
to perform in ways that we can all be proud of
and feel good about. They recognize that the
gaming industry is under intense media and
public scrutiny and so there is a critical need
to make sure we perform to the very highest
standards of integrity. Our lottery vendors
have embraced that aspect of this business
and helped us to maintain that high standard
of performance, transparency, and integrity.
Of course, we all recognize that it ultimately
is just smart business, and best for their share-
holders, to perform with integrity and an ideal-
istic sense of mission and purpose. That is what
makes government lotteries such a uniquely
special enterprise, operating in a rough and
tumble commercial environment but for the
purpose of serving the public and good causes.

You must have a wonderful network of friends
after nineteen years in the industry.

G. Grief: It’s true. In my role as deputy di-
rector and now executive director, I have had
the privilege to work with many of the other
lottery directors and their top staff from all
around the country. It is an honor to be count-
ed among this group. It’s not just the caliber of
talent, the dedication and energy they all pour
into their missions. It’s about taking owner-
ship and responsibility to lead in these times of
change, challenge and great opportunity. It is
very uplifting and motivational to be a part of
the community of lottery leadership and I very
much look forward to ongoing collaborations
with my colleagues in the future. 4
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Ueefd Veenstra Interview ...continued from page 8

that, but the fundamental principles are be-
ing affirmed as they apply to the regulation of
gaming and gambling. Keep in mind, though,
that does not mean that the national govern-
ments do not need to comply with basic prin-
ciples of fairness and equity when opening up
the markets to multiple operators, like France
and Italy and others are doing. It just means
that the government does have the right to
preserve its government monopoly based on
the conviction that it is the best way to pre-
serve Public Order and minimize social costs.

The wording of this decision is interesting and
telling. It seems like the ECJ is stating that the basis
for the decision is the preservation of Public Or-
der; that the decisions on how to best control gam-
bling to minimize social costs and illegality should
be made at the national level. It seems, though,
that the ECJ is also saying that they are not go-
ing to hear arguments about whether a particular
regulatory framework, or term or condition, is
justifiable on the basis of preserving Public Order;
that all that will be left to the national government
to decide. That would seem to confer virtually all
regulatory power to the national government.

T. Veenstra: [ do not think the ECJ] in-
tended their decisions to be interpreted in
that way. National governments are not en-
titled to use Public Order to justify whatever
regulatory framework they choose. The Euro-
pean Union serves an extremely important
function and the Commission and the EC]J
are charged with upholding the laws that
make that function work. All member states
of the European Union have submitted to Ar-
ticle 49 of the European Treaty that affirms
that all member states agree to allow free and
open cross-border commerce. There are cer-
tain areas that are exempted from this free
market approach within this internal market,
gambling and betting among them. Gambling
and betting are specifically excluded from the
principle of mutual recognition (this principle
states that being legally licensed to operate in
one EU member states entitles the operator
to do business in all EU member states). This
exemption, though, is accepted only on the
basis that it is necessary for the preservation
of Public Order. That is a critical condition to
this exemption. The restrictive policies must
serve only the purpose of Public Order and
not be imposed as a means of generating more
money for the state. In other words, the justi-
fication for the preservation of a state lottery
monopoly, for instance, can be based on Pub-
lic Order, but cannot be based on the desire
of the state to raise more money. The desire
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of the state to maintain high profit margins
on its gaming monopoly is not an acceptable
reason for being exempted from Article 49 of
the European Treaty. Free market competi-
tion and free and open trade across national
borders are foundational to the purpose of the
European Union. It’s just that those princi-
ples must be balanced against the principle of
subsidiarity — the notion that the ECJ and the
Commission will respect the rights of individ-
ual nations to determine public policies and
the laws to enforce them as long as they do
not impinge on the basic workings of the EU.
When it comes to gambling, the ECJ] deci-
sions reflect the commonsensical reality that
preservation of Public Order, that minimizing
social costs, problem gambling, and crimi-
nality, are important objectives and that the
ways to accomplish those objectives are best
determined at the national level. The ECJ has
basically applied the principle of subsidiarity
by ruling that the preservation of Public Or-
der as it applies to the gambling industry is
best left to the national governments.

Internet gaming, especially as it applies to
sports betting, would seem to be an issue that
requires an international approach. How do the
principles of subsidiarity and Article 49 apply in
this case?

T. Veenstra: It might seem like there is a
contradiction, but there really is not. The
Liga Portuguesa case confirmed very clearly
that internet is also an area where the indi-
vidual member state has full competence. In-
ternet should not be regarded as a complete
different activity that therefore requires a dif-
ferent approach. It must simply be seen as an
additional distribution channel. It is however
more effective with regard to enforcement
of Internet gaming regulations and laws to
develop a more international approach. But
that does not need to conflict with the prin-
ciple of subsidiarity. Each member state can
have its own regulatory framework. The states
can still collaborate to create international
mechanisms for enforcing their laws even
though those laws differ from state to state.
Collaboration like that does not conflict with
the principle of subsidiarity.

You have a similar issue in the United
States. States control gaming policy and regu-
lations. But they need assistance from federal
governmental offices with international au-
thority to enforce their state laws. The exact
way this is to be accomplished has not been
completely decided in the United States. But
something like the UIGEA could serve as a
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perfectly good vehicle to support the rights of
each state to have their laws enforced on an
international level. We need to build effec-
tive enforcement mechanisms to support our
gambling laws in Europe. The Internet has
created the need for those mechanisms to be
international in scope, which means that we
do need to have an international collabora-
tion. But then we come again to the discus-
sion about enforcement. Enforcement is very
difficult if you try to establish that on a na-
tional level. Enforcement has to be dealt with
at the European, or even the global, level.
That discussion is now taking place in this
working group of the European Council. It’s
necessary if you want to enforce laws that ap-
ply to activities, like Internet sports betting,
that cross national boundaries.

Without the recent ECJ decisions that clearly
support the rights of member states to create and
enforce regulatory policy, it would have been dif-
ficult to create an international regulatory frame-
work, wouldn’t it? Now that you have guidance
from the ECJ that you do have some authority,
you can proceed to solve these other problems.

T. Veenstra: Yes, indeed. There’s room for
us to maneuver now and address these prob-
lems. Each ECJ decision clarifies additional
points of concern and that frees us up to for-
mulate strategic approaches to solving these
problems. It gives all the member nations
confidence that the time and money invested
in solving these problems will eventually pro-
duce something meaningful and positive.

The remote operators, as represented by the
European Gaming and Betting Association
(EGBA) and other advocates for liberalization
of the markets, claim that these recent ECJ de-
cisions are not consistent with previous ECJ de-
cisions. They claim that previous ECJ decisions
were more supportive of their goal to open up the
markets and the principle of mutual recognition.

T. Veenstra: They are simply wrong. The
fundamental principles of Article 49 and sub-
sidiarity and the fact that they can go hand-
in-hand together has been confirmed again
and again by the EC]J. It has also been con-
firmed and again very clear that the principle
of mutual recognition is not applicable. The
source of EGBA’s (deliberately created) con-
fusion is that each decision addresses only the
specific question that has been raised at that
particular time and for a particular circum-
stance and set of conditions. Their policy is
to isolate the Court’s decisions to individual
member state issues and therefore deny the



relevance of the jurisprudence for the rest
of the EU. It is always hard to live with legal
facts if you don’t like them. Reality however is
that we have now up to 15(!) decisions since
1994 by the ECJ. Not one decision has dero-
gated from the fundamentals that [ just men-
tioned. The court has followed a consistent
line. That's why our opponents should now
stop arguing the obvious and try to live with
the legal facts.

It seems that the ECJ has adopted some sort
of “clean desk” policy in order to finalize the
debate. After the Ladbrokes and Betfair cases,
the ECJ delivered the judgment in joint cases
Sjoberg and Gerdin on 8th of July. Further-
more we are very recently informed that the
Court will give their judgments in the Win-
ner Wetten, Markus Stoss and Carmen Media
cases all together on the 8th of September.
The year 2010 will be remembered as a very
decisive year for our industry.

I find it ironic that, in the gambling industry,
Europe embraces the tenets of free-market capi-
talism more enthusiastically than the U.S. does.
There is no ambivalence over who has the right to
regulate the gambling markets in the U.S. State
governments have that responsibility and author-
ity. They consider the welfare of their citizens, the
state’s fiscal agendas, and other things. But the
rights of private operators to compete in a free and
open market-place is not the imposing factor like it
seems to be in Europe.

T. Veenstra: Yes. Europe does have differ-
ent ways of dealing with monopolies and li-
censes. We have the traditional public opera-
tor, usually part of a government department
of finance. And then we have private opera-
tors which can be non-profit foundations, or
for-profit operators like Camelot who submit
to strict control by the public authorities. And
then there are the Ladbrokes, Bwins, Betfairs
who challenge the rights of governments to
restrict the way they operate. So there’s a
complete mix. You can only try to understand
this mixture if you know for example the his-
torical background in these states and the so-
ciocultural differences between the different
states. That is why it is not always practical or
effective to try to impose a uniform policy at
the EU level. The same would be true in the
U.S. Your federal government does not want
to get into the business of dictating regulatory
terms and conditions to the states. There is
no reason to do that and it would not work if
they tried, right?

But it is interesting what you point out.
The concept that markets in general should

be allowed to operate freely, that govern-
ments should not interfere with the free and
open competitive marketplace, is newer to
Europe than it is to the U.S. And so perhaps
as a general rule Europe needs to be less flex-
ible in how we implement the rules that force
everyone to compete without government
protection and over-regulation. That is why
it is such an important victory for the ECJ to
recognize what you have already recognized
in the U.S,; that there are many reasons why
gambling should be regulated at the nation-
state level, not the EU or the federal level.

Would you say that the EC] will refer any
need for further clarification back to the national
court level?

T. Veenstra: [ would say that. It has been
confirmed again that the individual member
state has its own responsibility. It is up to the
national courts to verify if the national gov-
ernment with its gambling policy acts in line
with the conditions that lead to an exemp-
tion of article 49 of the EU Treaty (Freedom
of services).

What is meant by the distinction between
“active” and “passive” sales on the Internet?

T. Veenstra: Operators obtain a license to
operate in each country separately. Since the
principle of mutual recognition does not ap-
ply to gambling, having a license to operate
in Gibralter, for instance, does not entitle
you to operate in Portugal. You have to get
a license in Portugal and in every nation you
want to operate. Remote operators, though,
are trying to make a distinction between ac-
tively promoting and marketing the service
and just “passively” allowing a person from
another jurisdiction to place bets. The remote
private operators are trying to convince the
courts that they should not be prevented from
accepting bets from citizens in jurisdictions
where they are not properly licensed as long
as they do not “actively” promote their web-
site there. But obviously, if you accept bets
from residents of a jurisdiction where you are
not licensed to operate, then you are in viola-
tion of that nation’s laws. This distinction be-
tween active and passive selling is since this
judgment an unnecessary and irrelevant one.
Only thing that matters is the accessibility of
the website

I guess I do not understand how anyone could
make a case that “passive” acceptance of bets
from jurisdictions where you're not licensed to op-
erate legally should be allowed. We all know that
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the technology is readily available to block Inter-
net access by geographical location, so there is no
reason why operators should be allowed to violate
the laws of any nation, regardless of whether they
actively market the product there or not.

T. Veenstra: That’s it. You make it perfectly
clear, Paul. It is not a technological problem.
There is a lot of Geo-location software that
effectively detects where the gambler resides.
It is the responsibility of the remote gambling
operators to install this software. On the
other hand there are more acceptable possi-
bilities for the governments to enforce their
restrictive gambling policy. In the Ladbrokes
judgment it has been declared that website
blocking is an indispensable element of the
protection with respect to games of chance
and is therefore not disproportionate.

I noticed that the EGBA is protesting the
Czech Republic’s decision to prohibit advertis-
ing and marketing of foreign unlicensed Internet
gaming operators. It seems like the EGBA is still
trying to push an agenda and strategy that the
ECJ has made clear will not work.

T. Veenstra: It is sometimes hard to follow
their reasoning. In the last judgment of the
EC]J about the Sjoberg and Gerdin cases it is
said that prohibition on advertising of pri-
vate gambling operators established in other
member states is fully compliant with EU law.
Discussion closed!

It seems to me that these decisions empowering
the national governments will ultimately be best
not only for the preservation of Public Order. It
will also be very good for the industry, even remote
private operators. [ would propose that a regulated
enwironment will be good for commercial opera-
tors and suppliers because they will now be able
to project and predict how the markets will evolve.

T. Veenstra: That would be true as long as
these operators are all willing to abide the law,
the rules and regulations, and pay their taxes.
His will be tough on them because they don’t
like restrictions and paying taxes. To give
you an example, the issue was even discussed
in European Parliament because the remote
gambling operators build their businesses on
sports betting but are not contributing to
the financial support of sports infrastructure.
They made money off of sports, their busi-
nesses could not even exist without organized
sports, and they paid nothing in return. Lot-
teries in Europe typically pay a large percent-
age of their revenues to support sports, add-

| ...continued on page 31
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Ed Honour Interview ...continued from page 12

for integrating the Internet into a dynamic re-
lationship between the retailer and the lottery.
Second Chance play provides a platform that is
almost infinitely flexible.

And it ties the retailer into the distribution net-
work. How challenging will it be for lotteries to
create a gaming experience that competes with the
kinds of video-games the next generation of gamers
is being raised on?

E. Honour: We do not want to even try to
compete head-on with video gaming. Lottery
games will not ever be as technologically sophis-
ticated as video-games. But that’s okay because
lotteries have other assets. First, there is the built-
in relationship with millions of repeat customers
and the brand recognition that goes along with
that. Second, you have the wagering compo-
nent, the possibility that the small amount of
money invested in a lottery ticket could change
your life. Along with the massive retail net-
work, these assets provide a decisive competi-
tive advantage. The integration of these assets
is what will consolidate the dominant position
that lotteries will hold in this industry. Lotteries
do not need to think that they need to compete
with video games, or attempt to meet that high
standard of game development and technology.
That’s not what lottery is about and it’s not what
we need to do. There’s huge potential to engage
the lottery player in extended-play options with
the Second Chance Drawing platform.

Explain “extended-play.”

E. Honour: The basic Second Chance Draw-
ing enables the player to enter the losing ticket
number for a “second chance” to win. The out-
come is then revealed, right? How is it revealed
and what exactly is the reward? Even though
the outcome is predetermined, the way it is re-
vealed and the nature of the reward are not. In
other words, the possibilities are endless. MGT
Lottery, for instance, provides the lottery opera-
tor with a variety of non-money extended-play
games. One of those, for instance, is poker. Along
with a money prize that can be awarded just like
the conventional “Second Chance Draw” pro-
gram does, you can provide the non-winning
ticket holder with chips to play in a poker game.
Again, there is no purchase being made on the
Internet. The ticket was purchased at the re-
tailer. But the Second Chance Draw revealed an
outcome that includes a place at a poker game.
Now the opportunities to turn that into a whole
world of new experiences are endless. You can
have chat and other social gaming features. You
can integrate with other social gaming sites like
Facebook. That provides an especially powerful
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inroad to viral marketing campaigns. The player
wins or places in a poker match and that gets
posted on the Facebook pages of the player along
with all of her “friends.” The post can include a
link back to the lottery website that pitches all
of these amazing new lottery applications. The
potential to use the Internet as a tool to deliver
massively enhanced entertainment value is lim-
ited only by your imagination. The purchase of
the ticket at the retail store is the catalyst that
drives everything. It’s just that now the player
receives so much more value for her purchase.
This will resonate especially well with the next
generation of young adult players.

Why couldn’t a portion of the prize pool be al-
located towards prizes for the poker game, so that
the winner of the poker game wins a prize? Even
then, no sale is being made over the Internet.

E. Honour: Of course. That is very much a
part of the scalable program that MGT Lottery
offers. That’s the next step and does dramatically
enhance the appeal to the poker player. But the
most important thing for all lottery operators to
appreciate is that it is scalable and that there is
no imperative to progress at a rate that is faster
than you, and your state legislators, feel good
about. Implementing non-money games that
extends the play and creates a social network-
ing context to the play is legally and should be
politically acceptable everywhere. It adds huge
value for the player, engages that elusive twen-
ty-something demographic, and positions the
operator to move forward as the industry and
regulatory climate evolves.

The concept of using the Intemet to deliver ex-
tended-play games to the lottery player causes me to
wonder how many other creative ideas could leverage
the extended-play experience into higher sales. Like
perhaps even a learning or knowledge competition.
“Second Chance” could be a tool to promote whatev-
er the lottery wanted to promote, including education,
which is the recipient of much of the lottery funding.

E. Honour: Absolutely. It doesn’t have to
focus on new and innovative, though. Second
Chance Drawings are an effective way to pro-
mote any lottery initiative. This costs practically
no money to do and always has the potential for
a blockbuster impact in the form of a viral mar-
keting response. Much more effective, I would
think, than a big billboard. Being a new con-
cept, it may take longer to ramp up, but once
we pass the proverbial tipping point, games that
deliver this much value will take off.

One of your products is your Live Texas
Hold’Em Poker Second Chance Game. You're
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launching that with the Minnesota Lottery right
about now, aren’t you? How does it work?

E. Honour: When you buy the Minnesota
State Lottery Scratch Hold’em ticket, there’s a
(validation) code on it. Non-winning tickets are
eligible for an entry into the Minnesota Lottery’s
Second Chance Sit-and-Go Poker Tournament.
You have the opportunity to win up to five Sec-
ond Chance entries by playing poker against
other Minnesota residents or virtual players. The
Lottery is providing a game that people want to
play. Poker is huge, and it’s actually really huge
in Minnesota. The Lottery is simply reach-
ing out to the segment of gamers which enjoys
poker; making that connection with the Min-
nesota State Lottery Hold’em ticket. Integrat-
ing a multi-player extended-play game with the
purchase of a lottery ticket repositions the way
that people can think of playing the lottery. And
that’s being done while avoiding the controversy
of Internet gaming or Internet poker since noth-
ing is being wagered online. The lottery ticket
was purchased at the store.

A really cool feature that has very interesting
marketing potential is the way it is integrated
with Facebook. When you win, there’s a but-
ton at the end of the game that you push that
allows you to share your results with your friends
on Facebook. It posts the result to your Facebook
wall. This post also provides a link that enables
the viewer to click and be connected to a page
that explains the game and how to participate.

So there is no fmancial transaction, no winning and
losing of money in the interactive poker game itself.

E. Honour: Correct. You can win more en-
tries into the Second Chance Drawing, but not
money or prizes. But even if all that is done is to
provide your players with a fun extended-game
experience, engaging them in a social network-
ing environment based on fellow lottery players
who also enjoy poker, well, that is a perfectly
great value added component itself. The im-
portant thing is for lotteries to begin to imple-
ment a wider variety of creative Second Chance
extended-play applications. It’s what the players
want; it’s easy to implement and not prohibitively
expensive; and it is also easy to stay well within
the boundaries of what is politically acceptable.

This is all about making a lottery ticket more
popular; creating a connection with people who
normally wouldn’t necessarily go into the store to
buy a ticket. Asa poker player, you might be filling
up at the convenience store and decide to go in
and buy a few tickets so you can participate with
your lottery poker playing friends on the Internet
at home that night. Integrating the Internet into



the relationship between the Lottery, the retailer,
and the player is such a vital objective and this is
a great way to do that. You'll get some people to
try the lottery who have not played before. And
you'll reach an entirely new set of customers from
the social networking dimension that Facebook
provides. It’s really about using technology and
new games to expand your market.

Will the business of product development be
different in this world of increased expectations
for new and different and constantly changing?

E. Honour: The days of long life span for
games is over. You're just not going to have a
game like Monopoly that lasts for decades. So
as an operator, you can’t expect a big payback
based on a long product life-cycle. Instead, you
need to build a framework that supports a con-
stantly changing portfolio of games and game
updates. You need a smart, flexible framework
that gives you control over the content. That
framework needs to include the actual delivery
of the game, the social media aspects enabling
the players to share the outcome with their
friends and neighbors. And it needs to have
the tools to integrate the retailer into the ob-
jective of driving more lottery ticket sales. The
quality of your infrastructure and framework is
what will increase sales over the long term.

Since games will be changing quickly, main-
taining profitability and positive ROI would de-
pend on reducing the cost and time it takes to
produce game content.

E. Honour: Game developers already
have that figured out, and are producing
content at a rate that is increasing and a cost
that is coming down. It’s all about having the
application programming interface, or frame-
work, that enables the lottery to implement
the games and meet all the lottery specific
needs for player tracking, responsible gaming,
linking to both internal and external applica-
tions, the security features, and basically ev-
erything except the game itself.

It seems to me that our lives are much less com-
partmentalized than they once were. We check our
blackberry or iPhone for business messages when
out on social events and otherwise on “personal”
time. We text our kids and take care of personal
affairs when working. Some people might say this
causes us to be on the clock 247, working all the
time. Another way to look at it, though, is that we
can build enjoyment and perhaps fun into all aspects
of living, into everything we do. I am thinking that
this has tremendous implications for gaming. People
want their “service-providers” in all walks of life to

build in an entertainment component, to deliver an
“experience.” That experience can be enhanced with
games. Games are entertaining and perhaps could be
that extra value component that all businesses could

build into their offer.

E. Honour: Look at Facebook. It is a service
business with a fundamentally utilitarian pur-
pose. It is a super-efficient way to communicate
with your entire circle of friends and relatives,
right? Keep them updated on your life, check in
on theirs, announce a party, ask a question or for
help making a decision, etc. In that sense, it serves
a very practical purpose, and became very popu-
lar for that reason. But games like Farmville have
increased its popularity exponentially. Facebook
was not designed or originally intended to be a
platform for gaming. But when you have millions
of people communicating and forming new affili-
ations based on overlapping interests, then whole
new opportunities for fun and entertainment
emerge. People just naturally gravitate towards
games. Now, you may not get a big charge out
of Farmville, or other Facebook games however, [
would suggest that the incredible success of these
games is a powerful testament to the appetite that
people everywhere have for more fun and enter-
tainment. Games can even be the catalyst for
that most fundamental of human needs, the need
to socialize with other people. The tremendous
success of Farmville reflects an unmet demand
and that spells opportunity for lottery operators.
We need to think about how we can collaborate
with other brands the way that Facebook col-
laborates with Farmville. Facebook actually also
collaborates with commodity products in the C-
stores in ways that Lottery should do much more
of. Lottery has a tremendous capacity to add fun
and entertainment to otherwise unexciting prod-
ucts and services found in stores. And of course,
the consumers of these other products represent
new customers for the lottery.

Young people look for and expect enjoyment
to be built into every element of life. As you
point out, the separation between work and
personal time is becoming fuzzier. One pundit
coined the term “experience economy,” mean-
ing that there is a macro-shift from a “service”
economy to one in which service is just the
baseline of what is expected. Superior service
itself has become commaoditized and is no lon-
ger the competitive differentiator any more
than other basic product attributes, like hav-
ing a product that works properly, or food that
tastes good, or transpiration that gets you from
here to there. People now want to be truly en-
tertained. Since that is what we do for a living,
this is very good news for those of us in the lot-
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tery and gaming business!

We need to revamp the way we frame and
analyze the business. We tend to think of me-
dia, entertainment, games, education, retailing,
as being separate and compartmentalized. The
future breakout successes will happen to those

who find creative ways to merge these different
categories; to design experiences that comple-
ment the new ways that our customers think and
live their lives. What is it about the iPhone that
makes it so successful? Certainly not the actual
telephony part of it! It’s the thousands of applica-
tions that enable people to merge and blend all
aspects of their lives into this amazing little de-
vice. The iPad will extend that impact, merging
personal entertainment with conventional com-
puting. Facebook merges social communications
with games. Cable news programs merge educa-
tion and news with entertainment by trying to
capture dynamic discourse between different
points of view. Southwest Airlines tries hard to
make air travel a little less boring by entertaining
the passengers. Restaurants are staging wine tast-
ing events. This isn’t exactly a new concept. It
was decades ago that Sesame Street and mini-se-
ries like ‘Roots’ merged T.V. and entertainment
with education.

So how can the lottery operator do that?

E. Honour: First, let’s point out that our
goal is to sell lottery tickets. It’s not about be-
coming social philosophers.

It’s about fully leveraging assets. We've
talked about the tremendous network of re-
tailers that lotteries have to distribute their
products. So right off, we know we want to
integrate the retailer into our promotions. We
ultimately want to merge retailing with en-
tertainment, media, and lottery games. That
means integrating C-Stores, Internet, extend-
ed-play games, and lottery.

Lotteries are blessed with a product that has
more marketing appeal and promotional poten-
tial than most of its potential collaborators. In
the future especially, there will be so much com-
petition for the Internet gaming player that its
retailer channel will become a powerful compet-
itive advantage for lottery operators. That’s con-
venient, since retailers would prefer to partner
with lotteries than to lose business to the Inter-
net. Likewise the vendors of the products them-
selves that are sold in the stores all want to sell
more and a partnership with lottery should help
them accomplish that. Retailers and vendors of
commodity products need lotteries to provide
entertainment value. In fact, they need lotteries
more than vice-versa and that’s why they’ll help
us sell lottery tickets. 4
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Jennifer Welshons Interview ...continued from page 14

normally shop and experience a less than de-
sirable purchase process, it appeals to them.
The obstacle to selling the product to these
possible consumers isn’t necessarily that they
don’t like the product. It’s that they are not re-
ally exposed to adequate opportunities to buy
nor be exposed to the promotional hooks that
would engage their interest. What's happened
over the years is that we’ve always looked pri-
marily at product and price to realize lottery
sales growth. On the Instants side, most of
the revenue growth has come from increasing
price points. Obviously, there is a great op-
portunity to do a similar thing in the online
game side, and it looks like that may happen
with the expansion in the number and variety
of multi-state super-jackpot games. The excit-
ing thing is that the other two “P”s have even
more potential to contribute to sales growth.
That’s Promotion and Place. Initiatives such
as Second Chance Drawings and Points for
Prizes programs are great examples of innova-
tive promotion and place opportunities that
the industry should build on. The Internet
and Mobile provide great potential to make
the product more readily available to a wider
cross-section of consumer groups. And while
the industry has been in the traditional brick
and mortar retailers such as C-stores and Gro-
cery forever, there is still more that can be
done to optimize sales there.

We talk about the importance of the Inter-
net, but the most important place at this very
moment is still the retail store. We can put
the best product ever out there, but nobody
will buy it if it is displayed upside-down in the
dispenser in the store, if the promotional sig-
nage isn’t up, or the retail store staff doesn’t
understand the games.

How do you get thousands of retailers to do
everything right?

J. Welshons: That’s the challenge, of
course. Lotteries around the globe are doing
their very best to accomplish that and we are
creating progressive programs to help them.
But it is a challenge and one that is certain-
ly not unique to our industry. We have our
SalesMaker™ program that attempts to iden-
tify and replicate Best Practices in lottery
product retailing. We are constantly develop-
ing the program offerings by working broadly
with retail organizations and locally with in-
dividual retailers. This work has been invalu-
able and we’re now beginning to streamline
the SalesMaker™ program giving us the ability
to roll out Best Practices to large numbers of
retailers. C-stores have been especially recep-
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tive since they’re really suffering these days.

As much as people like me try to make the
whole story be about New Media and Internet,
you're pointing out that the real story continues
to be about retail and players.

J. Welshons: Absolutely. But also that
retail and meeting the needs of the player
complements and does not in any way con-
flict with strategies and promotions for New
Media channels, games, and promotions.
The retailer also benefits by an expansion
of the market and more lottery sales. There
is no doubt that expanding the reach of lot-
tery products to new consumers is critical for
the industry to experience growth. And that
the Internet and New Media will play pivotal
roles in that effort. But the idea that these
are the only ways to do that is an incorrect
assumption. There is still ample opportunity
to reach new consumers through traditional
methods, we just have to do a better job of
understanding the realities of our category in
meeting both retailer and consumer needs.

I would think that the store traffic driven by
lottery sales would have a direct impact on sales
of non-lottery products. Is there any data on that?

J. Welshons: My team at Scientific
Games is working heavily on that right now.
We know that lottery traffic lifts overall sales
of other products for the retailer; hence they
consider it a traffic driver. We need to be able
to support that knowledge with facts and hard
data. Unfortunately, our product isn’t regular-
ly tracked through the cash register like every
other SKU-based product is tracked, so it’s
not simple to get access to market basket re-
ports. Lots of logistical problems. But we need
to do that, we're trying to do it, and we will
have to do it for the big retail chain stores.
This is a very important issue.

Lotteries are implementing various forms of
“extended-play” games on the Internet, usually
as a part of a second Chance drawing. In ef-
fect, the extended-play games allow longer play-
time for less money. Electronic games can also
be designed to deliver an extended-play format.
Casino operators are concerned that it will reduce
turnover and, ultimately, profitability. How does
the extended-play format affect the basic business
model of lotteries? Does it impinge on profitability
the way it can in casino gaming?

J. Welshons: The rate at which the player
is buying tickets, or putting money in a slot
machine, can be viewed as the ‘velocity of the
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product.” Insofar as casinos measure profitabil-
ity by the velocity of the spend on the slot
machine or table game, or perhaps turnover
and profitability of floor space, then extend-
ed-play formats would appear to reduce profit-
ability. There may be many reasons why it is
still a good strategy for casinos to implement
extended-play electronic games, but increas-
ing velocity, turnover, profitability per square
foot, etc., would not be among them. If the
lottery players ended up buying fewer tickets
because they can choose to go home and play
the games on the Internet, then extended-
play could be seen to have a similar impact of
reducing velocity. Fortunately, the picture is
a little more multi-dimensional for lotteries.
The purchase of lottery tickets at a C-store
does not mirror the play of a slot machine.
While core players will stay in the store and
make repeated purchases, the more casual
player’s repeat purchase happens when the
player returns to the store. If the lottery player
enjoys the internet games they get to play as
a result of holding a non-winning ticket, they
will hopefully be inspired to return to buy
more tickets so they can play more of the ex-
tended-play games, and the relationship with
lottery products deepens. I have a harder time
envisioning exactly how a casino recoups the
lost turnover from an extended-play game.
Whatever time the casino player spends play-
ing the game without wagering is lost turn-
over for the casino. But the time that a lottery
player spends playing games on the Internet
at the lottery website is not necessarily tak-
ing time away from buying tickets at the store.
But we do need to understand all the implica-
tions of creating these types of extended-play
games. Adding value to the product and in-
creasing the appeal to the player does not au-
tomatically result in increased sales. We need
to truly understand the core motivation for
purchase and play in each consumer segment
so that we ensure we're satisfying their need.
Different segments most definitely play for
different reasons and, in terms of expanding
the player base to reach those not currently
engaging on a regular basis, this is critical.

It sounds like we still have a lot to learn about
player behavior when it comes to Internet gaming.

J. Welshons: We do. These are new games
and the Internet is a relatively new channel
for lotteries, so actionable data has not been
available until recently. We are now receiving
the kinds of data that will help us to analyze
and understand player behavior. The Inter-
net connection to our customer is different



than the retail connection. The nature of the
platform enables us to gather huge volumes
of data about the profile and motivations of
the players. They can be asked general ques-
tions, the answers to which are electronically
posted and can be processed and analyzed to
provide an entirely new level of insight and
understanding. This, combined with essential
qualitative and ethnographic findings, will
inform and impact our product design and
overall marketing and promotional strategies.

With that in mind, why wouldn’t you want to
integrate the Internet into the channel mix for lit-
erally all the games?

J. Welshons: It might not happen right
away, but there are quite compelling reasons
to do just that. In addition to all of the other
benefits of integrating the Internet into the
channel mix, you’re building a conduit for
communication and dialogue with the player
that did not exist before. That gives us tre-
mendously valuable insight into what the
player wants, enabling us to further evolve
the products and marketing. We are doing
extensive research into segmenting the cur-
rent and potential customer base to deter-
mine what the specific needs are for the dif-
ferent segments, and produce and deliver the
products they want in the manner in which
they want to buy them. Additionally, we'’re
spending a great deal of time understand-
ing the role the internet is playing in other

consumer product industries. We are trying
to learn from their mistakes and successes in
social media, mobile applications and so on
and see what is applicable to our industry. It’s
an exciting process!

It seems bizarrely inefficient for 40+ ad agen-
cies to be producing campaigns for each indi-
vidual lottery. The amount of money spent with
ad’ agencies must be huge. I would think they
would get a far superior ROI by having you do
the entire “soup-to-nuts” marketing and adver-
tsing program. Why couldn’t Scientific Games
leverage its deep understanding of all aspects of
this industry into the area of advertising and pro-
motion? You would clearly be able to produce a
higher quality at a far lower cost to the lottery.
And you understand how to integrate market-
ing, promotion, distribution, new media, into
the entire portfolio of lottery products in ways
that ad’ agencies have no idea.

J. Welshons: I agree that there are certain-
ly efficiencies to be gained with this approach,
and we do provide ad-agency style services
under a number of our global contracts. We
have a program called Agency Services™. It
is a comprehensive program that integrates
game product design with all other aspects of
marketing, promotion and distribution of the
product. Our internal resources have decades
of experience in these areas, many having
come from the agency side working directly
with lotteries. Given that we’re so closely tied

Tjeerd Veenstra Interview ...continued from page 27

ing up to more than 2 billion euro per year
that facilitates on a long term basis the sports
infrastructure in Europe. To illustrate the dif-
ference: the more than 250 remote gambling
operators that have a license in Malta alto-
gether pay approximately 19 million euro in
gaming tax per year. The National Lottery of
Luxemburg, a small state with a few hundred
of thousand inhabitants pays more than 20
million euro per year.

There was another issue in France. The op-
erators complained that it was unreasonable for
the French government to require the operators
to locate their transaction-processing servers in
France. How are these disputes being resolved?

T. Veenstra: The national government
is obligated to treat everyone fairly and
equally. But the national government does
have the right to determine tax rates and
other terms and conditions and if the com-

pany wants to be licensed to operate legally
then they must comply with the laws. They
must pay their taxes and meet all the terms
and conditions as determined by the na-
tional government.

The future is looking bright for the beneficiaries
that lotteries support. It is a nice by-product of
Public Order that a system that generates funding
for good causes is allowed to continue to operate.

T. Veenstra: Exactly. The present system
benefits society in both ways. It enables the
regulations that minimize social costs. And it
also gives the profits back to society. How can
you do better than that?

I just read this moming about a three and a
half year old case against the organiser of a Texas
Hold’em poker towrnament in the Netherlands.
The criminal court of The Hague ruled that poker
cannot be considered a game of chance under the
country’s gambling laws. What are the implica-
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with the product development process and

the intended end-consumer, and have a re-
source depth of creative design and services,
we can deliver comprehensive and integrated
marketing programs in a way that can reduce

costs for lotteries.

Is there anything that an ad’ agency does that
Scientific Games couldn’t do better at a much

lower cost?

J. Welshons: [ don’t believe so. Obviously,
local agencies offer value in that they’re just
that — local — and there is something to be
said for intimately knowing a market. But in
the grand scheme, it’s about understanding
the consumers you are trying to reach and do-
ing so through scale. The magnitude of data
points and strategic product development in
the lottery space that takes place within the
walls of Scientific Games is unmatched by
any ad agency. This is a complex industry
and the role we play gives us a much better
perspective than an ad’ agency could ever
hope to have. We can quite easily integrate
the most creative advertising capabilities into
our portfolio of services and capabilities. And
we do. The best example of this is with our
Linked Games where we have had success us-
ing scale to produce effective, cost-efficient
advertising to support these initiatives. We’re

looking forward to expanding this success. 4

tions of the ruling that poker is a game of skill?
Does that mean that organized, casino-like poker
playing facilities are now legal in Netherlands? s
Internet poker now legal, since it is not considered
to be a game of chance?

T. Veenstra: A very typical judgment of
a lower court that has to and will be chal-
lenged in an appeal. It is striking that in the
oral hearing the Ministry of Justice referred
to a study of the Dutch Gaming Board. That
study explains that in 35 European countries
poker is defined as a game of chance. The
judge however declares that the extent of
support for this opinion does not deliver the
(scientific) proof for rightness of the opin-
ion. Of course this judgment will create some
confusion and suppliers will take advantage
of this situation. But there will be an appeal.
Furthermore the Minister of Justice has ex-
plained that he will sustain in his restrictive
policy with regard to poker. @
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Matson, Deragon, Higlin Interview .

stants program. There are hundreds of differ-
ent variables. That’s why a Best Practices ap-
proach is so important. Analyzing the ways in
which these different variables work together,
and then integrating that analysis with the
gaming culture, distribution infrastructure,
regulatory framework, etc. specific to the ju-
risdiction, all of that goes into the business of
producing sales in the Instants category. But I
would say that there is lots of room for grow-
ing Instants in many of the European markets.

Do we have any read on whether the results
would be improved in Europe if they increased the

number and frequency of new product launches?

Will Higlin: That’s hard to measure with-
out being able to isolate the different factors.
Payout percentage, for instance, would likely
have more impact on sales than accelerated
product launches. The big revenue driver in
the United States has been the higher price
points that have been implemented over the
past few years. $50 tickets are now available
in some markets, and $20 and $30 tickets are
becoming increasingly more common. In-
stants have a higher prize payout percentage
than lotto which is noticed by both players
and retailers, ultimately helping to drive sales.

J. Deragon: Higher price points have
not worked well in Europe, possibly because
the positioning of the price point and prize
payouts has not always been optimal. But it’s
changing. Italy, the UK, and France are expe-
riencing great results with higher price points
and it is creating a great impact on sales as
these price points are bringing in new players.
Everyone recognizes that the markets need to
be pushed towards higher price points — it’s
just a matter of time and available funds.

Why couldn’t GPC produce the whole market-
ing, advertising, and promotional campaign for
your lottery clients? Your in-house capabilities
and resources are far superior to those of advertis-
ing agencies. And your ability to augment your
capabilities with more creative would be far more
do-able than the ability of advertising agencies to
replicate your knowledge and experience. Why
don’t lotteries just have you do everything that ad’
agencies do, or at least do a much bigger chunk of
it than you're doing now?

J. Deragon: That is an interesting ques-
tion. With our licensed products, we are of-
fering “turnkey” solutions for the lottery
that include a much more comprehensive
and integrated approach towards marketing,
advertising, and promotion. Our Aerosmith
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.continued from page 16

program is a good example of bundling a
larger suite of services. TV, radio, and prints
ads, along with POS materials were all pre-
pared and made available to the lotteries at a
much lower cost than what would have been
incurred if they'd produced these items them-
selves. The fact that lotteries all have differ-
ent approaches and different regulatory laws
and guidelines for marketing communication
efforts makes it hard to produce a ‘one size fits
all’ package for advertising and POS. But the
benefits in terms of costs savings and the qual-
ity of the finished product and campaigns, all
made it very worthwhile. I think this is a very
good start towards what you described.

Will Higlin: Another benefit of this turnkey
approach to the Aerosmith campaign is the ap-
proval process. There are so many licensing re-
quirements that need to be approved with the
brand licensor. We’re now able to do all of that
more expeditiously than ad’ agencies could
possibly do and offer lotteries pre-approved
materials. Our customers are looking for more
marketing resources and may want their sup-
pliers to provide more turnkey solutions.

I noticed GTECH G2 recently won contracts
to support the Austrian Lotteries and Loto-Que-
bec’s Internet gaming ventures. Aren’t games and
promotions being implemented across product cat-
egories and channels in a way that requires some-
one to figure out how to integrate them? Does the
ability of GTECH Printing to collaborate with
GTECH G2 facilitate that process of integration?

J. Deragon: We are constantly incor-
porating the different business units within
GTECH, and that does give us the ability to
produce a more integrated approach. Opera-
tionally, we can create a synergistic approach
to managing different games and channels
together, building integrated sales, marketing,
and distributional efficiencies and cross-pro-
motions that increase sales. GTECH Print-
ing’s Instants programs can easily integrate
with G2’s Internet platform and other New
Media services to create a powerful synergy
for new lottery or promotional games.

W. Higlin: Another cornerstone to our cor-
porate strategy is our respect for the fact that
each lottery is different and we are focused
on building a customized approach to help-
ing each lottery accomplish its objectives.
We appreciate that each lottery understands
its business and its priorities better than we
do. We bring to bear a wealth of research and
customer information gleaned from our oper-
ations all over the world. But this information
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is useful to inform the process, never to dic-
tate what should be done based on what has
worked or has not worked in other jurisdic-
tions. We take our Customer First approach
throughout every division of GTECH. Our
primary mission is to listen to and understand
our customers’ needs.

K. Matson: Lotteries are all unique and
they need their suppliers to understand their
individual needs. Our understanding is in-
formed by our knowledge of how the industry
works in other markets and other jurisdic-
tions. We have tremendous research capa-
bilities so we can help our clients with Best
Practice solutions and a better understanding
of how other jurisdictions have overcome
similar obstacles or changed strategies suc-
cessfully. But in the end, we need to customize
our approach with each of our customers as no
two lotteries are the same.

Are there mechanisms to integrate the re-
search and customer data that the different
GTECH divisions are accumulating?

K. Matson: One of GPC’s primary tasks is
to integrate customer information and data
from all of the different GTECH divisions
and turn it into an analyses and framework
that helps us to understand player’s needs and
wants, and how to drive sales in each prod-
uct category. The industry is in the infancy
stage of adopting an integrated approach that
promotes all the different products through
all the different media and channels. Under-
standing the player will enable us to provide
the right mix of game content to our custom-
ers, whether they are instant, online, or Inter-
net based games, with consistent and relevant
marketing messages and POS. In gaming, the
potential to enhance the overall player ex-
perience by leveraging what we know about
their preferences is immense. We are selling
entertainment and we are limited only by our
imagination combined with the knowledge
and acceptance of our customers.

By adopting a Customer First approach we
utilize all of the resources within GTECH to
ensure we're providing the best intelligence
and actionable solutions for game planning
and product positioning.

What about the willingness of lotteries to col-
lect the information and the willingness of players
to disclose personal information?

K. Matson: Each lottery has complete con-
trol over the process. They decide the kinds
of questions to ask and sometimes they ulti-



mately decide that they do not want to collect
data on their customers at all. We appreciate
that it is a sensitive issue. We contend that
collection of customer information can be
done in ways that do not infringe on the pri-
vacy of the players; and that 100% security
and confidentiality can be guaranteed. I am
not aware of an issue either with a player or
with a lottery over the manner in which data
is collected or the ways that we can use the
data to improve the products and service to
the customer. That said, it is imperative that
we always stay consistent with the lottery’s
agendas in every way, including the collection
of customer information and marketing data.

Players have the option of giving us feed-
back on their likes and dislikes. The kind of
information that is most useful to us right
now does not require the player’s identity
to be revealed to us or the operator. We do
not need to connect the information to the
player for it to be an extremely useful tool
that drives our game development and pro-
motional strategies. The information about
their behavior and preferences helps us to
understand the markets in a broader context
and enables us to improve our products and
service, and it can do all that without the
players disclosing their identity.

My generation shares personal information on
a “need to know” basis. Facebook and Twitter re-
flect a completely different attitude towards shar-
ing personal information. I read an article that
explained why that this new culture of openness
and transparency is not likely to change; the good
news being that it will be easier to connect with
the customer. The ability to build a more nuanced
and intimate relationship will become a new cus-
tomer expectation, won’t it?

J. Deragon: I think that is true in Eu-
rope. There is more willingness to be open
and share personal information today, with
both Facebook and Twitter creating a cul-
ture in which everything is shared. I do
think of it as a great opportunity for lotter-
ies to build more proactive programs to en-
gage the players in a dynamic and ongoing
dialogue. And vyes, it should create a more
receptive climate for gathering customer
data and market information.

K. Matson: [ would say that is true in
the U.S., Canada, and many other parts of
the world as well. That attitude invites a
more personal connection and will enable
the operator to communicate with its cus-
tomers in ways that will enhance the play-
ing experience.

Second Chance Drawings, Players Clubs,
Loyalty Programs, and other new ways to con-
nect with the customer generate a positive ROI
in the short-term in the form of increased sales.
These are also the things we need to do to po-
sition ourselves for a future that might include
regulatory changes allowing more forms of Inter-
net gaming. So I would think that lotteries should
make sure the platforms that they invest in today
will enable the different games and channels to be
effectively integrated in the future.

K. Matson: Second Chance Drawings
and Player’s Clubs have really skyrocketed
in the past few years. Many lotteries are
taking a stair-step approach to building and
connecting to their player base through the
Internet. The beginning might be a Second
Chance Drawing that simply has additional
prizes for some small number of non-winning
ticket numbers. That is an excellent way to
get double exposure for the brand, deliver
more value to the player, initiate an Internet
relationship with the consumer, and hope-
fully stimulate sales.

The next stage might create a Players’ Club
and Loyalty Program in addition to the Sec-
ond Chance Drawing. That would enable the
operator to develop a dialogue and raise the
level of interaction with the customer. The
operator can email special promotions and
the results of the drawing, create chat rooms
for the players, and educate players about
new games. The operator could also ask the
customer to anonymously share demographic
information, their likes and dislikes, etc.

The next step is for the operator to do all
those things with an eye towards an end re-
sult that includes a bigger variety of Internet
games. Even though it may not be happening
next month or even next quarter, there is no
reason why the operator could not integrate a
long-term vision into these shorter-term ini-
tiatives like Second Chance Drawings. Hav-
ing that longer-term objective gives shape
and focus to the short-term initiatives. For
instance, implementing non-money games
that are played just for fun delivers great value
to your player, engages your player in a more
dynamic and interactive relationship, intro-
duces the concept of extended-play games,
and is a great way to promote the products
and increase short-term sales. It’s also a great
way to position the Lottery’s Players Club and
website as the Internet destination for fun
and games which is exactly where the next
generation of gamers wants to be.

So, in terms of investment in systems, plat-
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forms, and IT infrastructure, the decisions of
how to allocate resources do not need to involve
a trade-off between short-term profit and long-
term positioning. Does the same hold true for the
games and products themselves? How do you
decide how much to focus on the next generation
gamer as opposed to meeting the expectations of

the core player?

W. Higlin: First, we always focus on meet-
ing the expectations of the core player. That’s
who drives the revenue for now and for the
foreseeable future. Engaging the interest of
the next generation player isn’t a project that
is somehow separate and apart from the core
player. Their preferences are not as far apart
as you may think. For instance, it is a mis-
take to think that the core player is not on
the Internet today. They are on the Internet
and that’s why Second Chance Drawings are
so successful. Second Chance Drawings are
being driven by the core player, as well as at-
tracting new players. Promotions that include
an Internet component appeal to core players
just as much as they do to the next generation
players. Second, it is mistake to say core play-
ers do not like the new and exciting innova-
tive play styles that appeal to younger play-
ers. Yes, it’s true that we need to make sure
we continue to provide product to the core
player that is more traditional and may not
appeal as much to the next gen’ player. But
the core player is just as anxious as the next
gen’ player for fresh, exciting, and new games.

K. Matson: There needs to be careful
consideration of all the different objectives.
While it may appear that some of the objec-
tives are not aligned, they really aren’t in
conflict. With a little creativity and open-
mindedness, strategies can be created that ac-
complish everything without these trade-offs.

W. Higlin: Keep in mind that we do not
need to convince twenty-somethings to buy
lottery products. What we do need to do is
make sure we meet their needs when they
move into the target market segment a few
years later. We don’t want to be sanguine
and think we don’t need to innovate and
evolve our products and promotions. We do
need to accelerate the integration of the In-
ternet and social media into our strategies.
The twenty-somethings will turn into thirty-
somethings, but they will still be on Face-
book and Twitter and they will be expecting
the same kind of game play experience that
they grew up with.
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Capture the future.
Today.
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INTRALOT introduces the latest breakthrough in the gaming industry. Superior
performance, unparalleled ergonomics and maximum reliability set new standards
of quality, innovation and excellence. Utilizing INTRALOT's ultimate Icon Digital
3 Imaging Technology, Photon captures the future of gaming technology today.

Responsible Gaming is an integral part of INTRALOT's solutions. Our state-of-the-art technology and operational expertise
enable us to implement responsible gaming practices on behalf of our customers. At INTRALOT... we care a LOT.
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LINE UP A WINNING TICKET.
(NO DICTIONARY REQUIRED.)

A SCIENTIFIC GAMES COMPANY

For more informaton, call us toll free at 1-800-572-7082. Visit our web site at www.mdientertainment.com
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