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WE SPEAK YOUR LANGUAGE

With more than two decades of compelling games, cabinets, and central systems tailored to unique VLT
environments, SPIELO International™ delivers top-performing products with an accent on experience.

SPIELO International. We Speak Gaming - Talk with us at G2E 2012 at Booth #1265.
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Add Sparkle to Your 2nd Chance Promotions with Bejeweled”

Every 4.3 seconds, a Bejeweled game is sold. This global brand appeals to the masses and creates
compelling lottery games and 2nd chance promotions that attract both core players and the emerging
market. Dazzle your players by launching a custom Bejeweled game complete with a multi-level, 2nd
chance promotion and social-media-driven sweepstakes. GPC offers 100% turnkey support for all
2nd chance promotions, from design to implementation and tracking to fulfillment.

Ta learn maore about Bejeweled 2nd chance promotions visit us at www, gtechprintingucom or scan the QR code on the bottom left corner of this page with your smartphane.
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www.PublicGaming.com

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,
|otteries, commercial firms, and
news wires from all around the
world, www.PublicGaming.com

is the most comprehensive news
and information resource in aur
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 agarepater. We follow-up on
the news to deliver the perspective
and genuine insight you need fo
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.

Thank you!
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YOUR Genius Terminal

INTRALOT is proud to introduce its newest innovation, Genion, an extremely versatile,
agile, robust and very compact terminal serving retail clerks' requirements, as well as
players' self-service needs. Genion performs flawlessly as a Digital Play Slip Reader,
Game Validation and Payment Terminal, Ticket Checker, Players' Club Access Point
and Player Advertisement Display, all in one very compact unit.

Genion is the perfect choice for forward-looking Lotteries worldwide that wish to offer
to their retailers and players a miniature terminal that guarantees maximum performance.

intralot

www.intralot.com

Responsible Garming is an imegral part of INTRALOT s solutions, Our state-of-the-art technology and operational expertise emable us o implement msponsible gaming practices
on behall of our customers, At INTRALOT... we care a LOT.
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As far as 1 know, Lottery margins are
higher than any business model in the
world, With margins around 30%, the
ROI on re-investment in the business is
anywhere between very high to totally
off-the-chans. Based on that, 1 submit that nothing could be more

misguided than the focus on controlling costs. We literally need to
figure out how to spend more money.,

MNormal businesses, the kind that exist everywhere except lottery, are
typically happy o end the year with a net profit of 6%, So it is only
natural for them to control costs based on the maxim that a “dollar
saved falls straight to the bottom line’, But for lotteries, a dollar saved
is close to $3 lost to our beneficiaries! As a percentage of revenues, the
cost structure of lotteries is so small to the point of being a drag on the
entire business, It is ime to alter the resource-management focus from
controlling costs over 1o figuring out how 1o re-invest in the business,
We should literally look for ways 1o increase costs, be it in adventising
& promotion, merchandising, sales and retailer training, POS materi-
als, or any of the other activities that contribute to an increase in sales.
I'll even go a step further and opine that the seemingly reasonable no-
tion that cost-control is still a perfectly legitimate business objective
is misguided because il creates a conservative bias that impedes re-in-
vestment in the business, Obviously, the re-investment process should
be held accountable 1o high standards of productivity and ROI, But the

From the Publisher

By Paul Jason, Publisher, Public Gaming International Magazine

focus of our legislators should be to hold lottery operators accountable
for growing the business with prudent but visionary re-investment, As
il 1%, oo oflen they focus on saving nickels on the cost side of the in-
come statement and losing dollars on the net revenoe side. 107s almost
as if they value the ability 1o quantify the factors of production more
than they value actual performance; and value the ability to predict
results more than they value the actual results themselves.

I should emphasize that those are my thoughts and should not be
attributed 1o my interviewees, The interviews in this issoe are just
what caused me to think about the incredible opportunity that faces
government lotteries today and yet the precarious position we find
ourselves in spite of those opportunities. | would submit that govern-
ment lotteries represent an astonishing untapped value. And it will be
exploited by our adversaries if not by us. We need to somehow over-
come the ambivalence that govermmments seem to feel towards their
own lotteries and catalyze them to unlock this untapped potential,
It is becoming evident, thankfully, that important shapers of public
policy understand that and are acting upon it. More and more govern-
ments are recognizing the incredible power they have to regulate, and
tax, the gambling industry for both the economic benefit of the public
and the protection of the consumer.

This industry is unlike any other in two vital respects. First, it gen-
erates outsized profits that should be channeled back 1o benefit the
public. Taxing it al 7% like they do in Nevada, 8% in New lersey,

GTECH WRKS FOR ME

"One reason why my lottery sales have grown is because | treat my

GTECH® is an advwocate of socially respansible garming. Cur business solutkans em|
and practices, approgriate to their needs, that becorme the foundation of their res

customers like they are special. But just as important is the fact that
GTECH, working with the lottery, treats me like I'm important too;
they are always there for me, When | let Denise in GTECH product
marketing know my scanner wasn't working well, right away

rével CLest

ainers 10 develop paraneters
nsible gaming programs
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or less than 2% like they do in Gibraltar and Malta, is a shameful
waste and disregard of the need to solve the budget deficits that hun
sociely, and usually the less privileged sectors of society that can least
afford it. Second, gambling does have the potential for social costs.
I am a huge believer that market-driven capitalism has proven to be
the engine of prosperity for the modern world. However, at the hean
of that engine is the profit-motive, the drive to increase shareholder
value, and that is not the best construct within which to balance the
twin-goals of increasing revenues and minimizing social costs. Much
better is the government-gaming model that has un-conflicted com-
mitment to implementation of sound public policy as determined by
government legislators, And updating that approach as needed 1o keep
it consistent with the interests of society as decided by the govemn-
ment whose job it is to protect these interests. Just one example of
how the government model serves the interests of the public is New
York, which, with far lower gambling turnover and far fewer casi-
nos, lrms over 1o the state more than twice the combined revenues of
MNevada and New Jersey! Another example is the Hlinois-Northstar
Private Manager Agreement or the Camelot UK. and Tatts Austra-
lia long-term license model, especially promising models that inte-
grate the ingenuity and financial resources of private indusiry with the
public service guidance provided by government policy-makers, OF
course, governments are perfectly able to empower their own lottery
operator with the mandate to re-invest in the business and build it with
the same kind of ambitious entrepreneurial energy that private opera-
tors apply 1o the business. The talent and the will o achieve is there
already. The obstacle o leveraging it is a public policy agenda lacking
in vision and clarity of purpose. As jurisdictions all around the world
assess the pros and cons of different regulatory and taxation models,
hopetully they will pay close attention to the mountain of evidence

that supports the government-gaming model, and the importance of
unlocking the untapped value of their own government lottery.

Many of you are picking up this issue at the World Lottery Summit
in Montreal. Our industry associations produce an entire portfolio of
services and educational conferences to help lotteries truly optimize
performance and revenues for good causes. | attended two of their
educational events (Industry Days in Amsterdam and Professional
Development Seminar in Orlando) and encourage everyone to avail
themselves of these invaluable resources provided by WLA, NASPL,
APLA, and Cibelae.

Thank you to all of our editorial contributors and interviewees!
Your willingness to share your insights and experience helps all of us
to understand this industry and hopefully apply that 1o improving the
performance of our businesses. It is such a privilege 10 have gotien 1o
know you and 1 look forward to seeing you all in Montreal.

Lottery Expo will be held at the Trump Miami Beach Resont Hotel
from October 22 to 25, This will be a three-day event. The first day
(23rd) will focus on North America, The last day (25th) will focus on
Latin America, Caribbean, Mexico. And the middle day (24th) will be a
combination of the two. We are very pleased and honored to welcome a
strong contingent of Latin American lotlery executives 1o Lottery Expo,
The theme of Lottery Expo is inspired by a quote from Abraham Lin-
coln: “The best way to predict the future is to create it"”. All around the
wiorld, Team Lottery is taking the initiative 1o create its own future, More
than ever, lottery leaders are having the vision to embrace the benefits
of progressive innovation and collaboration; and the guts to implement
the vision even though the reward for accomplishing stretch goals may
be small and the consequences for miss-steps large. As the interviews
in this issue attest, the change-agenda so necessary for progress can
be adjusted along the way, but progress and innovation marches on, #

a technician installed a new one. They always make me aware of new
technology, and ask for my opinion on how their ideas will work with \
customers, That kind of hands-on support from GTECH has helped me

grow my lottery sales and keep mycustomers happy”

GTECH’

Architects of Gaming

Karan Pathania, Convenience Plus, Rhode Island Lottery Retailer

For more about thisstary and others like it, visit us at gtech.com.,
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SCENES FROM

INDUSTRY DAYS

“Towards an Entertaining
and Sustainable Future”

AMSTERDAM, MAY 2012
Sponsored by the European Lottery
Association along with
premium partners GTECH, INTRALOT,
and Scientific Games
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WITH SO I\/IANY SERVICES

Y OoOur° FEEL KE YO U"NE

WON THE LOTTERY.

For more than 20 years, lottery regulators all around the world
have come fo know and trust Gl fo provide the very highest
levels of testing senvices with unsurpassed accuracy, integrity and
independence. That's why more loftery regulators frust GLI than
any other test lob, Of course, wa are the best In RNG testing, and
we do 50 much more. In fact, we have dozens of services
toilor-made for lottery regulators, So call GLI's Lottery/Professional
Services Division today, and feed ke you've won the lottery.

www GAMINGLABS com
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THE ENGINES

OF INNOVATION
AND PROGRESS
FOR GOVERNMENT
LOT [ERIES

More than ever, our indusiry associations continue {o raise the bar. The
leadership is not only visionary, it is acting with a vigorous sense of purpose
and power of conviction that commands respect and suppont from all of us
within the industry, and also from our stakeholders and political constituents
as well.

Most of us attend the annual industry conferences produced by our as
sociations. The value in them is so compelling that they aren’t to be missed
by anvone in the lottery industry. However, our associations provide so
much more value than those annual events. Visit their websites (links shown
below) to see the wide variety of products and services that they provide to
their members. It is astonishing, and probably not known by everyvone, all
that our industry associations do to help lottenes understand this indostry
and convert that 10 improved results for lottery beneficiaries,

[he theme of Industry Days (held in Amsierdam in May) was Towards
an Entertaining and Sustainable Futwre. The keynote speaker set the stage
with an over-view on how Technology and Consumer Trends Shape the Fu-
tiere of Games, The conference speakers and panelists continued 1o focus on
that same topic but also addressed the “elephant in the room™ topic of “How
can Team Lotiery evolve with those trends and be the operator of choice for
the modern consumer?” The panel discussion with our three big caplains of
indusiry on the commercial side of the business (Constantinos Antonopou-
los, Juymin Patel, and Lome Weil, and moderated by Torbjorn Almlid)
really tackled it head-on with straight talk about what lotiery and their com-
mercial partners need to do to keep up with those trends and stay ahead of
the competition. Operating as a business that in fact does have competition
is (he first step towards optimizing performance.  Freeing up our commer
cial pariners to apply all their resources and capabilifies to increase sales is
another. The presentations from conference sponsors GTECH, INTRALOT,
and Scientilic Games meshed perfectly with the focus of lotlery operators
who emphasized the need to accelerate the implementation of additional
channels of distribution, the need 1o leverage digital media into a compre-
hensive Customer Relatonship Management (CRM) connection with the
consumer, and the challenge of execution in a world where the resources,
tools, and know-how are more robust than ever. There was much talk about
thie need o break free of the dichotomy that pits convenience, accessibility,
and ease of purchase against entertainment experiences. The consumer is
looking for products with all those attributes and then some.

Another theme is the globalization of the industry and the impact that
this will have on the monopoly business model of lotery. As Bernadetie
Lobjois, Secretary General of the EL Association, says "Let’s maintain our
solidarity m suppori of our common interests. which unite the great fam-
ily of Lotteries.” Friedrich Stickler, President of the EL Association and
Deputy Director of the Austrian Lolteries, has been a tireless and fearless

12
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LET OUR LEADERSHIP BRING A CUTTING-EDGE EXPERIENCE TO YOUR FLOOR.
Being the leader in developing and installing video lottery terminals across multiple
jurisdictions abled us to pioneer new technologies within the space. Our innovations,
such as the |r"u1uz.t|3-‘-5 rst interstate Wide-Area Progressives, have given players the most
rewarding exp in the category. And a more exciting experience for the player means
more repeat business for your establishment. Contact your IGT Account Manager for details.

@ BUILT TO PERFORM"
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Public Gaming

Paul Jason, Public Gaming: (

Stephen Martino: We are pleased with
our performance highlighted by our fif
teenth consecutive year of sales growth with
an $80.5 million, or 4,7%, increase this past
fiscal year, Powerball increased by 48%, or
$25.2 million. Mega was also up 7% or §7
million. However, it should be pointed out
that we were on track for a record year even
before the Mega Millions jackpot in March.

That ix an amazine increase in Power

5. Martino: Yes, it did. We are a legacy
Mega Millions state, but T was supportive of
the change o the 52 price point, and it endead
up performing as we hoped that it would,
I can’t claim, however, to have projected a
nearly 30% increase. | think the change in
ticket price enabled us to differentiate Power-
ball clearly from the %1 Mega Millions ticket
and that the impact of that produect differen-
tiation may have been even more profound
for us as-a Mega Millions state. Qur players
tend 1o default to play Mega Millions. But 1
think that is slowly changing. It is certainly
our hope that Powerhall will sustain longer

Public Gaming International « Saptember 2012

Stephen Martino

Director, Maryland Lottery

ARYLAND
LOTTERY.

mdiottery.come

PGRI Introduction: The Maryland Lottery has one of the most diversi-
fied product portfolios in the United States including both national jackpot
games, two robust monitor games, in-state draw games, two twice-daily
numbers games, instant tickets, and now casinos. The decisions about new
games and channels need to be vetted for their ability to complement the
existing games and contribute to overall performance. And yet, they are still
challenged by the goal of increasing the appeal of lottery to the population

of young adulis.

The opening of three casinos has been the big story in Maryland for the past
couple years. Regulating the casino operations always will be a top prior-
ity. But, with the development phase nearing completion, Director Martino
turns his sights on Internet lottery sales, attracting new consumer groups
to lottery, professionalizing the merchandising at retail, and optimizing the
performance of the entire portfolio of products.

jackpot runs at higher levels and allow us
time to market it when it is more than $100
million. It is at 5158 million today, for ex-
ample. So we increase our advertising, tele-
vision and radio, and electronic billboards to
promole the game. Our adventising is budget
dependent, but we start to ramp up when the
jackpot gets to $100 million and are all-in
when it gets to 5150 million,

S. Martino: Yes to both, | am supportive
and do feel that we should power through
whatever challenges exist to give strong con
sicleration to a third national game, Though |
am not on it now, 1 served on the premium
game committee for awhile. It is a big leap
from agreeing conceptually on the game and
then working through all the details 1o make it
happen. Even conceptually, we need to think
carefully about what Kind of game it should

be and how we should position it along side of

the other two games. The third game should
be substantively different from the other two.
All the lotteries have a portfolio of products
and to add another national game to the menu

4

will take some thought. In Maryland, we are
doing new things on the instant product side
and also launching a new draw game with a
jackpot component later this year. A new na

tional game does need o fit into our agenda
for new product launches, and 1 suspect other
lotteries have the same concern. But [ am in

teresied 1o see what is developed. We're dis-
cussing ways in which it can integrate a social
media element and become a platform to at

tract younger plavers, OF course, it’s not just
about young adults, There is a growing demo-
graphic group that would like us to enhance
the entertainment value of lodlery games,
perhaps with social gaming or extended-play
features. So the answer is that yes, we are very
supportive of innovation and progress in the

multi-stale game space.

I SEEmelys Dk ViR e el LT TN T AN

S. Martino: | don't think any of us is inter-
ested in tlking about another jackpot game,
We need 1o do something fresh and different,

Maryland is fortunate to be a diversified
lottery. The combination of all of our jack-
pot games - Powerball, Mega Millions, and
Megaplier, Power Play, and two instant jack-
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The New LT-3 ITVYM: There’s so much more to earn.

With 20 years of gaming experience, Diamond Game is dedicated to prwiding innovative
solutions to lotteries seeking retailer growth. Delivering on that commitment, we are proud to
announce the LT-3, an award winning, ADA-compliant, modern ticket vending machine. The LT-3
reads each instant ticket as it is dispensed and shows the outcome to the player with entertaining

animation. As the only ITVYM designed to encourage extended play sessions, the LT-3 will expand
yvour retailer base and generate new revenue.

[Di@ Diamond Game
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pot games, Multi Match and Bonus Maich
5 — add up 1o just over 10% of our total sales.
We get no more than 306 of our sales from
any one category. So we're 30% from Pick 3
and Pick 4. our numbers game. We're 30%
from our monitor games, and we have two
thrving momtor games in Keno and Race-
trax, which is a horse racing style game. And
we pel 30% from instant tickets, So manag-
ing this diversified portfolio for optimal per-
formance is the critical requirement for us.
Any new game concepl not only needs 1o
have high potential for success on its own,
but it needs to complement the performance
of all our other games. We give a lot of atten-
tion 1o keeping a balanced portfolio with the
games all working in concen.

We research extensively the demographic
segment that any new game is going to at-
tracl. A game that would have the poten-
tial to appeal to young adulis or the social
networking crowd is more likely to be
considered, We're only getting about 30%
playership from eligible Marylanders. those
18 and older. We believe that is extremely
low, especially for a mature Northeast lot-
tery. And about 2/3 of all of our players are
45 and older. So if we're going to continue
o increase sales and grow revenue for the
state we need to have much greater market
penctration in the young adult demographic.

At 9% of sales, vou have a relatively
small portion of revenne coming from the

fwo national BAaMmes oW,

8. Martino: We are pleased with our di-
versified portfolio. It makes us less vulnera-
ble 1o lingering low jackpots and less depen-
dent on any one game to outperform to make
our numbers, We have an extremely success-
ful Keno and monitor game operation. We've
got strong numbers play. Our instant product
category as a percentage of overall sales is
low. But our instants space probably just
represents an opportunity for revenue gains
without cannibalizing other products.

You"ve gat raom te grow instants, bur vou
don’t feel pressure to fack up the prize-pay-
oues 1o make it happen. Does product diver-
sificarion help to keep the margins higher?

8. Martino: It does. The increases we
have been gefting in instants tend to be
in the higher price-point tickets that have
lower margins. So sales go up but revenues
don’t go up the same percentage. In the end,
I would say that our diversified portfolio af-
fords us the flexibility to be choosy about
where we allocate our resources, We don't

Public: Gaming International * September 2012

sweal the jackpot numbers, and we aren’t
forced to increase prize-payouls and hope
big sales increases offset the lower margins.
But we're simply not dependent on any one
category or product W carry the load,

You've been so good ar public relations,
Don't vou think that somebody fike NASPL
ar MUSL or some consertium bemween
MUSL and Mega Million could employ a
pubdic relations persen that wonld have
mare of @ push approach to getting national
media, fe give more aifention fo foftery on
a regular hasis so that it's not reated as
something thar isn't talked abour wntil the

Jackpor exceeds 3100 million?

S. Martino: It's not something I've given a
lot of thought to, but it is probably something
that bears further discussion, I think that the
media gets jackpot fatigee just like players
do. And for the same reasons that it's hard 10
get players interested in jackpots lower than
$100 million, it’s hard 1o get the general me-
dia to give attention to it too. [ worry that the
long-term effect of the $656 million jackpot
is that the minimum threshold of anention by
players and the media may have been raised
to something much higher.

I understand the loeic of the consumer
mentality, But D would still like to think there
may be something we conld do to change
that, I mean, after a Super Bow! Sunday or
the London C(Hympics,
eosh, that was so fabalous thar § won's be
interested aeain unril there is something

|.rJJ!'H CVErYORe say,

equally exciting so there's no reason for
us to ever watch an athletic comperition
again tll next Clympics, or we don't need
to watch football again until till next Febru-
ary for the Super Bowl, And for sure we can
skip the whole baseball season tll October!

5. Martino: Your point is well taken. |
know the MUSL public relations commil-
tee is involved and working on figuring
out how to increase national PR. And the
NASPL communications workgroups are
greal vehicles that get people to address
these issues, Like most lotteries, our own
resources are focused on our state-specific
goals. It likely would need to be some kind
of third party firm or PR specialist managed
by a MUSL or NASPL.

Are there things that vouw're thinking
about doing that are focusing on that ohjec-
tive af increasing player-ship in the young
adult demographic?

8. Martino: One will be 1o launch an
Intermet lottery sales platform. Making the

o

products available through the desktop and
also through mobile smart-phones is a vital
step toward reaching the young adult con-
sumer, And we are confident that it will have
a positive impact on our traditional retailers,
We have 4,200 retailers to serve a population
of 3.8 million. Most consumers have easy ac-
cess 1o these stores, but half are not buying.
There are a variety of reasons for that, But
making the products available on the Internet
would make it more convenient and acces-
sible for the consumer who is already con-
ditioned 1o buying products on the Internet
instead of stores, One of the problems may
be that people are intimidated by our games
or do not know how to play them. The Inter-
net could be a means to engage those people
and make it easier for them to try new games,
We're moving forward in the development
phase, having internal meetings and meetings
with third parties to undersiand the options,
the costs and the different approaches. We do
not expect it to have a significant impact on
sales or revenues any tme soon, bul we are
moving forward. The governor booked $2.2
million in revenue, which means around $6.6
million in sales, for the fiscal year ending in
June 2013, So it will happen and hopefully
sooner rather than later because it will take
time to ramp up even to that modest revenue
objective. We expect to launch in 2013.

The Internet can be a tool to support lot-
tery ebjectives that are nof easily translated
into measurable sales results.

8. Martino: It is a remendous tool for
increasing consumer awareness, enhancing
their perception of lottery, educating them
on how to play the games, and communicat-
ing jackpot levels. For instance, we've got an
initiative this summer to increase the num-
ber of “likes™ on our Facebook page. We're
at more than 30,000 now. We've got 2,500
people who follow us on Twitter. We've got
20,000 mobile numbers that we text the win-
ning numbers to. We've got an e-mail list of
more than 75,000 from people who sign up
for second-chance prizes through our web-
site. So we're already doing these things.
These are interesting initiatives that increase
awareness and that should contribute 1o sales,
On the other hand, we do need 1o recognize
that sales in fiscal 2012 were $1.8 billion, and
the projection for Internet sales in the current
fiscal year is $6.6 million, As a percentage of
sales, it is microscopic. The poini isn’t that
the Internet is not a key component to reach-
ing the next generation of consumers just that

.continued an page 52
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National
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Re-Building
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For decades now lotteries worldwide have been organized following the

same business model:

+ Sell the dream, the hope for big money, through a large land-based
distribution network

= Sell instant or draw games with a weekly, bi-weekly, or daily draw

= Distribute roughly 50K% 1o 605 of the tumover to the plavers and roughly
25% 1o 305 percent to good causes

= Operate with extreme cost-efficiency, with marketing and distribution costs
of 2% to 3% and overall operation costs between 6% and 8%

Thanks to monopolistic jurisdictional protection, this business model proofed
solid for years, creating easy revenue for governments and good causes, and
creating small and big millionaires amongst the players, week after week

This classic lottery model has come into the mature stage of its life-cycle,
addressing it's classical, jackpot-driven product offering through a classic dis-
tribution network. Even lotteries performing very well through digital distribu-
tion (like Scandinavian lotteries) still get a minimum of 70% of their turnover
from their brick and mortar distribution network. Lottery continues to appeal to
the same consumer group, the baby boomers of the 504 age groups, altracting
players with classical advertising and selling the hope and dream o become o
millionaire. We are lucky that people are living longer and stay active at this
age! Bui how much longer will this business model be viahle? Take a look at a
yearly survey of the Belgian lottery measuring the consumer spend in paid gam-
ing (lotteries, betting and casinos, both on and off line, pub-based bingo’s, other
paid games like lunaparks, TV games etc.) and defining market share using the
formula penetration x frequency (yearly). an x spending (per game played). The
MNational Lottery still shows a leadership position in 2011, with a 67% markel
share, But this market share dropped from 805 in just five vears. A closer analy-
sis of the age group breakdown shows a more dire situation: 82 % market share
is in the 55+ target group and only 509 is in the under 35 year old group. And |
wiould bet that these figures are similar amongst lotteries worldwide.

But, some might ask, aren’t we all reacting to this decline in attractivencss,
trying to capture the attention and interest of the younger largel groups by using
the intemet and other digital distribution channels? Let’s take a closer look at
another survey analysing the players needs and motivations on the websites of
lotteries compared with websites of competitive gaming operators, The evidence
suggests these new media like the internet and mobile are not drawing in the
new consumer groups as intended. Lotteries attract through their digital gaming
systems mainly the “escape”™ and “innocent habit™ players (73%). which is the
same largetl group as in the traditional retail distribution network. Conversely,
our competitors attract mainly the “fun/kick™ player and “sman™ player (77%).

We need to analyze the meaning of this. We recognize that the traditional
distribution channels are under pressure, but we also know that brick and mor-
tar will absolutely stay relevant. The way out of this land-based versus digital
channel conundrum is to recognize that Digital is not only an alternative dis
tribution channel, it is a completely different interactive and social experience
an that connectivity with our consumers is Key. This is as true for loteries as il
is for all big brands and fmcg (packaged goods) companies. But the attributes
that appeal to new consumers are different the attributes that appeal 1o existing
plavers. We need a new *game plan’ to become relevant for these new consum-
ers, the so-called Millenials. And the re-fresh that we do to appeal to them will
also keep us relevant for the socially-connected Baby-boomers who are the
foundation for lotteries today s income,

Lotteries need 1o do much more in-depth analysis on the new consumers’
needs and motivations, why they play our games an buy our products, why
they choose our brands, and what their emotions are in relation to gaming and

in relation to winning? Even if marketed with today’s technology, why should

o4
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we think that yesterday’s products will atiract and seduce tomor-
row's players? How long can we sell old wine in new bottles? How
sustainable is our model if our dream is not their dream?

We need to re-build our current lottery model to fit for tomor-
rows consumers, Product, distribution, marketing, communication,
the dream we sell 1o our players and the core value proposition wie
stand for as an industry must remain attractive and relevant for both
existing and new players, That’s the challenge. Being relevant in the
shopping/buying experience, in the playing experience, and in the
winning experience, means that we will have to connect with our
potential players in an interactive way, with relevant content, telling
stories that are in line with their dreams, emotions and aspirations .

Future trends can guide us to find out what works and how to ap-
peal to the aspirational impulse of tomorrow s players. Our research
shows that there are nine important consumer trends.

EXPERIENCE: People are secking intense and unigque experi-

ences that create life-style momentum

PLANNED SPONTANEITY: Sounds like an oxymoron, but

people want to plan the unexpected in order o escape from

daily routine

TEMPORARY CHOICES: What people like and choose to do

changes from day 1o day, making consumer profiling less predict-

able and reliable than ever

Pl.wer profile &
rrofiel 1G5 platicrm p!awm'
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CLOSE CONNECTION: People are seeking warm feelings of
togetherness and shared experiences, of doing simple activities
together, off line and on line

BEING YOUR BEST SELF: A by-product of this sharing gen-
eration is the desire to be transparent, to show your good side and
your bad side and create consistency between our real self and
our “best” self

BACK TO THE PAST: The design, quality, and functionality of
producis of the past are re-used in a smart and creative way for
today’s needs

GREEN AS A FEEL-GOOD: Support green without giving
up comfort and budget. Green must have a solid added-value in
peoples’ live

ON LINE = OFF LINE: There are no barriers between on-line
and off-line experiences, just a need for ‘downtime’ in chosen mo-
ments of non-connectivity

A LITTLE BIT OF HAPPINESS: Life is too complex and too
seripus. Everyone needs a little bit for herfhimself now and then,
less over-exposure and more small moments of real enjoyment
and pleasure.

Out of these nine trends, “A little bit of Happiness™ and “Close
connection” have the most polential to be aspirational o attract lot-
tery players.

To be relevant 1o the new players, lotteries must understand mil-
lenials, how they act and react, and that mobile connectivity plays
a crucial role in their lives. Lotteries will have to enable interactive
participation, empowerment, and engagement from their players,
and do all this in a dynamic environment where emergence of new
ideas and consumer preferences is the constant. The mass-broadcast
model conirasts sharply with the individualized, un-mass, granular
moddel, with engagement in multiple layers of experience in a dy-
namic situation that demands new programming, content, and expe-
rience strategies, The challenge with this is that the current business
model is based on a revenue stream that is driven by the mass-mar-
kets. That critical mass of players must be maintained whilst devel-
oping the new one-on-one mode of connecting with the millenial.

Millennials are “digital and mobile”, but what does this mean?
Professor Alexander Manu, a respected speaker at WLA congresses
and senior partner at Innospa intemnational, points us in the right
direction. Today's marketers and sales people must understand that
digital is not simply another distribution channel. Mediums are not
channels. Mediums are modes of individual action that end up modi-
fying existing media. And today's mobile media are anywhere, any-
time, and are connecting with a constant audience. A lottery with
a mobile portal is in the media business. Selling existing products
through mobile as i it is just an alternative distribution channe! does
not produce the Kind of experience that new players are looking for.
Mobile devices are transforming our relationships with people, with
events, with places, with products, vendors and games, In a digi-
tal and mobile world, everyone is empowerad 1o produce and share
entertainment and experiences. A lottery with a mobile portal will
have 1o act, interact, and programme as a medium, and this will be
the only way to get and stay connected with tomorrow’s consumers,
Tomorrow's lotteries will have to understand who its real competi-

Loontinued on page 53
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Bishop Woosley

Executive Director, Arkansas Scholarship Lottery

PGRI Introduction: The Arkansas Lottery was an early and progressive adopt-
er of Players' Clubs and Loyalty Programs. Since | see these as being key to
turning the anonymous relationship that the land-based consumer has with
lottery into the interactive relationship that enables a fully integrated Customer
Relationship Management (CBM) approach to increasing sales, | asked Director
Woosley to share their experience and his views about where we go from here
with social media and CRM.,

Another query | had focused on the product mix. The Instants category com-
prises over 80% of AR Lottery sales, testament to the effectiveness of their
CRM approach in that space (and, to be sure, other things like product devel-
opment, creative promaotions, and distributional effectiveness). Next up: build-
ing the draw games category with a new in-state game and hopeful expecta-
tions for a new “premium national” game.

Bishop Woosley: Our social media sites
are still in their infancy. We just launched
Facebook and Twitter pages five months
ago, and we're planning to start Foursquare
soon. We're using social media as a vehicle
to grow brand awareness and see it as an
opportunity to have direct engagement with
our players, to gain feedback about games
and programs, and to answer guestions. We
have metric indicators — number followers,
level of fan imteraction and amount of traf-
fic to the ASL website — that can show us
how well we are doing, but what's not so
obvious 15 how it directly affects our bottom
ling, We haven't run a campaign exclusively
on our social media sites that we can direct-
ly attribute a sales increase 1o, We're see-
ing steady growth in our fan base, but we're
working on developing promotional cam-
paigns and implementing Facebook spon-
sor ads 1o help us grow even faster. We're
still learning, but what we do know is that
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social media requires us to communicate a
little differently than we are used to, using
more of a human touch, and that we have 1o
embrace feedback and be responsive,

B. Woosley: Properties Plus Program
plays a key role in that. Part of it has be-
come the centerpiece in the Arkansas Lot-
tery's Player Loyalty Program:

+ Play it Again™ (P1A) - PIA"™ is a second
chance drawing to win the lop prize on
an instant game. Plavers can enter their
non-winning instant tickets into the Play-
ers Club and they will get an entry into
the Play it Again™ drawing. This allows
the Lottery to sell, for a limited time,
games that no longer have a top prize re-

maining. We typically send outl an end of

game announcement shortly after the last
top prize has been sold for a game.

+ Poims for Prizes™ (PFP) All non-

®

winning instant tickets and all terminal

generated tickets can be entered in The
Club to eam points that can be redeemed
for fabulous merchandise or drawings,
Our online store offers camo hats 1o fat
screens in exchange for points — deliv-
ered free to your home. Points drawings
offer a chance to win larger prizes such
as trips, vehicle, or merchandise. Our
PFP™ program welcomed Draw Tick-
ets this January. Every month we offer
a point multiplier between 2x and 10x
for our game of the month. Special Sec-
ond Chance Promotions
getting an entry into PIA™ and eaming
PFP"™, certain licensed instant games also

In addition to

get an entry into a special second chance
promotional drawing o win experiential
prizes such as a trip or vehicle, or a pack-
age of licensed merchandise.
Licensed instant games the Lottery
has used o offer a second chance
draw promotion were;

Harley = Davidson®
(by the end of summer, 8 Fai Boys)

Monopoly™

World Poker Tour*

cantinued an pege 96
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Public Gaming

Jim Kennedy
Chief Marketing Officer
Scientific Games Corporation

SCIENTIFIC GAMES’

PGRI Introduction: The shift is happening slowly but surely. And it's seismic.
The shapers of public policy are recognizing the power of their own government
lotteries to generate funds to support the public interest, whether it is to fund
the rebuilding of infrastructure and public works as in llinois, to support scholar-
ships for public education, or any one of the other good causes supported by
Iottery. Government lawmakers are more willing than ever to explore new ways
to capitalize on the ability of lotteries to play an important role in the financial
welfare of the peogple. This shift in political attitude towards lottery opens up the
opportunity for lottery to step on the gas and really show what it can do. It's
already happening — just look at the sales increases over the past year.

As governments explore different management structure options like the
Morthstar Lottery Group's Private Management Agreement (PMA) in lllinois,
they are also re-assessing the mandate that is given their own government-
regulated |ottery operation and asking the logical question: What if we allowed
our own lottery to operate with the kind of entrepreneurial license that we
would give to a PMAT? | asked Jim Kennedy what lotteries might do if they had
more flexibility to operate like a commercial firm. Of course, Kennedy is the
CMO at Scientific Games, so the ideas just kept on coming.

Public Gaming International « September 2012

Paul Jason, Public Gaming: (urside
of a start-up, the twrnaronnd of instants in
Hlinois by the Northstar Lottery Group is
probably among the best ever, isn't it? And
ir's an interesting example of how the ap-
plication of best practices can produce re-
markable results,

Jim Kennedy: Exactly. The instanis
business in linois grew 27% or 5345 mil-
lion in one year. This was the highest growth
rate of instants in the 1.5, other than Cali-
fornia, which raised their prize payout. Il-
linois didn’t launch a new price point; they
didn’t change their prize payouts. What
they did was put a package together with
an experienced team of lottery profession-
als 1o build a consistent product portfolio,
manage the overall portfolio instead of in
dividual products and aggressively execute
with a well-conceived business plan. This
included consistent game launches, strong
core games and base games, extensions of

games that the consumer was already fa-

d

miliar with, integrated advertising and pro-
maotions, controlled communications with
retdilers and the media, and a host of action
ilems that were all part of a detailed and in-
tegrated business plan.

But we didnt just discover the secreis
o success last year and just happen to have
them ready to implement for the Illinois Lot-
tery. Much of what we did with instants in 1]
linois has been understond by our company
for years. And even now, much of what was
done with Northstar could be applied o other
markets and yet in many places it isn't. Ev-
erything we did was based on the leadership
of an experienced team of professionals from
the Lottery, Scientific Games, GTECH and
Northstar. But you don’t have to have a PMA
to do these things. We are ready and able to
implernent these best practices for all of our
customers all across the world. A PMA migin
require a leap of faith for the operator because

it involves change and doing things differ-

cantinued an page 62
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Brian George

President and Chief Executive Officer
Supreme Ventures Lotteries, Jamaica

PGRI Introduction: Supreme Ventures Lotteries (SVL) is a diversified operator
of gaming, gambling, sports-betting, and lottery products in Jamaica. Licensed
by the Jamaican government and owned by private shareholders, SYL has built
a wide portfolio of gaming products and technologically progressive distribution
infrastructura, What makes the SVL model and approach to the business so in-
teresting and informative is the flexibility it has to adapt to consumer preferences
and to the competitive landscapa, SVL has both more freedom to expand into
new games and categories, but also the challenge to deliver the kind of results
that cause potential competitors and the Jamaican government to rely on SVL
to continue to be the gaming operator of choice for the Jamaican consumer.

Paul Jason, Public Gaming: Whart games are offered by SVL {Supreme Ventures Lotteries)?

Brian George: Our license on lottery games is exclusive. Our licenses on sporis-betting
and slots is not exclusive. We offer the entire portfolio of gaming, gambling, and lottery
products. The only part of the gaming business we do not do is horse racing.

While we are the dominant player in all gaming categories, our place in the market has
to be eamed. In lottery games we have an exclusive license, but that could change if we did
not meet and exceed consumer expectations. In all other sectors of the gaming industry, we
are not the only operator and so compete in the market-place, endeavoring to deliver the
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games and value that will most appeal 1o
the consumer.

Since you offer the entire range of paming
profuces, vou might fave some insight inlo
the degree to which the consumer migrates
from one category to anather, 1s there much
cross-over, or do vou find that lortery play-
ers stick with lottery and do not do sports
berting or go to casinos? Specifically, are
vou able to cross promote, pitching lottery

to casine patrons and vice-versa?

B. George: Cross-promoting is difficult
for a few reasons. First. the traditional lot
tery player would be the 35 to 65 vear old
demographic, and probably shightly skewed
towards women. The sports-betting demo-
graphic tends to be vounger and skewed
male. So there is not much overlap between
the consumer profile of the spons-betting
player and the lottery payer. The older horse-
betting crowd, the one game category that
SVL is not involved in, might have an over-
lap with lottery, but the new style of sports-
betting consumer does not so much,

There will be an increase in Cross-over,
though. The interesting thing is that the con-
sumer migration from one game calegory 1o
another will not be driven by either changes in
consumer tastes or by cross-promotions initi-
ated by the gaming operators, That's not (o say
that consumer tastes won't be changing or that
gaming operators won't be cross-promoting.
I’ just that the real impetus that droves these
changes is technology which increases access
o a larger vanety of games (o new consumer
groups. For instance, up until recently, elec
tronic gaming machines delivered a centain
type of gaming experience that did not include
playing the lottery. The casino player was not
clamoring to buy lottery tickers, Nor was the
lottery operator targeting the casino gambler in
cross-promotions. However, the simple act of
making lotlery products available for purchase
on electronic machines gives those products
exposure 1o an entirely new consumer group,
That phenomenon will be even more evident
as applications for mobile gaming are imple-
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mented. More consumers will have access
through more channels of distribution and me-
dia and that will make it so easy lor the con-
sumer to try new games. Increasing consumer
access to the products is the single most pre-
dictable way of increasing sales. The integra-
tion of technological platforms makes it easy
tor deliver a wider variety of game content to
each medium — be it an electronic game ma-
chine, a mobile device, your home computer, a
sports-betting terminal, or the terminals in re-
tail stores. All these media used o deliver one
type of game. Now the operator can make all
manner of games available through all the dif-
ferent devices and consumer touch-points. The
consumer will be presented with many more
options than ever before and that is what will
lead to more consumer migration between dif-
ferent game calegories,

Wiy will casing aperators wanr to make
lottery products available on their EGM's?

B. George: Because it is incremental sales,
You are right to think the casino operator
would not want to do that if they thought that
whatever the consumer purchased in the way
of lottery products would have been spent on
the slot machines anyway. Of course, that is
not what happens. Give the consumer options
and the gross volume is likely 1o increase.
This s basic consumer marketing 101, Tech-
nology is enabling operators to tum every PUI
(player-user-interface) into a vehicle to make
available the entire porifolio of games, This
benefits the content providers by giving the
widest exposure to their games. [t benefits
the distributers by enabling them to sell more
products and deliver better value to their cus-
tomers. And it benefits the consumer by giv-
ing them more options and making it easy to
exercise their freedom to choose. In the end,
the consumer will gravitate to the distributers
who make it easy and convenient for them
to have acoess o the biggest variety of great
game content, whether it's slot games, sports-
betting, i-poker, or lottery. That is why all, or
al least most, game content will be distributed
over all the different channels of distribution,
And that, more than operator cross-sell pro-
motions or consumer demand, is what will
lead 1o players rying new games.

Is there data or staristics that tell us how
quickly the consumer will adopm mobile
gaming?

B. George: There are about 2.7 million
people in Jamaica. And there are about 3 mil-
lion active cellular accounis. Even though the
number of accounts actually exceeds the num-
ber of people, there are still many people who
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do not have cell phones because lots of people
have two accounts. Even so, cell phone tech-
nology clearly has a very, very high penetra-
tion rate in Jamaica. Currently, Blackberrys
have the dominant market share. But provid-
ing the consumer with appealing new options
like Android and the Apple iPhone is driving
even more ubigquitous adoption of smar-
phone technology, The obstacle o mobike
gaming is not the cost of the technology or the
consumer use of smart-phones, The biggest
constraint o mobile gaming are the regula-
tions that apply to the lotiery industry, and the
gaming industry in general. Technology and
the consumer are moving much faster than
are the legal and regulatory frameworks that
govemn this industry. That's true everywhere,
whether it is in Jamaica, or North America,
Europe, Asia ... everywhere. But the laws will
evolve and so the migration to mobile gaming
is inevitable. It's only a question of time.

The consumer does not 2o to a travel agent
anymore to buy airline tickets. Likewise, the
consumer won't accept the single option of
buying their lotery products from a terminal
in a retail store. They will be buying them on-
line, via their smart-phone or home computer.

The lottery operator does want to make
their products more accessible to the con-
sumer, over the channels that the consumer
waitts e fuy them, On the other hand, for-
tery operators need ro be careful abow how
they go abowi this since they do net wani
laws e be changed that wounld impinge on
their contral of the market, right?

B. George: That is very true. But again,
the geo-location technology has been opera-
tional for years, and is proven to be reliable
and effective. But it is true that lottery op-
erators need 10 be vigilant 1o make sure that
laws do not change in ways that allow others
to enter the markel. As we see in Europe es-
pecially, a straightforward technological so-
lution can become politicized and complicai-
ed with different interest groups lobbying for
laws that would change the basic regulatory
structure that protects the market for lottery
operators. Obviously, lotteries do not want
that to happen. On the face of it, though,
what lotteries have done with mulii-jurisdic-
tiomal games like Powerball, Mega Millions,
Euromillions, Eurojackpot, and Super Lotto
in our region, is far more complicated than a
geographically restricted offering of mobile
zames. Lotiery operators have proven to be
very adept at working together to drive prog-
ress, and integrate technological innovation,
without altering the basic structure of a pro-
tected marketplace. It's just that the regula-

o

tory laws need 1o caich up to technological
progress. The process of doing that does not
need to tum into an issue of public policy,
but unfortunately it often times does,

The business of lotteries generating funds

Sor public-service causes should be protect-

ed. But insofar as technology is enabling
mudtiple games to be distributed through
mudtiple channels, do loneries need 1o be
explare the potential to enter into new gam-
ing markets that are open to multiple opera-
tors? SVL has an exclusive license 1o op-
erate lottery, but a non-exclusive license to
aperate other games like electronic games
ard sports-herting, But isn't your ability to
deliver more valwe to your lottery customer
enhanced by offering this larger portfolio
of gaming conrent, and isn't your ability 1o
protect your lottery market enhanced by be-
ing more of a full-service provider?

B. George: | think so. The Nintendo gen-
eration is maturing into a gaming market
that enjoys new play styles like multi-player,
social and skill-based formats. As these con-
sumers become adults and the option of play-
ing games of chance becomes available 1o
them, they will not suddenly stop enjoying
multi-player games and switch over to tradi-
tional lottery games, The consumer will want
games of chance that resemble the games they
enjoy. This demand will be met by somebody.
The traditional suppliers of social games like
Facebook and Zynga will meet that demand
with games that add the chance to win real
money or prizes with their social multi-player
portfolio of games. Lotteries need 1o do the
same thing from the other side — integrate so-
cial and multi-player attributes into ar least a
portion of their portfolio of lottery games.

The technology, consumer demand, and
even the game content is already there 1o infe-
grate games-of-chance with multi-player for-
mats. The only bottleneck to merging the two
is regulatory and legal restrictions that apply
o all games-of-Cchance. This 15 good for lot-
teries since it creates a formidable barrier
for the non-money game content providers
and distributers 10 overcome, There are also
constraints to the kinds of games that lotter-
ies can offer and that is a barrier to entry. But
from a regulatory perspective, it is much easi-
er for lotteries to move into the social gaming
space than it is for social gaming operators
to move into the games-of-chance space. On
the other hand, it will take years for lotteries
to acguire the knowledge, business skill sets,
and content 1o be competitive in the mulii-
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Dianne Thompson
Group Chief Executive Camelot Group
Operator of the UK National Lottery

PGRI Introduction: What a special time to be talking with Dianne Thomp-
son. It is July 30 and the Olympic Games have just begun. And the sun is
shining in London!

British Olympic Association Chairman Calin Moynihan explains “What you can
say ahout the funding that John Major and the lottery has delivered is that it
has provided a platform for athletes with outstanding talent to deliver personal
bests. It has enabled athletes to be surrounded by quality coaching and all the
support staff that are necassary to assist that athlete and in some sports the
technology, to go through.” The UK National Lottery has been linked to the
Olympics financially (by contributing over £2 billion to the Clympic & Parakym-
pic Games), culturally (by way of the groundbreaking advertising campaign
“Mational Lottery — Lite Changing"), and with the players (by creating 100 UK
millionaires, on the night of the opening ceremony of the London 2012 Ofym-
pics). The UK MNational Lottery's support for London 2012 serves to reinforce
the special place it has in the hearts and minds of the public,

Consolidating this positive public image has been integral to the long-term
brand management strategy that contributes so much to the success of the
UK Mational Lottery. Camelot Group, operator of the UK National Lottery, is
also among the most progressive at building the multi-channel approach that
represents the future of lottery distribution. One key to increasing land-based
retail sales? Sell through multiple channels! The path to success is not always
intuitive. Fortunately, there are more and more success stories like this that
form the basis for a solid portfolio of Best Practices for everyone to learn from.,

g

Camelot

Global Services

Paul Jason, Public Gaming: Camelot
seems to have won the hearts and minds of
the general public, vour political constitu-
ents, and the peneral media. It wasn't al

ways that way, was it?

Dianne Thompson: No. You'll recall
that back in the late mineties there was lots of
negative publicity surrounding the National
Lottery. Our first order of action was o work
hard to change our image. Perhaps it worked
out for the best since the maintenance of a
comprehensive  communications  program
started oul as a top priority by necessity, and
remains that way today because il continues
to support our corporate mission. Now, sur-
veys indicate that the National Lottery is up
there with the British Army in terms of being
a trusted institution in the UK., But that’s the
end result of a really concentrated team ef-
fort. And it doesn’t happen overnight or by
accident. We continue to work very hard to
build good relationships with the media and
with the Government. That doesn’t mean we
gel positive comments and press coverage all
the time. But at least everyone understands
who we are, what we do, and that we are
crystal clear on our mission to serve the pub-
lic interest. And that's because we work hard
o inkegrate that fundamental message into all
of our marketing and PR communications.

Congratwlations for raising £750 miflion
(ULS. 8107 billion) for the Olvmpics!

D. Thompson: Although we raised £750
million through specially-designated games
where people play and know that the money
is going to London 2012, the lottery actu-
ally raised £2.2 billion (that’s 1.5, 53.43
billion!) that went directly 1o support the
Olympic and Paralympic Games. It's the
first time ever in the history of the Games
that significant funds were raised by a lot-
tery 1o support them.

London and other cities actially bid for
the right to host the Ofympic Games. f would
think there must have been a discussion i
which you were asked what the lottery could
da in the way of financial suppart. Was there
d conumitment to raise that amount aof money,



and did that actually influence the bid that
the UK was able to put forth?

D. Thompson: There was indeed. Tony
Blair and the Department of Culture Media
and Sport asked how much we thought we
could raise, And ves, our commitment 10 raise
£750 million was a material consideration and
gave them the confidence to put in the winning
bid. The public was made aware of what The

IK National Lottery does to support good
causes, the media gave us excellent coverage
for our efforts, and important people like for-
mer Prime Minister Sir John Major publicly
voiced their appreciation for what the Lottery
does o raise money for the Games. And of-
ten, comments like those from John Major are
followed with further remarks that recognize
the valuable role that lotteries perform in a
broader context, praising the concept of lottery
iself. S0 The Nanonal Lottery has enjoved the
benefit of great publicity and recognition for
its role in raising funds for the Games. And of
course, we do what we can to capitalize on the
momentum of positive press like this.

There is such a focus on mega-jackpors as
being the driver of sales, If the basic promise
af lettery is the possibility to “change your

life)” then ! would think that charnging lots of

lives with smaller prizes should cormmand as
much media afention as changing one life
with a giant jeckpor. That's why I am espe
clally impressed by youwr promotion for the

Olvmpics of creating 100 millionaires,

D. Thompson: We have literally just had
the best week ever, with sales of over £200
million in one week. There were many fac-
tors that contributed to that, but our 100 UK
millionaires promotion was one of the big
reasons for this success, On the night of the
opening ceremony of the Olympics we cre-
ated 100 UK millionaires. On that Friday,
we had a record sales day.

Thar is phenomenal. It seems fike a
takeaway from thix is that evervone rallies
around someone willing 1o commit them-
selves to a strerch goal

D. Thompson: It is hard to imagine with-
out being here, Paul. It was announced in July
2005 that London had won the bid to host the
2012 Olympic and Paralympic games. The
very next day after the announcement, w
had a terrible tragedy, the 7/7 London bomb-
ings in which many people died. Quite un-
derstandably, the entire mood of the couniry
shifted from the excitement of the Olympics

to the sadness of the tragedy. There was even
concern that in these difficult imes maybe
we should not be engaging in the celebra-
tion of Olympic sports competition. That is
why it is such an incredible feeling (o see the
spirit of the country now, and we would like
Lo think the whole world, lifted by the expe-
rience of the 2012 Olympics.

Yes, people do rally to support the efforts
of those who are working hard o make the
world a better place. But our commitment
Lo raise £750 million was an informed busi-
ness decision to embrace a stretch goal. We
knew that we would need to get evervone on
board, and that the synergy of support from
our political constituents and then the media
and then the general public would enable
us to make it. And from a business point of
view, we also knew that the process of reach-
ing out to get that support would vield great
publicity for The National Lottery, reinforce
the positive image of the Lottery, and fur-
ther integrate the Lottery into the fabric of
popular culture, But for all that this country
and the world have gone through, I wish that
everyone could get the sensation of what it
i5 like o be here in London right now, Of
course, it helps that the sun is shining which
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isn't always the case in London!

Dors being a commercial company give
vou more flexibility 1o apply o more entre-
prencurial risk assessment model, one that
weighs the pros and cons and is able ro take
a calenlated risk o embrace a stretch goal,
even when based on incomplete information?

D. Thompson: Yes it does. Firstly, along
with corporate social responsibility, innova-
tive thinking is at the heart of everything we
do. For example, at the end of the term of
our second license, in January 2009, 60%
of our sales in that year came from new
initiatives, such as EuroMillions, and other
channels that we did not even have at the be-
ginning of the licence term just seven years
prior, You look at the successful businesses
in the commercial world, and they are all
reinventing themselves on a continual basis.
Creating new products, opening new lines of
communication with the consumer, building
new channels of distribution o make the
products more accessible, etc. We don’t see
ourselves as administrators of a lottery orga-
nization. We're a sales and markeling com-
pany underpinned by technology that just
happens to be selling and marketing lottery
products. And that brings a whole differemt
mindset to it, Paul. Our reward in terms of
profit is quite small, just half a percent of
sales. Lotlery operalors are in just as strong
a position to take calculated risks as are the
commercial companies, like Apple and Vir-
2in and countless others which do so o great
effect. In fact, we owe it 1o our stakeholders
to go for stretch goals just like any well-run
sales and marketing company should do. Of
course we need to hold ourselves to ever
higher standards of corporate social respon-
sibility. And we must comply with a siricter
regime of government oversight. But really,
all companies are going to be required in
time 1o meet these same standards. So [ just
think we have the jump on them by learn-
ing how to achieve ambitious business goals
within a framewark that includes these other
public policy considerations.

I would add that the serious innovator
also employs serious risk mitigation tools,
There's no pride in the willingness 1o take
risks. We work very hard to always mini-
mize the risks associated with ambitious
business objectives. We may get things
wrong sometimes, but we learn from that,
we re-assess and revise the business plan,
and always move forward. And there’s al-
ways a contingency plan — Plan B!

The “National Lottery — Life Changing”
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ad campaign is a great example of how you
combine a variety of different objectives
into your markel messaging so that you re-
ally eptimize your ad spend. In this ane,

for instance, I can identify at least three

pewerfil messages. First, as publicity for
the good things that the UK National Lot-
tery does for society. Second, as the player-
cenrric message of how exciting it would
be to be a winner. Third, reinforcing for the
consumer that plaving the lottery is a won-
derfully philanthropic activity that supporis
athletics and other Good Causes. And as a
bonus, all vour campaigns seem to garner
general press that further promates the lot-
tery and its products, The end result is that
plavers play, the general public likes and
respects what vou do, and I would think this
recommends you o your political consti-
encies whose opinions can be so influential,

D. Thompson: We all know that people
play o win— they don't play to give money o
good causes or chanty, But there’s no doubt
that the knowledge that the profits go to a
zood cause does have a positive effect on the
public’s view of the lottery, and subsequently
the players’ desire to play. Look at the lot-
teries in the LLS, that are closely associated
with one good cause, They incorporate that
cause into their brand and all their messaging,
Gieorgia and Tennessee are two top perform-
ers and everyone knows that their lotery sup-
ports education. In Pennsylvania, it’s a senior
citizen program. Their good cause is a very
powerful pant of their messaging. | think it’s
slightly more difficult for us because we have
13 individual distributing bodies at the mo-
ment who are in fum giving money out 1o a
whole variety of worthy projects: sports, char-
ity, ant, heritage, lots of different causes that
would have a very hard time getting funding
elsewhere. And so we don’t have one mes-
sage. In fact, that's why it was particularly
valuable for us to launch the *Mational Lottery
— Life Changing campaign’ and be mvolved
in the Olympics because it is so newsworthy
and high profile. . I do think lottery’s role as
a public service is a very importanl message.
It’s one of the many things that makes lottery
different from gambling organizations.

You can think of the communications
agenda as being split between the sirategic
goal of building the overall brand and the life
changing potential that lottery represents, and
the tactical matter of appealing to the play-
ers with an emphasis on 100 millionaires and
big jackpots and the information advertising
about what's going on and what games ane
out there and where the money goes,

@

You have been very successful at develap-
ing the multi-channel approach that wiilizes
the imternet and mobile as a sales channel,
Sales have been growing the fastest in the
internet channel, bur they continue o grow
in your land-based retail channel as well,
How do ven, or did you, defuse the anxiery
that retailers have that they might lose sales
to the internet?

D. Thompson: We engaged our retailer
partners from the very beginning. We have
something called the retailer forum that en-
ables us to share our upcoming plans with
our retailers and get their input into them,
The forum is held three or four limes a year.
We showed them how land-based retail and
interactive channels like internet and mobile
actually complement and reinforce one an-
other. Sales aren’t switched from one chan-
nel to another. It just does not happen that
way, Last year we had a record year, with
over £6.5 billion in sales and everything
was up, including our retailer business, We
worked very hard with our retailers to make
sure their offering is executed as well as it
could be in the store. | think one really in-
teresting fact 1s that the player who plays in
both the retail and in the interactive space,
spends more money per week than the player
who only buys in retail or only buys in inter-
active. Those multi-channel players are ac-
tually more valuable to the retailer than the
players who only buy at retail. It's also pos-
sible that our retailers became more engaged
in our products because they knew the con-
sumer now had alternative ways to buy. The
retailers raised their game, paid more atten-
tion to the Lotiery, improved their POSs, and
made sure that they offered the consumer
more choices, OF course, that's a good thing
for everyone — the consumer benefits as does
the operator and the retailer.

Whar were some of the specific things
vou did to help your retailers succeed in the
multi-channe! environment?

D. Thompson: It was frankly part of our
third licence commitment 1o install new ter-
minals, new dispensers, digital media screens,
new training, etc. All the stores got a major
refresh and upgraded POSs at the time that
corresponded 1o the launch of our interactive
channels. That was with the original 27,500
stores. Now we're up to 30,000 stores. Cultur-
ally, the UK is not a nation of sellers, we're a
nation of servers. Napoleon called us a nation
of shopkeepers. So we have invested a lot of
resources in training our retailers how o sell,

...continued an page 54
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Public Gaming

PGRI Introduction: The gambling
industry has come around 1o be-
ing fully playercentric and market-
driven. Gaming operators all around
the world are locking to their com-
mercial partners to enable them to
deliver the gaming experience that
will delight the next generation of
consumers. The challenges are
many, but the industry is rich with
potential to innovate, add wvalue,
and enhance the player experience,
Regulations are evoling more
quickly than ever, but technological
capabilities continue to increase at
an even faster rate in a race to keep
up with consumer expectations.
SPIELO International has been at
the forefront of all of these trends.
Their server-based platform is an
industry leader and positions them
to meet the needs for a wider vari-
ety of operators than ever, Their fo-
cus on the player, and developing
the game content that consum-
ers want to play, is winning new
contracts and driving double-digit
growth in all sectors. Next up: in-
tegrating internet and electronic
gaming technological platforms to
deliver the ultimate in a multi-chan-
nel gaming experence, The con-
sumer is ready for it, and now the
industry is ready to deliver it.
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Walter Bugno

SPIEL O

International”

President & Chief Executive Officer

SPIELO International

Paul Jason, Public Gaming: ATRCH

IC anel SPIELL) fienve

Walter Bugno: It's not about me or
about internal management structures at all,
It's all abowt serving the customer. The first
step in this process was to unite the SPIE-
LO and ATRONIC brands. The purchase of
ATRONIC was completed in 2008. At the
time, ATRONIC was perceived as a supplier
o commercial gaming markets and SPIELO
the supplier to the government gaming opera-
tors. The acquisition made sense because it
enabled us o leverage the strengths of each to
create a superior product, Operationally, there
were many logistical synergies that derived
from integrating ATRONIC with SPIELO.
Merging the functional business divisions of
manufacturing, sales, marketing, adminis-
tration, etc., created significant cost savings
that were re-routed to market research and
customer support. In the end, it’s about allo-
cating resources to deliver maximum value 1o
the customer, and that is what all our efforts
are geared towards.

We kepi both brands, ATRONIC and SPIE-
LO, for a while because they cach had value
in their respective market segments. But
then we immediately set about the business
of integrating the technological and product
development assets so that all the customers,
both the commercial casino operator and the
governmenl-gaming operator, would enjoy
the benefit of the very best we had to offer.
Omnce that was completed, there were no lon-
ger any material distinctions between the two
brands with regards to technology and prod-
uct development. Coincident with that, the
markets are evolving such that the disting-
tion between commercial casino gaming and

®

electronic games for government-sponsored
gaming are less relevant than they may have
been at one time, In many ways, the markets
are much more varied than they used to be,
so to think of it as separated into just the
two markets no longer served a purpose, or
helped us 1o serve our customers. The mar-
kets are more varied from a brand manage-
ment point of view, but the requirements of
the different gaming sectors were converg-
ing, especially in the sense that the commer-
cial sector wanted the increased functionality
that comes from a server-based platform. The
higher standards that government applied (o
reporting and auditing are being required by
everyone now, and the technologies behind
this kind of server-based system now are be-
ing used 1o support increasingly sophistical-
ed Customer Relationship Management and
marketing programs. For one thing, more and
more governments are expanding into the
casing sector themselves, as well as the dis-
tributed venue model for electronic games.
It made sense to make SPIELOs advanced
central monitoring and player account man-
agement systems available 1o all our custom-
ers everywhere.

W. Bugno: We've already done that in a
big way, Our growth in Europe last year, in
a lough economic environment, was 35%,
This year we're growing at an even faster
rate. In South America, we doubled our busi-
ness last year. This vear we're noi quite dou-
bling again, but very close. Our North Amer-
ican presence in the casino sector is growing
and we've entered aggressively into what we
call the recurring revenue business in the ca-
sino sector, Recurming revenue refers o gam-
ing machines, systems or content placed in
market for compensation over time, We re-
tain ownership and receive a fixed fee or a
percentage based on performance of the ma-
chines or game content. In this model, opera-



tors appreciate not having to outlay a lot of
capital upfront while reaping the benefits of
the product’s or game’s performance,

So we are starting to see the fruits of
our focus on developing great content, be
cause that’s what drives the business. It is
all about giving the players the games they
want to play.

There is a convergence of product be-
tween the two sectors as well, Aboun T8%
of our product is common to both the casino
gaming market and the VLT market. A lot of
the games that we developed either for the
casino sector or for the VLT sector can now
be ported across each sector with some mi-
nor changes. Play styles and motivations are
converging. All of this has led us to change
our focus from traditional distinctions be-
tween casino and VLTs, with a greater em
phasis on building an intimate understand-
ing of what players want, and delivering

content and products based on that,

W. Bugno: The decision to bring GTECH
G2 into the SPIELO International division
was driven by how we interpret the oppor-

Increase Sales With

tunities and the needs in the marketplace,
and how we think we can leverage some
of the great assets that we have across our
three different business units to better serve
our customer. Keep in mind that ours is a
B2B business. Our customer is the opera-
tor, not the consumer. Our ability 1o serve
the operator is greatly enhanced by being
able to integrate electronic games and inter-
net gaming. And the need 1o do that is being
driven by the consumer,

The consumer is now inleracting with
gaming operators on many different levels,
in many different venues and media. Op
erators need o be where the consumer is,
and so are moving into all varieties of ven-
ues and media. Operators depend on ther
commercial partners to support their efforts
to deliver value 1o the consumer, and that
ir

means having their games available wher-

ever the players want to play. That includes
the internet, casinos, and distributed gaming
venues. That's why integrating our GTECH
G2 internet gaming assets with the electronic
gaming assets of SPIELO International is the
logical way to support our customers” needs.

We are finding that it is not just about ef-
ficiency and cost savings that yield more

funds for market research, customer sup-
port, and product development. It is also
about integrating the products and services
(ogether 1o deliver a better player experi-
ence. As we channeled more investment
into market research 1o better understand
the players, we began to discover more and
more ways o innovate with our products
and improve the player experience. That
resulted in more funding for R & [ so that
we could build the next generation products

and keep our customers ahead of the curve,

W. Bugno: Absolutely. Combining
GTECH G2 interactive with the land-based
electronic games business is yielding tre-
mendous synergies for our customers and
resulting in quite interesting improvements
to the consumer experience and the abil-
ity of the operator to tum an anonymous
segment of electronic games players into a
lowal and connected customer base. We are
finding that this convergence of channels is
yielding huge benefits to both consumer and
operator. The consumer wants access to the
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PGRI Introduction: The advent of internet gaming introduced a whole new mag-
nitude of regulatory issues. After almost twenty years, the lotteries and member
states of the European Union are beginning to see the light at the end of the tun-
nel. The EU Commissioner for Internal Markets, Miche! Bamier, recognized the
need to update and rationalize the requirements placed on EL) member states to
comply with European law. The European Parliament has stated clearly its posi-
tion that matters of regulation and taxation should be determined at the member
state level as opposed to the EU level. The EU Commission and the Courts have
come around to recognize that member states’ rights to self-determination can
co-exist with EU principles and are acting to clarify the rules accordingly.

MNow comes the Next Big Thing that will require a new layer of regulatory action:
Social Gaming. It will not be long before games of wagering and chance that
are applied to social games will become available to the public. The need to ef-
fectively regulate and tax this new gaming category will e both problematic and
imperative. Philippe Viasmminck has been at the center of all of these issues
for twenty years. With a perspective informed by representing the Government
of Belgium in most of the cases decided at the European Court of Justice in
Luxembourg, as well as several individual Lottery operators in the EU and the
European Lottery Association in the EU regulatory debate, Philippe has always
worked hard to engage all of us, all the stakeholders of government gaming, in
the affort to defend the regulatory model that supports the cause of government
lotteries. Talking with Philippe at the “Industry Days" conference in Amsterdam
about the ways in which regulatory frameworks will evolve to address the new
category of social gaming turned into this interview that clarifies the foundational

principles of EL laws,

Paul Jason, Public Gaming: We bnow
thar EU member stares have the right o
control gambling for the purpose of pro-
tecting the consumer, preserving " Public
Chder” B ax a legal martrer, is the EU
Commission still conflicted over the issue
af whether a member state hax the right o
control pambling and lortery for the explicit
purpose of channelling cconamic benefirs
to pood causes that benefit the public.

Philippe Viaemminck: The precise appli-
cation of the law can come down to the spe-
cific wording that is used. That is especially
frue as it relates o the 1ssues of gambling reg-
ulation in Europe. The whole concept of the
European Union is to support a free markel
system that ensures cross-border trade, open
competition, and freedom of establishment.
It was in 1992 that the European Court first
addressed the question: to what extent should
lotteries be allowed to be operated in an en-
vironment that resiricts free trade and com-
merce? The Cournt decided that it is alrght 1o

use a government lottery for the purpose of

preventing private profit from gambling. The
government is allowed to have the monopoly
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model for its own lottery and channel the
profits back to government and good causes
for the purpose of preventing excessive gam-
bling and illegality in the market-place, That
rationale is not inconsistent with EU laws
that reguire free and open competition in the
market-place because, in effect, the public
policy objective is not to produce a profit
OF Serve an economic interest group, but 1o
prevent criminal enterprises from profiting in
an underground market. If, however, the sole
and actual purpose of preventing multiple
operators from competing with the govern-
ment lottery is only o enable the government
to maximize the profits to good causes, that
is not legal under EU rules. The European
Court of Justice decided that vsing the lottiery
for the sole purpose to maximize economic
benefits 1o good causes is inconsistent with
EL laws that require all member states to al-
low free and open competition. That is why,
from a legal point of view, the non-economic
value of lottery prevails, like its role of pre-
venting illegal operators from profiting from
lonteries, or like protecting the consumer and
preserving Public Order. In our European

o

Philippe

Viaemminck
Partner, ALTIUS

Philippe.Viaemminck@altius.com
www.Altius.com

legal terminology. it is illegal for lotleries 1o
focus on the objective of maximizing eco-
nomic value to good causes. However, if in
the course of producing non-economic value
like preserving Public Order and preventing
illegal profiteering in the market-place, an
ancillary result is that funds are produced that
end up going to good causes, then that is not
illegal. Equally i is acceptable to decide that
no private profit can be made from gambling.
These legal distinctions may seem semanti-
cal, but they are quite material 1o the whole
issue of regulation and taxation in the Euro-
pean lottery and gambling markets,

Advocates for the license and resulare
mode! cantend that commercial companies
are fust as capable as govermment operad-
fors at implementing whatever standards of
responsible gaming are requived, and for
complyving with any and all other standards

af performanee for thar matter.
P. Vlaemminck: The thing is, those

standards of performance need o be quan-
tifiable, and indices of performance measur-

cantinued on page 50
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U.S. Internet Initiative in
Action

BY JENNY CANFIELD, DIRECTOR OF
OPERATIONS
MINNESOTA STATE LOTTERY

The lottery industry is fortunate to have such strong networking and in-
formational venues to exchange upcoming initiatives and strategies. To-
gether we learn more about the possibilities and potentials as we plan for
the future,

This is especially important during a period when state governments and
beneficiaries need more funding. Lottery operators are in the position to
help with that objective and we are pleased 1o do everything we can 1o
excead expectations. We strive to always be improving the value of our
products, to make our products available wheraver our consumers might
be, and to integrate new technologies and business tools o INncrease sales
and funding for our beneficiaries. The Internet is the most fransformational
technology of the last twenty years. It's a communications medium and
an e-commerce channel which this multi-killion dollar industry simply can't
afford to ignore. Having an internet presence that is informative, engaging,
entertaining, and fun is an important venue to connect with our players
and to further grow sales. It is already being used as an extension to the
traditional Lottery sales for lotteries all around the world as well. Let'’s learn

frorn their experience,

WHY IS THE INTERNET SO IMPORTANT?

We know why we need to have an intemet presence because we
have been provided with countless statistics and confronted with
abundant evidence of its success in other industries as well as in the
lottery industry. Simply put: It's where our players are. Il gives us
a venue for a new distribution channel, new products (i.e. games),
and the means to further engage with our players. It is not, nor
should be, viewed as a replacement to traditional brick and mortar
retailers, In the numerous markets where i-lottery has been imple-
mented for many years (like Canada, Europe, and Australia), the
Internet has pulled in completely new consumer groups and ad-
ditional sales. And the sales in these established i-lottery markets
are incremental. Land-based sales are not cannibalized. Creat-
ing the additional consumer connection actually helps retail sales,
This is not theory, This is demonstrable fact, as evidenced by the
increases in land-based sales in those markets mentioned above
where i-lottery has been conducted for years. The reason for this 1s
that the Internet is not just a distribution channel. It is a communi-
cations medium that forms the foundation for an entirely new level
ol Customer Relationship Management (CRM) which is so vital 1o
the operator-consumer connection, And it is this connection to the
next generation of consumers that is the future of this industry for
everyone including, or perhaps even especially, our valued land-

based retailers.
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THE EVOLUTION OF INTERNET PRESENCE
Lotteries all have an internet presence already

+ All Lotteries have an official Lottery website use for information
purposes

+ Over 30 Lotteries have Loyalty/Player club to further engage

with their plavers and utilize player clubs as a promotional tool to

grow sales

Social Media Statistics
* Over half the adult internet population is between
18 and 44 vears old
= Social networking use ameng internet users over
the age of 50 has nearly doubled
* Facebook
- Ower 800 million users
- 53% of active users player games online
- 56 million users play daily
- 280 million users play monthly

* LIS consumers play internet/online games more
ofien than any other type of video games
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U.S. Internet Initiative in Action

- 2nd chance drawings
- Imieractive Games used as a promotion for sirictly

entertainment purposes

= Ower 20 Lotteries are utilizing Social Media to further engage

with their players

The next evolution for many Lotteries is to utilize the intermet to
offer products - new games designed for the internet and to make the
traditional products available Tor purchase over the imternet. There
are a handful of L5, states that are already selling their lotto prod-
ucts over the internet. Those who have worked through the process,
or are expanding on the process, know that it introduces many new
variables that we have not dealt with in the traditional sales of tra-
ditional products. New strategies are needed to augment these new

technologies forthe potential to be tumed into a reality.

THE PROCESS OF ESTABLISHING
INTERNET SALES

Using Resources: The process in establishing sales on the internet
in Minnesota was long, challenging, but productive, We tapped into
our information resources — connecting with those that have done it
before. At that point, even though there were only a few other states
that were selling over the internet, their experience did provide valu
able insight and some valuable guidance,

Strategic Planning: Planning what you want to offer players
now while also clarifying the longer term goals and objectives 1s
important, Just as with other Lotiery products and business initia-
tives, you need to develop a strategy and specific actions plans.
Actually, i-lottery is more complicated than other strategies as
consideration must be given not only 1o the products but also the
technology and a new realm of security considerations. And as with
anything new, there are political and public relations considerations
that must be anticipated and proactively planned for when launch-

ing or adding new services,

Integration — New Service and New System: When Minnesota
launched subscription services selling Lotto products, we integrat-
ed SGI/MDI’s subscription package to GTECH"s host system. This
required a great deal of planning and work (o integrate both systems
and ensure that it be done with accountability, efficiency and secu-
rity. Fortunately, both SGI and GTECH were committed to working
through this process together with the Minnesota Lottery and did
s0 successiully,

It’s also important to develop a system and process that has the
ability to expand as we want to offer more products. The buzz-word

for that 1s *future-proofing,”

Internal Resources: Minnesota did not add additional staffing
when launching subscription services, That is why it was imperative
that we automated as much as possible, We also relied on expertise

and support from our commercial partners.
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Federal, State and MUSL Compliance: There are special com-
pliance consideration when selling over the internet, Much time and

effort was invested to ensure that we were in compliance.

re verification is critical — the process must be seamless to play-

ers and fully assure that players are 18 vears of age or older

» Geolocation capability is built into the system ensuring
players are within the state at the time the purchase is made,
While not legally necessarily, we felt it was important al
launch to ensure that players have a Minnesota address. We
also required self-verification that they have a bank account
within Minnesota,

Responsible Gaming was an area that Minnesota put much time
and consideration into before and during the implementation. Maxi-
mum spending limits were built into the syvstem. Plavers are allowed
1o establish spending limits within sysiem thresholds, There 15 a
‘cooling off” period when changes are made. In addition, self-exclu-

sion options are available for players

E-wallet capability allows convenience to players purchasing
aver the internet. Players can make ACH payments through a finan
cial processor. They may also use wallet funds (winnings placed in a
virtual wallet) for new transactions. By statute, Minnesota does not
allow credit card purchases so that was not an option. At the time,
debit card transaction fees were higher which would have greatly
impacted the return on investment. Recently, debit fees have been
reduced, making it a more viable option on future enhancements.

Reporting and reconciliation is vital in ensuring that wagers and
winnings are properly accounted for and that all security require-

ments are established

WHAT'S NEXT FOR MINNESOTA?

Minnesota continues to expand on the convenience and offerings
o our players using the internet. We are working on several enhance-
ments in addition 1o positioning ourselves for growth opportunitics
when asked, approved, and feel it’s the appropriate iming. Among
the enhancements:

+ Site refresh so that it has more of an e-commerce site flow where
players can fill their virtual cart before having to log-in

« Gifl giving capabilities within the site

+ Promotional elements that can be used for second chance

drawings and also to drive players to retail establishments

+ Paymemt enhancements o include debat card purchases and other
funding methods as it becomes cost effective and adding the
capability of pre-funding player’s wallets

* Real-time purchases

.continued an page 47
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| don't know anyone who would not want to win
the lottery. But | don't know many who play the lot-
tery. Wait. Let me rephrase that. | don't know many
who speak about playing the lottery. Sorry but that
Is the truth. Winning is aspirational. Playing is not.

Mow that's a problem. Because there's a lot of new
competition for the lottery. And that competition
lives online. Which is where most future lottery play-
ers spend an increasing amount of time. Not only
on computers, but now on maobile devices too.

Your biggest competitor is tomorrow.
s your lottery ready to face tomorrow?
s your lottery future-proof?

Kodak. Remember?

Photography did not exist without the iconic Kodak logo, Koda-
chrome. Ektachrome, Plus-X, Tri-X. Thanks for the (fading) memo-
ries. Digital imaging killed Kodak. And smart-phones may put an
end to digital cameras. Did you know that your iPhone 45 has an
8-megapixel camera? That’s more than most happy snappers would
have dreamt of owning just a few shon years ago, Do you really
need that new Sony or Panasonic digital camera? Probably not, Tt
may not be as good as the camera that comes with your iPhone.

Technology changes consumer lives.

Changing consumer lives kill brands
and businesses that don't adapt.

Darwin. You've heard it all before.
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“The railroads did not stop growing because the need for pas-

senger and freight ransportation declined. Thar grew. The railvoads
are in trouble today not because that need was filled by others {cars,
trucks, airplanes, and even telephones) but because it was not filled
by the railroads themselves. Thev ler others take customers away

from them becanse they assumed themselves to be in the railroad

business rather than in the transportation business. The veason they
defined their industry incarrectly was that they were raifroad ori
ented instead of transportation oriented,; they were product oriented

instead of customer orfented.”

Theodore Levitt in the Harvard Business Review. 1960, Prob-
ably the most influential treatise on marketing. Ever. Yel greal
brands continue to die. Entire industries continue to disappear
because they fail to keep up with consumer needs as they evolve
through technology.

I was borm into a world without television. The “plywood box,”
which Darryl Zanuck, head of 20th Century Fox famously predict-
ed, in 1946, would not last more than six months, came to South
Africa in the late sixties. I cut my teeth as an advertising profes
sional on television, Now T am grappling with social media,

Facebook, Close 1o a billion subscribers. One billion people
{consumers all) who visit and post to their walls and the walls
of friends with regularity. Not to consume content. But to par

o



ticipate in a massive global community. People hang out on
Facebook. And if Facebook was a country, it would be the third
largest on earth. Behind China and India, but larger than the
USA and Brazil and Russia and Japan and Germany and France.
Combined. Facebook has more users than the entire internet in
2004, And if you think Facebook is a fad, think again. It"s the
tip of the iceberg, The entire internet is going social, With net-
working sites such as Twitter, Foursquare, Pinterest, Linkedln,
Instagram and more. Much much more.

If you don’t have a Facebook account, then get one. Marketing
in 2012 without social media is like marketing in the seveniies
without TV. Would vou, could you, work in marketing without
watching TV?

This social media thing, It's a misnomer. The phrase lulls mar-
keters into the complacent position of treating this phenomenon as
another medium, an alternative, perhaps, or a supplement to their
promotional and brand building efforts on television and in newspa-
pers and on billboards,

Think again. It’s not about media. In fact, [ personally doubt the
efficacy of social media as a medium in the sense that television is a
medium. It's about more than that. About a whole lot more than that,

Social media has caused a fundamental shift in the way that con-
sumers think, feel and behave. And this consumer can make you or
break you. Ask Gaddafi. Ask Mubarak.

Like, comment, share.

Everything has changed.

And nothing has changed.

It's just like the coffee shop.

A place where people interact.
Like, comment and share.

But this coffee shop is on steroids.

And some of the time they are discussing you. Your brand., Liking,
commenting and sharing. And this affects what they think of you
and your brand. In a way that is far more powerful than advertis-
ing. Because word of mouth has always been our sirongest currency,
And now this, too, is on steroids.

If you're not scared then you are not paying attention.
Because just when you think you are dealing with it, getting

on top of i, along comes the mobile internet. Thanks to the

smart-phone and the tablet computer. Instant connectivity. On

the move. Instant liking, commenting and sharing. Instant deci-
sion making. Instant purchase.

Welcome to the conversation economy.
Welcome back to the future.

Business needs to change, It's a question of survival.

Ask the record companies.

The digitization of music in the eighties, with the move from
the vinyl LP to the Compact Disc, opened the way for a distribu-
tion system which the record companies had not foreseen. The
internet. Rather than adapt their business model, they hired an
army of lawwers to fight the web. Behind their backs, Apple es-
tablished the world’s largest record store. iTunes. A store which
completely bypasses the costly physical manufacturing and dis-
tribution systems of the past. Today musicians upload music and
consumers download it. Period. How much longer can the record
companies survive?

The internet is already populated with thousands of digital
gaming platforms. Platforms which meet the needs of gamers
without any resort to the physical systems still used by the loi-
teries. Online forex trading. Online casinos. Online poker. And,
maost significantly, the so called MMOG's (Massive Multiplayer
Online Games) and MMORPG's (Massive Multiplayer Online
Roleplaying Games). There is much to learn from these plat-
forms. Lesson one — they have a huge following amongst the
18-23 year old demographic. These kids are unlikely to reveri to
a simple numbers game called the lottery. No matter how big the
ultimate prize.

On these platforms — win or lose —
the game is aspirational.

Kids love playing.

Marketing Myopia revisited.

“The lotteries did not stop growing because the need for gam-
ing declined. That grew. The lotteries are in troulle today nor be-
caunse that need was filled by others {online trading, online poker,
MMOG s and MMORPG s) but because it was not filled by the
latteries themselves. They ler others take customers away from
them because they assumed themselves to be in the lottery busi-
ness rather than in the gaming business. The reason they defined
their industry incorrectly was thar they were lottery oriented in-
stead of gaming oriented; they were product oriented instead of
customer oriented.”

Forget it Mr. Leuvitt.
We have learned our lessons.

Peter Econamides is a global strategic brand and communications consultant based in Athens Greeee, but working worldwide for clienis

such as Beko, Coca-Cola, Heineken and the International Olympic Committee, Peter is a former Executive Vice President and Worldwide
Divector of Client Services at global advertising agency, McCann-Erickson and former Head of Global Clients at TBWA Worldwide, both
in New York. At McCann-Evickson he headed up the 51 .8 Billion Coca-Cola advertising account. At TBRWA he was part of the team behind
the Think Different campaign which re-launched Apple in 1997 Peter is a native South African who has lived in Hong Kong, Greece,

Mexico and New York,
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INTRALOT — 20 YEARS

mtralot

GROWING TOGETHER

The lottery industry has undergone fundamental changes during the past two decades and INTRALOT is proud to
be a vital part of the process that shaped the new landscape of the sector.

It was in 1992 that a young and promising European company started its long journey. The ride was not an easy
one, and it was the solid vision of its founders and the strong passion of its hard working executives that led to its
success. Now, twenty years after its establishment, INTRALOT has managed to become one of the major players
in the gaming sector, with presence on all five continents, and a name that is synonymous fo technological evolu-
tion, excellence and sophistication.

The company’s initial vision was to become a regional player, with the goal to become one of the leading compa-
nies of the gaming sector globally, Although that vision seemed distant in the beginning, it soon became reality
thanks to the company's philosophy that entails a clear strategy, commitment to its goals, focus on the clients’
needs, and a lot of hard work. The company's expansion started with its neighboring regions, identifying all new
opportunities, with an early success in the Balkans and Eastern Europe. Then, INTRALOT penetrated the Latin
America marketplace after seven years of hard work and determination. The next jump was to the US, considered
the mother-land of gaming and a large, developed, and technologically advanced market, INTRALOT analyzed the
US business context and identified its advantages and soon it won its first contract, much faster than anticipated.
Central and Western Europe followed and the next step was the Asia - Pacific region, a very challenging area.

Public Gaming International * September 2012 @



Innovation, the major driving force

One of the major driving forces behind INTRALOT s posi-
tion in the global gaming sector is its constant focus on innova-
tion. Innovation is in the company’s DNA, since INTRALOT
has invested right from the beginning in Research & Devel-
opment, in order o provide to its customers the products and
integrated services that would meet even the most demand-
ing needs, INTRALOT is at the forefront of the trend towards
widespread adoption of the most forward-looking innovation
to enhance the consumer experience at retail. That is where the
sales are being made, that is where consumer buying behavior
ciun be influenced, and that is where INTRALOT excels at de-
livering the innovation that captures the attention and interest

of the consumer.

Lottery evolves from a government bureaucracy to a
market-driven business

During this period the gaming sector has started 1o take de-
cisive steps towards the modernization of its operations and
started to transform from a government bureaucracy to a truly
market-driven business. INTRALOT's focus on results and
constant improvement, not only of its pioneering technology,
but also of its services, soon yielded impressive results for its
customers. This is a never-ending process that continues 1o oc-
cupy the minds of the people invalved in the lottery business
who are continuously seeking to maximize the value for the
benefit of their business, their customers, their beneficiaries,
and their playvers.

Regulatory changes

Apart from the technological developments, the lotiery indus-
try experienced a paradigm-shift undergoing serious regulatory
changes during the past decade. Market Liberalization, Priva-
tizations and Management Outsourcing, Legalization, Online
Gaming, and Social Gaming are currently on the agenda of the
Governments and the Lottery Organizations worldwide and IN-
TRALOT is always ready to support their endeavours with its
sophisticated technology, operational expertise and know-how,
as well as its revolutionary thinking.

Moreover, increased regulatory requirements such as the need
to comply with security and integrity processes and to employ
effective anti-money-laundering procedures have changed the
lotteries needs. The provision of secure and fair lottery games to
citizens 15 a matter of social responsibility and is of utmost im-
portance o INTRALOT, Player trust is a key success factor that
is directly related to Game integrity, Player asset protection, and
Player privacy, Leveraging its advanced know-how in the devel-
opment of cutting-edge products and capitalizing on its signifi-

o

canlt experience in gaming operations management, INTRALOT
offers to its customers fully integrated customized solutions that

are highly efficient and absolutely secure.

Competitive Advantage

Since its inception, the company's goal was to become the
maost reliable and technologically advanced company in the sec-
tor, During its course, customer satisfaction remained at the core
of INTRALOT s strategy and its flexibility and adaptability in
meeting iis customers” needs has led the company to the top.
Currently, INTRALOT is a global leader and has the core ca-
pabilities, the infrastructure and the experience to deliver busi-
ness-critical technology solutions. What makes INTRALOT's
business offering unique is that INTRALOT is both a partner
of licensed gaming operators and a licensed gaming operator in
its own right, managing ils own operations in several countries
around the world. INTRALOT thus combines the experience of
a successful operator with expertise in the latest technological
developments in the lottery sector. Being a successful operator
itself, INTRALOT has successfully developed all kinds of distri-
bution channels and continues to do so, adjusting to the needs of
younger demographics, so as to provide players with easy access

1o its gaming offerings.

From Retail Gaming to a Unified Gaming Experience

INTREALOT is the first company in the sector (o truly under-
stand the need to combine the traditional with the new channels
and create a unified experience for the players, The company is
the leading partner for those organizations that want to compete
in a regulated competitive environment, offering a Universal
Gaming Experience to their players. lis customers take advan-
tage of the most robust, efficient, and versatile Unified Gaming
Platform in the industry, which seamlessly combines the Retail,
Mobile and Home Users, connects innovative Gaming Verticals,
and offers unparalleled business support to the organization for
optimal customer experience. This Multi-channel approach de-
livers access to the products whenever and wherever the con-
sumer demands it, opens a network of communications media to
bond with the consumer,

As an international trend-setter, INTRALOT has managed to
create a new global business landscape and has grown together
with its customers, shaping an exemplary and technologically-
advanced sector. Looking to the years ahead, INTRALOT is
ready to seize new opportunities and maintain its leading role in
an industry that is rapidly changing and moving towards a fasci-
nating era that is rich with challenges and opportunities.

The 20 years were only the beginning; the best are yel o come, #
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Public Gaming

Paul Jason, Public Gaming: Bemare
has extensive markel experience in internes
gaming, and especially in enabling lorery
aperators o sell their games online. The
I|'ZI.'I|'.|.IE|'.'_'I CORSEMEr conpecton for .'I|'|f.r|"|"_'.'
has always been throueh land-based rerail
ers. Don't we need 1o do a better job at inte
erating these two channels? And how is the
imternet channel being integrated info the
fand-based channel?

Pall Palsson: Integration is absolutely
key, Betware has 16 years of experience
taking gaming operators online, and we are
finding that there is a growing need for a
more holistic approach to accomplish the
kind of integration you are referring to.

Omne key to that is 1o think of the internet
as more than just a channel for distributing
products. It is also a medivm for commu-
nication. And it is in that capacity that the
internet is itself the vehicle that will tie all
the channels of distribution together. The
holistic approach really has two meanings.
First, from an operations point of view,
we need o build technological platforms
that facilitate integration between chan-
nels and media. Second, from a consumer-
facing point of view, we need to create a
coherent user interface, one that enables
the consumer interaction with lottery to
be casy and transportable from one chan-
nel to another. We need to create a halistic
consumer experience in which the players
interact with the games and brands seam-
lessly across different channels.
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Pall Palsson
Mobile Product
Manager, Betware

Lottery tickets used to be sold exclusive-
ly through the retail channel (convenience
stores, gas stations, grocery stores etc.) but
many jurisdictions are now allowing opera-
tors to sell lotto through multiple channels
including traditional desktop Intemnet, tab-
lets and mobile phones, These new chan-
nels bring new opportunities to the table.
And it’s not just about the lottery operator’s
website, Media will merge with transac-
tion-processing to create entirely new chan-
nels and categories of POS’s. Like televi-
sion sets, Even houschold appliances like
refrigerators are being built to deliver the
ubiguitous Facebook connection. All variet-
ies of consumer electronics and appliances
are potential POS’s for lottery.

Muany lottery aperators are concerned that
adding new sales channels may cannibalize
existing ones, and that they would only end
un migrafing the revenne stream from one
channel 1o another, Not to mention the ever

difficult relationship with the retailers.

P. Palsson: Exactly. A good place to stan
is 1o ask the question directly: Why exactly
should the operator add new sales channels?
The answer is simply 1o increase conve-
nience and access for the player, and that this
increased consumer access does absolutely
increase sales, The record s clear on that
in all the markets where the i-lottery chan-
nel has been implemented, The record also
shows that i-distribution of lottery products
actually complements and augments the re-
tail channel, Based on owrexperience land-
based sales increase right along with i-lottery
sales. Mot at the same rate of course, because
the existing revenue base 15 s0 big at retail,
Betware's research shows that a lottery can
achieve well in excess of 20% of its sales
through the Intemetl channel alone with-
out any evident cannibalization of its retail
sales. And the internet is only one additional
channel., We are now seeing a big increase
in the sale of lottery games through the mo-
hile channel with the main-stream adoption
of smart-phones. And the smart-phone pen-
etration continues to increase. As for the re-

g

Betware

lationship with the retailer, it's important o
work with the retail network to educate them
om the need for multiple channels. As game
categories converge in the marketplace, re-
tailers need lottery to maintain its strong
consumer connection and that means lever-
aging multiple channels of distribution and
media, There are tremendous opportunities
for retailers in multi-channel environments
as well, but that topic is rather expansive and
probably needs its own article!

Increasing consumer access (o the prod-
uct clearly vesults in a net increase in sales.
But still, how do vou add disrribution chan
nels withont cannibalization”

P. Palsson: There are two primary factors
that make that possible: different channels
appeal o different demographics and dif-
ferent channels appeal to players at different
times during their day. As successtul as it is,
the retail channel has always represented a
narrow  sales opportunity. Peoples® habits
have changed, They are always on the go
and their time is more precious than ever -
they shop online (even for groceries) or pay
for gas at the pump without even entering the
station. And they want services to “follow™
them, always being close at hand. The same
goes for gaming in general. Players want to
buy at their own convenience, whenever and
wherever they want.

A lottery that offers games for sale
through an Internet channel in addition to
retail stores can reach anyone who works
at an Internet connected workplace for 8+
hours each day and everyone who has an In-
ternet connection at home whenever they are
at home, If that lottery also offers a mobile
phone solution they can reach players at any
time and anywhere. That is why the multi-
channel approach increases overall sales
with little channel conflict. The playver can
make a decision to buy a lottery ticket and
act on that decision within minutes {or sec-
onds on a smart-phone) at any time through
the day, enabling lottery to truly maximize
ils marketing efforts and revenue by leverag-
ing multiple sales channels.



P. Palsson: Exactly — no missed sales
opportunities because of lack of consumer
aceess. We all know that playing a lottery is
an emotional thing — often a spur of the mo-
ment decision triggered by an advertisement
(TV, radio etc) which gets the player dream-
ing aboul winning (and spending!) the grand
prize. So, it follows that if a ticket purchase
i5 not a calculared investment but rather a
decision of the heart regardless of the odds,
it 15 imperative for the lottery o allow the
player to “buy into” this dream within sec
onds of the 'l need 10 get a ticket!” moment
occurring. Lotteries do exist to support good
causes but the way they do that is to fulfill

the business mission of selling the dream. +

Pall Palsson has been imvalved with

vaviows IT and game development projects

working ay a Product Manager and Semior

Producer in the UK, USA. Canada and Ice-
land. He joined Betware in 2000 and lever-
ages his experience to create amd oversee
the execution of Betware' s Mobile and Lot-
tery strategy. Pall holds a degree in Game
Design & Development,

“We all know that playing a lottery
1S an emotional thing — often a spur
of the moment decision triggered
by an advertisement (T'V, radio etc)
which gets the player dreaming
about winning (and spending!) the
grand prize. So, it follows that if a
ticket purchase 1s not a calculated
investment but rather a decision of
the heart regardless of the odds, it
1s imperative for the lottery to allow
the player to “buy into” this dream
within seconds of the ‘I need to get
a ticket!” moment occurring.”

U.S. Internet Initiative in Action

= w (Wl

» Virtual Scratch games

* Full mohile capability

* Other gaming options being explored and considered

Continucus planning on both the Lottery and vendor side is es-

for the foreseeable future. The primary focus remains on Scratch
and Lotto strategies and continues to keep traditional retailers a pri
ority, Building strategies 1o grow their sales through strong product
offerings, promotional elements, more distribution options such as

vending, ATM, pay at the pump sales, and much more are essential.

sential for establishing and growing an internet presence. Developing
the systems and strategies that will accommodate a diverse internet-
driven customer base minimizes channel conflict and optimizes its
IL!'I'I'LL-'ll.'F'I'I'I SUCCESS,

This business will continue to be driven by traditional products

distributed through traditional retail channels. That will not change

®

It’s just that we need to multi-task and build for the future with new
strategies to connect with the next generation of players

Our industry is in an incredibly exciting and critical period of ex-
pansion, S0 let’s use all our resources to explore all the possibilities
and to build that bridge to the future, Best of luck to those looking at

moving to the next level! &
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Since 1984, Jumbo has operated lotieries in another large south-
em hemisphere lottery market — Australia and the South Pacific.
Beginning with a traditional lottery terminal system throughout 7
countries in the South Pacific, Jumbo leapt into Internet-based lot-
tery sales in 2000 in Australia and since then has amassed plenty of
experience with Internet lotteries.

Mot all countries have adequate communication infrastructure to
support high-bandwidth lottery terminal systems, so a practical ap-
proach must be taken to operate a system in these conditions. Fiji,
for example, struggles o provide reliable ADSL connections resuli-
ing in retailers being forced 1o use low bandwidth dialup technol-
ogy and store-and-forward software to ensure reliable lottery ticket



sales. Widespread flooding in Fiji earlier this year highlights
the challenges that a lottery system must be able to withstand.

The trend wowards Internet lottery sales is also helping 1o
spread a lottery through less developed areas. The internet it-
self is a robust network that was designed in the 1960's to
withstand even a nuclear blast and as such is ideal for develop-
ing countries. In fact many countries are jumping straight into
modemn 3G networks and avoiding the costs of earlier tech-
nologies. This creates an ideal situation for a lottery to adopt
internet lottery sales to boost growth,

In Europe, the UK National Lottery now offers a full com-
plement of 40 lottery games for sale through their website, the
Canadian’s have embraced the technology, in Australia lotlo
sales are available online through Oz Lotteries, and in the US
the linois Lottery now offers sales of their Lotto products
through the Intemnet.

2010 statistics establish Internet use in Central America at

of the population, and for South America 37%. While
these statistics do not approach the penetration numbers other
areas enjoy, the penetration of mobile phone use in both re-
gions for adults aged 18 and older approaches 100%. Even
though Sman phone penetration still hovers in the 15-17%
rate, 80% of the non Sman phone users have mobile ag
to the Intemnet and use it regularly often to purchase products.
Like Europe over 80% of mobile users prefer top up cards
over annual contracts, When lotteries are reaching out for new
customers the younger demographic is critical. Mobile tech-
nology helps you get in their field of vision but you need to
engage them and keep them interested. Jumbo Interactive is
launching a suite of interactive games and tools 1o bring the
traditional draw game to life. Never again will the player just
be presented with a grid of numbers, Jumbo's technology will
send them on a quest and on the way they Il find random num-
bers that will hopefully make up a lucky ticket.

These numbers suggest that Internet gaming, with a strong
mobile component, presents a real sales opportunity for lotleries
in both Central and South America. The continuing shift in con-
sumer purchasing habits and the rapid explosion of technology
suggests that lotteries will need to move in this direction over the
next several years to profect and grow their current marker share.

Key to this approach is that the Internet and mobile pro-
grams must be designed to supplement, not replace, current
retail operations, The program should be designed io proiect
their current retail operations and consumer base, while reach-
ing out to the new generation consumer who prefers the shop-
ping convenience that the Internet offers.

For the past 10 years Jumbo Interactive has successfully sup-
ported the continual operation of Internet and Mobile sales pro-
grams in Australia. In addition 1o our technical expertise and
experience, we have developed extensive marketing programs to
assist lotteries to rapidly reach their market and grow sales. From
atechnical standpoint we have successfully integrated our systems
to work seamlessly with various back office sysiems, including
GTECHs, and from an operations standpoint we have developed
programs o integrate Intemet sales into your existing sales pro-
gram, without detriment 1o your current retailer network. Jumbo
Interactive is a publicly listed company in Australia with a very
strong balance sheet to support our clients” needs.

The Engines of Innovation and Progress
for Government Lotteries rtinued from page 17

advocate for working together 1o accomplish goals that
we could never accomplish on our own. 1sn’t it interesi-
ing that our adversaries in the remote gambling sector
all compete head-1o-head with each other; and yet they
manage 1o overcome their differences and work together
to press their political apenda. Lotteries do not compete
with each other, their business models are actually guite
similar all across the world, and they ull share the mis-
stom o serve the interests of good causes. And vet, the
political influence that lottenes wield would be trémen
dously magnified if we could work together 1o assert our
common agenda in the political and regulatory arenas.

And Thanks to Ray Bates for officiating Industry
Days. There is no one better to keep things interesting.
He manages to challenge the speakers and panelists 1o
really stretch to deliver fresh and new and provocative,
and do it without being contentious {well not usually oo
contentious anyway .

The theme that coursed through both Indosiry Duays
and NASPLs Prolessional Development Seminar 15 4
new definition of “emerging markets”. It's not about
the “vounger demographic™. It's about “consumer trend-
lines™ that include all consumers, All consumers are on
the internet and their smart-phones, all consumers are on
Facebook, all consumers expect the increased acces-
sibility that multple channels of distribution provide.
The “early adopiers™ that have traditionally driven the
“emerging markets” have morphed into a mass markei
driven by widespread consumer adoption of forward-
leoking technology and modemn lifestyles.

But much better than a review from me 15 o simply
go 1o the EL website and read the detailed review of
Industry days in the European Lotteries digital magazine
atl hitps:/fwww.european-lotteries.org/data/info_ 2783/
News 39 ENG.pdl. Too, check out the photos on the
preceding pages from Indusiry days. This ssue includes
two articles taken directly from Industry Days. Marc
Frederix (pg. 18) and Peter Economides (pg. 42) gra-
ciously tumed their fabulous presentations into articles
fior us,

And check out the fantastic article in NASPL Insights
that describes the issues addressed at the Professional
Development Seminar held in July in Orlando. Best 1o
go o their website, www.NASPL.org, and just click on
the current issoe.

Hope you aré loving Montreal and WLS as | am! #

Visit the websites of the World Lottery Association
and the four regional associations,
www. world-lotteries.org
www. NASPL.org
www.european-lotieries.org
www.asiapacific-loneries.com

www.cibelae.com
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able, The public policy mission of channel-
ing economic activity away from criminal
enterprises and towards regulated and 1axed
enterprises requires an approach to business
that does not readily lend itself to easily mea-
surahle objectives, Let’s say the goal is to al-
low the promaotion of games for the purposs
of getting existing players who are playing
on illegal websites 1o play on the legal and
govermnment-authorized websites, How do
you draw the line between that and promo-
tions that have the affect of over-stimulating
the market, enticing consumers 10 play mone
in a fashion that is not consistent with the in-
tended public policy? Either way, the opera-
tor is promoting the appeal of the games and
making their products available to the con-
sumer. If the fundamental parpose of a cor-
porale enlerprise is W increase sales, profits,
and shareholder value, then the ability to find
the nuanced distinction between those two
different advertising agendas is dilficult and
requires a permanent search for a dynamic
equilibrium between a controlled expansion
and the need 1o aim at a genuine diminution
of gambling opportunities as the European
Court says. It may also be difficalt for a gov-
emment operator, but al least the mission and
purpose of the organization is not conflicted.
It can focus clearly on a mission that focuses
on qualitative and non-economic value that
is harder to measure, like genuine respon-
sible gaming and corporate social responsi-
bility values, just as much as il focuses on
casily measured indices of performance that
tend to be economic, like sales and profits.
The point is not that commercial enterpris-
es should not be licensed to operate wager-
ing games. The point is that the EU is based
on the principle that if the sole and actual
purpose of the enterprise is to maximize eco-
nomic value, then the concerned government
is not allowed 1o erect obstacles to protect
the interests of any single enterprise, even
if it is a lottery that is producing funds that
benefit the public, As a mater of legality,
lotteries need to serve purposes other than
that to justify their monopoly model. And
we need to demonstrate exactly how and
why those other purposes, like protecting the
consumer and combating illegal operators,
are better served by the monopoly model
than by o free-market driven model, We need
to show how and why the goal of generat-
ing those non-economic values in the lottery
industry is best served by application of the
traditional monopoly construct. The alterna-
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tive of licensing multiple operators would be
a mission conflicted over the need to serve
shareholders and the need to accomplish
public policy objectives that are in fact at
odds with the objective of maximizing prof-
its for shareholders.

As a peneral rule, a pure market-driven
approach has effectively united the goals of
increasing shareholder value with the goals
of improving quality and service that bene-
fits consumers. This coalescence of interests
creates the never-ending cycle that reduces
prices, increases consumption, and by most
measures, increases wealth and standards of
living. That’s good for almost all categories
of goods and services. It's not, as the Euro-
pean Court's Advocate General said already
in 1992, the right model, though, for gam-
bling and lottery.

The position of the EL Association and
ourselves is that regulatory decisions should
all be made a the Member States ( or sub-
regional) level whenever possible, and es-
pecially as they relate to the protection of
Public Order.

Whar is the current staties of the efforts of
Michel Barnier and the EU Commission for
Internal Markers o rationalize the recula-
tary framework in Europe? Will they allow
the member state to control the regularion
and taxation of gaming and gambling?

P. Vlaemminck: In the most recent
speech which he delivered to the European
Parliament on the 27th of June, Michel Bar-
nier said that the action plan of the European
Commission in relation to online gambling
will focus on a number of issues as con-
sumer protection, protection of minors and
vulnerable persons, the fight against crime
and money laundering, law enforcement
and cooperation as the protection of the in-
tegrity of sport. Finally, Commissioner Bar-
mier insisted upon the need for the Member
States to develop a consistent policy. Various
points mentioned are already adequately ap-
proached by the EU Member States and do
actually, in my personal opinion, not require
further intervention of the EU. The Member
States need 1o keep the essential compe-
tence. The EU does only need to help where
the Member States can not properly resolve
the problems by themselves.

Consistency is indeed one of the key ele-
ments in Barnier's approach. It is permissi-
ble 1o allocate profits to good causes, as long
as you actually do that in the context of try-

o

ing nol to maximize gambling activities, nor
to {over)stimulate demand and consumption.
Mr. Bamier indicated that the EU should be
involved in establishing standards that per-
tain to consumer and player protection, re-
sponsible gaming and protecting against ad-
diction, prevention of minors from playing,
and serving other goals that minimize social
costs and maximize consumer protection, |
do personally think that we need 1o be very
careful with this, The focus of the EU should
be not over-controlling the taxation and
regulatory model that the individual member
state wants to apply,

Second, he wants 1o give special attention
1o the issue of fraund and money-laundering.
He astutely recognizes that there are some
matters that are in fact better addressed in
an international framework and is lean-
ing towards focusing on those matiers and
allowing the member states the lattwde
o deal with matters that do notl reguire an
international approach. Fraud and money-
laundering, for instance, cannot be attacked
on a national basis, They require an intema-
tional cooperation. If criminality is abided
in even one member state, it is very difficult
for the others to prevent it from insinuating
itself into their jurisdictions as well. These
are some of the global issues that Mr. Bar-
nier thinks should be the object of attention
for the EUl Commission for Internal Markets,
We need to have an international agreement
that will enable the enforcement of laws
against criminality of any kind.

As regards to the regulation and taxation
policies of the individual member states,
he will require consistency. Laws within a
member state must be consistently applied
to all economic interests. Good Causes can-
not be favored over other economic inter-
ests, and more dangerous forms of gambling
(like slot machines) cannot be regulated in
a less restrictive manner than less dangerous
games (like lotteries). But unlike his prede-
cessor, Mr. Barnier recognizes that consumer
protection and preventing illegality are im-
portant and legitimate public policy objec-
tives, and thar the lottery model has served
that purpose, and as long as governments
stay very clear on the need to stay consistent
with all EU laws, member states will be able
to control their own regulatory and taxation
frameworks. In Sepiember we are expecting
to see more on this when the so-called action
plan will be published.

{r sonunds ke My Barnier has a thoughi-



ful and enlightened view, The importance

af s rode and influence cannot e over-
stated, so we are fortunate that the future of
gaming regulation in the EU appears to be
in pood hands.

P. Vlaemminck: Correct. He is a much
more realistic politician than his predeces-
sor, distinguishing the matters that are best
decided at the EU level from those that can
and should be controlled at the member state
level. It appears that he appreciates the clear
political statements made by both the Coun-
cil of Ministers in December 2010 and the
European Parliament including on the spe-
cific role of Lotteries for society that as long
as government lotteries have as their primary
mission the fulfillment of non-economic ob-
Jectives, they will be allowed to work within
the monopoly model and the funds gener-
ated can be channeled 1o good causes. But of
course, he is dealing with a broad spectrum
of issues and not just that alone.

Witar exactly do vou mean by “consistency” ?

P. Viaemminck: If the goal is (o proect
the consumer and prevent illegality, then
over-promaoting the games for the purpose
of increasing revenues would be inconsistent
with that goal and therefore illegal, The same
applies to regulating various games in differ-
ent manners whereby more dangerous games
would be more easily available and less regu-
lated than the least dangerous games. But for
us, there is more, There is the Lottery model
of operating games i a consumer rendly
manner towards a large group of players,
avoiding excessive gambling, but respond-
ing to the modem needs of society, combat-
ing illegal gambling and serving society, that
we defend as the most consistent model. The
best way to defend consumers is to defend
public order and enhance law enforcement.

The French maodel, the concept af “con-
trolled expansion” would seem to be pre-
cisely geared towardy that goal,

P. Vlaemminck: Yes. As a market ma-
tures, consumer tastes evolve and new zames
become popular, As a matter of public policy,
then, the government may decide that the un-
derground activity is reaching a level where
it is preferable 1o regulate it properly. The ex-
pansion of government into new games and
channels is driven not by a desire to increase
funds for good cause, but by a desire 1o pro-
tect the consumer and prevent criminal enter-
prises from profiting. Of course, the addition

of new games and channels of distribution
needs to be advertised 1o make their avail-
ability even known Lo the consumer. And all
of that is legal according to EU laws. It's just
that if the level of aggressiveness to expand
appears 10 be more for the purpose of stimu-
lating demand and increasing revenues than
for the purpose of protecting the consumer
and fighting illegal operators, then that is in-
consistent and not compliant with EL laws.,

| think we can all get the meaning and
fntention of the idea. Bur won't everyone
have a different notion as te how te apply
it ? Ix the EU Commission gotng fo be in the
Businesy of analyzing television advertising
fer see i it 0y too Vageressive” ?

P. Viaemminck: Fortunately, in general it
is not that hard to draw the line and identify
advertising that is oo aggressive, Bul 1o your
point, there will certainly be opportunities
for rational, reasonable people to work owl
mutually agreeable resolutions,

How will these concepts apply to social

gaming?

P. Viaemminck: That will be an increas-
ingly important question. Notice that Zynga
states on its website that their players give
$10 million a vear to good causes. Now, 510
million when you have 250 million players
is really nothing, and is especially nothing
compared to what lottery does. But it is in-
teresting because it indicates that these com-
mercial operators realize that they need 1o
have a public service orientation, or at least
appear o have one.

Social games will pose some perplexing
public policy issues. On the one hand, they
seem 1o be non-threatening now; partly be-
cause they are free, but also because they
seem o be more about entertainment than
wigering. But think about it. Social games
can be extremely engaging, holding the at-
tention of players for long periods of time.
I recently saw an advertisement saying,
“We created the most addictive game in the
world.” That was in the context of a free non-
wagering social game so the fact of being
“addictive™ does nod have the negative con-
notation it does in the gambling world, But
what happens when the layer of wagering is
added 1o social gaming? ['m sure they will
drop the reference to being the most addic-
tive game in the world! But how much more
difficult will it be for the operator to refrain
from making games that are incredibly ap-

®

pealing, to the point of being addictive? In
fact, think about it even within the context of
controlled expansion. When wagering is ap-
pPlied 1o social gaming, shouldn’t we expect
the consumer to gravitate towards the most
fun and exciting, even “addictive” games?
This could pose some real challenges, That is
why it is so important 1o have some of these
basic principles in place now. They won't
necessarily cover all the contingencies, but at
least we will be in a position 1o work through
it in real-time and not have the market run
away from us and gain too much momentum
before the regulations catch up. If Zynga-type
social games were to be integrated into an on-
line casino formal, the potential for increased
problem gambling could be very high,

Regularory  frameworks  fave
fagped behind rechnolooy and consumer
trends. And it createx a hupge breeding
srogend for illegal aperators fo pet estah-

always

listhed before the governments have Hime 1o
catch up. Wou't this be even move of a prof-

a

lem when it comes o social paming

P. Viaemminck: That is all well-under-
stood in Europe even now. It doesn't mean
the problems will all be solved, but at least the
people in the position to shape public policy
understand the importance of having a regu-
latory policy and means of enforcement thai
address the needs of the industry. The fact that
internel gaming must be regulated is an ac-
cepted fact in Europe. So we will now include
social gaming as the newest wrinkle that
needs o be addressed, | worry that the ULS. 15
not responding (o the need 1o evolve regulato-
ry frameworks to be relevant to the actual state
of the industry. Jurisdictions that do not have
a framework for regulating and taxing the i-
gaming industry will be ill-equipped to deal
with the addition of the next layer of internet
gaming, which is social. The complexity of it
will be significantly greater, as will the poten-
tial for problem gaming and fraud.

T what extent will the adoption of social
eames follow the path that internet gaming
has raken?

P. Viaemminck: There are many simi-
larities between what is happening now and
what happened ten years ago in the internet
gambling community — except thai the com-
panies involved now are well-funded and
very sophisticated corporate enterprises like
Facebook and Google on the distribution

continued on page 53
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brick-and-mortar retallers will continue o
drive our revenues for the foreseeable future,

Marviand's implemenmtation  of casino
pambling is paining momentum and capiar-
ing at leasr some of the revenues of casing
plavers that were going fo neighboring stares

to gamble. How did it affect lotery sales?

S. Martino: Given that we have increased
traditional lottery sales every vear since the
casinos opened, there has been no discem-
ible impact. We sell lottery products in the
casinos and use the forum in a minimal way
o cross promote lottery to casino customers.
We have ITVMs and Keno in the casinos. |
had doubted that Iottery sales would be sig-
nificantly impacted by the casinos opening.
Maryland residents had been going out of
state to gamble for some time. They were ex-
porting their dollars o Delaware, Pennsylva-
nia and West Virginia. To the extent that there
was any cannibalization of lotery sales and
revenue, it likely happened years ago when
the out-of-state casinos opened. Maryland
casinos have been effective at redirecting the
gaming dollar back into the state. Economists
call this import substitution where the gam-
bling money that residents were spending out
of state is brought back into their home state.
This is, obviously, a positive event because
we want this state to benefit from them pay-
ing a voluntary tax. Specifically in Maryland,
the state’s share of casino tax revenues goes
to support K-12 public education.

Owr third casino, Maryland Live, opened
in June, With 4,750 slot machines, it is go-
g to be one of the largest casinos in the
United States. With a facility like this, we
hope 1o pull in some revenues from neigh-
boring states just like they have been getting
some revenues [rom Maryland residents,

Hew' have monitor games come to be so
impaortant for your lottery? And am f wrong
in thinking thar they could be a key 1o in-
creasing player-ship especially with the 45
and vounger crowd?

5. Martino: [ can’t claim to have a full
understanding of why monitor games are 5o
successful in Maryland. 1 think that when
Keno was launched, the lottery was aggres-
sive aboul finding retailers to offer it Al the
time, monitor games also posed some of the
same controversy that i-lottery poses today
for retailers. They are popular because they
do facihitate a social gaming atmosphere,
but the facility needs to have space for the
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games to be plaved. Retailers that did not
have the space were concerned that they
would lose business o the bars, restaurants
and taverns that did have the space to ac-
commodate the game.

Monitor games became parl of the enter-
tainment culture in the state. It is interesting
o observe the ways in which some locales
really gravitate towards monitor games. The
Eastemm Shore of Maryland is extremely
stromg in monitor games. No one can say ex-
actly why that is other than that it seems to
have taken hold as an enjoyable way for peo-
ple to get together and socialize. The success
of Keno prompted the launch of a second
monitor game concepl with a horse racing
theme called Racetrax. This, too, was imple-
mented before | arrived. Racetrax totaled
51343 million in revenue last year, mone
than Powerball. Monitor sales increased hy
over 5% in fiscal 2012, Our sales stafl has fo-
cused on increasing the installations of both
MONILor games in convenience stores and res-
taurznts that only had one of the games. Now,
many retailers have two monitors up, one that
has Keno and another that has Racetrax,

A larger variety of games are being maode

available through an increasing variery of

channels, Casinos, lorery, retail stovex, Inter-
net, mobile, ete. Won't this increased acces-
sibility lead to the consumer trying differen
saming opiions” Won't the lottery plaver whao
never once considered poing to Las Vesas or
Arlaniic Ciry be likely ro visit Marviand Live
if she lives just down the street from the ca-
sine? Won't the casing plaver be responsive
for the appeal of the hope and dream if she is

shart on time and money this weekend

5. Martino: The nature of casino gambling
is different than playing the lottery. Lottery
is a small wager against very long odds to
win an extremely large prize. The Mega Mil-
lions jackpot of this past spring highlighted
that point as clearly as any recent example.
Compare that to the blackjack tables in a ca-
sino where the table minimums are often 510
a hand and the play is rapid-fire. The buyer
motivations and the play styles of these two
activities do not overlap significantly. That
doesn’t mean that people can’t enjoy doing
both. They do. Our lottery sales at casinos
are strong, bui no one is going to the casino
primarily to buy a lottery ticket, Most people
are predisposed to one play style or the other
but also enjoy a variety of activities, and 1
think that applies to gaming, too.

@

The tax rave that is charged to casine op-

erators is 67%, Thar is higher than almost
anvwhere. Does thar make it harder 1o de-
liver a good value proposition to the con-

sumer and attract plavers?

5. Martino: The tax rate coupled with
the downturn in the economy certainly cre-
ated some challenges in the development of
casinos in Maryland. But it’s being done in
a high quality manner. The Maryland Live
casing is first class, They offer a good expen-
ence. Maryland casinos are or will be located
in lucrative metropolitan markets and should
be successful.

Whar do vou see as the most important
consumer trend lines in lottery andior in
gaming senerally? And whar do vou see as
the most important issues facing the Mary-
laned Lottery?

S, Martino: The most imporiant consum-
er trend-line facing the Maryland Lottery is
this: We need to increase the appeal of loi-
tery o the younger and socially networked
adult population. In fact, we are starting with
the more modest objective of just increas-
ing awareness among this vital demographic
group. We want to heighten their awareness
of the lottery, what the lottery does to sup-
port good causes throughout the state, and
change their perception to think of lottery as
a game they would want 1o tell their friends
about and as a compelling form of entertain-
ment for their discretionary dollars,

Like many others, the Maryland Lottery
has been focused on best practices and ap-
plying them to our own operations. We are
now trying to bring it 1o bear for our retail
partners, helping them to improve their
lottery-selling efforts for their own benefit
as well as the benefit of the lottery and the
state. A specific initiative to accomplish that
is the SalesMaker program that we're doing
in coordination with Scientific Games. This
is a program to first educate retailers on the
impact that effective merchandising has on
consumer awareness and sales, Second, we
apply the merchandising principles to lotery,
doing a makeover that demonstrates how the
games can be displayed to create sales,

And lastly, we had an agency reorganization
to better align the operating units. This reorga-
nization gives all of us a much clearer sense
of direction, purpose and a focus on producing
the results that the state expects of us. #



side and Zynga, Electronic Ars, and an ex-
plosion of other software companies on the
game content side. Listen to what they are
saying. First, Facebook et. al. are saying that
they are global companies and therefore it is
not practical to expect them to comply with
the rules of individual countries. It is fright-
ening because Facebook, with over a billion
subscribers now, is bigger than the combined

defend the rights of the consumer o decide
for themselves how they want 1o spend their
money and their time, And of course they are
staunch defenders of free speech, so regula-
tions will be represented as censorship. It is
not too soon to get out in front on these issues
and do what we can to inform the shapers of
public policy of the need o address the need
for regulation of social gaming,

pray taxes. Same ting with Bwin wilich i

refusing to comply with Belgian laws and
regulatory policies. I don't understand how
that works. [ mean, how can these opera-
tars stare owtright that they have no inten-
tion of complving with the faw and refuse
o pay raxes?

P. Viaemminck: The situations of Bwin
and Stanleybet are not completely the same.

populations of United States, Canada, and all
of Western Europe. Next, as a matter of le-
gal strategy and political posturing, they will

Stanlevbet is an operator that does nof
wernt to comply with the rules tn fraly, Or

Bwin is the driving force of the European

L confinued on page 55

De-Constructing and Re-Building the Lottery Model ..costinued rom page 20

tors are, These competitors include not only the established gaming
and gambling companies of this world, but new media approaches to
engaging the consumer in gaming experiences.

Are we, as operators of lottery, up to the challenge of compet-
ing in this new media-driven environment? Legacy creates inerlia,
change requires momentum, and the two are rarely compatible,
Government owned monopolistic companies often show a lack of
agility and fear in-depth inmovation. How can lotteries combine
their obsession for guality assurance and 100% control and pre-
dictability with experimental innovation and continuous change?
Lotteries will have to unlearn many of their legacy precepts of what
is meant by value, gaming definitions, players, their monopoly,
gaming interfaces and distribution. What has to be leamed is the
contemporary meaning for our players of pleasure, convenience,
location, social media, social purpose, engagement, participation,
accountahility and reputation. We need more insights and precise
understanding into why the consumer plays games. We know that
gaming is a value-positive experience with the presence of hope.
Games are a form of media themselves, and we must make sure tha
our product offerings are aligned to leverage the role of media in
the games we offer and to appeal 1o the consumer motivations for
social interaction, sharing, and communicating. We need to think
of the gaming experience in the most expansive way, in the context
of our lives which consist of intellectual, physical, spiritual, social,
emotional, and occupational experience. We must enliven the lot-
tery experience with something much more than the outcome of
random numbers.

To be relevant for tomorrows consumers, lotteries must under-
stand players emotional needs and motivations and offer a value
proposition in line with these. It could be about location-based
gaming and marketing — about networked connectivity and inter-
activity with real time communities. The gaming challenge and
experience will operate at different and ever-changing levels. To
go for engagement and participation of the millennials, lotteries
will have to share their concerns and dreams. Social challenge
and experience is key in this. The millennials do affiliate with and
relate 1o “good causes,” but they want to choose themselves to
whom the funding is going. Joint social gaming is another appor-
tunity for lottery innovation. But it’s not enough to offer games
that facilitate social interaction. Lotteries need to find ways to
become holistic parts of the community. And lastly, lotteries and

o

their political constituents need to appreciate that the political
nation-state is not as relevant as their social community which
is bound not by political boundaries but by culture and life-style.
The social affiliations of the current consumer are global and lo-
cal at the same time, with little regard for jurisdictional and pro-
vincial perspectives,

Will lotteries and their partners/suppliers be able to develop the
new Farmville, Angry Birds or Pinterest? To maintain a sustainable
lottery model, we will have to invent and shape our own future, or
others will shape it for us as we fade away. We will have 1o redesign
and enhance our value proposition with fresh content, information
and insights; and similarly transform the role of media in our de-
livery systems. Our ability to expand the value proposition through
new lavers of engagement, redefine the value we deliver 1o our core
players and the next generation of consumers, tomorrow's players,
depends on it Lottery needs 1o de-construct our mode] and opera-
tions right down to the DNA level, and rebuild it in a process guided
by these principles and consumer trend-lines.

The good news is that the brand value and mass-appeal that lot-
tery has accrued is the envy of the entire industry. We just need 1o
update it for the benefit of the modern consumer., #

‘A little bit of happiness’ en
‘Close connection’ have most
potential amongst players
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how to up-sell on lottery, We train them on
how to ask the simple questions like “have
you got a EuroMillions ticket yet™ and “you
know, the Lottery is going to create 100 mil-
lionaires tomommow and the tickets are only
£27 Just like all lonery operators, Camelot
does not have a lot of money 1o spend on sales
promotions. So really optimizing the opportu-
nity at the point of sale is essential.

Are vour retailers given any kind of com-
mission for sales transacted between the
Lotrery and the consumer over the internet?

D. Thompson: No. | do not think we
ever considered doing that and would not
consider it now, For one thing, don’t under-
estimate the cost of selling over the inter-
net. It does cost money to run an effective
i-lottery operation. In fact, it costs more
than people think until they actually do it
Lotteries really do not have the margin to
afford 1o be paying retailers for sales they
did not make. Also, if you pay land-based
retailers for sales that go through other
channels, vou are actually undermining
the retailers’ resolve to do everything they
can o make the sales themselves, Retailers
need o stay very clear on the fact that the
way for them to make more money is to sell
more products, and we will help them do
that. In fact, | will go on record as strongly
advising against going down the slippery
slope of paying retailers for online sales.

It is the draw games thar have been your
most successful internet product.

D. Thompson: Absolutely, The key
driver of the internet channel is actually the
draw-based games, not inleractive scratch-
cards. People might play other games at our
online website, But they don't go online to
play those games., They go online 1o play
the draw-based games,

I should point out that our traditional prod-
uct mix skews heavily towards draw-based
games, We have about T0% of the adult popu-
lation playing the draw-based games and less
than 30% playing the scratch-cards, 1 would
say that is a good thing for two reasons. First,
draw based pames generate higher margins
for the benefit of good causes. 1 believe you
would find that to be true just about every-
where. Instants have higher prize-payouts
and so generate smaller margins. So the op-
erator would prefer for the product mix o
favor the higher margin products, There's
another important reason to focus on draw
games, Instants appeal to players who care
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more about prize-payoul percentage than
winning a jackpot that changes their life.
That is not the sweet-spot for lottery. In the
UK, there are numerous options for the gam-
bler who is focused on prize-payout percent-
ages, That’s not our market. We feel that it
is absolutely crtical o keep our draw based
games healthy and growing.

And your repeat activity or retention rate
once the conswmer has rvegistered to play
online’”

D. Thompson: That's another benefit of
the draw-based games. Not only has it at-
tracted some new consumer groups who like
to buy online, our retention rate is over B0%.
That is very high and it's because our players
come on the site 1o play Lotto or EuroMillions
or Thunderball, one of the draw-based games,
and they play those on a regular basis. It's not
an impulse purchase like Instants tend (o be,

Once the plaver registers, then you have
the ability to communicate with them on a
regular basis?

D. Thompson: We do contact them upon
registration, But the player does have the op-
tion o opt out of future communication. But
still, it is tuming the anonymous retail con-
sumer base into an inferactive customer base,
and sets the stage for developing a social me-
dia and nerworking agenda. We've got over
a gquarter of a million fans on Facebook, and
aver 60,000 fans on Twitter. An example of
the influence of social media is the highly
emotive “National Lottery — Life Changing”
TV ads we did that featured the moving sto-
ries of Jack Jenning s (The moving TV ad,
‘Heroes Return,” hits TV screens on Sunday
4 March 2012 and has been inspired by the
wartime experience of Privaie Jack Jen-
nings. Thanks o money raised by National
Lottery players, Jack has been able to return
to Burma, where he saw active service dur-
ing World War 2) and Jenny Meadows (The
emotive TV ad, was inspired by the stories
of real-life 800m runner, Jenny Meadows,
and her mother, Barbara Meadows, Barbara
had aspirations of being a runner, bul was
never able to realise her dream due to lack
of funding). They got tremendous artention
and people were coming to the site 1o just
view the ads. We expect this kind of social
media activity to play a very big role for The
Mational Lottery in the years to come.

The UK market-place in gaming and
gambling is the most competitive in the

®

warld. Yet vou continue to grow and prosper,

D. Thompson: First we do not think of
ourselves as being in competition with gam-
bling operators. We focus on serving the lot-
tery customer who has a different set of buy-
ing motives than the gambler, Second, we
embrace the process of continual improve-
ment and innovation based on a Best Prac-
tices methodology, learning from others and
learning from our mistakes, And third, let’s
not forget that we are in the business of luck!
By that I mean that if we work really, really
hard, then hopefully the sun will shine on us.
On Friday, the EuroMillions jackpot got o
£105 million. And then it rolled. Now that
is lucky. But as the great golfer Gary Player
said “the more | practice, the luckier 1 get.”
The key 15 1o do 100 things 1% better rather
than trying to do one thing 100% better.

1 am looking forward to the World Lottery
Summir in Montreal, You ave moderating
the panel on Carporate Social Responsifbil-
ity (CSR ) on Mandav afternoon, Seprember
10, Iy is interesting that vou chair the Re-
spansible Gaming committees for both the
Waorld Lottery Association (WLA) and the
Euwropean Lottery Assaciation (EL).

D. Thompson: You can see where my
passion is! [ think that the role of our indus-
try associations is to promote Best Practices
throughout the community of lottery opera-
tors, Securily and Responsible Gaming are
two areas where the associations have devel-
oped truly world-class programs and tracks
for accreditation. | would encourage lotteries
1oy use the resources of your industry associa-
tions to help you become the very best in our
industry. That is the purpose of the WLA and
the regional associations. Lois of lotery op-
erators all around the world have become the
pre-eminent gaming operator in their market,
setting a standard for integrity and perfor-
mance that will hopefully be expected from
all gaming operators. Bul operational integ-
rity is not just a state of mind. It is the ap-
plication of management systems that ensure
that the organization performs to the highest
standards, and builds a sustainable business.
The WLA and the EL and all the Regional
associations welcome their members to par-
ticipate in these programs and | guaraniee
they will contribute to the success of any lot-
tery operator. See you in Montreal! #



Gambling and Betting Association, and is
advocating for a kind of free European mar-
ket, a pan-European regulatory structure
that allows them to operate everywhere,
Actually, they want the same thing for the
entire world: a licensing model which is
the best for commercial operators which
means lowest taxation and less regulation.
Belgium is of course a small country, but
has a very consistent and well-reasoned
regulatory structure that is compliant with
EU rules and principles. Bwin complies
with the rules of France, Italy, and Spain.
In Spain, they even pay back taxes for rev-
enues accrued before they were legal and
taxed. Bwin is doing all that because Spain
is a very big market and there is no aliemna-
tive if they want to be legally licensed in
Spain now, Al the same time, Bwin uses
Belgium as a country 1o challenge because
it’s not their biggest market, and they feel
that a win against Belgium will set a favor-
able precedent that can be applied in other
jurisdictions, Belgium is also the couniry in
the lead in all cases at the European Court
of Justice. That is why Bwin refuses to
comply with Belgian laws. The Belgium
Gaming Commission is enforcing its policy
of hlack listing whereby the ISPs (internet
service providers) are blocking illegal op-
erators like Bwin, The Bwin lawsuit against
Belgium is important because it will further
clarify what is permissible under EL rules.

Is it effective?

P. Viaemminck: It works guite well. Res-
idents of Belgium can’t access Bwin's weh-
sites. When you try to connect to the Bwin
site, a page with a big “Stop” on it appears
and the viewer is invited to click on a link
that goes 1o the Belgium Gaming Commis-
sion where there is information about why
the website is being blocked.

And Stanlevber?

P. Vlaemminck: Stanleybert is officially
a UK company that was bought by lalians
and so is now owned by lalians, Stanley-
bet’s approach is 1o contend that the Ttal-
ign legislation does not comply with EU
laws. They have been very clever in the way
they've done it in order not to be obliged
to comply with the [talian legislation. They
are attempting 1o create the impression that
they are victims of discrimination. The real-
ity is that Stanleybet operated initially with-
oul respecting the licensing rules. But they
succeeded at hiding their illegal activities

and just claimed that they are being unfairly
excluded from the market. Creating confu-
sion over the facts is a typical strategy used
by remote operators which do not want to
comply with the laws and pay taxes. | think
we can expect much of the same from the
operators of social games.

So, Stanlevbet is plaving a game in which
they don't really even want to address long
term issues, they just want the legal svsrem
fo drae our so that they can lengthen their
shat-terin operating profits - and in the pro-
cess mayhe find loophales that will enable
them o be licensed in fralv?

P. Viaemminck: Basically, ves. And
Bwin is the opposite. They are a dominant
operator in Europe and they don’t really care
about their short-term profits in Belgiom be-
cause they aren't making any here. They re
using the case in Belgium to try 1o establish
a principle that can be applied to the markets
where they do make money,

I read thae Spain and Ttaly might forge
a cooperative refatiomship on i-poker and
miaybe -gaming. Is i realistic to hope that
cetntries fike Spain, faly, France, Belgium,
and others could come together and reguire
thar a condition of being lcensed in one in-
dividual country is that vou not be in viela-
ton of laws in any of the other countries that
are a part aof this kind of mutual agreement?

P. Viaemminck: That is a principle that
we and the EL Association are advocating
for, The logic is that you cannot be a crimi-
nal and a good citizen at the same time. And
each individual country should respect the
rights of its neighbors by refusing safe har-
bour to criminals, [ think it is already a reality
1o a certain extent, For example, the Belgium
blacklist identifies companies like Bwin
which are trying to enter the Belgium mar-
ket in an illegal manner. The gaming boards
of other jurisdictions are taking this fact into
consideration. So these remote operators do
need o consider the collateral damage of
acting illegally anywhere. We are definitely
pushing for that principle to become widely
adopted. It's a simple concept. The operator
must maintain legal status everywhere if they
are 1o be sanctioned anywhere.

Is it likely that important jurisdictions
like Spain, Maly, the UK., and France can
dagree on a sweeping agreement like that?

P. Vlaemminck: Cooperation between

o4

member states on gambling is only just stan-
ing to happen. It will take some time before
you can actually define and agree to the ex-
act terms of that cooperation. There are costs
to it and many legal matters of international
legislation that make it complicated. But the
need for it is apparent, there is no reason it
can’t be done, and that's why I strongly be-
lieve that it will happen.

Iy there a threshold bevond which the
valfie proposition of the legal operaror be-
comes so inferior to the ilegals that the
consumer is driven to. aceept the hgher risk
af plaving on illegal sites? This is the argu-
ment af licensed operators in France and
ather markers to fobby for lower faxes

P. Vliaemminck: Taxation is just one ele-
ment of a regulatory framework and should
not be viewed in isolation. You need to look
at every aspect the industry and the markei-
place. The kinds of games, the existing un-
derground market, the enforcement mecha-
nisms all interact with the public policy
considerations about the kind of gambling
market is best for a specific jurisdiction,
Some states have a very high level of cor-
porate taxation. Taxation and all other regu-
latory requirements are technologically en-
forceable, In Spain, operators actually were
compelled 1o pay back taxes in order 1o re-
ceive a license. That is indicative of the en-
forceability of tax and regulatory laws and
the fact that these operators would not have
been able to do as well operating illegally,
These operators do not like o pay taxes, so
if they could have made more money oper-
ating underground, that's what they would
have done. The level of taxation is a matter
that is determined by each jurisdiction and
should be considered in conjunction with a
comprehensive regulatory framework.

Bur ise't the Denmark model based on
the assumption thar taxes must be low in or-
der to attract the conswmer away from the
illegal operators?

P. Viaemminck: 1 should acknowledge
that [ am on record as being in disagreement
with the Danish model. It is an example of
not looking carefully at the whole picture to
come up with a comprehensive plan that ad-
dresses all gaming categories and channels in
a logical way. Their system is out of balance
because they have high taxes on land-based
gambling and low taxes on internet gambling.

oontinued on page B1

September 2012 » Public Gaming International



Bishop Woosley . continued trom page 22

The Price is Right®
(Play with Todd Newton in Las Vegas)

The Wheel of Fortune™
{Hollywood with Pat and Vanna)

Run for the Roses®
{Kentucky Derby trip)

- Second chance promotions coming
this fiscal year include:
Family Feud®
{Kiss the Host in Las Vegas)
Mardi Gras™
{Mardi Gras VIP Trip)

American Muscle™
{Build your own Muscle Car)

- In addition to wsing licensed property
instant games, we look four lucky
players on a shopping cart dash at
the Points for Prizes warehouse
in Chicago.

We are ome of four states offering
Decades of Dollars draw tickets. To De-
cades players, we offered a special second
chance draw promotion featuring $20,000
worth of Bass Pro Shops® gift cards and an
outdoor adventure trip to Big Cedar Lodge®
in Branson,

= Player’s Club Statistics as of 7/2/2012:
- Players registered — 256,826
- # of tickets entered into club

-77.591.440
(27.3% of eligible tickets)

- Points booked = 1,303,094, 264
- # of items redeemed - 108,541
= Value of items = 512,978,209

- Points for Drawings- 20 draws and
counting, with 4,684,338 entries for
62,886,450 points and tofal prizes
given away were valued at $229,044

Where do vou go from here with Levalin

DTy

B. Woosley: The Arkansas Player’s Club
membership continues 1o grow, and we con-
tinually see untapped potential around ev-
ery corner. The Arkansas Loftery Commis-
sion is excited about building on existing
programs for increasing player satisfaction,
maintaining and expanding our player base,
and increasing sales. While continuing ex-
isting player opportunities, we'll next move
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oulside the box with promotions for térmi-
nal-generated games, We'll target not only
products, but also their purchase price 1o
qualify for second chance drawings. We are
also focusing on Arkansas-produced mer-
chandise (like Aloha pontoon boats, made
in Morth Little Rock), trips within Arkansas
{can we partner with Arkansas Parks?) and
Arkansas events as experiential prizes,

We also consider our social media efforts
{Facebook, Twinter, emails to Club mem-
bers, Smart Phone apps), to be a strong part
of the success of this program.

M

How de vou meagsire sucoesy”

B. Woosley: The Arkansas Scholar-
ship Lottery is growing. Our player base,
our sales, and our scholarships are grow-
ing every year. The direct cause-and-effect
relationship between our marketing efforts
and the end results cannot be precisely
measured. We do have statistical analyses
in place that continue to convince us our
Players® Club, Loyalty Program, and social
media initiatives are contributing to our
success and have a positive ROL

The Arkanyas Lottery

cartiom. How
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I conrtribiete 1o vour obyjectives?

B. Woosley: We launched our first mo-
bile application two years ago because we
knew it would be a great marketing tool for
our online games and realized that there was
significant growth in the number of smart
phone users in Arkansas. Since 80% of the
users logging onto our website from a mo-
bile devise are doing so through an iPhone,
we developed an application for that device
first. Below are the main features of the
iPhone application:
| Display of online game winning

numbers and jackpots.

2 Display of the closest lotiery retail
locations based on current geographic
location,

3 Access 10 The Club/Points for
Prizes websites.

4 Online game push notifications which
allow users to create customized alerts
of winning number results (received
like a text message) each time a
drawing occurs.

Through the application, we have im-

o

proved winning number communication
of our online games and provided added
value to our players through features like
the retailer locator. To date, we've had over
17000 downloads of our iPhone applica-
tion and we see that number growing daily.
We plan to continuously enhance the ap-
plication; right now we're in the process of
adding customizable jackpot notifications
and are looking al integrating scanning
technology so thai players can enter lick-
ets into our lovalty program more easily.
We're also expanding our mobile footprint
- we've recently added an Android appli-
cation and are working on the development
of our mobile website, Throughout the next
fiscal year, mobile marketing will continue
to be an essential part of our marketing
siralegy.

Wihat 18 the furwre of the internet channel

o the distril ..|. ey _|"|.-__|'.|-|| fxin .'.'..':

Arkansay Loriery speeci

B. Woosley: The sale of lottery tick-
ets over the internet is currently illegal in
Arkansas. Whether that will ever change
remains o be seen. As a stalf, we are ap-
proaching this issue in two ways, First, we
are monitoring what other states are doing
with internet sales and making note of the
successes and failures along the way. We
want 1o be as informed and prepared as pos-
sible in the event that our law ever changes.
Secondly, we are making every effort to
place ourselves in a position where we can
compete with bordering states that may
implement intemet ticket sales. We will
use our social media websites and our play-
ers club website to introduce our players
to interactive games for fun. We will also
continue 1o evaluate our current catalog of
instant and draw games to ensure that our
players remain interested and satisfied with
what we have to offer in Arkansas.

LS. lorteries have murde  tremendons
progress over the lasy twea vears. Two of B
miest important inttiatives have imvolved Hh
el ti-frrisdiciional packpot pames,  Firss
frtns=-sedll angd rhen “more. hi 0y, hetter!
Fowerhall, The results appear to indicate
thar the chanees o the mudt-furisdictional
fackpor games have been very swocessful
i |-|'|"I|.II VIR GV NETSN |.'I| '} 'u'l'llul'. I ."l"\-\"l-".'.ll
cnd 32 Powerball Jear fne Arkansas Lot 'y J

B. Woosley: We introduced Mega Mil-



lions several months after Powerball in
Arkansas. | believe that Mega Millions
was still a relatively unknown game in Ar-
kansas uniil the huge jackpot in March of
this year. Before that, our Mega Millions
sales lagged behind Powerball sales, even
when the Mega jackpot was higher. Since
that time, our Mega Millions sales have
seen a steady increase. 1 think that increase
is proof of the impact that a huge jackpot
can have on a game. That jackpot made our
players take notice and compelled people
who had never purchased a lottery ticket
in their life to walk up to a retail counter
and ask for a Mega Millions ticket. [ think
the jury is still out on the Powerball price
change. Our sales have increased, but our
PowerPlay percentage has dropped and we
have yet 1o see the jackpols grow to the pro-
jected amounts,

B. Woosley: The two big games are driv-
en primarily by large jackpots. Obviously,
we have no control over that. In light of the
decrease in our PowerPlay percentage, |
would like to see an add-on feature to Pow-
erball and/or Mega Millions which would
encourage the players to select the Power-
Play or Megaplier by giving the player a
second-chance play or internet play oppor-
tunity. I think something along these lines is
being considered by the groups.

In Arkansas, the players have shown an
overwhelming preference for the instant
games. Our sales for instant tickets in Ar-
kansas are over 80%. Parnt of that is strictly
based on the fact that our players prefer the
instant gratification of knowing immedi-
ately if they won a prize. | believe the other
part may be based on an intimidation fac-
tor where our players may not know how
to play some of our draw games or know
what to ask for at the retail counter. We have
launched an initiative to educate our play-
ers on what draw games we offer, where to
find a playslip, how to fill it oul and how
to play the games in general. We are intro-
ducing “how 10" videos on our website and
through our social media sites to educate
our players about our draw games, includ-
ing Mega Millions and Powerball. We have

also shifted some of the focus of our adver-
tising from instants to draw games in hopes
of raising awareness of the current jackpots
and the types of draw games we offer. In
mid December, we will be rolling out a new
advertising display in 600 of our retail lo-
cations that will contain lottery controlled
content such as our monthly instant game
launches. jackpot alerts, winner awareness
and any promotions that we may be running
that month. We are hopeful that we will see
a sales lift in those locations,

What do vou envision as the next frontier

PECRFECLE A T e ]

B. Woosley: The National premium
game obviously has been the focus of the
group for some time now, The challenge
has been 1o create a concept that everyone
can agree on, which is not an easy task.
Being new, [ have not been privy to all of
the development and discussion regarding
this game. 1 am hopeful from what 1 have
seen lately that the game will launch in
the spring of 20013 and will be successful.
Bevond that, [ think the greatest challenge
that we will face from a multi-jurisdictional
standpoint is how to plan and create nation-
al-style games in the wake of the DOJ opin-
ion. We now have a situation where states
that have very few restrictions as to what
games they can play or where they can play
are collaborating with states that have a lita-
ny of restrictions as to what games they can
participate in and how or where they can
sell those games, The future success of the
multi-state collaborations will depend on
the member jurisdictions being able to find
some common ground that allows all mem-
ber lotteries to participate in the games.

fenr RiLiife- A
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B. Woosley: Nationally, 1 am hopeful
that the national premium game will be suc-
cessful. In Arkansas, we will be launching
the Natural State Jackpot in late August of
this year. Since inception our plavers have
been asking for a draw game in Arkansas
similar to the Mega Millions and Powerball
games. The Natural State Jackpot willbe a 5
digit Lotto style game with 6 draws a week
with an average jackpot of over $130,000,
We are hopeful our players will be drawn
to this game based on their increased odds
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of winning a large jackpot and the fact that
the prize winners, more ofien than not, will
be from Arkansas, And. as always, we will
continue to pursue retailers from the Mom
and Pop operations to the larger chains and
big box stores. Increasing and maintaining
our retailer base is the most sure-fire recipe
for increasing sales.
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B. Woosley: For Arkansas, our focus is
on building a loyal base of repeal players.
Our Player’s Club has a tremendous im-
pact on building player loyalty. We recemly
added draw tickets to our player’s club and
we hope that addition will drive our draw
ticket sales in the same way it has impacted
our instant ticket sales. In addition to tradi-
tional retail locations, in the future we need
to find new ways to market and sell our lot-
tery products to the generation of players
in their 20s and 30s. The raditional lottery
games of chance do not translate well to
this generation. Our challenge will be find-
ing ways to reach and captivate this genera-
tion with our products,
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B. Woosley: The past 12 months have
been a twmultuous time for the Arkansas
lottery. In the course of two months in the
fall of 2011, we lost our Director, both Vice
Presidents and our CFO. Our record break-
ing scholarship proceeds and sales numbers
are a testament to the quality of our staff.
We are up across the board on both our in-
stant and draw tckets, The biggest take |
have from this past vear is that our focus
on educating our players about our draw
games is working, that our instant ticket
program is healthy and that our Player’s
club is having the desired effect of encour-
aging loyalty among our players. We will
continue along that path and work to fine
tune and tweak both our instant and draw
ticket programs. #
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player game space. If regulations were 1o
evolve to allow the commercial operators in
the non-money game space o add a wagering
component to the games, they would have an
incredible portfolio of games launched and
available for public consumption in months.
They already have them available and are ap-
plying for licenses in the UK, and probably
elsewhere too. And they may find creative
ways to accomplish their goals of combining
social with games-of-chance, Lotteries need
to do the same thing - find creative ways to
meet the demand for mult-player games that
nclude a wagering component that is com-
pliant with regulatory constrainis and public
policy agendas, The window of opportunty
could close at any time, and it is frankly hard
1o imagine that lofteries could carch up once
Facebook, Caesars Entertainment, Betfair,
Zynga, and the like get their foot in the door,

Isn't there the opportunity for emerg-
ing economies and markeis to leapfrog a
generation of technology and in fact be
the early adopters of mobile and internet-
based gaming?

B. George: Absolutely. Jamaica is a good
example of exactly that, Cell phone technol-
ogy became affordable for most everyone
about ten years ago. There were approxi-
mately 150,000 active users in 2001, By
2008, that number had grown 2 million. So
the fact is that the emerging markets actually
are better poised because they typically don’t
have legacy infrastrocture that provides some
measure of service and that they have 1o pro-
tect. The impetus to leverage the technology
platforms and infrastructure that already ex-
ists in mature economies can be the ball and
chain that impedes progress and the adoption
of new technology. It is, paradoxically, the
very lack of legacy systems that frees emerg-
ing markets to evolve more quickly with the
adoption of new technology and the new
markets that they create, like mobile gaming.

In the past, developed countries sold ther
old technology to lesser developed countries.
So the lesser developed countries were always
one or two generations behind in technology.
Now, instead of building or upgrading an ex-
pensive land-based wired communications
system, emerging economies can move right
into the wireless world. Emerging markets
could become the early adopters of new tech-
nology. The implications of this are very inter-
esting, Insofar as there are fewer market-hased
obstacles to adoption of new technologies, the
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consumer markets are more flexible 1o evaolve
with the technology. This could enable the lot-
tery and gaming markets leapirog the mature
markets. So | think that internet-based gam-
ing could take hold faster in emerging markets
than in mature markets, Apple Computer is an
example of that. They were so far behind the
market and their competitors in the late nine-
ties that they had no choice but 1o invent the
next generation of consumer electronics and
user-interface.

Instead of playing catch-up, emerging
markets could become the source of true
innowation that will surpass that of mature
markets that are potentially stuck in the past.

Haiti is a good example of this. Haiti is
moving quickly from having a very limited
technological infrastructure to being on the
most advanced cellular platform. Mature
markets continue to have cellular communi-
cations networks using older platforms like
TDM, TDME, and GSM. The most advanced
standard is now GPRS (Global Packet Radio
Service, the basis for the *3G™ network ), The
cost of acquiring new technology is coming
down such that countries like Haiti can now
afford 1o move straight into GPRS without
having to figure out what to do about existing
communications platforms, The irony is that
Haiti will soon have a more advanced cel-
lular communications network than the more
developed countries,

Omne thing for lottery to worry about is that
cell phone companies may apply for license
to offer mobile gaming. It may sound un-
likely, but the key asset in this market will
be the customer connection and relationship.
It would be hard for anyone to compete with
a cell phone company that leverages ils ac-
count list to enter the gaming business.

The lottery revenue of SVL increased by
an amazing 28.15% in the first guarter of
this vear over the first guarter of last year.
What can you tell us about the lottery busi-
ness and this amazing growth trend that
you' ve gof going?

B. George: There are a few consumer
trends that are aligned with our own actions
to fuel this growth, The consumer wants more
OpLONS, more game content. S0 we are giving
the consumer what they want and increasing
the rate at which we launch new products. Our
cash-cow game. “Cashpot,” was launched ten
years ago and had two draws a day. That has
now gone W four draws every day. We have
acquired some of our competitors and added
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games such as the Pick-4 and Pick-3 games,
and been fairly aggressive in introducing new
products, We are simultaneously implement-
ing new games while increasing the draws of
the existing games. 1 can’l guarantee that the
28% growth rate is sustainable, but our rev-
enue will continue to grow in double digits
and not retreat from this higher benchmark
that has been established.

I should also acknowledge that part of the
increase is due to the depreciation of the ULS.
dollar, When the Jamaican consumer gets
more value for their Jamaican currency, they
tend 1o spend more. Too, the prize payout for
some of our games has increased, Our aver-
age game payout is now at 64-65%. So we
have adopted a model that allows for higher
prize pavouts to drive consumer interest and
sales. We believe that a pricing strategy that is
flexible to respond to competitive pressure in
the consumer marketplace 15 the best way 1o
increase profitability, The margins diminish a
litthe over time, but we believe that this is inev-
itable in a dynamic and growing industry, and
necessary 1o retain customer loyalty. The al-
ternative, high margins with declining market
share, is not a good long-term strategy even if
short-term profitability appears to be stable.

On the other hand, am I wrong in think-
ing that you don't want marging to erode
any faster than is necessary fo mainiain
market share?

B. George: Of course there is a tipping
point beyond which you are giving up mar-
gin without optimal impact on consumer
buying behavior. But we want to grow our
market and deliver the best value proposi-
tion, always. Having a constantly refreshed
portfolio of products along with an increas-
ingly powerful value proposition is our ap-
proach 1o meeting the needs of the consumer
as well as our stakeholders.

Well, for instance, it sounds like you just
described that youwr margin this vear is
somewhere around 35%,

B. George: Gross margin, yes,

Do you praject that next vear it will be
like 34%? Or more like 28%?

It’s really more a gquestion of the mix of
profits, We don’t have a strategy 1o deliber-
ately shrink margins in order to grow our busi-
ness. | am just saying that we are not afraid of
introducing products that have a higher payout
percentage just because they will have the ef-
fect of reducing overall gross margin. There



will be new gaming products and concepts that
have lower margins and we need to be flexible
1o pursue that business, A product that has a
25% gross margin, but adds incrementally to
the bottom line, is good for the business even
though it reduces our overall margin.

Being flexible 1o allow for changes in
marging (s more about being flexible to ex-
pand into new gaming categories than in-
creasing the traditional lotte revenne, You
don't want to allow the marging on your
lotte products 1o erode any faster than ab-
sofutely necessary. Even long-term profie-
ability of lotte is best achieved by tryving 1o
maintain that higher marvein, isn't if?

B. George: Absolutely, We look at
things on the increment, each product cate-
gory as an independent profit center. But we
also would want 1o avoid cannibalization
of high margin products by new products
that have lower margins. We simply want
to manage a portfolio of different prod-
ucts, different game concepts, and different
value propositions that appeal to the wide
variely of consumer profiles for gaming
products. Of course we do not want to in-
troduce products that would cause a migra-
tion of revenues from high to low margin
business, Maximizing the total profits, and
positioning our brands and our company for
long-term growth is what we focus on, not
margin percentages. Fortunately, 1 have a
boss that has had the patience to allow the
business to expand into new products and
new portfolio management concepts, Some
are more successful than others. We have
a combination of government stakeholders
and private shareholders, and they are com-
mitted to a five year horizon and not swayed
by short-term fuctuations,

In spite of being the exclusive provider of

lottery products in Jamaica, SVL operates
very entrepreneurially.

B. George: SVL is the exclusive operator
of lottery games in Jamaica, but our thinking
has to be very different from a monopoly. We
need 1o earn the right 1o be the exclusive op-
erator by delivering value 1o the consumer,
the government, and our siakeholders. The
government of Jamaica has the prerogative 1o
appoint other operators if they feel that their
mierests would be bener served by doing
that; which means that we need to perform
sev wiell that they do not feel a need o do that.

We can't leave gaps of unmet consumer

demand in the market-place. When it comes
to gaming, if we are not delivering value to
the consumer in any calegory or game, the
government is free to license someone else
to operate the games in addition to us. In-
cluding lottery, For instance, there might be
a new game that cannibalize other higher-
margin games such that it may be the right
business decision for the monopoly operator
to not offer it. But if it is a game the con-
sumer wants an we fail to offer i, then some-
one else may propose to the government that
they be licensed to offer it. In this sense, we
need to operate like a hard-driving commer-
cial enterprise, making sure that we meet
consumer demand, and recognizing that if
we don't meet it, somebody else will.

It would seem that part of vour jol is to
conrimunicate the accomplishments of SVL 1o
the shapers of public policy such that they
feel that Supreme Ventures is delivering the
everall optimal valne for the business,

B. George: Yes. But our main focus is
to in fact produce those results so that it is
apparent to everyone that SVL is exceeding
consumer expectations and that the market
does not need another gaming operator, Our
goal is to cover the market so well that po-
tential competitors look elsewhere for op-
portunily. And that has nothing to do with
communicating to policymakers, that has to
do with pure business.

SWL leverages its retail network to sell non-
lottery products, like topping-up cell phone

That is a good example of how technol-
ogy both enables and ohsoletes new business
opportunities. Cell phone operators needed a
way to avoid the high cost of preprinted cards
with 13-16 digit numbers that customers used
1o add prepaid calling credit (Top Up) 1o their
phones. The cost of printing and distributing
these cards, along with issues of managing in-
ventory and pilferage, was burdensome to the
cellular companies, We had the retail distribu-
tion and the transaction-processing technol-
ogy to enable them to top-up the consumers’
SIM card instead of constantly replenishing
with new plastic cards, Eliminates all the
costs and burden of distributing millions of
plastic cards, Good for the consumer, good
for the cell companies, and makes money for
SVL shaeholders. This was a fantastic idea
seven years ago. However, if vou fast forward
to today and you look forward into the future,
several things are happening that obsolete that
vialue added capability. The consumer can

o

now do phone-lo-phone and direct top-ups
and so has less of a need to go 1o a retail outlet
to buy a lop-up because there are these other
potentially more convenient options. Technol-
ogy gave our retail network a big competitive
advantage and now technology is taking away
that competitive advantage. By creating more
and maore options for the consumer to acquire
cell phone minutes, technology is eliminating
B2E layers in the distribution chain,

Decreasing ‘friction’ in the distribution
process is gomd for the consumer and the
praducer of services and content, b cre-
ates challenges for the B2B secior.

B. George: Of course. And all that is line
for those of us who see technology as dynami-
cally opening as many doors as it is closing.
We think SVL is as good as anyone else at fig-
uring out how to evolve at least as fast as the
market, to stay ahead of the curve with new
products, new business processes, new ways
1o add value 1o our consumer relationship and
compete in this dynamic competitive environ-
ment, That applies o all aspects of business
and products, not just distribution lechnolo-
gies. It certainly applies to lottery products.

Super Lotte is the muli-furisdictional
Jackpot game sold simultancously in the Dea-
minican Republic, Barbades, St. Maarten,
Anpuilla, Antigua, 5t. Kitts & Nevis and the
US Virgin Islands, as well as Jamaica. What
iz the futare? Why not combine with even
maore jurisdictions to create bigger games
for bigger markets?

B. George: | see Super Lotto as being a
stepping stone to a larger, world-wide block
of lotteries. There is tremendous opportunity
to expand the multi-jurisdictional games. Su-
per Lotto reaches about 13 million people,
That is not much more than the state of 11-
linois. The multi-jurisdictional games enable
even the smallest market to be an equal part
of an exciting gaming experience. There are
obviously many challenges to making that
happen. But the benefits to everyone are very
compelling. Multi-jurisdictional games will
continue to grow. The games themselves will
need 1o evolve 1o appeal 10 a more diverse
consumer base, and the technologies that
make them available 1o the consumer will
also need 1o evolve. And ves, we see Super
Lotto as the means to an end, the harbinger
of things that are much bigger. #
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Walter Bugno
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games through all different media. Meeting
that demand is opening up whole new vistas
for the operator, Operators are accessing new
consumer segments that may have preferred
one or the other channel. And the multiple
channel approach is creating a more con-
nected base of loyal, repeat customers.
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W. Bugno: It is much more cost-effective
for the operator to depend on their current
commercial partner to provide the technolo-
gies and solutions that integrate the various
channels operationally. The new frontier
for gaming operators is 1o build platforms
that fully integrate i-gaming with electronic
games. By designing the user interface and
protocols for ease of use and easy migration
from one channel to another, it greatly en-
hances the entire player experience. And it
enables us 1o deliver greater value 1o the op-
erator, because the content that we develop
for one channel can be implemented across
all channels. It is all about delivering great
games to the consumer and making them as
accessible as possible. We are simply pool-
ing our capabilities and resources 10 creale
and deliver great content to the player. And
ves, the benefits of this are being recog-
nized by the operators in the marketplace
all around the world.
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W. Bugno: | would clarify that statement
to say that while the government requires
higher standards of reporting and responsi-
ble gaming and other aspects of operational
control, the industry has very high quality
standards across all sectors. The distributed
gaming markets are an example of how our
experience in government gaming has pre-
pared SPIELO International lor the most
progressive new installations. The casino
indusiry has been talking for years about
server-based gaming, with a central server
to support an entire casino floor. We have
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a server-based system that supports an en-
tire country: ltaly. SPIELO International is
the industry leader when it comes 1o sever-
based platforms to support a system where
a small number of units are installed in a
large number of facilities over a big geo-
graphical region. And that is because we
have been fine-tuning that technology for
many years in the course of serving the gov-
ernment gaming markets.

Just as importantly, though, is that our
game content and casino products are now
also top tier. We have casino installations
throughout the U.S. and Canada, such as
Nevada, New Jersey, California, Pennsyl-
vania, Maryland, Rhode [sland, New York,
Delaware, Ontario and Alberta, as well as
in all major international casino markets
throughout Ewrope, Latin America and Af-
rica, and we continue 1o grow.

An example of where the transference of
higher standards has flowed in the other di-
rection s Player Loyalty and Rewards pro-
grams. The commercial casino sector was,
and is, far ahead of the government gaming
sector in their approach to Customer Rela-
tionship Management (CRM). CRM is now
becoming an important theme in the pub-
lic gaming sector. Responsible gaming and
more rigorous reporting and auditing are
being adopted in the casinos sector, and a
mare player-focused approach to building
a loyal customer base is being adopted by
the government-gaming sector. This trans-
ference of themes across the sectors will
not result in one big homogenous market-
place, but actually an even wider variety
of smaller differentiators that represent the
priorities of each jurisdiction and market.
Everyone everywhere will have access to
the highest quality in all things — product,
central server, game content, etc. Now the
challenge will be to customize for the in-
dividual needs of the public policy, opera-
tional, and specific marketing objectives.

\rir there some wniversal .'I."n."-n F=iEnre

themes thar will be a pars of all operators

W. Bugno: We think that enabling multi-
channel consumer access will be central 1o
everyone's strategies. That is why our mis-
sion 15 0 enable more people 1o play our
games than ever before, anytime, anywhere,
and on any device. And when you dissect
that mission statement of ours, there are a
couple of themes that resonate. The first one
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is that we firmly believe that gaming in the
future will be a multi-channel experience
for most people. We do not believe that con-
sumers will remain fixed on only one chan-
nel of distribution. It will be interesting 1o
see how much the player migrates the same
gaming experience across multiple chan-
nels. There is the online poker player who
may be sitting at home, playing on her PC.
Her friends come over but she wants to finish
her game while she visits with them, so she
continues to play by transferring the game
over 1o her iPad. Then they go out for din-
ner and she continues to play on her iPhone,
That's one thing. It will be easy for the on-
line player to transit across from one device
to another. The thing to watch, because it
will be more challenging, is the land-hased
casing player who wants 1o migrate to his
home device. He's playing in a casino, and
wants to win the progressive jackpot but has
to go home. S0 he goes home and logs into
the same game on his PC or iPad or iPhone
or Android device. That is not happening at
the moment, but will be soon. You can now
play the same title on a different device at a
different time, but not the same game.

Our goal is to make the experience truly
seamless. But again, the driver for this con-
vergence is the consumer who will want to
play multiple channels on multiple devices.
And operators want to be able 1o understand
what the player is doing. and communicate
directly with the player, as the player moves
across those devices, The industry buzzword
is “single view of the player.” This enables
operators to manage a relationship with the
player that is coordinated across all different
media and channels. The CRM programs
that deliver rewards and messaging (o the
players is implemented across all different
channels, from the iPhone to the electronic
game on the casino Moor, The operator wants
this single view of the player, but the player
also wants a seamless playing experience
that makes it super-casy to migrate from one
channel to another, giving her access to the
same games, as well as access 1o her person-
al account that manages the rewards system.
And she wants all of this with a player user
interface that is user-friendly, and that has
a familiar look and feel with its menus and
navigational protocols.

D you see the growth rate cortinng of

the same double digit + rares?

W. Bugno: Our interactive division,



GTECH G2, is entering a very exciling
phase. All around the world, online gam-
ing is growing and changing with new
game concepts and new ways o inlegrate
the interactive expericnce with other chan-
nels and media. And when you look at the
global market, you recognize that there are
still many large markets that have yel to
even legalize and regulate online gaming,
the United States being the most promi-
nent case in point. And even in the markets
where online gaming s more developed,
like Western Europe, it is still a relatively
small share of the market in terms of rev-
enue, and small in terms of exploiting the
full potential, because interactive gaming
will evolve over time. Even there, the mar-
ket is still in its infancy, and yet we can see
that interactive gaming will have a dramatic
impact on the entire industry. Everyone can
see the potential for it to completely change
the player experience. And as regulatory
frameworks evolve and the player adoption
of the new technologies evolves, complete-
ly new opportunities for adding value will
become apparent. That represents a huge
opportunity for us to enhance the player

experience by creating this new world of
interactive gaming. Social gaming is huge
in the popular non-money game world. It's
only a matter of time before casino-style
games merge with social gaming, and that
will have a huge impact. | would say there
is no lack of opportunity for a creative, mar-
ket-driven company to add value, be a part
of these tremendous industry trends, and to
grow and expand its own footprint on this
exciting indusiry.
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W. Bugno: Firsi, there are numerous reg-
ulatory issues to be resolved, But as regards
to social zaming, | am not sure that we will
see a seamless adoption of Zynga-siyle
games to slot machines. We have games
that are social. Bingo is a very social game.
Poker would appear to be social because it
involves multiple players. But the player
experience is pretty much an individual
experience in poker. You don't see the chat
room lighting up with lots of interaction
during a poker game.

However, if we break down social gaming

Philippe Viaemminck . contiued from page 55

So the systemn is being challenged in count for
discriminating against land-based operators.

It is not for me 1o say how low or high a
tax rate should be. But we should recognize
that the tools to prevent the consumer from
accessing illegal websites are in place and
proven to be effective. Licensed operaiors
who pay taxes are nol al a disadvantage over
illegal operators who do not pay taxes be-
cause the consumer is not able to play on the
illegal sites. And the tax structure should be
viewed as a part of the big picture. Attlempts
o wse loww tax rates 1o help one interest group
can have many undesirable consequences.
Treating all categories equally is not just
a matter of faimess. It is also a matter of
maintaining stability in the market-place
and ensuring a long-term sustainable indus-
try. Promoting Internet gambling, which is
considerad 1o be a more dangerous form of
gambling, by taxing those activities less than
land-based gambling seems 0 me an incon-
sistent policy,

Whar ave some of the legal issues thar Eu-
rapean lottery aperators will be facing in the

next year!

P Vlaemminck: Many of the guestions
that relate to the big issue of member states’
rights to regulate the industry have been ad-
dressed. There is still need for further clarifi-
cation, but we are well on the way 1o getting
that. There remain countless detail issues that
will always be coming up.

Many of the laws and principles that have
been established 1o apply 1o internet gaming
will be very useful precedent for the regula-
tion of social gaming. Bul the convergence
of channels, media, and games will intro-
duce new issues. The restructuring of man-
agement structures such that government op-
erators are now offering commercial services
and commercial partners are moving into the
operator space as private managers will fur-
ther complicate the business of regulating
and taxing the industry, The most imporiant
thing is for all of us who have a stake in the
long-term sustainability of this industry push
hard for legislation that is logical and serves
the interesis of the public. #

FPhilippe Viaemminck is widely regard-
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into its constituent parts, there may be ways
to integrate the most interesting aspects of
social gaming with casino-siyle gaming.
For instance, there is a new game concepl
called episodic gaming in which the player
progresses through stages, and can inter-
rupt the play and continue the next day. The
plaver logs on, enters a code, and then picks
up where the game left off the previous day
or week. That replicates the episodic experi-
ence that is a part of most social games.

1 would submit that we want to be care-
ful about thinking that we need to become
something we are not. People love casino-
style games and poker and lottery for what
they are. Cernainly we need to continue 1o
evolve them and keep them fresh and in-
teresting. But we don’t need to become the
Farmville of slot machine games. We want
to waich carefully and analyze consumer
trends to see what is popular, and try 1o
understand what makes it popular. But we
need to look even more carefully at gam-
ing indusiry players and make sure that we
keep a laser focus on their game styles and
preferences, and not assume they all want to
play Farmville or Angry Birds. #

ed as a leading plaver in the current de-
hate on gaming and gambling in the EU,
and has been involved in every gambling
case before the CIEU and the EFTA court,
He joined the ALTIUS partnership on st
July 2011, where he heads the EU Regula-
tary and Trade Practice. (e-mail: philippe.
vigemmincki@altins.com)

The independent law firm ALTIUS brings
together the knowledge and experience of
more than 60 lawvers, in practice areas
including Corporare, M&A, Banking & Fi-
nance, Real Estate & Regulatory, Employ-
ment & Pensions, Commercial & Compe-
tition, EU Regularory & Trade, ICT and
Intellectual Property fo deal in the mose
efficient way with the business and profecis
af ies Belgian and international clients. AL-
TIUS net ondy affers creative tailor-made ad-
vice but also handles national and interna-
tional transactions and high-level litigation.
ALTIUS co-operates closely with the tax-law
firm Tiberghien. Move information is avail-
able at www.altius.com.
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ently from what has always been done. But
PMASs are actually based om a comprehensive
application of best practices as they have been
applied at the top-performing lotteries around
the world and on a thoughtful and prodent de-
cision-making process that is driven by scien-
tific interpretation of the facts. PMAs require
recognition that complex problems are best
solved by a scientific approach. The tools o
do this are available and their effectiveness is
proven and demonstrable,

The decision-making process driven by
a best practices methodology is not a linear
calculus of just applying numbers to get an-
swers, The analysis includes a holistic ap-
proach to inferring the meaning of the data
and the experience of turning the results into
an action plan. It is an integration of infor-
mation pertaining to the local gaming cul-
ture and existing local environment. And it is
the leveraging of this data that tells us what
works and what doesn’t work. This can make
the difference between success and failure,

Hlinois wenr from mudltiple instant game
suppliers to fust one supplier, Northstar Lot-
tery Grroup. I's that the best mode! for driving
innovation, change and ageressive execulion?

J. Kennedy: Scientific Games' role in
Northstar is to produce and distribute 1005
of the instant games in [linois. Most of the
highest performing lotteries have a primary
instant product relationship with a single sup-
plier providing 80 or more of their portfo-
lio of instant product. There is no evidence 1o
support the idea that lottery needs a variety of
partners o create “the next great game™ if the
suppliers are operating independently from
one another. Lottery games must be man-
aged and integrated like any other consumer
product category, And when you look at the
LLS. lottery industry, you'll find that last year
Scientific Games produced more than 75% of
the best selling instant games.

That's interesting, because in our last is-
sue, Paul Sternburg, Director of the Mas-
sachusetts Lottery, walked us through the
process of evolving the design of an instan
game for the purpose of increasing sales. It
struck me that what he was describing was
not so much individeal *games,” but a con-
sumer product managed as a category.

J. Kennedy: That is exactly right. The
instant game is a consumer product category
and a lonery’s portfolio of instanl games is
best managed as a product category not a
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collection of individual games. Historical at-
tempts o segment the marketplace into dif-
ferent demographic profiles and consumer
groups, and design and market individual
games o appeal 0 those target markets, has
proven to be an ineffective approach to in-
stant product management, but it continues 1o
be practiced when in most cases the lottery
manages the entire category of the product
not as brand within the category, The purpose
of designing the instant game — and develop-
ing strategies o advertise, promote and dis-
tribute the game — is much betier served by
managing it as a holistic product category as
opposed 10 a collection of individual games.
Said a different way, instant games are an
integrated category to be managed and posi-
tioned for overall performance, not as single
products launched to capture the attention of
segmented consumer groups. Al Scientific
Crames, we refer to it as the instant product
category, not the instant game category. This
sets the stage for integrated development of
the elements of the marketing mix and for the
execution of an entire program for the instant
product category. This helps clarify the un-
wieldy process of deciding which 50 games
1o bring 1o the marketplace over the course
of the next 12 months and how to present the
category to consumers and retailers.

The Massachusetts Lottery and Paul Stern-
burg have done a fabulous job doing exactly
that. The result is that the lottery with the
highest instant games per capita sales in the
world, the Massachusetts Lottery, continues
o increase its per capita sales. They set the
bar higher than anyone and then they pass it
Gratta Vinci, the lottery in Italy, is another
top-performer with the highest otal sales of
instant games in the world, Let’s refer back
to Scientific Games' best practices principle
that there 15 more commonality 10 human be-
havior throughout the world than there are dif-
ferences. Think about it: Massachusetts and
Italy, These are two completely different mar-
ketplaces with two completely different gam-
ing cultures, lotlery operations and regulatory
structures. And yet there are far more similari-
ties between these two top-performers than
there are differences. Most lotteries do not
have nearly as high marketplace penetration.
First, these two lotteries have the fewest num-
ber of game launches, Second, they manage
the entire category for optimal overall perfor-
mance. They make sure that products work
well together and produce a synergistic result

®

in the marketplace. They make sure games
are on the street long enough for people o un-
derstand them. Everything they do is defined
by the approach to marketing instants as an
integrated consumer product category. Like
Coke, or Starbucks or McDonalds. What was
the first thing Steve lobs did when reviewing
the product mix of Apple when he came back
as CEO back in 19777 He slashed the num-
ber of products from something like 15 down
to four. Effective benchmarking includes the
observation of what works in successful busi-
nesses like these. When we can combine the
direct evidence of what happens in our own
industry — with two of the most successful lot-
tery operations in the world, along with the
experience of other top-performing lottenes —
wie can create guite a wealth of best practices
to benchmark against. The principles that ap-
ply at the world’s best consumer marketing
companies like Apple and Coke, and at our
best performing lotteries from all around the
world, share many common atinbuies, We
know what these principles are and how to
implement them; our opporunities for growth
lie in their execution.

Increasing the prize payvout seems to have
waorked wonders for the California Lottery.

J. Kennedy: California was the last big
state that had severe restrictions on prize
payouts. Louisiana and Oklahoma are
still restrictive and this definitely impedes
growth, California grew £700 million, or
35%, year-on-year in their instant business.
That’s huge growth, But this wasn’t simply
about increasing prize payouts. Having the
flexibility 10 manage prize payouts 1o dif-
ferentiate the products, adding value to the
higher price point tickets and such, is the key.
This Aexibility enabled California to design
games with other attributes that enhanced the
entertainment value by putting more prizes
in their games.

The average payout in the United States
on instant games is about 67%. Based on re-
search that Scientific Games has conducted in
multiple jurisdictions, we think the optimum
payoul to generate the most net profit to good
causes should be somewhere in the neighbor-
hood of 72%. So right now we estimate the
entertainment value at most LS. lotteries to
be a good five percentage points below what
it should be 1o oplimize net income.

Don't we want to stageer the rate of in-
crease of prize pavout, dole them out in ju-



diciowsly small increments in order 1o eke
aut maximem promational value for the
longest possible time?

J. Kennedy: Like everything, prize pay-
out needs to be managed properly. But it is
a mistake to think of it as some kind of slip-
pery slope that leads 1o margin erosion and
eats into net funds for good causes. Problems
in profitability usually lie elsewhere. Look
at Massachusetts, with the highest U.S, per
capita instant sales at $447, With a 77% prize
payout, they have had the highest prize pay-
out percentage in the ULS. for many years. But
they also have one of the highest per capita
net revenues, Insofar as the measure of perfor-
mance is funds to good causes, Massachusetts
ranks number one in the ULS. for this oo,

The view that increasing prize payouts is
a slippery slope has actually been around for
decades. It dates back to when lotteries were
starting up at the rate of two or three a year,
There was the burst of enthusiasm with the
strong early adoption. And then there was
fall-off from the growth curve, We can con-
trast this era with lotteries that have started
up more recently. Arkansas, for instance, is
the most recent starl-up and the Lottery im-
mediately climbed 1o one of the highest per
capita sales in the country, Scientific Games
worked with the Arkansas Lottery to start
with the best games, best designs, the best
payouts — the best of everything in every way.
We launched the Lottery with a lovalty pro-
gram that allowed plavers to get value from
their non-winning tickets. We've learned over
the vears that if you give the consumer the
best experience, they will continue to support
the retailers where they buy their games — and
retailers will make the effort to generate more
lottery sales so ultimately more dollars will be
created Tor profits and more Kids will receive
a college education. And so what we see now
in Arkansas, unlike what we saw back in the
day when sales dropped off, is consistent and
steady growth of their product category, The
growth rate has settled down a bit, but there
was no drop-off from that incredible burst
of energy at the launch. The same was true
of launches a few years back in Georgia and
Tennessee. Hopefully under new leadership in
Oklahoma there will no longer be restrictions
that prevented the Lottery from launching this
way and creating the necessary pull from con-
sumers following their start-up phase.

But how do vou retain the attention of the

consuner i vou give them all you've got up
front? Don't yvou want to manage the pro-
cess so that you can create the perception
af always giving plavers something more?

J. Kennedy: First, if you are really giving
them the very best all of the time, the con-
sumer knows this, responds 1o this, and will
have a level of loyalty that won't be so fickle
and willing to tune out. Apple just focuses on
creating great products — they have acerued a
lovalty based upon consumer perception thal
Apple is wholly dedicated to producing great
products. A simple philosophy that works.
Second, of course we do introduce new prod-
vcts and product innovations all of the time.
As much as we focus on creating the very
best products right now, we are also just as
focused on continual improvement, always
creating more exciting products to replace or
augment the current exciting products. There
15 no reason 10 hold back, or stagger quality
ideas in a misguided notion that this is the
best way to get maximum value from each of
them. Just go for it but keep working 1o cre-
ate something even better, We are constantly
creating new innovations like interactive 2nd
Chance games, our For Life family of games,
Micromotion™ printing technigues, electronic
instant game bonus extensions and retail pro-
motions. Scientific Games will continue 1o
roll out exciting new product and promotional
concepts, That’s our job, We set the bar high
and we are always working to surpass it. Be-
cause you're righl, you must continue intro-
ducing new and exciting products 1o capture
the imagination of the consumer.

Part of this is to recognize that much of
the engingering is integrated into the games,
things like the prize structure, patterns and
price point mix, and the many elements that
go into making a good solid game design.
These are all fundamental to the category.
But together, the artwork, the execution and
the look of each game are a balance of new
and familiar. 1It's a balance between the en-
gineering that goes into the game and the
aesthetics of the game. The families of MO-
NOPOLY™, Lifetime and multiplier games
are good examples of underlying engineer-
ing that is built on deep experience, yet the
feel and play of these games is fresh and new.,

It has always seemed to me thar lotteries
could update their risk assessment model,
The average ner profit for commercial firms
is around 6%. For lotteries, it's more like

®

30%. The upside porential for a good idea
is literally five times greater for lotteries
than it is for commercial companies, If lor-
teries can't assume the small downside risk
in spite of the huge upside potential, why net
aufsource the risk to their commercial pari-
ner and pay for it with a small percentage
in senme form of profie-sharing arrangement?

J. Kennedy: OF course, that is the basic
principle of the Private Management Agree-
ment (PMA) model. The Tlinois-style PMA is
currently being considered in states like Penn-
sylvania, New Jersey, Indiana and several oth-
ers, But the PMA is one of several ways 1o ac-
complish this. There are other ways to increase
investment, 1o reshape the lomery’s approach
to be more sales focused. Scientific Games has
Cooperative Services Programs (C5Ps) and
Properties Plus® programs that enable a lottery
10 putsource the risk and up-front investment
in retum for a share of the profits,

One way or another, we need to unlock the
hidden value of lottery. As lottery suppliers,
we have the wols o do so much more than
the lotteries allow us to do. In lllinois, for
instance, instants increased by $345 million
in the first year of the PMA. But there was
nothing we did that we hadn’t previously
recommended to Ilinods, They were focused
more — as most lotteries are — on operations
and controlling costs and, as you are point-
ing out, eliminating risk.

Application of effective consumer product
category management and  state-of-the-art
player loyalty programs are two lop-of-mind
things that could add transformative value to
most lotteries. The point is that stale povemn-
ments need to know that their own lotteries are
capable of doing so0 much more if they receive
the proper investments and incentives, Most of
the things that a private manager would do can
be done right now by the lotteries themselves
in partnership with vendor partners. It"s simply
a matter of shifting the focus 1o growth.

As much as there is talk about being fo-
cused on bottom-line retums for good causes,
the reality is that from a husiness management
point of view, this is a top-line sales-driven
business, This is why an Apple comparison
is useful. Apple’s net profit is about 24% and
lottery’s net profits are higher, When the mar-
gins are as high as they are in lottery, and the
various costs relatively low with little room to
reduce further, the focus should be on maxi-
mizing sales. For example, the average lotlery
makes a dollar of net profit for four dollars in
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instant sales, The business plans and vendor
contracts of lotteries tend to focus on operat-
ing expenses, as though the way to generate
more funds 15 1o save money on the operal-
ing side of the business. The opposite is true,
Lotteries need to invest more money on op-
erations because increased sales are a boon 1o
profits. As a percentage of sales, the operat-
ing expenses of lottery are too low. A revenue
siream of billions of dollars requires invest-
ment. The value of the asset is actually dimin-
ished by withholding proper investment.

Lotteries don’t necessarily need 1o have
a PMA to invest in the business. But what
15 needed is 1o operate like a professional
consumer products company, which means
investing in the business. Compare the con-
sumer experience of an Apple customer (o a
lottery customer. Apple invests not just in the
products, but in the whole business with 1otal
dedication to creating a memorable consum-
er experience from the store environment, to
packaging 1o the product’s user interface. As
profitable as Apple is, the returmn on invest-
ment (ROI) for them is actually somewhat
lower than the RO for lottery. The breakeven
on any lottery investment in plavers clubs,
creative promotions or any kind of internet-
based marketing is four times sales. This is
unbelievable leverage.

Solutions are not readily forthcoming
even though lottery executives understand all
of this. Government just tends to gravitate to-
wards that which is mosi familiar. Therefore,
govemnment procurement procedures focus
on purchasing instead of investing in sales or
even overall performance, Instead of look-
ing at the operating budget as the engine that
drives sales and profits, loteries lend Lo view
money saved as money that goes directly 1o
the bottom-line.

It seems hike policymakers in LLS. state
governments are recognizing this and are in-
creasingly exploring the possibility of pursu-
ing PMA and other investment approaches.
State governments are recognizing that the
way o generate more bottom-ling income in
this business is to focus on top-line sales, not
cutting investments. Combine this trend with
the trend towards interactive extensions of the
products and the continued growth in all the
traditional lottery products and 1 think this is
one of the most exciting Mes we've seen in
the business. It is a time of genuinely transfor-
mitive and substantive change. When we look
back five years from now, we will be amazed
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at the way the lottery business has changed.

Our counterparts in the casino gambling
sector have been extremely successful at
turning an anonymons plaver base into a
loval base of repeat customers. How amaz-
ing would it be if lottery could manage to
convert its incredible base of anonymous
custoniers inte a loval custoner base of in-
teractive players?

J. Kennedy: 1 think that is exactly where
we are headed, Players clubs and loyalty pro-
grams are the key to making it happen. Play-
ers register for 2nd Chance games so we ane
capturing the consumer information needed
to manage the customer relationship. We are
building a rich data set of consumer metrics.
Players are entering about 30% of non-win-
ning instant tickets entered into our Poinis for
Prizes® programs. And that's across hundreds
of thousands of players in Arkansas, Tennes-
see and lowa, This will form the foundation
for 4 more comprehensive Customer Rela-
tionship Management (CRM) approach to
the business, And it"s this CEM approach that
will enable us to build a fully interactive one-
to-one relationship with the consumer.

You just returned from China. Sales have
been growing at a phenomenal rate since
Scienrific Games launched the China Sports
Lottery four vears ago, Is this sustainable?

J. Kennedy: The China Sports Lottery is
up 48% vear-on-year from growth in sports
betting and what they call high frequency
games like Keno and video lottery terminal
games, On the instants side, | would call it
a ‘sophomore slump.” It is actually a very
typical syndrome. The enthusiasm of the
new product launch creates momentum that
can last a few years. But al some point, that
initial blush wears off and you have to shift
into the next phase of marketing, which is
tor focus on the retailers and make sure that
they are adequately supported. The many de-
tails of execution become more important —
things like merchandising and supply chain
management, China is such an enormous
marketplace that attention o systemic mal-
ters relating to merchandising and distribu-
tion are critical o success.

When were instants launched in China?

J. Kennedy: The China Sports Lottery
launched their new instants program in 2008

to correspond with the Olympics. We sold
our first China Sports Lottery instant game

o

in March 2008, By the end of August 2008,
we were selling China Sports Lottery instant
games n 31 Chinese provinces, It was re-
markable. And so we went from zero to ¥10
billion ($1.57 billion ULS.) in 10 months that
very first year.

That is remarvkable, And the phenomenal
growth continned,

J. Kennedy: Absolutely. The China
Sports Lottery did nearly ¥20 billion ($3.1
billion) last year. We started to apply best
practices to drive continued improvement.
It worked so well at the Sports Lottery that
the Welfare Lottery started to mirror us and
achieve similarly great success. Since they
were following us, the Welfare Lottery re-
mained maybe six to nine months behind
in the themes, price points, call-outs, prize
structures and distribution—the whole set of
best practices. And so it’s really gratifying to
actually see that even though we're supplying
games to the China Sports Lottery, the China
Welfare Lottery mirrored what we were do-
ing and validated some of the core values
that Scientific Games has held for years, One
of those central values is that there is some
fundamental commonality that cuts across all
cultures. Markets and gaming cultures may
differ, but there are more commonalities to
human behavior than there are differences.

The high early-stage growth rate from a
small baseline can't be maintained forever.
So are you saying that as the market pencira-
tion reaches a certain level, a certain point
af eguilibrium, the growth rate will level off
a lintle bir and vou must shift to a srategy
af service, distribution and maintenance of
repear business, as well as push for growth?

J. Kennedy: Yes, this is our experience
in the countless start-ups and re-launches we
have implemented around the world, Each
start-up has the benefit of the knowledge
gained from previous stari-ups. The Arkan-
sas start-up in 2009 had the benefit of 30-35
loftery start-ups in the LLS. we had done be-
forehand. The China Sports Lottery start-up
had the benefit of our long history of expe-
rience all around the world and the data we
have acquired from decades of operation in
all vaneties of marketplaces. The basic tra-
jectory is similar with all start-ups, It begins
with a wide consumer adoption of the games
surrounded by lots of media coverage and ex-
citement from the public. OF course, we work
to maintain the momentum of that initial high



level of awareness and support. But we know
we have to prepare for transition to the next
phase, which is where the real work begins:
the focus on execution and the countless de-
tails that drive the success of the business.
This is when we need to apply the methods
and the real science of managing a complex
consumer product category, It is when the
lottery operator and its commercial partner
must work together to control the transition
into the middle stage of the product life cycle,
where properly managed growth will still be
stromg. If vou look at the best performing lot-
teries across the world, and certainly now in
China, every single one of them has come to
this point where they have to drill down into
the details of execution, engage the retailers
and the players, and tie the products, promo-
tions and merchandising together to create a
package that makes sense to the consumer.,
The imponance of effective management
processes kicks in after that initial excitement
of the launch begins to settle, But we have
had decades of experience at doing just that
and the strong results of this past year reflect
this. In the LS., for instance, sales in the in-
stants category increased nearly 109, from
$32 billion 1o $35 billion. And there wasn't
one new start-up. It was all accomplished
with solid execution at established lotteries,

Whar are some of the basic things that
veu do i switching to the mode of murtir-
ing an established market?

J. Kennedy: [t’s really important to bench-
mark. The gaps and opportunities are revealed
when you correlate the vanous indices of per-
formance and then compare those 1o other
marketplaces, The numbers tell the story. Bes
practices should not be applied as an academ-
ic exercise or a method to point out who is do-
ing a good job, Applied comectly, the bench-
marks do two things. First, they provide a tool
for assessing performance in all the different
areas of the business, Interpreted comectly,
they show you precisely what can be done
to improve performance and results, There
are the hig-picture issues like the relationship
between payout, price point and sales. We
look at the number of games launched and
the whole business of managing a portfolio of
products for optimal overall results — includ-
ing same store sales and the methods of the
top-performers. We've had discussions about
the limitations of the science of data-driven
decision making, You are corect in saying
that data never gives us the whole picture.
Interpretive analyses must convert the data
into insights that truly inform the decision-
making process. Bul sull, we need 1o stant
with the data. And we need to trust the facts

more than our subjective interpretive skills,
Because where the science becomes really in-
teresting is when you compare the huge vol-
ume of data across many jurisdictions around
the world. [ become more convinced of that
over time. Benchmarking for us at Scientific
Games involves over 30,000 instani games
and innumerable variables that impinge upon
the outcomes., The number of permutations
and combinations of the comelative analyses
is mind-boggling, We measure performance
across all different dimensions and varieties
of atributes. Then the analysis of the data
informs the whole benchmarking process o
tell us how and where there are performance
differentials and performance enhancements,
and how we can change things to improve re-
sults and produce bener outcomes,

Instant products are the most intriguing
category of games in the sense that the po-
tential for creative 1o add valoe is unlimited.
This tends to invite people 1o mix the process
of data-driven analysis with their creative
impulses. It requires discipline 1o ensure that
decisions are driven by the facts and not by
subjective opinions. Scientific Games has
an extensive understanding of the science of
the instant game category, informed by over

H500 billion in instant game consumer sales,
Today, the information needed to make smart
decisions is available and we are using it.

The Door is Now Open for Multistate Interactive Lottery Games .. cotrued fom page 67

teries to collaborate on a multistate interactive game would reqguire
congressional consent.™ Although the United States Constitution sug-
gests that Congress must approve all agreements between or among
states,” the United States Supreme Count has held that congressional
consent is required only when an interstate agreement “enhance(s] state
power to the detriment of [the power of the federal government].™ In
LS. Steel v. Multi-State Tax Commission, the Supreme Court held that
an interstate tax agreement among several states was not the type of
inferstate agreement that required congressional consent, The agree-
ment was held o not enhance state power (o the determent of federal
power, because: (1) it did not authonze participating states 1o exercise
any powers other than those they already had prior o the agreement; (2)
state soversign power was nol delegated o the newly-created interstate
agency; and (3) each participating state retained its ability to adopt or
reject mules and regulations developed by the imlerstate agency and 1o
withdraw from the agreement at any time. In addition, the United States
Court of Appeals for the Third Circuit has held that an agreement be-
tween states does not encroach on federal power when the subject of the
agreement concerns “areas of jurisdiction historically retained by the
states.” Gambling, of course, is an activity historically left to the regu-

o4

lation of the states. Accordingly, agreements among states pertaining to
interactive gaming could be entered into without congressional consent
provided they were consistent with the aforementioned conditions.

In summary, the Dol’s December 23, 2011 opinion has opened the
door o the collaboration by state lotteries on multistate interactive
lottery games. Provided such games are lawful under the laws of the
participating states and do not involve sporting events, the interstate
transportation of physical lottery tickets or the interstate mailing of
any check, money order or other ticket purchase consideration, the
conduct of such games would not violate federal law, Moreover, con-
trary to claims made by supporters of federal internet gaming legisla-
tion, a properly-structured multistate agreement govermning the con-
duct of such multustate interactive lotiery games would not réquire
congressional approval or consent. #

Mark Hichar is a Partner with Hinckley, Allen and Snyder, LLP
and is the Chair of its Gaming Law Practice Gromp, He works out of
the firm"s offices in Providence and Boston, Mark is a frequent wrirer
and speaker on developments in Gaming Law and related regulatory
actions, Mark received his B.A. degree from Yale University, and his
1D, from the University of Chicage Law School,
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As is now well known, in an opinion announced December 23,
2011, the United States Department of Justice (“Dol™) reexam-
ined the Wire Wager Act of 1961' and reversed its long-standing
position that the Act applies to all types of wagering. The DoJ de-
clared that the Wire Act — which prohibits gaming businesses from
using wire communications facilities to transmit wagers and re
lated information across state lines — applies only to wagering in-
volving sporting events.” The Dod's historic position, coupled with
its claim that the Wire Act applies to transmissions between points
in the same state when intermediately routed out of the state, had
effectively frusirated states and state lotieries that sought o con-
duct gaming via interactive systems (e.g., the internet and mobile
communications systems) in order to increase revenues for good
causes and help address state budget deficits,

As a result of the Dol opinion, the only remaining federal legal
restriction on the conduct of interactive gaming by state lotter-
ies 15 a limited restriction on the ransmission of information 10
be used for the purpose of procuring for a person in one state a
ticket of a lottery conducted by another state” — provided such in-
teractive gaming is lawful in the states in question and does not
involve sporting events, the interstate transportation or mailing
of physical lottery tickets or the interstate mailing of any check,
money order or other ticket purchase consideration (the “Condi-
tions"). As discussed below, however, even the law restricting the
transmission of lottery information does not apply if such conduct
is permitied under an agreement between the states in question,
Accordingly, there is no legal impediment to state lotteries agree-
ing to conduct one or more multistate interactive lottery games, if

such are permitted under applicable state law and are otherwise
consistent with the Conditions. Moreover, and contrary to claims
made by proponents of federal internet gaming legislation,* such
an interstate agreement would not require congressional approval,

Several federal statues assist states in enforcing their existing
restrictions on unlawful gambling, but none would restrict the op-
eration of a multistate interactive lotlery game conducted in ac-
cordance with the Conditions. The Illegal Gambling Business Act®
makes it a federal crime for a business of a certain size to operate
a gambling business, but it applies only if the business operates in

violation of state or local law. Similarly, the Travel Act® prohibits
the use of any “facility” in interstate or foreign commerce to distrib-

ute the proceeds of, or 10 promole, manage or carry on, any business

N —I_ : RACT| \/ E involving gambling, but it applies only if the activity violates appli-
L cable state law or a different federal law. Further, while violation of

- the Imerstate Transporation of Wagering Paraphernalia Act” does

O | E RY GAM ES not require the violation of a state or other federal law, it expressly
— exempts from its prohibitions “equipment, tickets, or materials used

or designed for use within a state in a lotiery conducted by that state
acting under authority of state law.™ Finally, federal laws known as
1 the “anti-lottery laws™ prohibit, among other things, the intersiate

transportation or mailing of lottery tickets, advertisements and prize
lists," and the mailing of lottery information, advertisements and

s andd Mew York we Use the Internet and Chat-of-Siate Transaction Processers
M1 (ssued December 23, 2001, p 1200 35 18 LLSC. §1301; 4) Frank Fahmenkopl, Presadent of the American Gaming
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b insighs'] 26 | fus-paker-fact-or-Action. i t accessed Aumest 16, 2012); 5) 18 US.C. §1955; 6) 18 U.S.C. §1952; T) 18 LL.5.C, §1953; 8) 1d.;
s T postal law a1 38 UUE.C 30050 10) 18 LLS.C, E5130 VIE LSO §1302: 12) 18 US.C. 1M
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ticket purchase consideration." However, expressly exempt from
these prohibitions are the following:

(1) an advertisement, list of prizes. or other information con-
cerning a lottery conducted by a State acting under the authority
of State law which is —

(A) contained in a publication published in that State or in a
State which conducts such a lottery; or

(B) broadcast by a radio or television station licensed to a loca-
tion in that State or a State which conducts such a lottery.”

Finally, the Unlawful Internet Gambling Enforcement Act of

2006 (the “UIGEA™)" applies only to wagering that is unlawful
under any applicable state law or different federal law. Thus, the
UIGEA would not apply 1o interactive wagering conducted by
state lotteries under the authority of state law and otherwise in
accordance with the Conditions.

At present, the multistate online lottery games Powerball® and

Mega Millions® are run by the participating stales on separale sys-
tems. Each state has its own separate computer system." Winning
tickets need to be presented for payment in the same state as that
in which they were purchased.'” Money is transferred among the
states in accordance with the agreements among them o accom-
modate payment of prizes. At the present time, players in [llinois
can play Mega Millions via the internet,'” bui players in other
Mega Millions siates must purchase their tickets ar lottery sales
terminals in their lottery jurisdictions selling the game. Powerball
tickets can only be purchased at lottery terminals in lottery juris-
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dictions that participate in Powerball.'™

While physical lottery tickets cannot be transported across state
lines, and neither they nor tickel purchase consideration may be
mailed across state lines," no such restriction exists with respect
to electronic (i.e., intangible) lottery tickets or electronic purchase
consideration such as would be involved in the play of a properly-
designed multistate interactive lottery game. In addition, although
federal law prohibits a business that procures for persons in one
state tickets of a lottery conducted by another state from knowingly
transmitting in interstate or foreign commerce information to be
used for the purpose of procuring such tickets," the law does not
apply when such activity is permitted pursuant to an agreement be-
tween the states in question, Indeed, this restriction might not apply
to begin with 1o an interactive lottery game conducted by several
states collaboratively, because the game could be considered to be
“conducted by™ each participating state (and thus, arguably, tckets
for the game would not be considered tickets of a lottery conducted
by another state). Regardless, since the participating states would
mevitably enter into an agreement regulating the conduct of the
multistate interactive game, even if the game were considered to
be “conducted by™ a state other than the state in which the ticket
was purchased, the agreement among the states could simply make
clear that such cross-border sales activity was permitied.

Finally, some have claimed that any agreement among state lot-
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