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GTECH brings the best gaming products to players
around the world through millions of hours of
expertise across all segments and channels.
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Subscribe to our new Daily

News Digest Industry news gels
reporied 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

i5 the most comprenensive news
and information resource in our
industry, PGRI's Morning Repart
is aur weekly electronic news|atter,
providing you with a synopsis of
the previous week's industry news

PGR Institute is much more than a
news agoregater. We follow-up on
the news to deliver the perspective
and genuine insight you need 1o
undersiand the gaming industry and
how it is likely to evolve, Any ques-
lions or comments, e-mail Paul

Jason at pjason@PublicGaming.
com ar call US. + 425.449 3000
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Industry conferences provide a looking
glass into the most carrent hot topics and
issues, the most forward-looking success
strategies, and the opporfunity 1o visit with
the leaders who are making it all happen.
The character and focus of these events
differ quite distnctly from one another,
The speakers and panelists at the European Lottery Association Con-
gress (www.european-lotteries.org) all hailed from Europe. The NASPL
Professional Developmen Seminar focuses on operational issues with
different tracks for evervthing from Retail to IT to Auditing. NASPL's
annual conference and trade show (Providence, RI the first week of
Ocrober, See www NASPL.org) is the seminal North American lotiery
event and focuses on big-picture issues. And PGRI's spring and fall con-
ferences endeavor to deliver an experience that differs from and aug-
ments that of the indusiry association evenis,

The thing is, we can leamn from all of them. In fact, we can perhaps
learn more from the experience and insight of those who operate outside
of our own isolated slice of the universe, A big theme at the EL Congress
was the importance of looking outside of owr industry for inspiration
and ideas for how we might move our own businesses forward, The key-
note speech (Hamish Taylor) braced the audience for the kind of problem
solving which begins with the recognition that if the answers could be
found by studying our own data and our own experience and relying
on the experts within our own indostry — we would likely have found
them already. For all the increased capacity to crunch numbers and ana-
lyze data, Taylor regaled us with examples of how research is too often

From the Publisher

By Paul Jason, Publisher, Public Gaming International Magazine

framed to vield a continuation of legacy practices. In this sense, a focus
on “best practices” as defined by the business as it currently operates
within our own industry may be the obstruction to innovation that will
move us forward.

That leads to the guestion of what kind of “innovation™ is it that
will drive genuine progress? “Why can’t Lottery be the ones to pro-
duce the next Angry Birds?” was a question posed 1o top executives
from GTECH, INTRALOT, and Scientific Games at the EL Congress
panel discussion. The response was to protest that maybe innova-
tion 15 not an end in itself if it takes us away from the elements tha
mike Lottery the 5180 hillion industry that it is today, Thus ensued
a discussion about the role of “big-data™ and data-analytics as tools
to help us undersiand consumer and market behavior, and inform the
strategic decision-making process, What are its limitations? And is
there a conflict between the qualitative interpretive strengths and “soft
insights™ of the right-brain and the application of left-brain analytical
methodologies? How can we avail ourselves of the benefits of differ-
ent approaches which clash over the relative value of their differing
strengths and limitations?

While we may not want Lottery to develop the next Angry Birds,
the keynote speaker (Robert Tercek) at NASPL Professional Seminar
described how Angry Birds morphed from a silly fad game into a mega
brand strategy that includes theme parks and a dizzying array of brand-
extending ventures that expand its reach to new consumer groups. The
operative buzzword du jour is “asdience maximization™ as opposed
{o revenue maximization. As Google and countless others are demon-
strating (including much maligned Facebook which is now back to its

GTECH WORKS FOR ME

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

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

GTECH® Is an advpcate of socially responsible gaming. Our business solutlons empower customers 1o develop parameters
and practices. appropriate o their needs, that become the foundation of their responsible gaming programs
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IPO stock price because ad’ revenue and eamings are steadily increas-
ing}, the focus of take-no-prisoners, steely-eyed, bottom-line, business
leaders should be on expanding the customer base and engaging the
audience more than increasing profit. A busingss model that focuses
on profit instead of audience maximization is vulnerable and will ul-
timately lose to those who figure out how to monetize that engaged
and expanding audience (just ask Yahoo, Even though it's cash-rich,
it's dwindling audience renders a bleak outlook for ever catching up
to competitors). Remember how the bottom-liners who, in the early
days of Google and Amazon, snickered al how “old-school” economics
would eventually eat their lunch? Yes, | do appreciate that business is
still about maximizing profit. It's just that clearly there are new ways 1o
beat a path towards the same goal.

Our Smant-Tech Panel discussions reflect this respect for how the
world has changed and the pathway to long-term Sustainability is evolv-
ing 1o gel in sync’ with the modern consumer, Discipling and atention
to business fundamentals will always be a prerequisite for success, But
they don’t preclude an intelligent recognition for emerging phenomena
and wavs of thinking, especially now that we have copious examples (o
demonstrate how and why they apply.

Since the focus of our next conference is on Retailing, | asked Con-
stantinos Antonopoulos if he would help me o understand how technol-
ogy is being applied to ransform the business at the retail level. Retail
iz, after all, the face of Lottery to the customer. And retail will continue
o be the key driver of Lotlery for many years 1o come. S0 il's exciling
to see how much is in the pipeline, ready to launch and modernize the
land-based consumer experience.

For Lottery to ransform the consumer experience at Retail, we need
the guidance and active support of our retail partners, We know what
kind of POS will appeal to consumers and drive sales. We have extensive
experience with all vanieties of Plano-grams, and we know that effective
signage will get the message across at the zero moment of truth when
the customer is standing in line. But what if we don't know what we
don’t know? Do we really know all there is to know from the retailers’
perspective? That's the question | have been asking top retailing execu-
tives for the past couple months, Part of the answer is that the top brass of
retail chain stores do understand how important Lotiery is (o their busi-
ness. They love Lottery. But a least some of the executives that 1 have
been talking to have never been asked by Lottery what could be done to
work together to nchieve better results, These retailing executives will
be joining us at Lottery Expo for the purpose of forging a more effective
and collaborative relationship with Lottery. They expressed respect for
the fact that we are the expernts in Lottery, And | expressed to them re-
spect for the fact that they are the experts in their business; retailing. The
Retailer Executive Summil is our opportunity talk with our customers,
break down barriers, identify opportunities, and unlock the extraordinary
potential that a genuinely collaborative relationship would ensure for
both Retailer and Lottery.

S0 please mark vour calendars to attend PGR1s next conference: Lot-
tery Expo in Miami on November 4 1o 7. For conference updates, please
follow our news website, www_PublicGaming.com, and our conference
website, www, PubicGaming.org. Thank vou for your support. | welcome
your feedback, comments, or criticisms. Please feel free (o e-mail me
at pjason(@ publicgaming.com. 4

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

& GTECH

customers. That kind of hands-on support from GTECH has helped me

grow my lottery sales and keep my customers happy.”

Karan Pathania, Convenience Plus, Rhode Island Lottery Retailer

For more about thisstory'and others like it, visit us at gtech.com,
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SMART-TECH PANEL DISCUSSION, NEW YORK CITY, APRIL 6, 2013

The video-recording, with power-paint slides, of this panel

discussion can be viewed at www. PGRItalks.com

PGRI Introduction: As the number and variety of products
increases, the challenge of managing a more complex port-
folio of games becomes more critical. Smart portfolio man-
agement minimizes cannibalization and maximizes synergy
between the products. How should Powerball, Mega Milions,
the next national game, the regional lotto games, and the in-
state lotto games be differentiated and positioned for optimal
overall performance?

ON BUILDING A LONG-TERM STRATEGY
FOR EXPANDING THE PORTFOLIO OF
MULTI-JURISDICTIONAL DRAW GAMES

MODERATOR:
Terry Rich, President and Chief Executive Officer
of the lowa Lottery Authority

PANELISTS:
Gary Grief, Executive Director of the Texas Lottery
Jim Haynes, Executive Director of the Nebraska Lottery

Connie Laverty O'Connor, 5r, Vice President and Chief
Marketing Officer, GTECH Corp. and Chief Executive
Officer, GTECH Indiana

Chuck Strutt, Executive Director of the Multi-State Lottery
Association (IMUSL)

Terry Rich: Changes to the twe big UK. jackpar games, Pow-
erball and Mega Millions, have produced an increase in overall
sales. Powerball sales have increased significandly, and the strength
af that brand is even greater than anticipated. However, Mega Mil-
lions has suffered a decline. What should we be thinking about as
we work 1o build on strengths, shore-up weaknesses, and set a plan
for testing and lawnching new multi-state games?

Gary Grief: I'm very proud of our MUSL and Powerball col-
leagues for collaborating to make that 52,00 change in Powerball.
The $2.00 Powerball game 15 a true phenomenon. That game 15 the
rarest of breeds, It's performing amazingly. Mega Millions, how-
ever, has not fared as well, Texas is a legacy Mega Millions state and
50 it is a priority to re-set that game onto a growth path. The time to
make a change to the Mega millions game is right now. We need the
jackpots to roll to make that game viable.

The historical changes to the matrix in Mega millions over time

Public Gaming International » August 2013 o

are very interesting. The last three matrix changes were made after
population changes. But with Florida coming into the Mega mil-
lions game, we will have had a 91% population increase in the
Mega millions game without a single matrix change. 1 think that
tells us that we're way overdue for a change o that game. So |
am very pleased to repont that at yesterday’s Mega millions mect-
ing, my colleagues and | voted on a change to the base game and
we believe that change is going (o keep some of the atinbutes that
research has indicated our players do value, like the $1.00 price
point. [ believe we need to preserve the attributes that have tradi-
tonally driven sales, while also improving the game to allow for
bigger jackpots and better overall odds while still keeping that price
point at $1.00. Now, though, we are all working together to build
a more strategic approach wowards managing the entire portfolio of
draw games. We still have to determine what the megaplier or mul-
tiplier feature will be for the new base game. The research on that
begins immediately to enable those decisions to happen guickly,
over the next few months. We're targeting the fall of this year fora
change to the Mega Millions game that we think will deliver excel-
lent results, The future looks bright for the Mega Millions game,
And these changes will position us to evolve the entire portfolio of
multi-jurisdictional games.

Jim Haynes: We can all see how rapidly the world is chang-
ing and that these changes are directly impacting the lottery indus-
try. The challenge to keep up with these changes is complicated
by many factors, and the constraints we all must work within, But
we do have options and our constituents and lottery beneficiaries
depend on us to push forward,

The competition we face is not limited to the discretionary dollar
spent on recreational gaming. We are competing with all forms of
entertainment for the consumer’s time and attention. The consumer
is being faced with an explosion of media and entertainment op-
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tions that conmtinually raise the bar for what it takes 1o get their at-
tention and engage their interest. Lottery needs to think about how
the game attributes will compare and compete in this kind of en-
vironmeni. Collaboration, diversilying the porifolio of games, dif-
ferentiating those games to give the consumers options that they can
quickly and easily understand, and adding entertainment value and
extended play formats are some of our priorities. Powerball is on
a positive trend-line but, as Gary said, we need to develop a port-
folio management approach to maximize growth in Mega Millions
and position us for further expansion of the multi-state games, We
should all recognize, though, that legacy Mega states have benefited
by the addition of Powerball, and that Powerball states benefit when
the Mega jackpot rolls, Evolving a portfolio of national games, and
hopefully national promotions o support those games, will ben-
efit each individual lottery, MUSL also has a diversified portfolio
of regional games, sixleen games over the past twenty-five years.
Sales trend higher every year and that momentum isn't driven by
Powerball alone. Now, it’s more important than ever 1o think about
how further expansion can be done so that sales and overall results
continue o improve,

Some of the things we have planned for the future won't happen
right away. For Powerball, we are looking at ways to reduce the
guaranteed jackpots amount, expand the demographics, and create
new kinds of promotions to support the games. Changing the price-
points of the games, or adding new games with new price-points, is
always an option. But we can't limit ourselves to the one product
atiribute of price-point. We need to find new ways 1o differentiaie
the products and add real value for the consumer.

One other point: we have to be fearless. We have 1o be ready 1o
step out there, There was a lot of debate that led up to the decision
1o go 10 52,00 Powerball. But that debate led to productive discus-
sion and research, We will never have perfect information aboul the
future, which means there will always be an element of risk., We
moved forward in spite of some uncenainty. We need 10 be ready
to do the same again — we can't wait until we have perfect visibility
into the future because that will never happen.

Chuck Strutt: First, congratulations for a great kick-off of Pow-
erball in California! Dramatic Powerball TV commercial and a little
healthy controversy over the billhoard ad’s got lots of press atten-
tion, With California joining Powerball, and Florida joining Mega
Millions, we now have two truly national games. As an industry,
we should take advaniage of that national experience and presence
and partner with big consumer products firms that are very adept at
motivating people ta go out and boy a product.

And also congrats to the Mega Millions group for working togeth-
er and making decisions thai will give players a clear choice that is
more than just a price-point. That will be great for the game and for
the goal of working together to develop the portfolio of draw games.

Connie Laverty O'Connor: We are all focused on selling lot-
tery tickets, and generating more revenue for Good Causes, The key
component to making that happen is our retail panners. In our busi-
ness, big jackpots drive sales and store iraffic,

The wonderful thing about cross-sell is that it ushered in an era
of genuine collaboration across the industry, The Powerball states
working with the Mega states. The vendors working with cach other
as well as with their lottery customers. This level of mutual sup-
port and collaboration is a testament to this industry. We need 1o
work together as one brand to manage the portfolio of multi-state
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products for maximum overall growth, There is no other brand that
has the ubiguitous appeal and recognition of Lottery. It's trusted, it"s
respected and it's driving traffic into stores. We need to recognize
and leverage that value to fully engage our retailers’” commitment to
our brands and to continue to drive loftery sales,

We need to manage the national brands as a portfolio of games. The
draw-based games had a net of 9.2% growth in the past decade and
have the highest profit margins in the industry. We need to find ways
to increase the number of jackpots and position Mega Millions for
long-term growth. Draw games are vital to every single lottery, they
are the most profitable games, and they're growing. Where else do we
get such a positive retum for innovation? Now, the national games
enable the whole country 1o execute against a coordinated strategy.

Lastly, especially with the new changes 1o the Mega game in the
fall, it would be outstanding if we could collaborate on retail execu-
tion. li's all abour keeping it simple and focusing everyone on the
sell message. It's about the retailers and clerks understanding the
products, how to communicate that to the players, and managing the
games like a portfolio. So on one night, it might be Mega with the
$70 million jackpot. On the next night, it might be Powerball with
an even higher jackpot. The games can feed each other and create
ongoing fun and excitement for the consumer.

As both Jim and Gary pointed out, we need to push on in spite
of the fact that the future is not knowable, Change and innovation
can be like legislation. The process is not pretty. But that doesn't
miean you don’t doit. We work together 1o maximize consensus and
minimize risk, but in the end we push on because it's the only way
to achieve our goals for the benefit of Good Causes.

Terry Rich: What's happening with the new national game?

Chuck Strutt: We are incredibly blessed in that we have so many
projecis and games on the siove that we need to decide as a group
where these projects are going to fit and the time frames we wani to
sel for implementation, RF1's are soon 1o go out. | think evervone feels
that the goal is to create something new. For instance, we are seriously
exploring the possibility of creating a national 1elevision show as Scolt
Bowen presented today, We need to explore these fresh new ideas and
also look outside of our industry for inspiration and for opponunities 1o
collaborate with national consumer brands and distributors.

Gary Grief: Progress on the national premium game has been
slower than we would have liked. The good news is that the pro-
cess has been a tremendous catalyst for creative, outside-the-box
thinking. Speaking only for myself, [ would submit that Powerball
has proven to be an even more powerful brand than we had even
anticipated and that we should explore ways to further leverage the
Powerball brand. Perhaps we could use the Powerball brand as a
platform to extend the number of games and price-points?

Terry Rich: Instants are priced afl the way up 1o $20 and even
830 dollars a ricker. At $2 a ticket, have we prive-pointed ourselves
taa low for our biggest brand?

Jim Haynes: | don't think so. 1 think we priced ourselves just
about where we need to be for right now. And 1 think that’s evideni by
the sales that have been created at this point. OFf course, as we go for-
ward we may want to introduce draw games with higher price-points.
Giving the consumer more price-point options has worked well for

J.continued on page 21




aNwYE 2

COLLECT AND WIN!
The all-cash, multi-state ‘
second-chance game
e i G s
L By
ERE

-]

2”0

One Good Deed
Deserves Another!

i

gﬁlﬂ H!uéEiEEE Lakes Pa'r}cwmr Alpharetta, GA 30004
www.mdientertainment.com - All Rights Reserved
asommes names cosmore - MO! Entertainment, LLCS ®

»



http://www.mdientertainment.com

LONG-TERM SUSTAINABILITY
VERSUS SHORT-TERM SALES:
IS THIS AN EITHER/OR PROPOSITION?

SMART-TECH PANEL DISCUSSION, NEW YORK CITY, APRIL 6, 2013

The video-recording of this panel discussion can be viewed at www PGHRItalles.com.

PGRI Introduction: My original concept for this panel was based on the notion
that the goal of long-term sustainability conflicts with the goal of maximizing
short-term sales. An example from the commercial sector: An article in
Bloomberg Business explains how the giant consumer products com-
pary, Proctor & Gamble has been underperforming and needs to
make major structural changes in order to rebuild a business that

is positionad for long-term growth. This article asks “whether the
shareholders and board of directors of P & G are willing to un-
dertake real organizational transformation, which can depress
short-term profits, at the very moment that \Wall Strest is clamor-

ing for better eamings?" | wondered — at what moment is Wall
Street not clamorng for better earnings? At what moment are
lottery beneficiaries not in need of more funding? |Is there ever

a moment when stakeholders are wiling to accept depressed
earnings/funding? Sacrifice sales growth in the short-term in order to build a solid foundation for long-term sustainability — that's
a tough call for P & G and its shareholders. And it's an even tougher call for lottery directors. The Good Causes which depend on
Lottery funding can't put their needs on hold while Lottery positions for the long-term. Fortunatehy, Arch Gleason and his panel
hawve lots of thoughts on how to reconcile a plan for long-term sustainakility with the mandate for short-term sales — And how to
turn the dilermma of ‘short-term sales versus long-term sustainability’ into solutions that deliver both.
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It mesats with regulatory requirements and responsible gaming standards and can easily be integrated with
your legacy lottery systems.
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Paul Sternburg: Sustainability is really a top-of-mind issue for
us, Our advertising budget has been cut to a small fraction of our
sales. And, with our instant tickets paying out blended rate of 78%.,
our prize-payoul percentage is at a maximum, Flexibility to deliver
a better value proposition combined with advertising are two keys
1o attracting new players and increasing sales, and we somewhat
maxed-out in both of those areas. So what we've done is focus on
our portfolio. We 've worked with the vendors to revamp the designs
and composition o freshen everything up. IU's made a big differ-
ence, | expect overall sales to be up about $100 million dollars
this year even with the extreme winter weather and the lower Mega
Millions jackpots.

We normally release 30 games a year: four to five games every
six 1o eight weeks. The “Lifetime” suite of games (lifetime annuity
games like *$1,000 a day for life,” for example) have done especial-
ly well for us. The consumer has the option of choosing from the
different price-points: $1, $2, $5, $10 and $20 tickets. We do new
things to grab consumers” attention, like using Quorescent inks. I°d
like to think they are good looking and appealing — in the “lottery
sense.” What | will say, they sure do pop out at the POS — the con-
sumer standing in line at the counter can’t miss them. Bottom line
is, the Lifetime tickets sold very well, The $2 offering sold all 40
million tickets in less than a vear. We revisited the suite/family of
games concept in January for the Multiplier series: a 3X, a 10X, a
20X and a 530X ticket - which are performing even better than the
‘Lifetime’ series.

Getting the market to respond to higher-priced tickets is one way
to increase sales. But the key to building a sustainable business is
to bring in new players. One strategy we use is to offer an array of
lower-priced tickets to appeal to new players. And we hope through
the fun and exciting experience of playing our games, that they
will eventually move into a higher-priced tickets. Our stralegies are
geared towards increasing our overall plaverbase as opposed 1o in-
creasing the overall spend of our existing players. And we've seen
great results with this approach,

We don’t have the authorization to sell online, so we use social
media tactics and retailer events 1o try and reach a vounger demo-
graphic. We have a very actively engaged membership. Our social
media person stays connected 24/7, answering gquestions and en-
gaging in chat whenever she is not sleeping. Even though we gel a
return of $4.32 net for every dollar that we spent, our low ad’ bud-
et makes it difficult to promote product effectively. We could do so
much better if we had a higger ad’ budget. But as you all know, leg-
islatures have their difficult public policy decisions to make when it
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comes to setting state budgets which we must respect,

Our vendors are developing exciting new ways to make instant
tickets more vibrant and appealing and are combining those efforts
with a thoughtful approach towards defining the target demograph-
ics and creating a focused marketing campaign. Using special ef-
fects, like Scratch FX from Pollard and the fluorescent inks from
Scientific Games, have made a huge difference in our pertfolio,
Qur sales are up and continue to climb. With the rapid increase in
sales, we have also seen the prize payout percentage/rate of payout
increase from 76.6 percent to 78 percent due to timing of cashing
on Instant prizes by players, We anticipate that the overall prize
pavoul percentage will return to the average of approximately 76.6
percent on instanis by the end of the fiscal year. Every tenth of a
point is around four or five million dollars. There’s a little anxiety
as we get towards the end of the fiscal year and we hope our projec-
Hons prove accurate.

It also helps that I have a boss in State Treasurer Steve Gross-
man who believes that the Lottery should be run as a business, as
apposed o a state agency, He defends our mission and the need
o evolve the business, and allows management 1o operale aulono-
mously (but obvicusly within reason/the rules). He had to fight hard
with the state Legislature to get our ad® budget increased from $2
million to 55 million, which is still too low to support a close to $5
billion sales portfolio, but at least an improvement from the previ-
ous year. My hope is that recognition for the tremendous RO that
our ad” budgel produces will increase amongst budget makers as
long as we can constantly demonstrate diligent stewardship of all of
our resources, make sure we get the most out of every dollar spent,
and deliver on all of our commitments.

For us, sustainability is all about executing on the thousands of
details that contribute to the goal of bringing in new consumers,
It’s not philosophical, it's operational. Make better products and
execute well.

Carole Hedinger: I'm ofien asked, why can’t you be more like
Massachusents? Look at their sales. Why can’t New Jersey have
sales like that? Like Arch, I am a CPA. So | focus less on sales than
I do on net revenue. Our sales are lower than Massachusetts, but
our nel funding is higher. Paul works harder and makes less money
than we do - [ kid of course, because the reality is that we all come
into the job of lottery director with a legacy business to manage. We
all inherit a set of circumstances and conditions and public pelicy
objectives that determine much of how we operate the business.
For instance, in New Jersey, we are required by law to contribute
at least 30% of sales as net revenue. | do not have the option to
increase prize-payouls o drive sales, 5o it’s a good thing that [ am
predisposed to focus on the bottom line anyway.

S0 we take a slightly different approach. | first analyzed the
obstacles to growth. We identified some obstacles to sustainable
growth and then focused on those obstacles that we could do some-
thing ahout. First, there always seemed to be a lack of long-term
planning. Everything was short-term. The entire focus was how to
make this year's plan. Now, I've had two different tenures as di-
rector of the New Jersey Lottery. Al the beginning of my first go-
around, we were doing $1.5 billion in sales. So | made a S-year plan
to get us to two hillion in sales. We achieved thar in less than five
years. We scrutinized all of our marketing and game strategies over
a long period of time, so that we didnt just do quick fixes to make
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ome year's sales goals. We mapped out a strategy that would sustain
growth for five years.

A problem that many of us deal with is that changes in legisla-
tors and governors can lead to changes in policies that affect our
ability to stick with a long-term plan. For instance, state budgets
are determined annually. But a 5-year plan depends on a roadmap
of resource allocation that happens sequentially over thal entire
period. So [ tackled that problem early on with our siate treasurer,
getting agreement that a $1.5 billion business needs a long-term
plan, that a long-term plan depends on a predictable budget to
fund it, and therefore we need to commit to a 5-year budgetary
plan. At this time, I'm fortunate to have a larger ad’ budget than
Paul does. But the main thing is that last year it was $23 million,
this year it is $23 million, and next vear it will be $23 million. 1
think that kind of commiiment may be unusual for a lotiery. But it
makes all the difference to our ability to execute a long-term plan,
It enables us to plan advertising cycles that are coordinated with
game changes and for all this to be conceived to optimize a long-
term sustainable growth.

Another obstacle o growth is that state agencies are nol ypically
required 1o respond guickly 1o market changes., We operate within
asystem of state rules and procurement processes that make it hard
to be nimble. We can’t be quick. We can’t jump over that candle-
stick. We have to go through excruciating, painful processes just to
buy anything. I wish | could say that | have a solution to that, but 1
don’t, since I can’t control our division of purchase and property. 1
think this is a problem that we all have to deal with. It has resulted
in bundling everything into as few a number of contracts as pos-
sible. It's not the best way (o support a market-driven consumer
products company, We put out one gaming system contract, try to
cram everything that we can imagine into it, and hope it covers ev-
erything. We really need to have more flexibility 1o take advantage
of technological innovation on the supply side of the business, and
to adapt to changes in consumer tastes and market conditions on
the demand side,

It’s possible that some of these obstacles to long-term planning
and sustaining growth for the future may be addressed by Privale
Manager Contracts — PMAs. | call it outsourcing of services. As
you may know, we are exploring those options right now in New
Jersey (A PMA contract was signed with private operator Northstar
MNew Jersey in June). 1 can tell you that a primary driver of that
is the goal of instilling a sustainable approach to the lottery busi-
ness, The very topic of this panel discussion, building a long-term
sustainable approach to this business, 15 absoluely central 1o the
process of assessing the PMA.

I am not a marketing person. Like Arch, I'm a numbers person
whose goal is simply to maximize the bottom line — net funding.
But lottery is an incredible business and we need to be sure that our
resources are marshaled for long-term success as well as meeting
our short-term targels.

Arch Gleason: Two
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Anne MNoble: Actually, that's a perfect segue, Arch. My ap-
proach to answering the guestion of how do you sustain growth
is & blend of the philosophical approach that Carole takes towards
long-term planning, and Paul’s practical approach towards improv-
ing products and focusing on the countless details of implementa-
tion, Before talking about the management philosophy that we have
at the Connecticut lottery, 1 would observe that my team operates
within a corporate structure that affords us some fexibility. We're a
quasi-public corporation, privatized many years ago. 50 we do have
some of the flexibility needed to respond to the market-place. Our
approach is based on a 100% commitment to lactical excellence.
Great companies fail more often because they made mistakes by
acting too quickly rather than taking considered time o make a
thoughtful, strategic decision,

We also have corporate social responsibility built into our core
values. That harkens back to what we hear from our lottery col-
leagues in other countries, and what Rebecca Hargrove has often
talked about. The emerging demographic is more tuned into the
culture and values of the companies they buy from. We inlegrate
Social Responsibility, Responsible Gaming, and the mission 1o
benetit Good Causes right into our brand and messaging. Like all
lotteries, we have o succeed notwithstanding whatever constraints
we must work within, Blaming interest rates or bad weather is not
part of a sustainable growth strategy. Too, we have a very compli-
cated overlap in our jurisdiction with Tribal gaming. We are work-
ing together.

Like others, we do have some draconian statutes in place that
constrain our use of the imemet, That's one reason for our lena-
cious focus on tactical excellence and the avoidance of mistakes
which can cripple even the best-laid plans.

Our portfolio of instant tickets has seen sieady growth, even
though we reached our highest price point many years ago, We have
had a disciplined approach like New Jersey to our prize payout,
But in 2008 we had a bloated, fat instant portfolio that cost us a lot
of money to produce. That was replaced with a focus on produc-
mg a smaller number of really great products. Along with reducing
the number of games, we institutionalized the notion of spotlight
games and licensed properties. And we commitied ourselves 1o an
advertising budgel and a coordinated point of service in advertis-
ing campaigns, especially on those tickets that we know are going
to bring people into the retail environment, *Connecticut Lottery
Pink," for instance, is a ticket that | think speaks to that emerging
demographic. It extends our ability to capitalize on gift giving other
than during the holiday season. I'm only sorry that our social media
presence 15 not as robust as it should be. We're like on the last leg of
the mile relay — we’ll get there, but we're playing catch-up.

| think the elephant in the room is the challenge 1o grow the port-
folio of draw games; and to build a sustainable growth plan for those
games, Starting in 2009, we committed to diversifying our product
portfolio and reducing our reliance on the jackpot-style games. We
had no choice in that regard, given what was happening in the in-

..continued on page 20
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Public Gaming

Constantinos Antonopoulos
Chief Executive Officer, INTRALOT GROUP

PGRI Introduction: Just as it has for the last two decades, INTRALOTs
growth continues to be driven by innovation. It's not just about technological
innovation, though that is key. it's even more about apphying technological
capabilities to solving real-world problems. Technology that adds real value
to the products and improves the player-experience translates into increased
consumer satisfaction and increased sales of lottery products,

On the technology: INTRALOT recently earned the highest certification of the
standard bearer for technology standards ... IS0 20000, "1S0" stands for
the International Organization for Standardization and establishes objective
benchmarks for businesses to measure guality in manufacturing.

On applying technology to the real-world of selling lottery products; It's not
about seling over the Internet. It's about improving the consumer experisnce
at retail. The lottery business will continue to be driven by land-based retallers
for many, many years 1o come.

The result: INTRALOT continues to grow and acquire new customers, result-
ing in a stock price that has more than doubled in less than a year,

My convarsation with Mr. Antonopoulos at the European Lottery Congress in
Tel Aviv included impressive demonstrations of these ideas in action which,
unfortunately, can't be replicated by mere text, What does come through
loud and clear is that the consumer retall experience will be transformed by
the emart application of digital technology.

Paul Jason, Public Gaming: INTRALCH C. Antonopoulos: Lottery does need to
move into all the new media, like the Inter-
net and Mobile, 1o connect with the modem
consumer, INTRALOT s R & D s develop-
ing the most forward-thinking technologies
to enable the lotlery operator o take full
advantage of the incredible power of new
media to transform the relationship with the
consumer. But the reality is that lottery sales
are mainly driven at retail, and that will not
change anytime soon. The amazing and
wonderful thing is, there is huge potential
for technology to transform the consumer
experience al retail. The resulis are very

Constantinos Antonopoulos: [N
TRALOT'S ISO 20000 certification as-
sures our customers that the gquality and re-
liatality of our technology services meels
the highest standards,

INTRALOT has certified its existing ser-
vice management framework that is based on
alignment with market needs, innovation and
conlinuous improvement in ensuring  stake-
holder and customer trust and satisfaction, Our
vision is closely coupled with pioneering. Our
strategy is o prove il in any possible manner,

encouraging. The consumer is quite ready
for the retail experience to be brought up 1o

Within that scope INTRALOT managed 1o~ date With their lifestyle, their ways of com-
: ¥ e g i a X e i

become the first international vendor to gain municating and gelting information, and

such a certification in the gaming market. their ways of purchasing and conducting

business transactions. We have successfully
integrated the digital world with the retail

fra W ! world, Our smart-phones, tablet computers,
i ! e our strategies for WiFi and NFC (Near Field

Communication)-based, anytime/anywhere
Public Gaming International » August 2013 @

computing — these are all now a part of the



lottery players’ retail experience, creating a
very interesting and exciting environment.

FRRIIME TN R

C. Antonopoulos: Exactly,. The LCD
displays ententaining programming to get the
consumers” attention. Consider that vending
machines are placed within large food stores,
super markets or hypermarkets, where shop-
pers follow a mission (1o do their household
shopping) and doing so, they cognitively se-
bect what is relevant and deselect what is not,
A vending machine, like any selling space has
o ‘stop’ the shopper. ‘hold” her and “close’
the scll. Dream Touch scores across all three
requiremnents: STOP by allowing advertising
and commumnicating product claims within the
point of sale, something that is a very power-
ful sales driver (sales uplift may be as high as
+H¥E depending on the message); HOLD by
providing an attractive and easy to navigate
user interface, based on touching the screen,
where product display is vivid, dynamic and
anractive 1o help the consumer choose the
gaming options that appeal 1o him; CLOSE by
naturally helping the shopper make a purchase
selection, With Dream Touch we have trans-

formed a vending machinge into both a com-

mumication medium and into a greal product
display within a food store, or retal store or
any land-based venue,

C. Antonopoulos: The Gablet is an-
other example of that, The Gablet is a novel
gaming framework, based on a tablet com-
puter with 227 touch-screen and advanced
gesture-based navigation, that bnngs the
interactive experience o retail siores. The
innovative functionality of Gablet-live com-
bines the act of buying a lottery ticket with
live content-display on the same screen. The
consumer selects the game and is also given
access 1o other information that the operator
wanis o communicale (o engage consumer
interest and prolong the gaming experience
if the player wants that. The main thing is
that the Gahlet is interactive and so adapts
to the individual consumer’s play styles and
preferences. The player can just buy a lot-
tery ticket and be done with it if that is their
play style, or can explore other options and
turn it into a longer-play experience if that
is their preference. And if the lottery op-
erator is allowed to offer a broader portfo-
lio of games, the Gablel provides access Lo
information about all the differ-

ent games and information like
odds, results, statistics, winners,
etc. And the navigation oplions
are user-friendly to appeal to the

course, at this point, even the
core players expect 1o navigate
by touch, gesture, voice com-
mand and text search and that's
what the Gablet provides.

The Gablet really does have
the power 1o transform the en-
tire constellation of relationships
between the player. the lottery,
the game, and the selling agent.
It provides lotteries a powerful
communication medium to ad-
dress players where and when
they are most receptive, which is
al the point-of-purchase, right in
the store.. And it brings the ben-
efits of Players Clubs and other
internet-based  features right to
the POS.

C. Antonopoulos: It is pa-

o4

traditional lottery player.  Of

perless, eliminating paper pay-slips and
tickets. That reduces costs and garbage, and
reduces time and labor for store clerks. Bul
paperless transactions also it in with the Life-
style of the modern consumer who is so used
to digital technology and expects merchants
to adapt to the digital world, We see the evo-
lution to paperless as being a key step for lot-
teries to allow the consumer to move their
playing experience o their smar-phones
and their own personal tablel computing de-
vices and at-home computers. 1 realize that
many lotteries are not selling tickets over the
internet vet. The thing is. even the lotteries
who are selling over the intemet are not see-
ing significant growth through these other
channels. The reason for that is that the lot-
tery customer is s0 used to paper tickets and
push-button vending machines. We wanl to
al least provide the consumer with the op-
tion to migrate the mode of purchasing lor-
tery tickets over to the digital platforms that
they are already quite familiar with, What we
are doing is really no different than what the
entire retail indostry is doing. The forward-
looking leaders in land-based retail recog-
nize that they need 1o evolve the entire retail
experience 0 gel in sync’ with the modem
consumer, And that means integrating inier-
active digital technology right into the land-
based retail consumer experience. Digital
technology reduces costs, speeds up the sell-
ing time, unifies the brand experience, ap-
peals to the modern consumer, provides an
interactive playing experience that is espe-
cially appealing 1o the younger demograph-
i, and reduces the environmental footprint,

C. Antonopoulos: Yes and No. [1s about
the consumer experience. Digital technology
is an enabler, but technology does not trans-
form the consumer experience. It's the cre-
ative application of technology that makes it
come alive for the consumer. There is a lot of
inertia to the ways that humans behave. We
need 1o be given really compelling reasons to
change our behavior, So that's the key. For
instance, vou se¢ the moniker on the ierminal
“Diream Touch? That's our promise to the
consumer and that is the vision we need o
fulfill. We need to create an interactive expe-
rience that comes so alive that the consumer
needs to feel like they do in fact Touch their
Dream. The touch-screen technology and
video entertainment on the LCD is only the
start, That’s when the real work begins 1o
use this technology to creale a user experi-
ence that truly excites the player. Technology
itself could never evoke the “dream™ experi-
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ence that we promise. You may guess that we
spend much of our B & D on studying human
behavior and looking at how other industries
have excelled at this challenge of adapting
technology to human behavior and not wait-
ing for humans to adapt to the technology.

VIR CREATTVENY i |I TR

C. Antonopoulos: We are all for it, with a
twist: we look at other industries through the

eyes of lottery players. Immer-
sion into playver daily reality and
experiences leads os into look-
ing at other markets and sectors
and leaming from the ways other
industries have been addressing
challenges and opportunities that
are similar to the ones we face,
That szud, we doneed tobe guided
by the consumer experience that
is unigue 1o lottery. We do need
o respect the culural legacy of
lottery, We need Lo stay grounded
in the historical evolution of the
mduestry and take up the challenge
o make sure that we always meel
the needs of our customer. Lottery has a huge
customer base (o serve and it needs o protect
the multi-billion dollar revenue stream that
reflects a customer base that knows and loves
lotiery. As innovative and forward-looking as
INTRALOT is, we make sure we never lose
sight of the fact that billions of people love lot-
tery already. We want to evolve with the con-
sumer and miake sure that they continue to love
loatery for decades to come,

rv i psh for mroore sy
ery fo pusd rm

C. Antonopoulos: | think so. The con-
sumer has more and more choices, More va-

rieties of gaming and entertainment are being
introduced constantly. Governments also have
miore options for how they manage their lotter-
ies. And governments everywhere are recog-
nizing the power of their own lotteries to gen-
erate sorely-needed income. So that becomes
a fertile ground for motivation to innovate,
improve the value of each of the products,
creale a playing experience that appeals to the
consumer, and get better in every respect. And
governments themselves are being exposed to
maore options on how to accomplish the results
they want. They can outsource more to com-
mercial companies, or they can give their own
management more flexibility to adapt to com-
pelitive pressures in the market-place. There
are lots of different ways that governments can
increase income from their lotteries and also
stay true to their public policy priorities.

mpose a lopger RO tine-

Firvine to mcimize profit from

crrrent mf

C. Antonopoulos: Sure it does. A sensible
business needs to do both - maximize the value
of the existing business and create new mar-
keds for itself. Innovation positions a company
for long-term success. And the aliemative to
that is long-term demise. You know, behind
every success there are always several losses
or failures. That’s a rule of life and it's cer-
tainly a rule of business, We leam from that,
apply those lessons 1o improve our approach,
and thar™s what progress is all abour! #

. Frcyre

Long-Term Sustainability Viersus Short-Term Sales

cantinued from pege 16

dustry, We introduced *Lucky for Life” in 2009, which is not a draw
game and does not depend on growing jackpots. We also staned
paying very close antention to product life-cycle. We thought long
and hard about what *Lucky for Life” was going to look like in the
future. Then it became regional in 2012 so that now the New Eng-
land lotteries are working on the third iteration of “Lucky for Life.
We had never had a raffle-siyle game in Connecticut. We now have
three raffle-siyle games. In the beginning, sales were barely a drip
in the bucket. Now it's tumed into a stream, and we're talking about
the next generation of those raffle-style games. Again, we are focus-
ing on non-jackpot-dependent games, For us, it's all about diversi-
fication, attention to the product life-cycle, and tactical excellence.
All the little things do matter and we focus on those details.

Diversification does not refer 1o just the product portfolio. We
also want to create a diversity of ideas as applies to all aspects of
the business. A key to sustained growth in Connecticut is creating
and fostering an environment of competition between and among
new ideas. That can mean bringing in talent from outside the in-
dustry. It’s really fun and refreshing to see what we can leam from
people who have not been in this industry for a long time.
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We also have launched what we call Best-in-Class Supplier Di-
versity Program. We think that if we can bring new people, new
ideas, and new companies into the supply chain, that will foster
innovation, And finally, we're really pleased to parter with the
other *Lucky for Life’ New England lotteries on an RFI for a new
lottery game. 1'm not sure what that will bring, but in less than two
years” lime, the New England Lottery launched a game, came up
with the second iteration of it, and put together an RFI for a new
game. So we think we're moving forward and in the right direc-
tion. Lotteries are a business, and like all businesses, a sustainable
growth strategy is one that accomplishes the objectives, now and
into the future, while working within the constraints, regulatory
and otherwise,

Paula Otto: And Virginia provides yet a fourth approach 1o sus-
tainability. Some of the differences between our approaches may be
related to the difference in culture and gaming history. Paul, Carole,
and Anne’s lofteries are all in the Northeast. Virginia was the first
southern, conservative state to approve a lottery. This is our 25th

...continued on paga 38
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SMART-TECH Pane! Discussion

coatirued from page 10

Instants, There’s no reason it wouldn™t work well for the draw games.

Connie Laverty O'Connor: We've been talking aboul managing
a portfolio of draw-based products. The retail space is a limited re-
source and we want o help the retailer manage that space to create a
consumer reiail experience that is mutually supportive of all the prod-
uects. Instants have moved up the price-points to greal effect, Power-
ball moved its price-point up to great effect. Creating higher price-
point games should be a part of the plan (o expand the draw-games
and create more options for the consumer. The key to any strategy is
increasing the number of retailers and increasing sales per store,

Gary Grief: Those of us lucky enough to still have a true in-state
lottoy game need to think about how we are going to position it with-
i this new landscape of imcreasingly exciting multi-state pames.
With Florida joining Mega and California joining Powerball, those
games are going o drive more jackpots at higher levels than ever,
resulting in even more momentum for the national games. So we
need o make adjustments and position our in-state game strategi-
cally for it to survive and thrive,

Terry Rich: Should states consider the oprtion of abandoning
their in-state lotto games and just do smell mudri-jurisdictional lotio
games instead?

Connie Laverty O'Connor: My answer would be no. The big
jackpots of the multi-jurisdictional games do have consumer appeal

and will garmer the most attention. But we can still nurture value of the
in-state game, differentiating it as the home-town game, being a fun
outlel for home-town affiliation and pride. Lotto brand equity is very
strong and so we want to preserve the variety of consumer options,
including the in-state games, to extend that brand as much as possible,

Gary Grief: | agree. There's a tremendous amount of ownership
in an in-state lotto game. The revenue stream may be smaller than
the multi-state lotto games, but we work hard to retain the loyalty of
Texas consumers who do love their in-state game. There is still lots
of room for growih in this category, but we need more games, and
those games need to be differentiated. Smaller jackpots, but better
odds and home-town pride should work for the in-state games,

Terry Rich: We've gor four industry leaders from the lotto per-
spective on this panel. Let's have each of vou wave the magic wand
and look into the cryvstal ball and describe what the ideal lotte port-
folio will look like in five years.

Gary Grief: | think we will see the lotto category follow some
of the success strategies that have worked so well for Instants over
the past twenty years. One obvious strategy is to create more price-
point options for the consumer. 1 would think there will be $5.00,
510.00 and maybe a 320,00 ticket within four years. The other thing
we can do is to evolve more interactive play styles for lotto,

confinuad on page 31
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#A HINCKLEY
ALLEN

THE LOTTERY-RELEVANT
PROVISIONS IN THE

“‘KING™ AND "BARTON"
INTERNET GAMBLING BILLS

by Mark Hichar, Partner, Chair of the Gaming Law
Practice Group, Hinckley Allen Law Firm

The chart at right compares certain lottery-relevant provisions of the “Internet Gambling Regulation, Enforcement, and
Consumer Protection Act of 20137 (H2282) introduced June 6, 2013 by Representative Peter King (R-NY) and the “Internet
Poker Freedom Act of 2013 (H2666) introduced July 11, 2013 by Representative Joe Barton (the “New Barton Bill”"). Under
each Bill, states would be included automatically in the federal scheme unless they affirmatively “opted out™ within a speci-
fied time. However, state lotteries in states that “opted out” would still be subject to the restrictions on their internet game

offerings described below,

Neither bill is considered likely 1o pass. The King Bill is a par-
ticular long shot, because it would authorize all types of internet
gambling (other than sports gambling). Thus, it would offend those
who — while they might begrudgingly accept poker because of its
popular acceptance and dependence on player skill - view games of
pure chance (e.g., roulette and slot machines) as particularly perni-
cions, While the New Barton Bill is limited to poker, considers Na-
tive American interests and is friendlier to state lotteries than prior
bills, it still restricts state gambling and sets up a federal licensing
infrastructure. In addition, the New Barton Bill is unlikely to satisfy
conservatives who would allow poker only in exchange for more
robust restrictions and enforcement with respect o other intermet
gambling, because the Bill does little 1o prohibit internet gambling
other than unlicensed internet poker. It may be, however, that the
repeated introduction of federal lgaming bills and the frequent Con-
gressional committee hearings on intermet gambling have created a
fictional reality regarding state-regulated internet gambling that has
given rise 1o an artificial imperative for federal legislation.

As those in the lottery industry know, not much has changed
since the Dol’s December 2011 opinion narmowing the scope of the
Wire Act. Only the llinois and Georgia Lotteries actually have dai-
ly lottery games online, and the Delaware Lottery is expected 1o go
online with poker this fall. Nevada and New Jersey have authorized
the licensing of private online gaming operators, but only Nevada
has gone “live.” While several other states are considering online
gaming, those few moving forward are doing so cautiously and de-
liberately. Regardless, the rhetorical hyperbole used by legislators
pushing federal legislation of internet gambling (particularly when
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it would benefit their own states) ofien goes unchallenged. For ex-
ample, at the July 17, 2013 hearing on internet gambling, Senator
Dean Heller (R-NV) told the Senate Subcommities on Consumer
Protection the following:

With one decision, the Depantment of Justice effectively rendered
all laws that we have on our books — the very laws this body has
passed — useless to regulate and stop Internet gambling.

Patchwork state and tribal regulations have sparked a regulatory
race 1o the bottom, ...

Due to the regulatory uncertainty created by the 2011 Dol deci-
sion, the Internet has effectively tumed it into the “wild west™ for
onling gaming.

These statements are simply wrong. Among other laws, the Un-
lawful Internet Gambling Enforcement Act (the “UIGEA™) was
unaffected by the Dol’s decision, laws restricting interstate lotlery
communications laws still have teeth, and the Wire Act still effec-
tively bans Internet sports gambling. As to the regulatory “race to
the bottom,” that statement must have come as a surprise to regula-
tors in Senator Heller's own State of Nevada. Nothing suggests new
Igaming regulation is any less rigorous than pre-existing “bricks
and mortar” casino regulation. And finally, as 1o the internet having
become the “wild west” for online gaming, we have yet to hear a
single “Yee-Haw!™ from the states. To the contrary, those states that
are moving forward are doing so carefully and deliberately,

Given this steady drumbeat for federal legislation, however,
states must remain ever vigilant if they wish to preserve their right
to decide for themselves what gambling should be permitied within
their boundaries. #



GUESS HOW MUCH THIS
GAME’S SALES INCREASED

WHEN USING HAZEN HOLOGRAPHIC BOARD.
Check one (answerbelow) (110% [(128% (143% (179%

For the first time ever, a quantitative test was conducted by the Tennessee Lottery to
statistically evaluate the performance of a holographic game.
For the 16 weeks following the transition from plain board to holographic board, the

sales of the holographic game increased by an astounding amount when compared
with the sales of the same game on plain board during the preceding 16 week period.
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ANSWER: Holography increased the sales of
this Tennessee Lottery game by 79 %!

-

Call for information: Bob Hazen at 1-413-538-8204 or
Scott Devens at 1-201- 327-4414.

See back panel for the amazing details.
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http://www.holographyx.com/TN

A QUANTITATIVE COMPARISON OF A
HOLOGRAPHIC INSTANT GAME VS. ITS CONVENTIONAL COUNTERPART

Incremental Profitability of TN Lottery $5 Holographic Lottery Tickets

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

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

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

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

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

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

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

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

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

INTERNET
GAMES THAT
MAY BE
OFFERED

BY STATE
LOTTERIES

THE KING BILL

All types of gambling other than sports betting (with the
exception of pari-mutuel wagering on racing events as
permitted by law).

Without a federal license, state lotteries could offer only
the following intemnet games (subject to the grandfather
clause described below): Games (i) not related 1o spori-
ing events; (i) in which chance predominated, and (i)
offered exclusively on an intrastate basis. Limiting lot-
teries to games of chance would preclude poker if poker
were held 1o be a game of skill under federal law. (Last
year, the District Court for the Eastern District of New
York held that poker is a game of skill under the federal
lllegal Gambling Business Act. (U.S. v. DiCristina, 886
F.Supp. 164 (ED.N.Y. 2012). However, that decision was
reversed on August 6, 2013, by the United States Count
of Appeals for the Second Circuit. Docket No. 12-3720)

Because lotteries would be limited to intrastate games, a
mizlti-state internet lottery game — unless implemented in
the same manner as PowerBall and Megamillions — would
not be possible without a federal license. Obtaining inter-
state compacts would be academic, since interstate lottery
games would be unlawful absent a license. (Currently,
multistate games are operated as individuoal lotiery games
of each participating lottery. Each state lottery keeps all
the profits of sales made in its state. A detailed description
of how Powerball is operated is at hitp://www, powerball,
com/pb_fag.asp.)

The King Bill would not restrict internet gambling
authorized, licensed, and regulated by a state or Indian
tribe as of the day prior to enactment of the Bill {al-
though it may restrict expansion or other changes to
such internel games).

THE NEW BARTON BILL

Omly poker, and then only when played by two or more
people playing against each other and not against the
“house.”

The New Barton Bill expressly authorizes state lotteries to
offer (without a federal license) internet games (i) in which
chance predominates, and (ii) offered exclusively on an
intrastate basis. Poker would be precluded. since poker is
defined in the Bill as a game in which skill predominates.
Sporis gambling is not expressly prohibited, but would be
prohibited under other federal laws,

Unlike prior bills, however, the New Barton Bill does not
contain 4 broad prohibition on intermel gaming, The Bill
would prohibit the operation of an “internet poker facility™
without a license, but that term is limited in scope to “in-
ternet poker.” Thus, unlike the King Bill, lotieries would
remain frée Lo enter into interstate compacts and to operate
multi-state internet lottery games pursuant thereto.

The New Barton Bill would not supersede or affect the
interpretation of any state or tribal law that was in effect
before the enactment of the Bill. Thus, pre-existing state
laws authorizing intemet gambling would not be preempi-
ed by the New Barton Bill. Moreover, the New Barnton Bill
expressly states that it would not affect the rights or ob-
ligations of state or tribal lofteries under other applicable
lederal, state, or tribal laws.

ELIGIBILITY It would be difficult for state lotieries to get licensed  State lotteries would likely be unable to obtain licenses
FOR under the King Bill. Among the licensing requirements, under the New Barton Bill. To be eligible for a license, ap-
LICENSING applicants would have to show that they have or will ac-  plicants would have to (i) own or control (or be owned or
quire adequate business competence and experience in  controlled by) a company that operates a casino or quali-
the operation of casino or intermel gambling facilities, fied card room, or (i) have manufaciured and supplied
However, unlike prior bills, there is no requirement that slot machines to casinos with at least 500 slot machines.
the applicant control or operate a casino or race track, or Because “casino gaming” expressly excludes lotteries of
be a casino machine manufacturer. states or of federally recognized Indian tribes, even lot-
teries that operate or control casinos likely would not be
eligible for licensing.
EFFECT ON The Bill amends the Wire Act so that it is not limited to The Bill does not ameénd the Wire Act and leaves intact the
WIRE ACT wagering on sporting events, as was determined by the Dol’s December 201 | opinion.
Department of Justice (*Dal™) in its December 2011
opinion. This would make unlawful internet wagers ac-
cepled by unlicensed state lotteries that were (a) from
out-of-state players regardless of the game, and (b) on
games of skill, even if from in-state players to in-state
data centers,
Mark Hichar is 8 Panner with the law firm Hinckley Allen and Snvder, LLEP and the Chair of the firm’s Ganming Law Practice Group. Mark’s clients include casinns, suppliers of gaming svsiems and services

{lor both “bricks and monar™ and online gaming|. and ovestors inand kenders 1o gaming businesses. Mark is a frequent wriler and speaker on developments i Gaming Law and related regulatory actions,
anil has authored seviersl amlcles on developments [n the lows relating 1o online gaming. See hmpelfsoww,liinckbeyallen comdmark-hichan
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PLAYING TO WIN

WITH

COOPERATIVE
SERVICES

The MONOPOLY® Board game has been played by more than a billion people since its

inventors took a chance in the mid-1930s and pushed their new game out to department
stores. Flash forward to 2013 when the Florida Lottery realized it could land its fiscal year
on $5 billion and played its own Chance Card.

HOT OFF AN UNPRECEDENTED $1 BILLION
growth over the last two years, the Florida Lottery had
Just broken the all-time record in the Lottery’s history in
fiscal 2012 with $2 .8 billion in instant game sales.

“We knew that MONOPOLY™ was such a popular brand
that if we pushed out new MONOPOLY scratch game
inventory early, we had a chance to hit $5 billion in total
sales for 2013, shared Cynthia O'Connell, Secretary of
the Florida Lottery.
"What gave us the
ability to know three
weeks out that we had
a shot to reach that $5
billion was predictive

VO R
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dering. Th deri
WIN UP TO ordering. The ordering

$1.000,0001

system allowed us to
do opportunistic
marketing. Point-of-sale
wasn't even up yet but
we pushed our new $10
MONOPOLY game out

: early t© our largest

o -V g % B (ctailers. Without
WIN UP TO'15 M . |  Predictive ordering, we
. would not have the

opportunity to do this.”
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The rest of the story — a record-breaking $5 billion in
sales in fiscal 2013, with over %3 billion from instant
games — has landed the Florida Lottery in headiines
across the industry and the US. Celebrating its 25th
anniversary this year, the Lottery will make a more than
$1.4 hillion contribution to education In the state.

O'Connell said the drivers behind the recent growth 1s 3
year-round marketing campaign focused on attracting a
broad player base, and an experienced staff who are
intent on delivering the right product mix to more than
13,000 Florida Lottery retailers.

One of the ways the Lottery delivers the right product mix
to its retailers Is through the predictive ordering system,
CrderCast™, which is part of the services the Lottery
receives through a Cooperative Services Program (C5P)
with Scientific Games. Initially developed with the New
York Lottery in 1985, the CSP program was implemented
in Florida in 1997. The Florida Lottery reports that over the
course of the program, instant game sales have
increased 391%.

The CSP program is a full instant game category
management program that is customized to meet each
individual lottery’s needs with a menu of services

including game analysis and planning, inventory control,



A record-breaking $5 billion in sales in fiscal 2013, with over $3 billion
from instant games, has landed the Florida Lottery in headlines across

the industry and the U.S. Celebrating its 25th anniversary this year, the
Lottery will make a more than $1.4 billion contribution to education in the

state.

inside sales, field sales, warehousing and distribution,

marketing services, retailer recruitment, game
dispensers. - and of course, game design and
production,

PASSING GO

There have been so many technology changes since the
Florida Lottery began in 1988, to 1957 when we started
the Cooperative Services Program with Scientific
Games, to today,” says O"Connell, who helped launch the
Lottery under Rebecca Paul, now Rebecca Paul Hargrove
and currently the President and CEO of the Tennessee
Education Lottery. “With so many changes, the
vendor-partnership relationship is critical to success. So |
credit Scientific Games for working with us so closely, for
the great give-and-take relationship we have
established. When we want to do something they think
may not work, we talk about it. And when they suggest
something we may not be comfortable doing, but is in
our best interest, we talk about it.”

An example that O'Connell gave was the sic-wesk
launch  schedule  Scientific  Games  recently
recommended after a comprehensive analysis of the
Lottery's instant game sales, launches and schedules
that is part of the C5P services the Lottery receives.

“Scientific Games has helped us come to terms with a
six-weelk launch schedule and it's proving to generate
sales because it gives us a longer time to promote the
game in our retail outlets before we change point-of-sale
and go to a new game. And it gives players more time to
seltle into the game: | can see it working,” says
O'Connell.

The six-week schedule allows the Lottery to offer Florida
players bigger games and better prize structures. “The
marketing support and the hands-on support from the
marketing and research team at Scientific Games have
certainly benefitted us. It's just a partnership that has
helped us work,” O'Connell adds.

o

“When we enter into a CSP agreement with a lottery,
we do a complete instant product category
assessment based on our 15 Determinants of Demand.
It's an analytical approach to determine what specific
services can help maximize performance and net
profits for the lottery. This is our starting point and we
discuss it cpenly as partners,” says John Schulz, Vice
President of Global Cooperative Services at Scientific
Games. “We provide a dedicated, instant game
general manager, and in some cases, an instant
products person to work onsite at the lottery. And of
course, the rest of our team provides support from
many different areas of expertise. That's what makes it
Cooperative Services; it's not warehousing and
distribution like other programs.”

With instant product sales up more than 36% in Florida
aver the last two fiscal years and 2013 Instant weekly
per capita sales reaching $3.09, the Lottery is working

to create instant games like their Guy Harvey series,
(Continued next page)

The Flornida Lotterys 25th Anniversary Millionalre gome and
the Guy Harvey collector series were 2013 fovorites.
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In every phase of the instant product life cycle — from game development
to printing, initial allocation and weekly replenishment, to research and

sales analysis - the Pennsylvania Lottery works hand-in-hand with
Scientific Games to drive the instant product forward. The goal: increase
revenue growth to support older Pennsylvanians.

that appeal to a new player. Over the last several years,
the Lottery's product development team has worked
with Scientific Games to launch the Cash Mullipliers
family of games, which have consistently indexed high,

Historical Instant Weekly Per Capita Sales

§3.25- -

$3.00- P w 250

4275

$2.50- §134

§2.254

$2.00- -y

$1.751 P._—.—.——.—.—.—‘/

§1.50+

125 Sowre: Lo Sew'’s and LS Census Bureou

$1.00 T T T T T T T T 1
o NG NE N N8 000 A0 W A

Fisal Year

“The Cash Multipliers family of games has been very
good; it's really caught on like another game we have
called Gold Rush that is also doing very well. Qur core
players have come to exXpect these games because
they know they win and there are lots of chances to
win," says O'Connell. "They continue to attract new
players through word-of-mouth as well as advertising.
It's a great product category for us and we will probably
keep it in stock for a long time.”

COMMUNITY CHEST

Currently, nearly two dozen lotteries around the globe
participate in Scientific Games' CSP program including
five of the top 10 lotterles in the world for instant per
capita sales (La Fleur's FY2012).

"CSP has forever changed how our customers can
manage their instant product category.” says Schulz.
"With a CSP partnership, the lottery can choose from a
broad range of operational, administrative and
marketing functions and assign some of these
responsibilities to Sclentiflc Games. This allows the
lottery to focus more resources on their organizational
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goals and long-term strategies while retaining palicy
control and final approval of all business decisions.”

Another one of the highest perfarming LS. lotteries
that has entered into a CSP agreement with Scientific
Games is the Pennsylvania Lottery, which experienced
over 460% growth in instant game sales since the
program began in 1997,

In every phase of the Instant product life cycle — from
game development to printing, initial allocation and
weekly replenishment, to research and sales analysis
— the Pennsylvania Lottery works hand-in-hand with
Scientific Games to drive the instant product forward
The goal: increase revenue growth to support older
Pennsylvanians,

The Lottery's fiscal year 2013 closed with $2.3 billien in
instant game sales, a more than 19% growth over the
last two fiscal years, Weekly instant per capita sales for
2013 rose to $3.46 in Pennsylvania.

The Pennsylvanio Lottery’s 2013 favorite Instant gomes were
across the boord in themes, price poinls and prizes



“| think that the biggest, overarching driver behind our
growth is the partnership approach to how we deliver
instant games through the Cooperative Services
Program. That cooperation comes on both sides — the
Lottery and Scientific Games - from product
development, to wvending eguipment, professional
sales staff both inside and in the field, and most
importantly getting the fresh, new products delivered
to the retailers as soon as possible,” says Todd Rucci,
Executive Director of the Pennsylvania Lottery.

Rucci explains that he and his stafl work very closely
with Scientific Games, meeting several times a week 1o
plan supply chain operations and to discuss ways to
help the Lottery’s more than 9000 retailers display
instant game products in their stores, whether in
vending machines or on counters. With next day
delivery services, product orders and re-orders can
arrive within 24 hours.

2012 Average Instant Sales Per Retailer

.

“This efficiency has been the biggest reason for the
Pennsylvania Lottery to use CSP and it's amazing what
we've been able to accomplish,” says Rucci. "The
partnership is something we hang our hat on: our
ability to work together to try and get our products to
cur retailers and to our players quickly and efficiently.”
The Lottery has received great feedback from retailers
around the state who appreciate that Scientlfic Games’
Inside sales team Is in touch with them on a weekly
basis, at times that meet their Individual schedules, and
that they have established informed relationships that
recognize there may be some stores that sell specific
price points or games better than others.

“Different retailers need different products and
different allotments of products at different times. So

we're looking at blitz allocations when we launch a
new group of games to make sure we serve each
retailler and that it's not just a one size fits all,” says
Rucci. “We're constantly tweaking, looking at each
retailer's potential to sell a particular game better than
another retailer, for whatever reason that might be.
And also making sure that the product is not only
there, but displayed properly. If it's not displayed
properly, if the retailer doesn't know how to do this, it's
rol aoing to help sales. So we're really getting Into the
granular level of the food chain.”

ROLL AGAIN

Besldes celebrating a record-breaking year, back at
the Florida Lottery's headquarters in Tallahassee,
O'Connell's staff is focused on building the retailer
base as well as increasing instant game dispensers at
key existing retailers with more full-service and instant
game vending machines.

“Working with Scientific Games, we are able to help
our retailers better understand the price points they
should be selling versus the price points that aren’t
doing well al their store,” says O'Connell. "They want
to offer the $1and $2 games their customers want, but
when we put the $5, $10, $20 and $25 games in their
stores in multiple facings, it gives them and the Florida
Lottery the opportunity to Increase sales. So we're
helping to educate our retailers through the CSP
process, and that's good.”

At Rucci's command central for the Pennsylvania
Lottery in Middletown, Pennsylvania, he and his staff
have just wrapped a stellar year but continue to tweak.

“We understand that we always need to be changing
and delivering product in new ways for our retailers
and players. We're aglle, we're striving for even more
efliciency and we never want 1o gel comfortable in our
own skin because we want to be the best we can be;”
says Ruccl. "We learn through Scientific Games and
ather lotteries about what new things are working in
the industry. The partnership Is something we truly
strive for, working together to make it worlk" B

The MONCPOLY nome and jogo, the distinciihve design of the gome boavd, the

fowsr o squores, the MR MONGROLY naome ond charocter, o5 well as eoch
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Hashro far 5 grogedy troding game and gome eguipment & 15935, 2003
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ARE UNLICENSED
ONLINE DISTRIBUTORS
OF LOTTERIES
MISLEADING
CONSUMERS?

Who are www.Congal.otto.com
and www. Trillionario.com?

There are two websites that market and distribute tickets online in
ways that appear 1o be unlicensed and un-authorized by federal and
state authorities. Check out www.congalotto.com, which sells lotto
tickets to LS. consumers. The lottery tickets they sell include Pow-
erball, Mega Millions, Hot Lotto, Euromillions, Eurojackpot, Mega
Sena, SuperEnalotto, LaPrimitava, El Gordo, along with the state lot-
o tickets of California. Indiana, Florida, New York, and also lottery
tickets from the UK, Australia, Ireland, France, Germany, Spain. The
Spanish language website that sells lotto tickets in the Latin Ameri-
can markets is www. Trillonario.com. It sells Powerball, Eurojackpot,
La Primitave {Spain), California SuperLotto, and Florida Lotto. The
wehsites explains for the online consumer; “How It Works"

1 You Choose: Choose the official lottery that wants 1o play and
your favorite numbers,

2 Buy: Our local agents buy the tickets on your behalf,

3 You Play: You will receive by email a scanned copy of the ticket
with your name

4 You Win! The prizes you win will be credited immediately to
your account.

It would appear that these websites are not licensed or authorized
by the national or state lottery jurisdictions o legally sell these lot-
tery tickets. The laws limiting the right to distribute lottery tickets
exist to protect many different interest groups. One of the victims
of unlicensed distributers is obviously the consumer. Government
lotteries all operate legally, comply with the highest standards of se-
curity, operate with complete transparency, and fulfill all obligations
o pay prize-payouts. Unlicensed operators are not monitored and
audited to ensure compliance with those standards. The redemption
process appears to rely on the integrity of the un-licensed distributor
o pay the prize. Are there adequate controls 1o guarantee that the
winner of a big jackpot would in fact be able to redeem the prize?

We can expect that if laws agaimst unlicensed distributors are not
vigorously enforced, the illegal activity will proliferate as more and
more un-licensed distributors enter the market. That would likely
resull in severe damage to the reputation and the brand of lottery.

According to Nour-Dean Anakar, CEQ of Sorieo Games, a li-
censed distributor of national lottery games in Mexico: “Ledenford
S.A. is a company based in Malta and operates the two websiles,
Congalotto.com and Trillonario.com. The way it works is explained
on their websites, as vou indicate in your introduction. The purchase
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of the physical lottery tickets by Ledenford in each local jurisdiction
is not illegal. It is the re-selling of those tickets across jurisdictions
and the added service charges and the way the consumers’ purchase
transactions are processed online that are questionable,

In the case of the U.5., Congalotto.com markets and promotes
itself to US lottery players as a web service that allows consumers
to open e-wallet accounts online and uses those e-wallet accounts to
purchase lottery tickets from all major lottery jurisdictions world-
wide, Trillonario.com does exactly the same in Latin America, sell-
ing lottery tickets in most jurisdictions without a license. This is
done with complete disregard of each jurisdiction’s federal and state
gaming and lottery distribution laws.

“In the case of Mexico, Trillionaro.com is aggressively promoting
and distributing non-Mexico lotteries to Mexican consumers through
weh services locally, including Powerball and MegaMillios and Eu-
roMillions. This is a violation of Mexico's National lottery laws, as
well as the Mexican Federal Gaming Laws. In the case of the US,
selling multi-state lottery tickets, in-state lottery tickets, and non-L1S
international lottery tickets over the internet 15 clearly un-authorized
in many state jurisdictions. LS. merchant banks have mechanisms
to classily and code all transactions (o guard against these Kinds of
un-authorized gaming transactions. A lottery purchase through these
websites would be recognized by the LS, banking system as an au-
thorized online gaming transaction and therefore blocked.

“We have spoken with several lottery players in Mexico and Cali-
fornia who have used the Trillonaric.com and Congalotto.con web-
sites 10 purchase lotteries. They have all reported that the transac-
tion receipts they get after making the lottery ticket purchase online
show a payment transaction receipt for merchandise instead of a

"Remember, you can fool some of the people all of the time.
Those are the people we need to concentrate on.”

308



purchase of a lottery ticket.

“As an industry, we need to take action to defend the interests of
the licensed lotteries, their commercial partners, and the consumer.
While these unlicensed lottery distributors may well pay out the
smaller prizes to their ticket buyers, there would not appear o be
any mechanism o ensure that the method of redemption guarantees
that the consumer would be able to redeem the winning jackpot tick-
el. A business model based on selling lottery tickets and then paying
out only the small cash prizes would be very profitable indeed, The
ones who lose are the lollery operator, the companies who invest in
the business of producing, marketing, and distributing lottery prod-
ucts, and the consumer. In fact, it would seem that the brand of le-
gally licensed government lotteries would be severely impaired if a
consumer were (o have their winning tickel not be redeemable. The
lottery consumer has no idea these types of off-shore operations are
unilicensed and un-authorized by state or federal authorities, which
creates confusion in the market. Furthermore in the case of Mexi-
co and other countries in Latin America, the Trillonario principals
showcase that they distribute major lottery games like Powerball
and Megamillions in the US in order to gain credibility and to secure
access to lottery content in those markets,

SMART-TECH FPanel Discussion .. .coninued from e 21

Chuck Strutt: [ agree. Interactive and Mobile are keys. Of course,
there does not need to be a trade-off between new games and preserv-
ing the appeal of traditional play styles. Jackpots and Scratchers will be
sales drivers in five years just as they are now. But we need 1o develop
some new concepts that involve more player participation. Too, just as
in other indusiries, we will be engaging the consumer more directly in
the process of deciding what games they like to play and create ways
for the consumer to guide the process of creating those games.

Jim Haynes: | agree with Chuck and Gary. Over the next few
years we will see the creation of more interactive games that are
accessed through more channels, like Mobile. The porifolio of prod-
ucts will become much more diversified to appeal to vounger demo-
graphics as well as the traditional core players.

Connie Laverty O°Connor: As important as the Internet and
Mobile are, bricks and mortar will remain the foundation of this
business for at least five years and 1 would say much longer than
that. The exciting thing is that that there is still huge untapped po-
tential to grow sales at retail. [ believe that the existing retailer base
could grow sales by at least 259, just by optimizing the tools we
already have. And 25% of a 367 billion dollar revenue stream in the
U.5. alone adds up to a huge amount of funding for Good Causes.
There are simple straightforward things that can be done 10 make
that happen. And 1 believe that if retail optimization strategies were
effectuaied across the continent, we would be amazed ai the resulis,

Of course, 1 agree with Gary, lim, and Chuck that Powerball is
arguably the strongest lottery brand in the world, and we need o
take full advantage of that. For instance, a $5.00 Super Powerball is
a no-brainer. Maybe we should have additional games that run just
twor or three times over the course of the year? We should realize
that innovation does not have to be complicated. Innovation is more
about hard work than inspiration. 1t's follow-through. It's persever-
ance. It's tenacity. Its listening to other people. It's getting everyvone
from all the different jurisdictions to participate. And it's always

$

Below is an example of marketing e-mail correspondence from
Congalotto.com:

From: Congalofto.com [mailto:info@congalotio.com]

Sent: Thursday, June 06, 2013 01:31 PM

Subject: W's a Mega-Rollover as EuroMillions Hits €100 Million

Hi,

These Mega-Rollovers just keep right on coming and this Friday is
no exception as we gear up for vet another €100 Million draw on En-
roMillions. This is yvour chance 1o score the jackpor win of a lifetime
on Envope's Richest Lottery and live the dream thanks to Congalotto,

Plus, don't forget to check our Spain’s June Special Draw Mil-
lionaire Raffle, which is paving ont a guaranteed €34 Million on
Sarwrday night, giving vou a 1-in-3 chance of winning a cash prize,

It's all happening in Europe this weekend and vou'd be mad to
mixs out, 5o PLAY NOW!

Giood Luck!

Customer Service Manager

Congalotto.cont

If vou have any queries please send an email to

suppori@congalorto.com #

putting your customer first; whether it's the retailer. the consumer
or, in my case, i°s actually all of you, Appreciation and respect for
the diversity of opinions and poinis of view is so important,

Terry Rich: It took at least twe yvears for cross-sell and another
mwo years for §2 Powerball to happen. How can we accelerate the
process, and move the needle on the next game?

Connie Laverty 0'Connor: | think retailers are slarting 1o realize
that we need 1o move quicker. Ii's not only competition for dollars any-
more, it's competition for attention of the player. Retailers realize thai
ton, and will be more receptive for the need to evolve with the consumer.

Gary Grief: | want 1o echo what you heard previous speakers
say today - that is the importance of collaboration, It’s so rewarding
for me to be on the stage with these three other wonderful people
that represent different pants of our business, We've broken down
so many of the barmiers between the MUSL and the Mega Millions
Groups. The participation of our friends from MUSL in our meeting
yesterday was s0 helpful, That kind of collaborative process will
be even more important as we go forward and develop the strategic
portfolio management approach of the future.

Chuck Strutt: | think we need to recognize that a culture of in-
novation inevitably involves a dynamic interaction of different ideas.
That means disagreements and debate, Sometimes the fresh new idea
will be misguided, But éven then, the new idea can be the springboard
for other new ideas that zet us closer to the breakthrough ideas we
are looking for. A few weeks ago, for instance, we had an idea that |
absolutely loved. Took it out to the directors and they trashed it. So
we modified it and took it back to a different sel of directors and they
trashed it Now we're on the third iteration and 1 think this one is actu-
ally brilliant. 1 told Connie a little bit about it this morning, Of course,
she pointed out some flaws! Back to the drawing board. | think that is
what a healthy culture of innovation looks like. ¢
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Scenes from European Lottery Association Congress Tel Aviv - June of 2013

Congratulations 1o Bernadetie Lobjois and her team at the Eu-
ropean Lottery Association (EL), and also 1o Mifal Hapayis
and the TOTO (The Israel Sports Betting Board), and 1o all the
members of the EL Associution {or producing another fabu-
lous conference and trade show, The EL holds its big regional
conference bi-annually (on the vears when the World Lotiery
Association is ool holding i1ts big bi-annual event. The World
Lottery Summiit for 2014 is in Rome!). The EL Congress hus
established itselfl as a seminally important industry evenl, The
next EL Congress will be held in June of 2015 in Oslo, Norway
~ 1 hope to see you all there!

¥iourg Lions Chell
Hew 3 wa comvert yi
e erghusiste LOTTEY
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By Warwick Bartlett
Chief Executive Officer, Global Betting
and Gaming Consultancy (GBGC)

GAMING EXECUTIVE SUMMIT 2013 IN
BARCELONA: REVIEW

All the sun, sea, and sumptuous surroundings of the W Hotel
could not disguise a slightly muted atmosphere at the 2013 Gam-
ing Executive Summit in Barcelona last week. The tone was set
by Quirino Mancini, SCM Lawyers, who gave a very downbeat
assessment of the internet gambling sector in ltaly, *A few opera-
tors are doing very well but the majority are simply surviving,”
explained Mancini. This is a particularly concerning view of the
Italian e-gaming market becauwse it is the model that has been
adopted across many European markets.

Bwin.Party's CEQ Norbert Teufelberger: “The Group's rev-
enue performance since the beginning of April 2013 was softer
than expected due to a lower than expected gross win margin in
sports betting during April and June as well as competitive pres-
sures in bingo. Ahead of the launch of our new poker product,
the trends seen in Q1 in casino and poker continued during the
second quarter. Whilst we retain a leadership position in our two
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largest markets, competitive pressures in both the UK and Italy
have continued to hold back our bingo business.”

Friedrich Stickler, president of the Evropean Lotteries Associa-
tion, was on the same CEO panel. Now that the likes of Bwin,
Party have fallen into line and either taken local licences or with-
drawn from markets, Stickler's new targets seem to be the Asian
sports books, which he deems “illegal.’

Sean Ryan from Facebook outlined the company’s plans for
e-gaming and showed off the new Paddy Power real-money in-
play sports betting app for the platform, as well as Zynga’s new
real-money poker service. It is clear that Facebook is taking a
cautious approach to e-gaming and is using the UK as its test
market. Facebook has a small e-gaming team and is most interest-
ed in markets that are regulated and have a sizeable population.
Denmark, for example, whilst regulated, would not be a priority
because of its small population. There are also no definite plans
for e-gaming on Facebook in any US states that might regulate.

The fact that two of the most upbeat presentations of the con-
ference were delivered by speakers with no direct involvement
in the gambling sector — Kevin Slavin, Assistant Professor at
MIT Media Lab, and David Rowan, Editor of Wired Magazine
— is a good reflection of the state of certain sectors of gambling
at the moment,

UPDATE ON U.S. GAMING LEGISLATION

Time was when the framing of LS. policy on Internet gambling
was the cause célébre of the Democratic Party, Massachusetts”
inimitable Barney Frank springs to mind and, more recently, Ne-
vada’s favorite son, Harry Reid. However, these days on Capitol
Hill it"s a different story. Right-wing Republicans are behind the
two bills now under consideration in the 113th Congress,

The latest, introduced in the House of Representatives earlier
this month, comes out of the Tea Party stronghold of northeastern
Texas. The “Internet Poker Freedom Act of 20137 it°s called, and
its sponsor is 63-vear-old Joe Barton, an anti-tax crusader and
lifelong champion of energy deregulation and the rights of Big
il and chairman emeritus of the House Committee on Energy
and Commerce. Mr, Barton has been known to log on himsell o
play the “all-American game,” as he likes to call it (never for real
money, he adds), and this is his second go in two years at trying to
make Web poker the law of the land. 1 continue to be supportive
of the Americans who play poker online,” he said. “They deserve
to have a legal, on-shore system that makes sure everyone is play-
ing in an honest, fair structure.”

Whether he’s more successful in getting them one this time
around is another matter. The prevailing wisdom, subscribed 1o
by Reid himself, holds that there is little appetite in Washington
for federal regulation, a politically toxic issue at best and one
generally seen as best avoided. This is especially the case now
that several states have taken the initiative to regulate the industry
within their respective jurisdictions.

A bill introduced in the House in June by Long Island Rep.
Peter King., whose hawkish views have earned him the chairman-
ship of the Homeland Security Committee's Subcommitiee on
Counterterrorism and Intelligence, has collected one co-sponsor
to date, Massachusetts Democrat Michael Capuano. Barton’s
bill was routed on 11 July 1o Energy and Commerce {where Mr.
King's bill has principally resided since 7 June) and the Financial



Services Committee with no co-sponsors.

Reid, who once called online poker “the most important issue
facing Nevada since Yucca Mountain,” has been able to deliver
nothing so far for his corporaie casino constituency in in Las
Vegas. But the leader of the Democrats’ slim majority in the
Senate has been working to mend fences with GOP leaders he
angered over the election year politicking that helped doom his
2012 bill before it ever got to the upper house. Reports are he’s
readying a new hill for introduction, possibly before Congress
goes on holiday on 2 August, in consort with fellow Nevadan
Dean Heller, the Republican whose first full term in the Senate
he tried to prevent last fall,

Reid is proceeding more carefully this time. In a bid to get his
own party lined up behind the need for federal regulation — and
no doubt to take an initial reading of the political winds on bath
sides of the aisle — the Senate Commerce Committes’s Subcom-
mittee on Consumer Protection, of which Heller is the ranking
Republican, scheduled a hearing on 17 July titled “Internet Gam-
bling: Assessing Consumer Protection Concerns.”

Barton’s bill over at the House of Representatives (H.R.
2666), like King's (H.R. 2282), would establish nationwide over-
sight through a super-agency within the Commerce Department
(King's would be installed in the Treasury Department), Regula-
tion and enforcement ultimately would lie with the secretary of
Commerce and the National Indian Gaming Commission as the
bodies charged with reviewing and approving the actual licensing
authorities at the state and tribal levels.

H.R. 2666 is likely to run afoul of a number of constituen-
cies whose views Washington won't want o ignore. Unlike H.R.
2282, which would permit casino-style games and would open
the market to state lotteries and the racing industry, Barton’s
poker-only approach (his bill also would permit other “skill”
games) restricts licenses 1o commercial and Indian casinos and
card rooms in operation for at least five years. Moreover, its pro-
visions would supersede any regulation the states already have in
place, in contrast 1o H.R. 2282, which would grandfather in exist-
ing intrastate networks. H.R. 2666 also locks out for five years
any entities convicted of having operated illegally in the United
States post-UTGEA.

As a poker-only measure it's more in accerd with what the ca-
sino industry and their Washington lobbying arm, the American
Gaming Association, might find palatable. The AGA hasn’t taken
a formal position on either bill, however. King's endorsement of
casino-style games is a concern for them. The land-based secior
has mever been of one mind on the competitive threat posed by
the Web, and those that have embraced poker did so only after the
recession hit and traditional revenues tumbled.

U5, states, led by the National Governors Association, ac-
tively opposed Reid’s abortive 2012 legislation, and it"s expected
they will work to defeat both King's and Barton's and anything
like them that attempts to supersede their historical primacy over
gambling within their borders. The lottery freeze-out in H.R.
2606 will stirike them as particularly noxious,

Mo hearings were scheduled on either, as of this writing. The
prospects for H.R. 2282 are in the hands of iiber-conservatives
Lee Terry of MNebraska, who heads the Energy and Commerce
Subcommittee on Commerce, Manufacturing and Trade, and Jeh
Hensarling of Texas, who chairs Financial Services. The bill also

was sent 1o the Judiciary Committee, chaired by Bob Goodlatte
of Virginia, who also co-chairs the Congressional Internet Cau-
cus and is best-known in the industry as one of the leaders of
the federal effort fo outlaw Web gambling prior 1o the passage
of UIGEA.

As a longstanding member and a former chairman, Mr. Barton
wields some tenure on Energy and Commerce, but that’s no as-
surance H.R. 2666 will see the light of day, and he has acknowl-
edged as much,

It’s interesting and telling how the responses to Congressman
Peier King's online gambling bill (H.R. 2282) so closely mir-
ror those of all the failed attempts at federal regulation in the
past: Advocates outside the commercial casino establishment are
enthusiastic; they're guarded and non-committal within; and the
public lotteries and the Indian tribes and the leaders of the states
where they reside are as ever skeptical and resistant.

In a broad sense these are views that speak to the historic fault
lines riddling 1.8, gambling policy that no regulatory scheme out
of Washington, except in regard to sports betting. has been able
1o repair or surmount, Weigh in the near-total absence of any po-
litical capital to be gained with that to be lost from appearing to
endorse Internet gambling as a matter of national policy, which
is what regulation implies, and Mr. King's bill is not expected 1o
fare any better.

*I don’t see anything happening.” said Nevada's Harry Reid,
who heads the slender Democratic majority in the ULS. Senate
and has all but given up on the possibility that either his chamber
or the Republican-controlled House of Representatives will get
behind the poker-only legislation he favors, let alone a bill like
King's that legalizes casino games as well.

One L.S.-based reporter in the poker blogosphere went further,
pronouncing the bill, which has attracted no co-sponsors, *100%
DOA” (*Dead on Arrival™).

It's reported that for the sake of a poker bill aimed at salvaging
a nationwide player pool for his Las Vegas casino constituency,
Reid is trying 1o mend fences with the Republican opposition.
But he knows the votes don't exist and has said as much. A poker-
only bill his staff had crafted last year in partnership with GOP
Senator Jon Kyl, who has since retired, was bungled over elec-
tion politics. Not that it had any chance, given language in it that
sought to lock up regulatory primacy for Nevada and freeze out
the lotteries, and it never made it to the Senate chambers.,

The American Gaming Association, the Washington lobbying
arm of those same Las Vegas companies and the most vocal advo-
cates of a poker-only industry, also knows the votes aren't there,
and the legislation tossed into the void by King, a New York Re-
publican, on which Reid was not consulted and which appears o
have caught him unawares, has sparked a war of words between
the senator and the AGA’s president, Republican heavyweight
Frank Fahrenkopf,

Fahrenkopf, who is retiring this month, called the Reid-Kyl
fiasco his “biggest disappointment” in 18 years at the helm of
the association, A spokeswoman for Reid fired back at what she
called “revisionist history™ and later issued a statement saying,
“Perhaps if Mr. Fahrenkopf had spent less time dealing with the
presidential debates [he is co-chairman of the commission that
oversees them| and more time actually doing his job as head of
the gaming association we could have passed the bill."
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MNevada lobbyist Jon Porter, a Republican who served three
terms in Congress representing parts of Las Vegas and the sur-
rounding area, blames divisions among the various stakeholders
in the debate and says casinos need to work with the lotteries and
the Indian tribes and not against them.

“Those are some powerful groups,” he noted at a recent indus-
try conference in Las Vegas,

The King hill (H.R. 2282}, introduced in the House on 6 June
2013 as the “Internet Gambling Regulation, Enforcement, and
Consumer Protection Act of 20137 (a title borrowed from former
Congressman Barney Frank’s failed crusade of the last decade),
attempts 1o address some of these issues by providing for licens-
ing for all providers, including lotteries, the tribes and online
race-betting, under the auspices of an Office of Internet Gam-
bling Oversight within the U.S. Treasury Department. It allows
states to opt out of the system if they choose and it would grand-
father in states with networks of their own in place—ol which
there is one currently, Nevada, with Delaware expecied 1o be
up and running this autumn with casinos games operated by the
state lottery and New Jersey in the process of drafting regula-
tions for intrastate games operated by Atlantic City's casinos,
The AGA hadn't taken a formal position on H.R, 2282, at the
time of writing this article. The bill’s endorsement of casino-
slyle games is a concemn, The land-based sector, Las Vegas® es-
pecially, has never been of one mind on the competitive threat
posed by internet gambling and embraced poker only after the
recession hit and began tearing inlo profits.

The states, led by the National Governors Association, ac-
tively opposed Reid-Kyl, and it's expected they will work with
same energy against the King bill and anything like it that comes
down out of Washington, “We believe the federal government
should be respectful of states’ rights to regulate online gaming,”
said a spokesman for the National Conference of State Legisla-
tors, “and we see these bills as an affront 1o states” sovereigniy.”
This appears to be the position of the Obama administration as
well, Certainly it was implied by a December 2011 memoran-
dum from the Justice Department clanfying the legality of stae
lotteries operating online,

Reid believes that, with individual states actively pursuing
such licensing and laying the groundwork for networking agree-
ments with other states and with foreign operators, the pros-
pects for the federal government to take control of nationwide
market that is estimated to be worth US$7 billion — $10 billion
over the next five years — is small. 1 felt online poker would
be good for the state of Nevada,” said Reid, who recently ex-
pressed the belief in an interview with the Las Vegas Review-
Journal that a “golden opportunity”™ was missed, 1 will continue
to work on it, but it would be stretching things to think we could
get something done,” he said. “It’s opposed by governors, lot-
teries and Indian tribes,”

Porter, on the other hand, remains optimistic about something
happening at the federal level. “It will come back this session. It
won'lL be a stand-alone bill. It will be attached to something else.”

H.R. 2282 has been referred to three committees: Financial
Services, Judiciary and Energy and Commerce. No action had
been scheduled on it, as of this writing. Congress recesses on 2
August and returns 9 September. [t will meet for 39 days after
that. The session ends 13 December.
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UK GOVERNMENT GAMEBLES ON NEW
LEGISLATION

The internet gambling sector in the UK is one of the most
fiercely competitive and open markets in the world. There is no
limit on the number of licences, all gambling activities are per-
mitted — from betting exchanges through to live dealer casino
games — and gambling firms can advertise their services in print
and on television. All of this was permitted by the Gambling Act
2005; But the nature of the UK market could be changed by the
new Gambling (licensing and advertising) Bill announced in the
Queen’s Speech in May 2013,

The UK Gambling Act 2003 recognised the intemmet gambling
licences issued by certain other jurisdictions such as Gibraliar,
Malta, and the Isle of Man. This meant that operators licensed
in those jurisdictions on the *white list” would be able to operate
and advertise in the UK. The advantage was that it enabled firms
to remain ‘offshore’ from the UK and not be liable for the UK's
15% remote gambling tax, which was the main weak area of the
Gambling Act. But the proposed Gambling (licensing and adver-
tising) Bill will bring this situation to an end.

The overall aim of the new Gambling Bill is to introduce e-
gaming taxation based on a point of consumpiion scenario, To
this end. operators wishing to take money from UK-based cus-
tomers will have to hold a licence in the UK and will pay the
UK rate of gambling tax on their gross win from UK players. It
will still be possible for firms to be located offshore under the
proposed regulation if they hold a UK licence. The Gambling Bill
effectively ends the *white list” arrangement, although white list
licence holders will not have to go through complete relicensing
process by the UK Gambling Commission.

The new bill is being promoted as offering better protection
to the customer, an argument that has been used across Europe
for the new internet gambling legislation that has been passed.
But the Gambling Bill will bring in some extra tax revenues 100.
GBGC calculates that UK gamblers spent GBE£ 1.72 billion on
internet gambling in 2012, The majority of this spending was
with companies based offshore and not liable 1o UK gambling
tax. Under the new regulatory set up, the UK government would
have collected some GBE 260 million in gambling tax, assuming
a rate of 15%. By the time the new bill actually comes into force
in 2014/2015 the amount the government will collect in gambling
tax will be approaching GBE 300 million. Such an amount will
not solve the UK’s debi problems but it is a useful contribution
and is a tax that is fairly easy to collect.

Prior 1o moving their operations offshore, the likes of Wil-
liam Hill, Ladbrokes, Betfair, and Coral all ran successful inter-
net sporis betting divisions from the UK under the 15% tax rate.
Bet3635 still does so, as one of the only major betting firms that
has not moved offshore. What is less certain is how online gam-
ing — poker, casino, and bingo — will fare under the 15% rate. Few
companies have ever run their internet gaming services from the
UK. The evidence from other countries around Europe is that the
likes of internet casino and poker do not thrive in high-tax set ups,
The markets in France and Ialy can hardly be described as great
successes for many of the operators, although they are doing a
zood job of collecting tax for the respective governmenis.

The original model for internet gambling was based on low



taxation and a high pavout to the customer. The reason that
the UK became such a competitive and successful internet
gambling markel was precisely because it allowed operators 1o
work to this model and advertise their services. The UK is too
important a market for many operators for them to choose to
leave or opt outl when the new regulation is enforced but it will
alter the reasom for being in offshore jurisdictions for certain
groups of operators.

GRGC understands that under the new Bill, revenues from
non-UK based plavers will not be taxed by the UK government
under the new arrangement. A point of consumption tax, rather
than a country of origin lax, suggests that a UK-licensed gam-
bling company will, therefore, not be required to pay gaming
tax on revenues from players in the likes of Asia. So, for those
companies with very lew UK-based customers but who wish
to sponsor English Premier League teams to advertise to their
Asian-based customers, the new UK setup could look quite at-
tractive o them.

In Gibraltar it is reported that the Gibraltar Betting and Gam-
ing Association (GBGA) has created a legal “fighting fund’ to try
and get a judicial review into the proposed UK regulatory chang-
es, which would have an impact on the business model of many
of the Rock’s key licence holders. Earlier this year the GBGA
made a submission o the House of Commons Culture, Media
and Sport Committee in which is said: “In the event that the
Government determines to proceed with the proposed legislation
and fiscal reforms, the GBGA will regrettably have lintle alter-
native but to institute judicial review proceedings to challenge
these measures.” This statement was made before the new Bill
wias included in the Queen’s Speech, so presumably the GBGA's
challenge will now take place,

The GBGA believes that the UK government's proposals are
unlawful and set oul its arguments in ils wrilten submission o
the committee:;

“The proposed measures both separately and together with the
related changes to the tax regime for online gambling are unlaw-
ful in terms of EU, national and international law and are liable
to successful legal challenge.”

“Absent some cogent evidential and rational basis lTor the
change, EU law will not permit the UK to arbitrarily switch from
a free market system that it specifically set up and reinforced in
the Gambling Act 2005 1o a significantly more restrictive regime
that takes no account of licensed operators established and regu-
lated within the EEA. It is a well established principle that where
trading and fiscal rules are to be changed. the compatibility of
any new rules with EU law musi be examined in light of the pre-
existing regime.”

NEW JERSEY ONLINE GAMBLING: HOW
BIG? HOW SMALL?

New Jersey will come out of the gate with an obvious advan-
tage in terms of liguidity over tiny Delaware, its closest competi-
tor, and Nevada, the first mover in the nascent US online market,
which has the allure of Las Vegas going for it but less than one-
fourth the population. It's also a market that finds itself happily
sandwiched between two of the largest metropolitan areas in the
country in New York City and Philadelphia.

The Wall Street view, expressed by the likes of Spectrum Gam-

ing Capital’s Robert Heller and Macquarie Capital’s David Ber-
man, has been upbeat. Heller believes it could be the “savior”™ of
a market that has seen its land-based business plammet more than
40 percent over the last six years, Berman, speaking ai May's
East Coast Gaming Congress, called it a “big boon for Atlantic
City and New Jersey™. Beyond rthat, estimates of the poiential
vary, and markedly, although nearly evervone agrees that Gov.
Chris Christie’s initial estimate of a $180 million windfall for the
state budget, which at a tax rate of 15 percent implies a market
wiorth $1.2 billion, is not realistic. The governor's forecast ap-
pears 10 be based on Wells Fargo’s projection of & $1.5 billion
industry by 2017, which in tum derives from the bank’s first-year
forecast of $650 million to $850 million, which also appears to
come down on the aggressive side,

Global Betting and Gaming Consultants own forecasts are
for first full-year revenues of US$ 246 million for casino and
poker combined.

Washington, D.C.-based lobbyists Interactive Media Enter-
tainment & Gaming Association pegged the first-year potential
at $230 million, That was back in 2010. From here things ac-
guire more of a glow. John Kempf, managing director of RBC
Capital Markeis, puts the annual revenue potential in the early
going at 3500 million-$600 million. Las Vegas-based investment
brokers Union Gaming Group expect the markel o generate
5330 million in its first full yvear, growing to $840 million “after
a five-year ramp.”

In a recent note o investors, UGR broke this down between
$244 million for poker (growing to $297 million by 2019) and
$290 million for casino games (growing to $546 million by
2019). This assumes a poker penetration rate among adult New
Jerseyans of 1.5 percent in the first year — supplemented by adult
visitors (o the staie at a rate of 0.2 percent —and a casino games
penetration rate of 1 percent of locals and visitors. In estimat-
ing wagers as a percentage of per capita gross domestic product
the base they vse is a 2014 estimate for New Jersey of 566,854,
which is rather higher than the LI.5. government’s 2012 estimate
of $57.078 in current dollars and $49.430 in real terms. (For the
nation, real GDP for 2012 stood at $42,784.) Other notable as-
sumptions are that adult visitation to the state will grow by rough-
ly 7.7 million over the next five yvears and that poker penetration
will increase over that time to 2.8 percent of New Jersey residents
and to 1.5 percent for casing games,

The latest edition of GBGC's Interactive Gambling Report
is available now. We have revised our global internet gambling
forecasts downwards from our last report in April 2013 because
of the sluggish revenues from the Spanish and Italian gambling
markets and the delays to i-gaming regulation in Germany.
Consequently, GBGC now makes the forecast that the global
interactive gambling market will be worth US$ 44.0 billion in
2014, including revenues from Nevada and New Jersey, rising to
UIS% 49,5 hillion by 2017, The new Interactive Gambling Report
contains updates on the i-gaming regulatory position in numer-
ous markets including: Australia, Denmark, Ireland, Spain, UK,

and the US. The report (and others) can be purchased at www,

GBGC.com. &
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Long-Term Sustainability Viersus Short-Term Sales

year in operation. Florida preceded us, but the markert and culture of
Florida does not exactly represent what some might call the bible-
belt conservative culture of the South. Kentucky started right after
us. Public and Regulatory Policy reflects the culture so we operate
a very conservative, very traditional lottery, with advertising con-
straints and other constraints on the types of games we can offer
that reflect that cultural heritage.

We look at sustainability as a three-legged stool. The first leg
is growing that part of the business that we feel we have the most
control over, and that's the instant ticket sales, Secondly, there are
actions we can lake o grow the number of retailers, so we locus on
that. Third, and most important, is growing the number of Virgin-
ians who play the lotiery on a regular basis.

Instants: Like New Jersey we have instituted a disciplined ap-
proach to prize payout. And that has certainly helped us 1o be a lintle
mare profitable. Earlier today, Diamond Game in their presentation
noted that, nation-wide, about 6% of lottery sales come through
vending. In Virginia we have 1,700 vending machines and about
25% of our Instants sales come through vending. Overall, our total
lottery sales that come from vending machines is about 15%. About
two-thirds of those vending machines are full-service, which means
they include the draw games. So vending has been an important
part of our instant ticket success.

Growing the number of retailers: Like most of you, we lost a
lot of retailers in the down economy. But we worked very, very hard
1o keep that number stable, As a result, we're up about 400 retailers
over the number we had in 2008, That makes a huge difference.

Where we have really focused our efforts during the last cou-
ple of years is on the third leg: growing the number of Virginians
who engage with the lottery on a regular basis. We feel that is the
most socially responsible way to grow our revenues. We can’t keep
asking the same group for more and more money. Our research
shows that 30% of adult Virginians have played the lottery in the
last 30 days and we want to increase that percentage. This socially
responsible approach is resonating with those policymakers who
want assurance that lottery gaming is not harmful to the public. To
that end, we started down a different path to find fresh insights, do-
ing research that was different from anything done in the previous
25 years, We didn’t look at Virginians as players and non-players.
Instead, we looked at all Virginians as consumers. We worked hard
1o understand the Virginia consumer, completely apart from their
relationship o our specific product and marketing, What makes
them tick” What do they want out of life? What are their behaviors,
their atiitudes about life, their shopping habits? What do they like
to watch on television? How do they use technology? Only afier
gathering this kind of information did we begin the process of re-
searching their thoughts about the lottery. The goal was to really
understand our costomer before trying to figure out how lottery fits
into their lives, and how we can evolve the lottery to create a better
fit. As a result, we segmented the consumer base into six categories.
One segment is our core supporters where the fit is already good.
Another segment is busy women who enjoy the lottery, but don™t
play it often. As you would expect, there is a segment of young,
“digital natives”™ who we found like the lottery, but don’t play it
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often, in part because it’s not where they are socializing, commu-
nicating and shopping. The fourth segment is older, well-educated
and successful professionals who only play the lottery occasionally.
The final two segments are ones which most likely will never play
the lottery.

Owr plan now is 1o assess everything that we are currently doing:
what kinds of products are we offering; what kinds of special evenis
are we doing; what kinds of technology and delivery sysiems are
we using; what is our standing with retailers; what are we doing to
attract new consumer groups, We have uncovered what we think
are some interesting insights. For instance, we've heard a lot about
the need to attract younger adult players. We've found through our
research, though, that it's not only about the 20-somethings, the
proverbial “digital natives.” There is this other group who are in
their 40s and 505 who are well educated, financially successful,
and not opposed o the lottery, We call them the “alphas.” We are
convinced that they could be attracted to the lottery, bul we have to
bring the lottery to them in ways that work for them. They're at the
top of their game, they have busy jobs, they’re techno-savvy, they
process information and make decisions quickly, and they expect
the merchants with whom they do business to think and operaie the
way they do, Our research tells us that there is nothing at all incom-
patible between the sophistication of these alphas and the desire to
buy into the fun of the lottery,

We sell subscriptions via the internet in Virginia, but we're not
allowed by law to sell anything other than subscriptions on the in-
temnet. The minimum amount that you can purchase at one time is
13 weeks, You can’t buy tickets one day at a time or in real-time on
the internet — it musi be a subscription that lasis for, as of right now,
a minimum of 13 weeks.

We're working very hard to expand our presence in the internet
space. For example, in April of this vear, we just launched, with
our partner Scientific Games and MDI, a $5.00 scraich ticket for a
chance to win a Jeep®. In addition to cash prizes, this $5.00 ticket
provides a second chance to win an exciting vehicle. It’s a tradi-
tional game that appeals to our core players. But it also has the in-
temet component with a second-chance drawing to win additional
cash and a Jeep®. And then, in addition to those two games, we've
created a whole new mobile campaign. I's very exciling because il
is, for us, a breakthrough initiative to appeal to young people and
those alphas. It's giving them a chance to experience the Lottery in
a very different way, Virginia players can go 1o JeepSeeker.com.
And there's no charge for them to play the game. First, they an-
swer trivia questions about Virginia, Then, through Google maps,
the player searches for hidden Jeeps®. Depending on how many
Jeeps® the player finds, the player is entered into a drawing. We
have a leader board and tried to create a digital playing experience
that would appeal to the younger and those “alpha”™ demographics.
There won't be the “consideration”, but there will be the game, and
there will be the prize. So it’s not a lotiery and therefore it's ok un-
der our laws and statute to do it. The main thing is that it is a fresh
way for us to connect with that younger demographic while staying
compliant with our statute.

In conclusion, our sirategy for creating sustainability: Focus on
the things we can control. Pay attention to the instant tickets, the
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part of the portfolio that we feel we have the most influence over;
grow the number of retailers, continue to concentrate on the bricks
and mortar; and grow the number of Virginians who interact and
play with us on a regular basis,

Arch Gleason: You have all touched on this already, bue new
fer' s dig

decper into how thines Dike social media. Tovalty rewdrds
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Paula Otto: We've done some Facebook-specific sweepsiakes.
The thing is, the digital connections we make with these initia-
tives do not necessarily generate a positive ROl in the beginning.
We have o be willing to make an investment in developing those
connections anyway, because that is what will form the founda-
tion for long-term success, a sustainable future. Lottery simply
must connect with the digital consumer. The good news is that
we'te nol just talking about yvounger adults. The cross-section of
consumers who are responding to our initiatives o connect with
them through new media is huge, and not limited to specific age
and gender categories.

Paul Sternburg: The collaborations we do with our local pro-
fessional sports teams and established brands like Cadillac have
been very successful, and Facebook is a primary promotional tool
for that as our media spends are very limited. The promotional pro-
grams include experiential prizes like playing basketball with top-
tier pro players like Paul Pierce, meeting Tom Brady, or accompa-
nying the Patriols on an away-game trip. Those are things you can’t
buy, We can offer these prizes only because of our relationships
with the teams. We try to create experiences and build prizes on
things where the actual cost to the Lottery is much less than is the
value to the consumer — which is priceless.

Arch Gleason: The Kentiecky Berhy is
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Anne Noble: We certainly think customer loyalty and building
a long-term relationship between the lottery and the customer is
critically important to sustain growth. We are just now embarking
on phase three of our social media program. I mentioned that we
have some catching up to do. But we think of that as a good thing,
an opportunity to make real progress and generate some positive
results, But ours is a deliberate, calculated approach, We don’t éx-
plore the options by trial and error as a method of finding the best
strategy and tactics, 1 place a high priority on avoiding miss-steps.
For instance, | just bought a Subaru and am being bombarded with
communigues promoting their lovalty program and trying 1o cre-
ate a Subaru fan club. | do get the idea of creating a community
of fans, building a feeling of shared value with your customer. But
what if there are lots of people like me who just want to buy the
car without being pummeled with digital communigues o gel me
to affiliate in ways that | just don’t care to do? ["'m working closely
with our social media expert to try to get more visibility into the
underlying dynamics of these media and would like 1o find ways
tointeract with the consumer in the ways that meet their needs
and don’t inadvertently alienate them. | am concerned that we may
have a one-size-fits-all approach, assuming that everyone wants a
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deep bonding relationship based on social media. 1 am commitied
to developing a world-class social media program, but want 1o be
sure we understand what exactly that means and how it will best
serve our players.

Carole Hedinger: We jumped into social media in a hig way,
not having a clear picture of where we were going. We just thought
it had potential to help us connect better with our customers. It
was @ mountain to climb and so we decided to just climb it. We
were fortunate to have an expert get us off to a really great star.
And we were also fortunate enough to have a govemor who had
a Facebook page when he was elected, so there was the political
support, Now the New Jersey Lottery has a very large fan base,
One of our strategies has been to try 1o create an affiliation be-
tween our fan base and other fan bases. For instance, we make
sure that the sponsorship agreements with our sports teams include
a connection between their fan base and our fan base so that we
can cross-promote. The iPads we give away as the second-chance
prizes and other kinds of prizes are skinned with the logo of a
sports team. Our Players Club has a very large VIP club, sort of a
premium customer class. And that 250,000 member club became
the base for people getting onto our Facebook page, which tied
those two things together. Social media engagement has worked
out very well for us in terms of the quality and the quantity of the
consumer engagement that we have,

A legislator passed a law stipulating that once a certain numbers
of prizes had been paid out of instant games, we had to pull those
games off the shelf. The way it was structured it would have caused
the games to end before their time. So we started second-chance
drawings with those pames. Now we have millions and millions of
entries from people through our Facebook page and through our
lottery website. And we sometimes te them o our Facebook page
s0 that we get as much mileage as we can out of our presence in
social media.

It*s hard to say precisely how and when social media initiatives
will contribute to our revenue generating objectives. But we can’t
allow the lack of 100% visibility into the future to stop us from
moving forward. I'll give you an example that illustrates the fact
that many answers are not forthcoming until after the fact: A cou-
ple years ago, we lost our funding of 51 million for broadeasting
the draws live on TV, No more televised draws, So we started live
streaming the draws on Facebook. lronically, we are back on TV
now because our Facebook initiative became so popular that CBS
invited us back, For free! We used to pay over 31 million dollars a
year for that and now there is no fee. So we're trying to be in every
media to be visible to everyone, so that no matter what happens as
far as technology and social media trends are concerned, we’ll be
there and in a position to take advantage of it for the benefit of our
lottery, for the benefit of Public Education, and for the benefit of
our players.

Paul Jason: It sounds like the main obstacle 10 moving more
aggressively with social media is regulatory constraints as opposed
to limited resources to allocate towards new initiatives.

Paula Otto: Certainly resources are limited for all of us. In Vir-
ginia, the amount we can spend to operate the lottery is limited to
10% of sales. Fortunately, we've been operating at 5% for a long
time, s0 we do have the resources to allocate. Even so, we are
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expected to operate as efficiently as possible, ensuring that every
dollar spent has a meaningful impact on the results we are trying
to achieve. So we're taking o hard look at our organization, what
could be done differently 1o improve resulis, where the budger
could be trimmed and resources redeployed to better effect. For
instance, our customer service operates 9 to 5, five days a week.
MNow, we know that the digital native is not constrained toa 9to 5
enviromment, We need 1o be prepared 1o provide a whole new level
of customer service, starting with uninterrupted 24/7 customer
service operations and instant response. This is a whole new cost-
center that did not previously exist. But changes in the market-
place are also crealing opportunities o reduce costs in other areas
of the business.

Anne Noble: Connecticul is quasi-public, so we're ofl state bud-
get. For us, it's really all about ROl — return on investment, We're
not always committed to the lowest cost provider or contract. It's
about the overall value. Is the investment prudent and will it deliver
more profits to our general funds?

Paul Jason: What if an ROl timeline for investing in social
media initiatives, or other forward-looking invesiment oplions, is
longer and less predictable than simply increasing the funding of
current advertising and promotion? Does your business model,
Anne, allow you to make that investment in an initiative that has a
long-term payback, even if it impinges on short-term profits?

Anne Noble: Like Carole in New Jersey, | have a board that's
committed to a strategic planning process. Even though we budget
year 1o year, we plan over a five 1o ten year period, limited less
by constraints on RO timelines than simply having adequate data
and information to help us predict the future with some measure
of accuracy.

Paul Sternburg: We operate on a very tight budget. Our over-
head is 1.92%. Our budget is allocated by the legislature with no
retained revenues. Planning 15 a year-to-year process, with the an-
nual budget being approved at the beginning of every fiscal year.
So resources are definitely limited, and we do not have any guaran-
tee as to what will be allocated in the coming years and so can’t al-
ways accurately budget for the long-term. But we are accomplish-
ing our goals, and we are the home of Jimmy O Brien who created
the formula for instant tickets in Massachusetts that has driven
the success of that product throughout the country for the last 30
years, | hope you all get to meet him — Mr, O Brien is here today 1o
be honored with the PGRI Lottery Indusiry Lifetime Achievement
Award this afternoon.

For all of the talk about social media and online play, I would still
contend that one of the vital components of a long-term strategy for
sustainable success is 1o support the network of land-based retail-
ers who sell our products. We have more retailers per capita than
anywhere in the country, about one retailer for every 800 people,
and our staff is always working on helping them in any way we can.
Our average retailer makes about $37,000 a year from the sale of
lottery. Lottery is their lifeline, not just for the revenue it generates,
but for the foot traffic it creates at retail locations. So if we can get
more cuslomers o come in and buy lottery tickets, and lo increase
the average m-store spend on all tems, lotery and beyond, then
the retailer will be even more motivated to help us accomplish our
sales goals. That's actually the cornerstone to both our short-term
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business plan and our long-term strategy,

Jeff Anderson: A lot has been said about the discipline that
has been pul into managing and maximizing our instant ticket
portfolios. Don’t we need 1o do the same for the draw games?
Over the last few vears we've seen an expansion of the major
multi-state draw games, first with cross-sell, then the $2.00 Pow-
erball, and with the regional multi-state games as well, Just as the
Instants are managed for optimal overall performance and syn-
ergy, | think we need to apply more discipline into managing the
draw games portfolio.

Anne Noble: 1 would agree. We have 1o look at the draw games
as a portfolio. As well as Powerball has done this past year, in Con-
necticul the combined sales of Mega Millions and Powerball is flat
year-over-vear. And even in Powerball, our sales are still not up to
the level we had in 2006, Sustained growth in the jackpot games is
a huge challenge. And the fact that 44 lotteries, with different per-
spectives based on a diversity of market conditions and objectives,
have 1o figure it out and agree on action plans together makes this
even more challenging. 1 think we would all welcome thoughts on
how to address this challenge of managing the portfolio of draw
games for sustainable growth,

PGRI post-script: The June fssue of Harvard Business Review
Jeatures numerons articles on the current thinking abowr “Strat-
egy four Turbudent Times,” [ was struck by one of the articles which
appears to me to be consonant with some of the thowghes of this
parnel discussion. The article posies that “In a world where a com-
petitive advantage often evaparaies in less than a vear, companies
can't afford to spend months ar a time crafting a single long-rerm
straregy.” Of course, the life-cycles for lottery products and strar-
egies are much longer than the products in most other indusiries,
especially consumer products. Bur the thesis — that companies
“need to constantly start new strategic initiatives, building and
explodting many transient competitive advantages all at anee” -
applies to our industry as well as those discussed in the HBR ar-
ticle. This thesis, as well as our esteemed panelists, also answers
my first guestion regarding supposed trade-offs between short-
term aptimization of profit and long-term sustainability. That is,
aptimization of long-term potential is, to some degree, nothing
maore than taking full advantage of all the shori-term opportuni-
ties. The caveat to enabling this to happen, and an ongoing theme
emphasized throughowt this and all recent HBR issnes, is thar
“speed to market is paramount and musi replace defiberations
thet are precise but slow.” #
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The Lottery: Gambling or Leisure? .. corirued from pags 42

Olympic and Paralympics Games 2012 wouldn't have been pos-
sible without the financial contribution {rom the National Lot-
tery. The National Lottery contributed £2.2 billion to the Olym-
pics, almost a fifth of the total spent on the Games. Almost all of
the money for the infrastructure of the Olympic Park and venues
across the UK came from the National Lottery, for which they
contributed £1.1 billion. The lottery also gave £16.6 million to-
wards the Cultural Olympiad, a celebration of British music,
film, theatre, art and other cultural pursuits. Not only did this
help make London a vibrant city during the Olympics, but it had
a posilive impact on communities throughout the country who
participated in the celebrations and has had lasting effect even
after the closing of the games.

In Latin America, the impact of the lottery 15 even more pro-
nounced, Over the last ten years, $50 hillion has been generated
by lotteries in the region for use in welfare projects. The lottery
15 now the primary means of funding education and social wel-
fare programmes, vital 1o the wellbeing of our nations.

In Mexico, for example, the role of the lottery in support-
ing social welfare is reflected in the name of our oldest lottery:
the Loteria Nacional para la Asistencia Publica — meaning the
‘national lottery for public assistance’. Both the Loteria and
Prondsticos Deportivos are mandated by the Mexican govern-
ment 1o raise funds for public assistance through the sales of
lottery products, with all profits delivered to the Ministry of
Finance and Public Credit. The Ministry then distributes these
funds to the state enterprises and public agencies that administer
social programs. Given the size of our industry and its continued
growth despite the international economic downturn (the Mexi-
can lottery market is projected to grow to ¢.%3 billion by 2016),
the scope for fundraising through lotteries — and hence henefit-
ing society — is huge.

This direct impact of the lottery on the lives of not simply
the lucky individual winners, but communities and society more
broadly helps to position the lottery as a mainstream cultural
activity — and a leisure form to be enjoyed by all,

PUBLIC PERCEPTION INDICATES THAT THE
LOTTERY IS A LEISURE ACTIVITY

The recognition of the lottery as a fundamental, and benefi-
cial, part of society distinguishes it from gambling. Playing the
lottery is a fun, accessible leisure activity that is enjoved by
a significant proportion of the population: over 40% of Latin
American citizens play lottery games on a daily basis, and 70%
of adults in the UK play on a regular basis. In fact, the UK
National Lottery is such a popular institution that 953% of the
population recognise the crossed fingers logo.,

So why do so many people play the lottery? Unlike other gam-
bling products, the lottery provides much more than simply an
opportunity to reap reward: it is a source of entertainment to be
shared with all.

The methods by which tickets are purchased render the lot-
tery sociable and also socially acceptable. Lottery tickets can

¢

“The National Lottery has become as much a part of
our society as talking about the weather or going for
a curry.” National Lottery Commission

be bought worldwide in most shops ranging from local corner
shops to huge supermarkets, along with groceries and other con-
venience goods. These situations are not associated with other
activities that can result in ‘problem gambling’: there is no al-
cohol involved in the act of buying a lotiery ticket, impairing
Judgement. As a result, despite the greater accessibility of lottery
tickets and the lower age (16 as opposed to 18) at which they can
legally be bought, instances of addiction are significantly lower
for the lottery than for other forms of gambling. According to
the most recent British Gambling Prevalence Study, published
in 2010, problem gambling was only apparent in 1% of loltery
players — a fraction of the 13% of gambling addiction found
amongst poker players.

The lottery is a game that doesn’t require — and, indeed, can’t
be affected by — skill or stamina: everyone is equal. Children can
share in the excitement of scratching off the foil to reveal poten-
tially life-changing symbols underneath or eagerly awaiting the
roll of the ball. The lottery easily lends itsélf to being played by
groups entering as syndicates — often initiating or maintaining
interactions that otherwise wouldnt be occasioned. By contrast,
placing a bet or playing roulette requires a trip to the bookmak-
ers or casino, or simply playing on the internet ai home — neither
method being conducive to community or family life.

Playing the lotiery forms part of a normal daily routine, like
buying a lottery ticket along with a pint of milk, and is an in-
clusive, mainstream leisure activity. In Mexico, for example, the
lottery can be playved not only by buying tickets from shops or a
myriad of street vendors, but also at restaurants following Sor-
tea’s launch of the KENO game on Intralot terminals. The pur-
chase of lottery products in such environments encourages una
cultura abierta — an open culiure. The Mexican lottery provokes
further engagement in the local community compelling lottery
players to visil the host of vendors to purchase a ticket - con-
tributing 1o a more open and social culture enjoying a shared
leisure activity.

GAMBLING OR LEISURE ACTIVITY?

The lottery plays a fundamental role in people’s lives through-
out the world. Whether it is enabling mass spectacles such as
the Olympics or funding social welfare and education, it is a
power for good within the whaole community. Iis role as a daily
form of entertainment that permeates all levels of society glob-
ally — giving them the prospect of “winning big” and allowing
them to dream and share the excitement with their friends and
family — positions the lottery as an inclusive leisure activity to
be enjoyed by all. #

As ariginally published in the July, 201 3 issue of Gambling Insider,
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THE LOTTERY:

GAMBLING OR LEISURE?

By Nour-Dean Anakar, CEO of Sorteo Games Inc.

sorteo
— games

~M

PGRI Note: Should lottery be thought of as a form of “gambling*™ O is the activity af plaving the lortery something elve, something other
than pambling? The question is quite relevant, from both a public policy and a consumer marketing perspective. Lottery brings people 1o-
gether, and pccupies a place in owr lives that is so mach move than, and different from, just another form of gambling. Nowr-Dean Anakar
makes a perswasive argument as to wihy, for many reasons, we showld consider lotteries as a leisure activiry,

The lottery is entrenched within the culture of many countries
across the world, but where does it sit: is it gambling or leisure?

The lottery provides a life-changing opportunity, Through the
exchange of money for a ticket, you take a chance — or a gamble
- o win a prize. However, playing the lottery is as much a main-
stream activity as going to the cinema or the bowling alley — a
form of entertainment that is shared with the family.

Having spent over 25 years working with companies such as
Ladbrokes and CODERE across Europe, Latin America and the
USA, before establishing Sorteo Games, | have experienced
firsthand the true value that the lottery provides to families and
communities. To them, it is a leisure activity — something to be
enjoyed together.

| will make the case for the lottery as a leisure activity with
reference to two excellent, but contrasting, lottery systems -
those operating in Mexico and the UK.

THE LEGISLATIVE PICTURE

Legislatively, playing the lottery is distinct from °gambling’
— as demonstrated by the regulatory background in Mexico and
the UK.

With the somewhat ambiguous nature of the Mexican gam-
bling laws that legalized sporis book betting and bingo halls, the
lottery is considered by many regulators as the only legitimate
‘gambling” option available to Mexicans, This distinction be-
tween the lottery and other forms of gambling is increasingly
being emphasized by the law: for example, the Senate of the Re-
public of Mexico has recently proposed a new Federal Gaming
Law that intends to regulate all gaming and betting services that
are not part of the National Lottery as well as raffles and draws
performed by charities, TV, internet and telephone. Legislation
will also ban slots in stores and casino parlours, and would es-
tablish a strict control on all electronic gaming and réemote bet-
ting that is not part of the National Lottery.

If approved, the initiative will replace the current Federal
Games and Draws Law from 1947, and will sanction illegal
gaming operations with up to nine years of prison and 1,000
days of minimum salary. Public officers who boost or help in
the operation of those illegal places will also be prosecuted. The
lottery, however, will remain untouched - demonstrating how it
has been separated from the gambling sector in Mexico.

By contrast, in the UK, the lottery has always, legislatively,
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sat alongside gambling activities, including betiing shops and
casinos., Small lotteries were first legalised alongside betting
by the Betting and Lotuteries Act 1934, updated by the Beiting,
Gaming and Lotteries Act 1963, and subsequently the Lotteries
and Amusements Act 1976,

The Gambling Act 2005 established the Gambling Commis-
sion, the regulator for all gambling in Great Britain, However,
the National Lottery, the primary lottery in the UK., was exempt
from this Act and remains governed by the National Lottery
Commission. Furthermore, for society and local authority lot-
teries, the Gambling Act 2005 enacted a general relaxation of
lottery law, such as allowing rollovers of the prize fund from
one lottery to another, the sale of tickets by an automated pro-
cess, and removing the maximum price for a lotlery tickel. Such
likeralisation is indicative of the recognition by the Gambling
Commission that playing the lottery is a safe pastime,

A draft Bill that would merge the Gambling Commission and the
Mational Lottery Commission is currently being scrutinised by the
House of Commons’ Culture, Media and Sport Committee. There
is little pncertainty that this Bill will become law; the National
Lottery Commission has already relocated from central London to
the Gambling Commission’s office in Birmingham. However, this
merger is perhaps more based on administrative streamlining as
the lottery continues 1o be perceived as a separate from the other
activities that are regulated by the Gambling Commission,

This demarcation between the lottery and gambling by au-
thorities in the UK and Mexico reaches beyond the regulation of
the game o 1ts proceeds,

LOTTERY PROCEEDS PROVIDE SOCIETAL
BENEFITS

Across the globe, the lottery represents a significant source
of finance for public projects within sectors such as health,
sports and education. For example, 28 pence out of every pound
raised by the UK National Lottery is dedicated to the aforemen-
tioned sectors. So far, over 390,000 projects — large and small
- have benefited from lottery funding, with the National Lottery
Commission’s latest annual report and accounts showing that
2001 1/2012 was the best year since the launch of the Lottery for
raising money for good causes.

In fact, the UK’s success as hosts of, and participants at, the

J.continued on paga 41
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RETAILER EXECUTIVE SUMMIT MEETING

For all the talk about “new media,” it still all happens at Retail. That's where the goal of
maximizing short-term sales converges with the goal of building a model for sustainable
long-term growth. Retailing executives from the commercial community are coming to
Lottery Expo to help us forge a fully symbiotic, mutually rewarding relationship.

Lottery and land-based Retail is truly a match made in heaven. it's so vital that we all
work together to make the very most out of this relationship. We need to understand the
concerns and expectations of our retail partners. We need to understand future trends and how
Retail is reinventing itself to be the channel of choice for many generations of consumers to
come. We may be the experts in Lottery. But they are the experts in their business: Retailing,
Leat’s listen fo our customers and unlock the fremendous potential that a genuinely collaborative
relationship ensures,

The other big theme of Lottery Expo 2013: Evolving a sirategic approach fowards managing
the expansion of the portfolio of multi-state games.

www.PublicGaming.org

Please visit www.PublicGaming.org for complete details and registration information
Or e-mall Paul Jason at pjason@publicgaming.com. Or call PGRI at 425.449.3000 v

There is no charge for lottery operator executives to attend. Retailing and sales executives f&‘ﬁ‘
are especially encouraged to be a part of the Retailer Executive Summit Meeting.
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INNOVATION. RESULTS. REVENUE.

Driving performance for lottery
and requlated gaming worldwide

« Instant, Interactive & Draw Games

+ Instant Game Product Management
» Lottery Systems

« Retail Technology

« Video Gaming Terminals & Systems
« Lottery & Operations Management
» Marketing Research & Analytics

+ Licensed Properties

« Loyalty & Rewards Programs

« Internet, Mobile & Social Gaming

NORTH AMERICA | LATIN AMERICA | EUROPE | ASIA PACIFIC | AFRICA

SCIENTIFIC GAMES

www.scientificgames.com
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