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Executive Summary

The importance of public policy attention beingeagivto interactive and on-line gambling has
been recognised within Australia since at least91%9hile the advertising of gambling has a
longer history of public policy attention recentvd®pments make it necessary that fresh
examination be undertaken in this area.

In summary:

Background

The thoroughbred racing industry makes importanhemic and social contributions to
Australia. Through direct and indirect effectspritughbred racing and wagering on
that racing account for 0.58 percent of Gross Daoiméxoduct, provides 48,680 full-

time equivalent (FTE) jobs, and contributes oveR#dillion in State and Federal tax
revenue (FYO06). Racing is also an important péarfestralia’s culture and history,

especially in provincial and country areas wheng@is a corner stone of community
life.

IGA

The IGA is a valuable attempt to address importntial issues. We believe that it
should not be watered down. In particular, we do bwlieve that the ban on on-line
poker should be relaxed.

TOR(a)

Sports betting is growing exponentially. Changesteénhnology are only a partial
explanation for this. An equally important influenon the future scale and nature of
sports betting in Australia will be the public myliresponses which are formulated and
the regulatory frameworks established to give eéftecthose policies. A lassez-faire
approach is not appropriate.

TOR(b)

One of the most significant implications for pulpiglicy from the development of new
technologies is the ingenuity of existing and ermaygtechnology companies and
remote operators to introduce more and more newuygts, to find ways of working

around regulations, and to achieve high growthrieedtheir low-margin, high-volume

business models.

TOR(c)

In developing a regulatory framework for on-linergding its most important feature is
that it must be national. This is essential to dvoconsistency, regulatory arbitrage and
regulatory capture. A “race to the bottom” mustleided.

TOR(d)

We are opposed to practices which are likely totrdmute to a higher incidence of
problem gambling. The risks from inducements todresporting events on-line should
be assessed, and then a nationally consistentagpformulated.



TOR(e)

Promoting and upholding integrity is one of the Kegctions of all sports governing
bodies and event organisers. All sports must bergthie regulatory support needed to
address the risks of match-fixing.

TOR(f)
The Australian thoroughbred racing industry has/@pronged strategy for addressing
the integrity risks associated with betting exclemng

= access to betting information; and

= rules dealing with industry insiders “laying” hosse

TOR(9)

A national framework should provide for the vettiog bet types to prevent betting
place in circumstances where this is not in thelipubterest for any reason. Within

these arrangements racing and other sports shaud the capacity to determine
whether contingencies related to them are appreprisubjects for wagering.

Determinations on whether betting on political égeshould be permitted could also be
given effect to within these vetting arrangements.

TOR(h)

Regulation, including potentially codes of disclasuis required to deal with persons
betting on events in which they have some partimpaor special knowledge. Racing
and other sports have already moved to put thiplate. However, a significant

deficiency exists because of the jurisdictionalifations of any investigations which a
sporting organisation might wish to undertake retato match fixing or other integrity

breaches.

TOR(i)
We support the approach adumbrated by the COAGcS€euncil on Gambling
relating to the control and reduction of the proimobf live betting odds.

Additionally, we believe that the effectivenesstod IGA is compromised by the failure
to invest the legislation with truly meaningful endement measures. Moreover, there
are some weaknesses in the scope of the IGA whighld be removed. The necessary
reforms include:

» aneed for financial transaction controls to beoidticed,;

= aneed for the enforcement authority to be givemgre relating to ISP blocking;

and
= aneed for the current wagering exemption to beentadditional.

Finally, we believe that the existing State-basestrictions on retail betting should not
be dismantled.



Introduction

This submission has been prepared by the Austr&esing Board LimitedARB), a public
company limited by guarantee, which is the natidmadly formed by and representing the
thoroughbred racing Controlling Bodies in each &tahd Territory of the Commonwealth
(Controlling Bodies). The Controlling Bodies are all either establsloe recognised by State
or Territory legislation, and each is responsiloledoing all that is reasonably within its power
to develop, encourage and manage the thoroughacetyrindustry in its territory.

Exhibit 1: Industry overview
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In addition to addressing the specific terms oérefice of this Inquiry we set out our views on
changes which should be made to thieractive Gambling AcR001 (thelGA) and provide
supporting material.



Scope and Contribution of Australian Thoroughbred Racing

The impact of the Australian thoroughbred racindustry extends far beyond ‘declaration of
correct weight'. The racing industry fills an intagplace in the sporting life, cultural traditions
and everyday economy of Australia. From the fifficial race meeting staged by Governor
Macquarie at Hyde Park Sydney in 1810, Australiaci®y has grown to a scale that would
have been difficult to imagine two centuries agod &as few equals anywhere in the world.
Today, Australian Racing spans both the calenddr aimtinent: over 17,000 thoroughbred
races are held each year, staged in almost everypAustralia. On any given day there are
between 40 and 300 races run, which as George tdohobservedis a pretty deafening

thunder of hooves by any standatdHere we provide a snapshot of the size and scbffeeo

racing industry, illustrating the extent of itsludnce on Australia’s economic and social life.

Exhibit 2: An impact extending far beyond ‘declaraton of correct weight’
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We provide further details on the scope and coumtigin of Australian thoroughbred racing in
Appendix 1. However, it is manifest that the Aulstia racing industry makes significant
contributions to the Australian economy through Emment, valued added, and tax paid. A
large part of the Australian population particigat®n thoroughbred racing, directly by
producing and delivering the racing product, orinectly by attending race meetings and
wagering. Any decline in funding that led to a taation in the size of the industry would
have wide and adverse flow-on effects.

1 George Johnston. The Australians



Interactive Gambling Act

The importance of public policy attention beingagivto interactive and online gambling has
been recognised within Australia since 1999 whenttlen Treasurer, The Hon Peter Costello,
identified it as a key term of reference for anuing into Australia’s gambling industries. The
enactment of the IGA by the Howard Government wasmajor outcome of that inquiry.

Shortly stated, the IGA was enacted in responsenamunity concern about the social impacts
of the proliferation of poker machines in the 198@sd the potential social costs of dramatically
increasing gambling opportunities via online gamdpli

The IGA is administered the Department of Broadb&wmmunications and the Digital
Economy.

A review of the operation of the IGA (published2@04) concluded that the IGA had curtailed
the development of the Australian interactive gantpindustry and was associated with the
minimal use of internet gaming services by Ausaradi It found that the IGA has proven
largely successful in meeting its policy objectividsminimising the potential expansion of
interactive gambling that may exacerbate problemidismg in Australia.

In our view the IGA is a valuable attempt to addr@sportant social issues. However, its
effectiveness is compromised by the failure togheithe legislation with truly meaningful
enforcement measures. Additionally there are soeaknesses in the scope of the IGA which
should be removed. The necessary reforms arelas/$ol

0] Need for financial transactions controls.
(i) Need for ISP blocking.
(i)  Need for the wagering exemption to be conditional.

We provide details on these matters in our subomsson TOR(i) below.



Response to Terms of Reference

€)) The recent growth in interactive sports bettingand the changes in online wagering
due to new technologies

Sports betting has grown significantly since thd-+1990s.

Sports betting shares some common features witle m@agering in that it is active,
participatory, and benefits from prior knowledgeolbably the key difference is that betting is a
secondary reason for people to follow sports, wderie racing, wagering is typically the main
reason. Also, many more people believe they hae&mnow-how and insight to the outcome of
sporting fixtures than horse races.

Sports betting is the fastest growing area of garmghin most western countries, including
Australia. Since the year 2000, expenditure omtsgeetting has grown at an annual compound
rate of 18 percent a year in real terms, thougtiis¢gafrom a small base (Exhibit 3).

Exhibit 3: Sports Betting Expenditure
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A report by the Boston Consulting Group in the seunf the Cameron Inquiry into wagering in
New South Wales identified that the key drivershaf rapid growth in sports betting include:

1. Its relative novelty, though obviously private logfton sports events is long-standing. Its
growth is closely linked to the growth in sportvemge on pay TV.



2. The fastest-growing segment of the population, Gaimn Y, is keenest on sports
betting. The average age of sports bettors istal@ouyears younger than that for race
wagerers.

3. The range of sports events is extremely broad rtednational. The past decade has seen
the commercialisation of many sports codes angia igrowth in the number of matches
played or events staged.

4. The proliferation of sports betting sites which aften treated more leniently by
regulators than online gaming (mainly casino games)

Where it is permitted by law, sports betting aléiers a large variety of wagers, such as betting
on the final result, the margin and events withgmene such as the team leading at half-time or
the first player to score.

Internationally increased levels of sports betlim@glso being assisted by the rapid growth in
two types of wager: in-play betting and spreadtbgit While both types of wager are available
on horse racing, there is much greater scope &setin relation to sports events.

In-play betting (or betting-in-the-run for racingcurs after an event has started. While it is
offered on horse racing in some jurisdictions,sitmore attractive for sports events that last
longer than a few minutes. In-play betting is flastest growing bet-type in the United
Kingdom.

In Australia, the IGA limits in-play betting to phe and face-to-face bets and prohibits it via
the internet. Northern Territory corporate bookerakand Betfair both promote in-play betting
heavily and Australian residents can still plac@liay internet bets through UK bookmakers.

In spread betting, the returns or losses from aabetcalculated in proportion to the degree to
which a bettor’'s prediction is right or wrong rélat to the bookmaker’'s spread. The more
skilled or knowledgeable the bettor is, the cldseor she is likely to be to the actual outcome.
Because the potential loss or win can be excepghohah, loss and win limits are placed on

spread bets to protect the bettor.

Corporate bookmakers have a much higher profilgports betting, in part because they have
much more flexibility in the sports bids offeredathdo TABs. NT bookmakers account for
approximately one quarter of total sports wageergenditure.

As much as the recent growth in interactive spdrétting has been enabled by new
technologies it is important to also consider tifeuence of regulation.

As has been observed elsewhere any attempt toifidénatural” market outcomes for
gambling industries needs to take into accountdhatbling is, and always has been, a creature
of regulation.

Regulation, or absence of regulation, has beenjarnmiluence on the recent growth of sports
betting, including through:

» the issuing of sports betting licences by State @&mditory governments, and the
latitude of activities allowed within these licesce

» The dismantling of State and Territory statutoryeatising restrictions (spurred by the
High Court’s decision in Betfair v Western Austegli



Accordingly, the future scale and nature of spdrétting will be a product not just of
developments in technology, but also of the pupbticy responses which are formulated and
the regulatory frameworks established to give ¢ffethose policies.

Up until recently the attitude of regulatory autkies to sports betting has been very close to
laissez-faire. This has been a major factor imitsshrooming.

(b)  The development of new technologies, includingiobile phones, smart phones and
interactive television, that increases the risk anéhcidence of problem gambling

The growth of the internet as well as its incregsspeed and number of users has made the
growth in remote gambling possible. The impadhefinternet is being extended now with the
growth in wireless devices (principally 3G and newmwbile phones) and the customisation of
wagering and gambling websites to them. Young lge(@g. 18 to 30 years old) usually lead
the demand for mobile services but it remains teden if they will lead the uptake of mobile
gambling. Wagering via interactive television Imasv entered Australia though currently only
in Victoria.

0] Internet
The internet and its rapid up-take has affectedeniag in a number of ways:

* Bookmakers can locate in low cost, low regulatiamsdictions, remote from customers;

* New wagering operating models are possible sudetsg exchanges;

» Information on, and coverage of, racing and spevents is packaged with interactive
wagering (though pay-TV probably plays a biggee still);

» Uncertainty exists about the scope and extent gfimtellectual property rights which
may affect gambling activities; and

 Comparing odds among TABs/bookmakers is much edsrebettors, with dedicated
websites that identify the best odds on each race.

While phone betting is still twice the volume ofamet betting, growth in the latter is strong.
In 2006/07, betting via the internet accounted X0r percent of wagering on thoroughbred
racing through all Australian TABs, a three-foldiease over five yedrs The internet is much
more important for sports betting than race waggramd for corporate bookmakers and Betfair
than the TABs, so the total amount of internet wiageoverall figure is probably several
percentage points higher, in the order of 13 pdroexcluding online wagering on offshore
sites.

The generally held view is that the share of gangpbln the internet will continue to grow
rapidly, for the reasons summarised in the Europégon review of gambling

* Anincreasing proportion of the population haveesscto the relevant technologies;
* The technologies are becoming increasingly usendily;
» The technologies are becoming increasingly integranhd mobile;

2 Australian Racing Fact Book
3 Swiss Institute of Comparative Law, op. cit
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* These systems have automated and convenient @liectiiling systems which make
financial transactions increasingly easy;

» Adult populations in the years to come will incriegty consist of people who have
grown up familiar with playing electronic games aatilising computers in their
everyday lives; and

* Spending on leisure and on home-based entertainsmgmreasing.

Perhaps their most insightful observation for thgopses of this Inquiry is that:

“The ingenuity of existing and emerging technolegynpanies and remote operators is
ensuring that more and more games and other vehifde gambling are available
through the new technologies.”

In other words, the new entrants to gambling arever looking for new products, ways of
working around regulation, and high growth to drteir low-margin, high-volume business
model.

(i) Mobile phone gambling

Mobile gambling refers to gambling via the intertigtough a wireless device. While it can
include PDAs and notebook computers, it mainly ise2@ and newer phones that are capable
of high bit rates and advanced features. A cois#guis a network with high bandwidth
connections and very high reliability. Loss of nention becomes a critical flaw when placing
a wager or watching an event.

3G phone networks have only become widely availabtBe past few years and are driving the
projected growth in mobile gambling over the nexéfyears. The global gross win (revenue)
from mobile gambling is forecast to increase framstjover US$100m in 2007 to US$3.2b in
2012. While significant, internet wagering via computeill still be much larger than via
mobile devices.

Mobile gambling expects to tap three main groupbe first target group is young adults over
18 years of age, many of whom already interact withworld through mobile phones. This

group has been pushing for the features and speetbbile phones that also make the delivery
of mobile gambling possible.

The second group is casual gamblers who wantlterffdead time’. The third group is serious
race and sports wagerers for whom accessing test latids and being able to watch an event
live are major pluses. For these latter two groumpsbile wagering is more likely to be an
alternative to existing wagering channels rathanth means of generating new customers, as
in the first group.

Mobile technology is also further reducing some &ragy operators’ control of their product.

For example, a wagerer can visit a local TAB outhetits atmosphere, ‘data’ and contacts, and
use a mobile phone from there to wager with TAB pefitors.

4 Holden, W. 2007. Mobile Gambling — A Good Bet floe FutureJuniper Research, Basingstoke, Hamps.
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Australia has over 100 percent mobile penetratiod all four mobile operators run 3G
networks; the more advanced 3.5G debuted in 200% places Australia ahead of most
countries in 3G deployment. In February Telstrancamced the company’s intention to
introduce a 4G network (which for the time beingwdocompliment rather than replace its 3G
network). Mobile companies have made substantiagstments in 3G technology, so new
sources of revenue, such as mobile gambling, aréokineir earning an adequate return.

This said, while more thar of Australian mobile phones are 3G, early repostse that there
had been limited uptake of the new services thesbleh BCG suggested in 2009 that the
growth forecast for mobile gambling might contirtaeslip over time.

In terms of providers, Betfair was the first to nah mobile gambling in Australia and
Centrebet followed in November 2007. A number oferang operators have also developed I-
phone applications.

(iii) Interactive television (iTV)

Like 3G mobile phones, the economics of iTV (waggrihrough interactive television) in part
depend on gambling uptake, with in-play sports ibgtiseen as especially suited to the
platform.

The United Kingdom, the United States, Franceyltald New Zealand have all offered iTV
wagering on racing for some years. While iTV isitable throughout Australia, interactive
wagering has so far only been approved in Victoria.

(© The relative regulatory frameworks of online am non-online gambling

Limiting our comments to wagering ie., not commegton other forms of gambling such as
poker machines, we believe that the regulatory énaork which Australia has had in place for
wagering other than on-line has been well suitedeeting all of the relevant policy objectives,
including:

* harm minimisation;
» avoiding criminal activity (including money laundeg);

e integrity;
* taxation; and
» funding.

The evolution of on-line wagering has unquestiopatlallenged the pre-existing regulatory
framework. However the foremost issue which on-livegering confronts policy makers with
is that of how to achieve good regulatory outcomethin Australia’s federal system of
government. At present, with the exception of {B&\ | the entire responsibility for regulating
gambling rests with the State and Territories: Ténposes the regulatory framework to the
following risks:

» Inconsistency. New technologies which can be agpgbegambling purposes present the
same issues for all States and Territories andnaistent national framework should
exist. Instead we have a patchwork series of resgsoto changes.

5 3G services largely unused.” Sydney Morning K& May 2008.
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* Regulatory arbitrage. Lack of a consistent natidreshework means that operators are
able to pick of States and Territories willing tade off regulatory or tax standards in
order to secure local investment or other econauitvity. The result is a “race to the
bottom”.

* Regulatory capture. Some operators in particulaisgictions may have significant
sway over the relevant regulators and/or legistab@cause of their size in the particular
States or Territory market.

We support the development of a consistent natiwaalework for regulating gambling. So far
as funding is concerned this framework should engsaacing and other sports to themselves
determine the fees required to be paid, and tohi® ih the manner best suited to their
respective administrative structures.

(d) Inducements to bet on sporting events online

We are opposed to practices which are likely totrdoute to a higher incidence of problem
gambling. The risks from inducements to bet on spgrevents on-line should be assessed, and
then a nationally consistent approach formulated.

(e) The risk of match-fixing in sports as a resulof the types of bets available online,
and whether certain bets should be prohibited, suchs spot-betting in sports which
may expose sports to corruption

Promoting and upholding integrity is one of the Kagctions of all sports governing bodies
and event organisers. The whole concept of spoliased on a fair competition between
participants under agreed rules. It is a vital @gplre for any sport that all involved are
competing to win, and are seen to be doing so.

Those who seek to influence the outcome or progresports events to secure rewards through
betting undermine this principle. Any suspiciontttias is happening can be deeply damaging.

The impact of gambling on the integrity of sporsssomething that horse racing has been
dealing with virtually since it began, and the AaBan thoroughbred racing industry has an
internationally recognised reputation for the appio it has developed to managing the
integrity risks associated with gambling on its r¢e Nevertheless, changes in the Australian
wagering landscape have presented fresh challéogdbe racing industry in this area. For

other sports the potential for gambling to influenaotegrity is a newer problem and one that
will increase hand in hand with the growth in saaleports wagering.

On 10" March 2010 the European Parliament adopted (omta of 544 votes to 36) the
Schadelmose Report, which called for strong coatéth action to fight the increasing threat of
corruption and match-fixing in European sport.

An equally important issue is the equitable emtig@t of sports to share in the revenues of
gambling that is conducted on their events. In thgard the Schadelmose Report recognised
that “sports bets are a form of commercial exploitatiohsporting competitionsand lent to
support the notion that sports receive rights fems gambling.

Some international example of gambling’s potentbahfluence the integrity of sport, either by
proven corruption or damaging speculation include:

13



International Cricket

- 1980 —Pakistan vs. India Heavy betting on whether Pakistan would cross Iadaal
of 331. Pakistan declared at 331

- 1994 —India vs. Pakistan -Rain washed the game out, but it was alleged Manoj
Prabhakar was offered Rs 2.5 Million by a team naggay below par.

- 1994 —Australia vs. Pakistan — Shane Warne and Tim Mé&gal Pakistan Captain
offered money for them to perform below par.

- 1995 —India vs. New Zealand — India lost by 4 wicketswhs later claimed that a
prominent bookmaker had been in telephone contébt wdian players and officials
before and during the game.

- 1996 —India vs. Australia — A report by the Central Bure# Investigation said Ram
Adhard had received 50,000 rupees for under pnegpahe wicket for a test against
Australia

- 2000 —Delhi police intercept a phone conversation betwadsacklisted bookie and
Hanse Cronje and discover that Cronje accepted yrortarow matches.

Soccer

- 1999 —Malaysian based betting syndicate caught attemptingstall a remote control
to sabotage floodlights in the English Premier Leadf match was abandoned after
half time, match bets would have stood.

- 2004 —In South Africa, 33 people, including officials aneferees arrested on match
fixing charges.

- 2005 —German Football Association and German prosecutarsched probes into
charges that referee Robert Hoyzer bet on and Bredral matches he officiated.

- 2005 —ltalian side Genoa was placed last in their divisamd facing relegation. It was
revealed that they bribed their opponents of thest match and won 3-2 to avoid

relegation.

- 2005 —A Brazilian magazine revealed that two referees aacepted bribes to fix
matches.

- 2006 —lItalian police uncover match fixing scandal betwgemwerhouses Juventus and
AC Milan.

- 2008 —Allegations that an Asian gambling syndicate fixadtches in the 2006 World
Cup between Ghana vs. Italy, Ghana vs. Brazil &g Vs. Ukraine.

- 2008 —A Spanish judge uncovers information alleging tRatssian Mafia figures
attempted to fix the UEFA Cup Semi-final betweemiZé&t. Petersburg and Bayern
Munich.

Racing

- 2004 —Kieran Fallon beaten on the line, while easing figrdeing 10 lengths clear on

Ballinger Ridge.
Tennis

- 2005 —10 players admit to being contacted to influensgilte at Wimbledon 2005. One
player claimed to be offered $140,000 to throwt ficgind game.

- 2007 —InternationalAuthorities investigate 140 suspect matches overptst 4 years,
including matches at the Australian and Adelaide®p

Basketball
- 2007 —lt is revealed that a NBA referee gambled on 1G-gdmes, some of which he
officiated.

14



In the UK concerns about the impact of sports bgtn integrity saw an All Parliamentary
Group on Betting and Gaming publish tReport of Inquiry into the effects of betting orsp
in February 2005. This report provided a set ofdédommendations for Government policy on
sports betting. Chief amongst those was the recordat®mn that the UK government proceed
with its plans to establish a Gambling Commissiamg that the Gambling Commission take
steps to improve the integrity of sports bettingtigh such means as:

* Developing an approach to insider dealing in sploetsing;

» Creating a definition of “cheating” in sport;

* Giving sports involvement in determining the typdsbets that may be facilitated on
their events; and

* The establishment of arrangements for the disobosafr information by wagering
operators to sporting bodies.

In 2007, in response to an issues paper publisigetthd Gambling Commissiomtegrity in
Sports Bettingl0 of the governing bodies that oversee the gowemaf major sports in Great
Britain (including cricket, football, racing, tersmirugby union and rugby league) made a joint
submission to the Gambling Commission. Their matbrawas explained as follows:

“The growth of betting services means sports mestain vigilant against the negative
impact it can create. The Gambling Commission &l familiar with historical and
recent occurrences where people have tried to garsport for financial gain through
betting. Sports governing bodies, the Governmedtthe Gambling Commission must
remain alert to these dangers, and treat corrupttonnected with betting with the same
intensity of action as that taken to ensure spaisain free from doping.

Recent years have seen huge growth in sports geffihis has been fuelled by the
internet, new media and the popularity of in-ganeitibg. At the same time the
Government has introduced a new licensing regimaé dives greater freedoms to how
betting companies can operate and market their pctsl

A proportionate and necessary response to thesel@awents is the introduction of a
specific licensing regime to protect the integofysport. We welcome the Government’s
introduction of the Gambling Act 2005 that has dedlsuch an approach; and further
welcome the decision of the Gambling Commissionttoduce statutory arrangements
for information sharing between operators and sp@woverning bodies.”

The 10 sporting bodies said that they wished tproactive in addressing the issues raised by
betting, not reactive in the light of specific dagymay events. In this regard they identified the
following additional claims on their resourcesiatitable to gambling on their events:

» Carrying out research

* Maintaining intelligence systems

* Real-time monitoring of betting activity

* Legal and compliance functions, including invediigaactivity
» Disciplinary arrangements and procedures

* Education and training

* Rulebook amendments
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Media and Government liaison
Gambling Commission compliance

It may be noted at this point that these typesnoieavours are in large part a replication of the
strategies that have been developed by the ATRi thvecourse of its almost 200 years as a
gambling industry.

The submission concluded by calling for a new stayusports betting relationship using the
model established by Victorian legislation as apkte.

Victorian Sports Betting Act

The Victorian legislation held up by the UK majgrosts as a model to be emulated was
introduced in 2007, th&ambling and Racing Legislation Amendment (Spoetsirig)) Act (the
Sports Betting Act).

The second reading speech explains the rationatbé&ports Betting Act

“This bill contains measure that will make importarand groundbreaking
improvements to the way sports betting is regulateatis State.

The measures have been designed to strengtherc mdoifidence in the integrity of
sports events and the betting that takes placéoset events.

In addition, the measures will enable sporting lesdio receive their fair share of the
revenues from betting that takes place on theirtsp@his recognises that the sporting
product itself is a valuable input into the bettipgpduct from which betting providers
ultimately benefit. It also recognises the integnglated costs that sporting bodies
incur as a result of bets being wagered on theartg

The Bracks Government recognises the importantriborion that sport makes to the
social and cultural fabric of the Victorian commtyniand economy. It is vitally
important that Australia’s favourite sports are ncbmpromised by the betting that
takes place on them. This bill is an attempt taioedthat risk. Indeed, the bill provides
sports with an opportunity to benefit from the gmogv sports betting market, by
providing them with an additional revenue strearattban be ploughed back into the
development of their sports at the grassroots l&vel

The key elements of the Sports Betting Act maywerearised as follows:

The transfer of responsibility for approving spogtiand other non-racing events, for
betting purposes, from the Ministers for Gaming &ating to the Victorian Gambling

Commission for Gambling Regulation (VCGR)

The creation of a new offence that prohibits bgttim specific contingencies that have
been prohibited by the VCGR.

The creation of a mechanism that enables the VG&&oprove a sporting body as a
sports Controlling Body for betting purposes.

The creation of a new offence that prohibits a t&pbetting provider, based either in
Australia or overseas, from offering bets on Vi@nrevents without either the written
agreement of the sports Controlling Body or eldénding determination of the VCGR.
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The creation of a dispute-resolution mechanismcfogumstances in which a betting
provider and a sports Controlling Body are unableeich an agreement.

In terms of the VCGR’s power to approve sportingrés for betting purposes, the legislation

specifies criteria that it must have regard to mkimng its decision, which have been designed to
ensure that betting is only conducted on events ¢ha be adequately managed from an
integrity perspective.

Transferring this responsibility to Victoria’s inglendent gambling regulator was seen by the
Government as a means of ensuring that the prdoesgpproving these events was entirely
independent and transparent, and enhancing thecpedoifidence that approvals were based
squarely on integrity related considerations.

The second reading speech explains the rationaleréating a new offence relating to bets on
prohibited contingencies.

“Existing gambling legislation is clear on which @ping events are approved for
betting purposes. However, the legislation is siamthe specific types of contingencies
that can bet on. For example, while cricket is apad for betting purposes, the
legislation is silent on which types of bets carplaEed on cricket, such as the winning
team, the winning margin or the highest individsedre.

Certain types of contingencies are more vulnerablananipulation and fixing than

others. Again using the example of cricket, bettimghow many runs a particular

player scores or on how many wides are bowled énfittst over of a match may raise
bigger integrity concerns that betting on the wimiteam. Sporting bodies have
stressed the risks to the integrity of their spadssed by betting on particular types of
contingencies.

As a response to these concerns, the bill empotversommission to prohibit specific
types of contingencies, in relation to events hgldVictoria that it considers

inappropriate for betting purposes. The bill spessfintegrity-related criteria that the
commission must have regard to in making this datis

In addition, the bill makes it an offence for a gpdetting provider to offer or place
bets on contingency that has been prohibited by dmemission.

This new offence is an importance plank in theesaft measures designed to protect
sporting and other non-racing events from matcimgx scandals and other
inappropriate betting. As a result, betting provislesports bodies and the general
public can have greater confidence that every autavithin a match is determined in
the spirit of the game and free of manipulation.”

An important element of the legislation is the tiwa of a mechanism for the VCGR to
approve a sporting body as a sports ControllingyHod betting purposes:

“Existing sports betting regulation does not encage sporting bodies to put in place
adequate systems to strengthen the integrity af $perts in a betting context. This bill
seeks to fill that gap.
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A sporting body will be able to apply to the consinis to be approved as a sports
Controlling Body of an approved sporting eventrmaking its decision, the commission
must have regard to criteria that relate to the aejy of sporting body to adequately
manage the integrity of the sporting event.

As | shall explain, Controlling Body status willgwide a sporting body with the legal
right to negotiate fees and information sharingaargements with the betting providers.
This provides a strong incentive for sporting badie invest time and resources into
developing appropriate integrity systems, includoagles of conduct, monitoring and
enforcement mechanisms, and policies on the poovisi information that may be

relevant to the betting market.”

This legal right to negotiate fees and informat&maring arrangements is established by
creating a new offence that prohibits a bettingvigter from offering bets without either the
written agreement of the sports Controlling Bodyelse a binding determination of the VCGR.
This offence applies to sporting events held int&fie.

Notably, the details of the betting agreement, udcig the type and level of fee, is to be
determined by the parties to the agreement, thienade for this being that the parties

themselves, rather than the government, are ibékeposition to establish an efficient fee that
reflects commercial realities. If a betting proviéded Controlling Body are unable to negotiate
a betting agreement, then the betting provider aply to the VCGR for dispute resolution.

The VCGR is able to make a binding determinatioritr@noutstanding issues, having regard to
specified criteria.

“This new sports betting regime does not, and inldesnnot, guarantee that Australian
sports will remain entirely free from match-fixisgandals. No regime on earth can
completely protect sports from the risk of bettietated corruption.

What the regime aims to do is strengthen the c&padisporting bodies to recognise
and manage these integrity risks.

Precisely how sporting bodies spend these additiomexenues is ultimately a
commercial matter for the sporting bodies themseltAowever, it is intended that some
of the money will be invested in improved integsiggtems that will further strengthen
the integrity of sporting events in the contextaofjrowing sports betting market. In
addition, it is hoped that some of the money wallilvested in the development and
promotion of sport at the grassroots level. Spgrtiodies will find it easier to maintain
public support for their involvement in sports bedtif there are demonstrable benefits
flowing to grassroots sport.”

More recently the New South Wales Law Reform Comsiois has released a consultation
paper‘Cheating at gambling’

New integrity challenges for Australian racing industry

The Australian racing industry has an internatityn@cognised reputation for maintaining high
standard of integrity. The integrity systems thavén been developed by the racing industry
continue to hold it in good stead, but the currehénge in the wagering landscape have
implications for integrity just as they have commakimplications.
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Wagering on racing, as with all other wagering vehitrere are winners and losers, is prone to
integrity issues. Any decline in racing’s integrifgeal or perceived) could have a dramatic
impact on wagering levels.

A single incidence of abuse in a major event cduda tipping point in some wagerers’

assessment of the continued fairness of racing. th@rother hand, the continued pursuit of
integrity by racing stewards and advances in traghndividual bets are in place to prevent
major scandals. Integrity remains key to wagedand gaming markets and is one of the main
reasons for their regulation.

Key to the ability of the Controlling Bodies to jperly discharge their statutory responsibilities
for the integrity of racing is access to bettinggdand associated information.

Historically, when betting on racing was conducgetnarily with locally licensed wagering
operators, access to wagering data and associgi@unation was addressed through State-
based licensing conditions. In most cases the TABtalisator licence specifically requires
betting information to be provided for integrityrposes and also requires the TAB to provide
the Government with live on-line access to moniterbetting system and betting activity.
Similarly the Rules of Racing and the terms of ltlokmakers licences issued by the
Controlling Bodies require all bookmakers to makaikable to the stewards on request the
records of all bets they made.

However with the growth of telephone and internettibg, the amount of wagering on racing

events which is conducted with wagering operatasnked in other States has increased
significantly. Prior to race fields legislation ti@ontrolling Bodies had no right of access to

wagering data and betting information from manyhaf interstate wagering operators to assist
in the performance their of integrity functions (&jewards investigations) notwithstanding the
potential for betting with such wagering operatorfe associated with the integrity issues.

Some interstate wagering operators have readilgealgto provide access to wagering and
betting data and to assist the Controlling Bodregadlation to inquiries and investigations
regarding racing integrity issues. However, giviea potential for integrity related issues, the
provision of such information needs to be mandatory

() The impact of betting exchanges, including the abil to bet on losing outcomes

The Australian racing industry has developed a pnaiged approach to addressing the
integrity risks that are associated with the apiiit “lay” horses:

* access to betting information;
» rules dealing with industry insiders “laying” hosse

These are described in (h) below.
(9) The implications of betting on political eventsparticularly election outcomes
We do not believe that we have any particular @joations to speak on the value judgements

that might be made on such matters as the impdicsitof betting on political events for public
attitudes towards the political process or Australiemocracy.
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Beyond value judgements we think the Federal aradeSElectoral Commissions are best
placed to assess if there are any risks to théoedsystem from betting on political events.

So far as betting on political events by personthwiside information is concerned, our
comments in (h) below relate.

A broader issue is that of what controls might ¢ ip place to control inappropriate betting
contingencies. That is to say, there are some sweiich for reasons of integrity of the sport,
privacy, or offensiveness should not be allowedoton the basis of wagering. Each of these
might be seen as aspects of what the public irttengght require so far as some bet types are
concerned.

For example, in the case of racing the practicerbesntly emerged of bets being taken on the
margin by which a horse will win a race. The Stelgawho police the Australian Rules of
Racing believe that regulating the integrity ofingcevents will be made more difficult if
margin betting is allowed to occur. Accordingly, welieve that racing, and other sports,
should have the capacity to determine whether wgeticies related to them are appropriate
subjects for wagering.

In the same vein there should be some frameworkdtiing bet types to prevent betting taking
place in circumstances where this is not in thdipufiterest for any reason.

Individual State and Territory Governments have thapacity to do this now through the
licensing framework, but consistent with our comitsdan (c) above we believe this should be
dealt with under a consistent national framework.

(h)  Appropriate regulation, including codes of distosure, for prior betting on events
over which they have some participation or speciaknowledge, including match
fixing of sporting events

The approach taken by the racing industry to aditrgdhese matters is two-pronged:

* access to betting information; and
» rules dealing with “layers” of horses.

The relevant Rules of Racing are set out below.

AR.175B. (1) A trainer must not lay any horse that is eitlneder his care, control or supervision or has
been in the preceding 21 days.

(2) Any person employed by a trainer in connectidth the training or care of racehorses must agt |
a horse under the control of the trainer for whamsor was employed, while so employed and for a
period of 2| days after ceasing to be so.

(3) A nominator must not lay any horse that isnaty be entered by him or on his behalf, provided th
a bookmaker may lay a horse in accordance withd@ace.

(4) Ariders agent must not lay any horse to den by a rider for whom he is agent.

(5) Any person who has provided a service or ses/connected with the keeping, training or raoig
a horse must not, within 21 days of having lastedemn, lay such horse.
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(6) Itis an offence for any person to offer aduoement to a participant in racing with the ini@mbf
profiting from a horse not participating in the s the best of its ability.

(7) For the purposes of this rule ‘lay’ meansdKering or placing of a bet on a horse:

(a) tolose arace; or
(b) to be beaten by any other runner or runners;
(c) to be beaten by any margin or range of margars

(d) that a horse will not be placed in a racadoordance with the provisions of AR.157.
[rule replacedi9.10.04[subrule (7) addeds.2.07[subrule replaced.10.0%

AR.175C. In circumstances where it is an offence for a @ern® lay a horse under AR.175B it shall
also be an offence for that person to:

(a) have a horse laid on his behalf; or

(b) receive any moneys or other valuable consigeran any way connected with the laying of the
horse by another person. [paragraph added9.10.04

The residual difficulty that confronts us in racirapd will equally be an issue for integrity in
other sports, is the limited scope we have to camtyinvestigations which extend beyond those
persons explicitly subject to our jurisdiction.

Using racing as an example, while the positioneddffrom State to State according to the
legislation in place, in some jurisdictions the gowo investigate persons for suspected
integrity breaches is contractually based. Onlys¢ghpersons who have explicitly consented to
be bound by the rules of the racing of the racimgtélling Body can be required to provide
information for the purposes of an integrity invgation. Moreover, only those persons who
have explicitly consented to be bound by the rofesacing of the racing Controlling Body are
able to be disciplined where it has been estallishat an integrity breach has taken place.

Self-evidently this is a substantial weakness & ¢hpacity of the racing Controlling Body to
effectively uphold integrity. The same holds foegysport.

What needs to be understood here is that rarelgyef, will the person who places the bets
which are intended to profit from match fixing, the player or players taking part in the match
itself. And yet establishing to the requisite stmidof proof that match fixing has taken place
will most often depend on drawing a link betweea betting activity which has taken place
and the player or players. This means drawinglabgtween the person or persons who made
the bets and the player(s). Whereas the playerk b&il required to co-operate with the
investigation as a condition of their participationthe sport there is no capacity to investigate
the person(s) who placed the bets.

One solution to this is to rely on criminal proséens for cheating. However, the police have
historically not been trained or have the necessssgurces to do this.
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0] Any other related matters

(1) Level of gambling advertising the display of b#ing odds at venues and during
match broadcasts; commentators referring to the odsi and the general impact of
gambling advertising on sport

We note that the COAG Select Council on Gamblingoamced on 27 May 2011 that all
Ministers had agreed that:

» The promotion of live betting odds should be colifgtband reduced.

» The broadcasting industry should be given 12 mottfaghieve this by self-regulation.

» If the broadcasting industry is unwilling or unalbdeachieve this then legislation will be
introduced with effect from 27YMay 2011.

* The racing industry should not be included in these& controls because of its essential
connection with wagering.

We support the approach which the COAG has deciged.

(2) The need for the IGA to be strengthened

The IGA is a valuable attempt to address a veryomamt social issue. However, its
effectiveness is compromised by the failure to stvihe legislation with truly meaningful

enforcement measures. Additionally there are soeaknesses in the scope of the IGA which
should be removed. The necessary reforms arelas/fol

A. Need for financial transactions controls

B. Need for ISP blocking.

C. Need for wagering exemption to be conditional
A. Need for financial transactions controls

Section 69A of the IGA provides the Minister withetcapacity to develop regulations relating
to financial agreements involving illegal interaetigambling services. The regulations may
provide:

» that an agreement has no effect to the extent iohwih provides for the payment of
money for the supply of an illegal interactive gdimipservice; and

» that civil proceedings do not lie against a persorecover money alleged to have been
won from, or paid in connection with, an illegahglaling service.

To date no such regulations exist.

The US Federal government has moved to controkaotee gambling through financial
regulation. ThdJnlawful Internet Gambling Enforcement A2206 (he UIGEA) restricts US
banks and credit card companies from processimgdcions for any internet gambling sites.
The UIGEA also makes it illegal for internet gamigliproviders to accept money transfers
from potential US online gamblers.
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The Act makes it a felony for a person engagedha liusiness of betting or wagering to
knowingly accept money in connection with unlawgaimbling. The crime is punishable by up
to five years in prison. Furthermore, federal ratpis are required to draft regulations designed
to compel financial institutions to identify andobk restricted gambling transactions. Non-
compliant financial institutions are subject toicpenalties.

The introduction of the UIGEA had an instant impaat the share prices of publicly listed

interactive gambling firms, with valuations fallirgignificantly. Shares of PartyGaming, the
world's biggest Web poker company, fell 58 per cenbne day, while 888 Holdings, a

specialist in online casino and card games, logerntitan a quarter of its value. Sports betting
site Sportingbet, which gets 50 per cent of itsquai visitors from the US, fell 64 per cent
(BusinessWeek 2006).

Evidence suggests that, prior to the introductidnthe UIGEA, US patrons comprised a
significant proportion of global interactive gammgi participation. An example in the literature
is of the Gibraltar-based online company PartyGgn#i.C, which reported a reduction in
daily revenues from $3.6 million to around $872,Qfter it decided to terminate customer
relationships with US patrons (Morse 2007, p.447).

Efforts by the Justice Department and State Attggn&eneral have been aggressive in
pursuing executives from companies suspected amghbeiviolation of the Act and of State-
based legislation, which appears to be placingmifstant deterrent on non-compliance.

The IGA should be amended to adopt the US example.
B. Need for ISP blocking

France moved in 2010 to legislate in respect ofnengambling. Importantly its legislative
framework makes provision for ISPs to block acdesBegal gambling sites.

The IGA should be amended to require the regulatdaiock the ISPs of online firms who do
not comply with the required form minimisation resgibilities, probity measures and funding
obligations or breach restrictions on advertisibgtails of the French Law are set out in
Appendix 2.

C. Need for wagering exemption to be conditional

After extensive consultation the Howard Governnex@mpted wagering from the IGA ban on
interactive gambling on the basis of the lowertretarisk of problem gambling from wagering.

The recent experience of the UK points to a weakireshe IGA exemption that is likely to be
exploited by multinational gambling operators. Téxperience in the UK is that the major
bookmaking companies and betting exchange operhtors relocated their online businesses
to tax havens such as Gibraltar and Malta.

Ensuring payment of industry fees and taxation agabmternationally footloose wagering
providers is one of the fundamental challengesxhrop by online gambling.
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Accordingly, the IGA should be amended so that dampe with Australian legal
requirements (including access to betting recoodsntegrity purposes, compliance with harm
minimisation measures and payment of industry fees)a condition precedent of the IGA
wagering exemption. Additionally, the federal regal proposed by the Productivity
Commission should be created and given power tokhtlee ISPs of online firms who do not
comply with the required harm minimisation and ptplmneasures, and which do not comply
with the requirement to pay product fees.

3) Retail betting

While the focus of this Inquiry is on interactivenda online gambling, another issue of
substantial importance is that of retail betting.tis point retail betting can only be offered by
a TAB licensed by the respective State or Territ@overnment. This has been the position in
Australia for almost 50 years.

In recent times there has been some policy deliatet ahese arrangements. A legal challenge
is also currently underway.

We submit that the existing arrangements relatngtail betting should not be dismantled.
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Appendix 1
Scope and Contribution of Australian Thoroughbred Racing Industry

The most recent and complete assessment of thealastthoroughbred racing industry was
undertaken by IER for the ARBand covers the 2005-06 year. Including the dia@ct indirect
impacts of thoroughbred racing together with theiuwltiplier effects, the ATRI provided
approximately $5.04 billion in value added to tlaional economy. This represented 0.58% of
Gross Domestic Product.

Employment

IER’s assessment found that the set of activitiesoaated with Australian thoroughbred
racing, breeding, training, racing and wageringgatly accounted for an estimated 48,680 full-
time equivalent (FTE) jobs in 2005-06. An estinda®900 breeders employed 17,990 staff, 80
percent of who were based in non-metropolitan ardasestimated 1,280 trainers (from a total
of 4,700 trainers Australia-wide) and their 3,10@&ffs were also concentrated in non-
metropolitan Australia. 1,500 full-time staff, 0R0 part-time staff and 1,000 jockeys were
employed in delivering the race day product. Boakers totalled 700 and they employed an
additional 1,400 people. TAB wagering staff tadllan estimated 4,700. IER’s study found
that racing and breeding also help to sustain eynpémt in other areas of the economy, such as
feed merchants, veterinarians, farriers, transpompanies, caterers, hoteliers, and the fashion
industry.

Participation

People participate in the ATRI in three main wapsoducing and delivering the ‘racing
product’; attending race meetings; and wageringanse racing.

The total number of people involved in producing tiace product is much larger than the
48,680 FTE employees recorded above because abtimderable extent of part-time, casual
and unpaid work. In fact, closer to 230,000 peapke involved in the ATRI, two-thirds of
whom are tied to provincial and country racing.

Horse racing is one of Australia’'s oldest and mpepular sports. The first organized
thoroughbred race meeting in this country was helddyde Park, Sydney, in 1810, with
Governor Macquarie in attendance. Today, about|RomiAustralians attend a thoroughbred
race meeting at least once per year, ranking iorskonly to AFL in terms of attendarice
While racing’s best known event, the Melbourne Qgmow an international spectacle viewed
by 700 million people, at the same time racing cwds largely unchanged in picnic meetings
run throughout country Australia where almost eyaace big enough to be called a town — as
well as in some that are not — has its own radetfa@r many rural communities, their Cup race
day remains one of the social highlights of theryea

6 IER 2007 _Economic Impact of Australiacing. Melbourne, VIC.
7 ABS Attendance of Sport

25



Racing also has a cultural significance that pokachines and casinos cannot begin to imitate,
with our champions, such as Phar Lap and Bart Cugsnipart of the national identity, and
writers from Banjo Paterson, C J Denis and Bre&kerant through to Frank Hardy, George
Johnston, Gerald Murnane, Peter Temple, Les CarywhDavid Williamson mining its rich
lode of characters and stories or documentingasepin the national psyche.

Indeed, it can be said that Australia has threg trational days: ANZAC Day; Australia Day;
and Melbourne Cup Day.

Taxation revenue

IER’s assessment found that the ATRI generatedyn&ar2 billion in taxes each year. Taxes
on wagering comprised almost half of this amouritth @ST the next largest component.

Exhibit 4: Taxation

State Govi Tax - $6.6 mil
Federal Govt Tax - $7.4 mil

Tax Generated - $14.0 mil
State Govi Tax - $96.9 mil
Federal Govt Tax - $60.3 mil

Tax Generated - $157.2 mil

State Govt Tax - $57.3 mil
Federal Govt Tax - $39.4 mil

Tax Generated - $96.7 mil
State Govt Tax - $27.2 mil
Federal Govi Tax - $25.4 mil
Tax Generated - $52 6 mil

State Govt Tax - $231 4 mil
Federal Govi Tax - $201.6 mil

Tax Generated - $433.0 mil

state Govi Tax - $5.3 mil
Federal Govt Tax - $5.7 mil

Tax Generated - $44.0 mil

State Govt Tax - $8.7 mil

Federal Govt Tax - $5.6 mil
— —

Tax Generated - $14.3 mil

International significance of Australian Thoroughbred Racing

state Govt Tax - $184.2 mil
Federal Govi Tax - $222.6 mil

Tax Generated - $406.8 mil

Source [ER.

There are 379 thoroughbred race clubs in Austradiech is more than any other country in the
world.

On a per capita basis Australia has arguably tteagest racing industry in the world. Even in
aggregate terms the ATRI ranks in the top threegamdustries in the world on all industry
indicators notwithstanding its much smaller popolatand economyis a viscompetitors such
as the USA, Japan, Great Britain and France.
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Exhibit 5: Australian thoroughbred racing on a world stage

Rank Starts Black type races Prize money Foals born
1 USA USA USA USA
2 Japan Australia Japan Australia
3 Australia Great Britain Australia Ireland
4 Great Britain France France ] Japan
5 France Argentina Great Britain Argentina
6 Chile Japan Korea \ Great Britain
7 Argentina South Africa Turkey France
8 Italy Brazil Hong Kong New Zealand
9 South Africa New Zealand Ireland Brazil
10 New Zealand Ireland Italy Canada

Source: ARB Australian Racing Fact Book
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Appendix 2

French Online Gambling Law

Overview

On 13th October, 2009, the French National Assembled in favour of the government’s
proposal for a new online gaming law. The amendadion will now pass to the Senate, which
is expected to vote on it by the end of 2009.

Previously only two operators have been able tdubiyvoffer online gambling — the PMU
(French tote monopoly) and the FDJ (French lotserg sports betting monopoly).

Under the new legislation non-exclusive licencel ba issued to any operator (French —based
or foreign) wishing to offer permitted online gammgl services. It is intended that in spring
2010, a new Regulatory Authority for Online GamARJEL) will start issuing these 5-year
licences.

Permitted online gambling services are:

* Horse racing wagering
* Sports wagering
* Online poker

Casino games continue to be prohibited, as wedixahange and spread betting and “betting in
the run”.

Purpose

The objects of the legislation as set out in Aetidl are to open France to regulated online
gambling consistent with the following key elemeotsState policy:

* Preventing gambling addiction and protecting msno

* Ensuring the integrity, reliability and transpangrd gambling activities;

* Preventing fraudulent or criminal activities unaéring the ethics of sports
competitions and preventing money laundering;

» Ensuring equitable and balanced development oérdifft types of gambling to
avoid destabilization of the economic sectors corex

Licensing

ARJEL will report to the Minister of Budget, Pubkecounts and Civil Service. Jean-Francois
Vilotte, currently CEO of the French Tennis Federat has been named as the head of the
authority.

To obtain a licence, applicants must satisfy a nremdb criteria, including a requirement that
they have sophisticated systems for identifyingy@ta at risk of addiction and protecting them.
Operators wishing to conduct sports betting musi algn trade agreements with the organizers
of sporting events, to respect the right of owngrsi these.

28



The legislation also provides ARJEL with a set afasures to deal with operators that operate
without a French licence. The organisation ofiagmsed internet gambling will be punished
by three years of imprisonment and a € 45,000fbneach individual offence. The connection
to these sites, as well as financial transacti@ta/éen the illegal operators and players, will be
blocked. Advertising of sites of unlicensed operatvill be penalised.

Taxes & Levies

Licensed operators will be subject to a tax rat&.686 of turnover for sports and horseracing
wagering and 2% of bets for poker. A portion cédd revenues will be used to finance anti-
problem gambling measures.

In addition to these taxes licensed operatorsapay a product fee to French racing of 8% of
turnover and a 1% contribution to the funding wiadeur sport.

IP Rights of Sports Competitions

A key feature of the legislation is that the Finan€ommittee of the National Assembly
introduced a" property right “for the organizer thie sports event itself. This measure is
intended to "preserve the integrity of sport “. ith\this law, the organizer of the sporting event
is recognized as the owner of the commercial etqtion that can be carried around the event.”
If websites want to organize bets, they must sigrom@tract with him". (Government source
guoted in Le Point 9/9/2009).
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Appendix 3

UK Experience

If online wagering operators are able to relocdfshore then the purposes of the existing
wagering exemption under the IGA are open to balefeated. The United Kingdom’s
experience is an apposite one in this regard.

The arrangements for the taxation of wagering dpesand the payment of product fees to the
racing industry that currently applies in the UKmminto effect in 2001-2002. The events that
led to their introduction were described by onéhaf principal players, Sir Tristram Ricketts, a
former Chief Executive of the Levy Board and of Bréish Horseracing Authority, as follows:

“Betting Tax was first introduced, in the moderraemn 1966, six years after the British
Government legalised off-track cash betting, allmyvbetting offices to open up in the
High Streets of our towns and cities. The tax imatssduced at a rate of 2%2% of betting
turnover and was to remain a turnover tax for tletr35 years.

The rate of tax, of course, did change over thesyesms Governments saw gambling as
an increasingly lucrative source of revenue. Thédrack tax rate, applied to both cash
and telephone betting, rose inexorably to a higi8%t A modest reduction, to 7.75%,
was made in 1992, and a further reduction was mtawlé,75%, in 1996, not long after
the introduction in the UK of a National Lotterjt remained at that level until the time
of the change which I shall be describing in a matme

Betting Tax, the proceeds of which go direct to @@vernment as part of the general
tax revenues utilised to fund public expenditudeoudd not be confused with the
Horserace Betting Levy, which has been payabledokimakers to Racing since 1961,
very shortly after off-track cash betting was legadl. At the time of the recent tax
change, the levy too was turnover based, the difteal charges amounting to an
average of about 1.25% of horserace betting turnove

The turnover-based tax and levy, in the years pioothe change, therefore accounted
for an average total charge of some 8%, althougs figure was greater for the large
bookmaking companies who paid a higher than averageof levy. This combined tax
and levy charge led bookmakers generally to im@o986 “deduction” on punters to
cover their tax and levy liabilities.

Then in May 1999, an event occurred which was alihy to lead to the radical tax
change | shall be describing shortly. For it was May 1999 that Victor Chandler
International, operating from a base in Gibraltarutside the jurisdiction of the British
tax authorities, started offering “tax-free” telephe bets to UK customers, charging a
“deduction” of 3%. This of course compared verydarably with the 9% “deduction”
charged by British-based operators.

Once Victor Chandler had broken ranks by ceasingoperate the “gentleman’s

agreement” that off-shore operators would not targ customers, other bookmakers,
in the face of such competition, moved their openat off-shore. The three largest
companies moved to Gibraltar or Antigua, while otbperators relocated to places
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such as Alderney in the Channel Islands and Malfypically, these bookmakers
offered nil “deductions” over the Internet and 3%eu the telephone.

The impact was immediate. Telephone and Intetmabter in the UK began to decline
markedly, with those bookmakers who did remaimé&UK losing customers to the off-
shore operators. One of these, our own Totalis&oard, reported that telephone
betting turnover in the year immediately followithgg exodus off-shore was some 15%
lower than anticipated. Government revenue wasiddiit; bookmakers’ profits
suffered; and growth in Racing’s revenue via thawer-based horserace betting levy
was also damaged.

Tax changes of all kinds in the UK are principattyade in the Chancellor of the
Exchequer’'s Annual Budget which is traditionallyidered in March. The first Budget
after the mass exodus off-shore was due in Mard0 2dhd, in the annual Budget
representations from the Racing and Betting Indestithe message to Government was
clear: change the tax regime to encourage off-shoperators to repatriate their
business into the UK or Government, along with Rgcand Betting Industry, will
continue to suffer.

On 21 March 2000, the Chancellor's announcement teadid not propose to make
any changes to betting tax was greeted with widespdisappointment. But it was not
all bad news. For, on the same day, the Governraenbunced that it was going to
consult widely on reforming betting tax to, and Uotg, “enable the gambling and
racing industries to flourish in the Internet age”.

The resultant Government Consultation Documenty@ppately titled “Our Stake in
the Future”, defined the objectives more precisalyd again | quote:

“The challenge of the fast-developing e-commercdarenment requires a robust tax
regime which creates:

» afair basis for UK bookmakers to compete interoraily
» afair opportunity for horseracing to secure finglcsupport and
» afair contribution from the betting industry tovelsrgeneral tax revenues”.

The Consultation Document invited comment on twaookéons:

* First, a Place of Consumption Tax, providing fox t@ be based on where the
punter is located when the bet is placed.

» Secondly, a Gross Profits Tax, which, as the ndeslyg implies, means basing
the tax charge on the gross profits of bookmakeststheir turnover.

Option 1 was dismissed as unworkable, as the Dostusuenmarising the responses to
the Consultation Document later recorded, and adajnote: “All agreed that it would
be open to abuse with Government unable to exeasigecontrol over non-compliant
overseas based bookmakers. Given the pace of opeveht of communications
technology, this option was felt to be impractiaatl inappropriate”.
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Option 2, the Gross Profits Tax (or GPT as | shafler to it from now on) attracted
widespread support from the Betting Industry wHong with others, had canvassed it,
as an alternative to the turnover tax, some yeaevipusly. Once it was satisfied that a
GPT could be properly policed, the Racing Industg gave it its endorsement. The
Betting Industry produced lengthy papers demonisigatow, if a GPT was introduced
at a sensible rate, their profitability would imp®, enabling them to make a greater
contribution to Racing, while Government revenumsgd be expected to recover, over a
period of perhaps five years, to previous levelsno change was made, even more
businesses would migrate off-shore with consequegstive impact on tax revenues.

Budget Day 7 March 2001 was as much a cause tdmee as Budget Day a year
earlier had been a cause for disappointment. I ¢burse of his Budget speech, the
Chancellor of the Exchequer announced that the &&-wld tax on betting turnover
would be replaced by a new tax on bookmakers’ gposfits. The intensive lobbying
had paid off. The case for change had been acdepte

Racing and Betting breathed a sigh of relief anshed to congratulate the Government
on a bold and radical initiative which, in the waeradf the responsible Minister, and |
guote: “provides a better deal for punters and telpgK bookmakers to compete
internationally, while continuing to make their rfacontribution to Racing and to
Government revenues. The reforms are fair to pantsookmakers, Racing and the
taxpayer and will provide the UK with a betting system and competitive environment
for bookmakers for the 21Century”.

So, in March 2001 Government signalled its intemtio replace, as soon as the
necessary administrative arrangements could be mad&75% betting turnover tax
with a 15% tax on bookmakers’ gross profits, defimes the difference between the
stakes laid with them and the winnings they pay die reformed tax structure made it
possible for bookmakers to absorb the tax, levy ahdinistrative charges, and to end
the 9% “deduction” charged to punters, a crucial @wnment pre-condition of the
introduction of GPT.

The major bookmaking companies immediately repatriated their businesses to the
UK, as they had undertaken to do if GPT at a sensible rate was introduced. Our
Totalisator Board, who had been considering relocating off-shore in the face of the
ever increasing competition, announced that they would keep their telephone and
internet betting businesses in the UK. Some bookmakers declined to relocate and
remain off-shore, including the man who startedlif Victor Chandler. But the vast
bulk of the horserace betting turnover is back on-shore, resulting in the creation of
some 3000 new jobs.(emphasis added)

Total horserace betting turnover in 2002/03 isireated to be some £7.5bn, as
compared with some £5bn in 2000/01, the last @i@PT year.

The introduction of GPT in October 2001 was folldve& months later in April 2002,
by a change in the basis of the horserace betiwy From turnover to gross profits.
Bookmakers are now contributing 10% of their grpssfits on their British horserace
betting business to the levy for the benefit ofifRac
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In the last full year before the introduction of GR2000/01, the horserace betting levy
amounted to some £59m In 2001/02, with the beokft half year of GPT, the yield
was some £73m. In the current year 2002/03, mighbenefit of a full year's GPT, it is
expected to yield some £92m, and next year, 2003(Me £101m. AS you can see,
significant increases.

As of course was expected and accepted, Goverrsneznenues, already under
pressure from the exodus off-shore, fell sharplypong the introduction of GPT. In
Calendar 2000, the last full year of turnover tagtal revenue amounted to some
£488m. The provisional figure for Calendar 2003asne £290m.

But, as | implied earlier, Government never expgdterecover all the lost ground in
the short term.It is however secure in the knowledge that the incentives to relocate
off-shore and to bet illegally have been removed, that there has been significant job
creation, which itself adds to Government reventles, the British betting industry is
well placed to attract increasing international lmesss and the Racing Industry is better
funded. Furthermore, British Gambling generallyatlsout to benefit from a significant
measure of de-regulation, which will further botast revenuegEmphasis added) “

It is against this background that one must read?009 statement made by former Levy Board
Chairman Robert Hughes which is quoted at pageQldf.the Commission’s draft report:

“The irony is that the most significant increasé.@vy income (one could argue
that it has been the only one) was achieved whéhe. basis of General Betting
Duty was changed from turnover to gross profitsjcwhwas mirrored in the
Levy. This eventually led to Levy income increasiggtwo thirds, with little
effort on the part of either racing or the Levy BdbdHorserace Betting Levy
Board 2009).”

It is clear that while therost significant increase in Levy incomeas achievedvhenthe
basis of betting duty was changed from turnovegrtuss profits, the cause and effect of the
increase in Levy income had nothing to do witlowalhg signals of consumer preferences to be
transmitted through both wagering and racing. THaeease in Levy income was achieved in
major part because the largest bookmakers brought temote betting businesses back
onshore, their promise of repatriating their ofighbusinesses to the UK being the lever they
had employed to persuade the Government to rethecapplicable rates of tax.

However, to gain a complete understanding of theee&nce in the UK it is also necessary to
look at more recent developments. In 2009, less thalecade after the taxation compact
between the UK Government and the bookmakers, wloeldargest bookmaking companies,
William Hill and Ladbrokes, announced that they Vdomove their online betting facilities
offshore. A parliamentary debate on the taxatiomgarhbling held in November, 2009 offers
this explanation for the move:

They have a duty to their shareholders and it heoine totally unsustainable for them
to keep their business here. For evély)0 profit they make online, they will pAaY or
£2 in tax offshore, whereas they would @#36 in the UK in a combination of GPT,
VAT, corporation tax and horse racing levy. Cleailyis an absolute no-brainer for
them. Indeed, we should probably be grateful angrged that William Hill and
Ladbrokes have kept their online business onslasred long....
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Therefore, may | suggest that the Minister speakh Wwookmakers at the earliest
opportunity to find a rate of tax that the Govermineould introduce to bring business
back onshore? | suggest that would need to be arthm 2 to 3 percent mafk.

The Government’s response to the move is encapsuliatthis statement by the Parliamentary
Secretary, Treasury:

We are disappointed by the commercial decisiorssraimber of major UK bookmakers
earlier this year to move their internet bettingeog@tions offshore for tax purposes.
However, it would be self-defeating to engage na@e to the bottom in tax rates with
low-tax jurisdictions’

Understandably the British Horseracing Authoriteidremely concerned by this development.
As seen from the table below, by 2008 the Levy meochad dropped 17% from the point
referred to by Mr Hughes in the above quotéthhs most significant increase in Levy incdine
Given that something more than 20% of UK bookmadketsl gross win is accounted for by
remote bettinlf the relocation offshore of the online businessésWalliam Hills and
Ladbrokes could potentially mean that the leveLe¥y income will drop to 2001/02 levels in
one step.

The Government has commissioned the Departmentutitn€, Media and Sport to propose
measures to remedy this situation.

8 House of Commons debaté, ISovember 2009 (1098, Philip Davies conservative MP

9 House of Commons debat&, Movember 2009 (Sarah McCarthy-Fry, Labor MP)
10 In 2007 the Remote Gambling Association estithéib@t approximately 20% of UK bookmakers’ totabgg win was accounted for by

remote betting. Precision was not possible becaosell bookmakers accounted for remote bettinpénsame way.
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Great Britain

Levy Yield (EMillion)

2010/11* 64.8
2009/10 75.4
2008/09 91.6
2007/08 115.3
2006/07 99.2
2005/06 99.3
2004/05 105.6
2003/04 110.7
2002/03 79.9
2001/02 72.9
2000/01 60.3
1999/00 59.4
1998/99 56.0

Yield is inclusive of Tote contribution Source: HB

The 2007/08 annual report states that the 17%aseren the levy yield was a windfall “one off” tpleone credit betting income.
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