InterContinental

FOR the second year running, GES show
organiser Terrapinn set up camp at the
ornate InterContinental Hotel in northern
Madrid, Spain, and delivered a dense, varied
programme with an impressive speaker
line-up consisting of more than 16 CEOs and
several other key industry figures.

Approximately 180 delegates attended
GES, and although the conference seemed
slightly less busy than rival gaming events
BetMarkets and the European Gambling
Briefing, which took place under the Clarion
Gaming banner earlier this year, this was
ultimately beneficial for the Madrid meeting,
as the more intimate atmosphere
encouraged a greater degree of interaction
from the floor.

WARWICK Bartlett, founder of Isle of Man-
based Global Betting and Gaming
Consultants, chaired the event for the
majority of the first day, and set the tone of

HOT TOPICS IN MADRID

the conference by providing a current
overview of the global gaming industry.

Bartlett expressed dissatisfaction with the
implementation of the UK smoking ban and
its effect on the land-based industry. He drew
attention to the "more sensible” government
action in places like Malta, Sweden and
Holland, which has led to the creation of
designated smoking areas within gaming
venues.

“There has been a 100 per cent rise in oil
in the last 12 months, and this has really hurt
consumers,” said Bartlett, acknowledging the
global economic slowdown. “The consumer is
really being squeezed, and this is bad news
for the land-based industry.”

Although rising oil prices are having a
detrimental effect on the gaming industry,
Bartlett said Europe was better placed than
the US to survive the slowdown: “Getting to
Las Vegas is not easy. Forty-four million
people travel there by air every year, which is
getting more expensive. Fifty-four million

visitors travel by road, and although petrol is
cheaper it takes a lot more to maintain a car.

“So, will rising costs cause consumers to
question their trip to Vegas? | think they
already are.

“Asia, however is a very different story,”
Bartlett continued. “The numbers in Macau
are amazing. Another 30 resorts are
currently being planned in the region. In five
years, the number of casinos has grown from
11 to 29 and gaming revenue has
quadrupled.”

TOM Hall, executive vice chairman and
founder of AsianLogic, the diversified
gaming group, sought to determine to what
extent Macau’s recent positioning as the
world’s biggest casino market was a sign of
the powerbase shifting to the east.

“Asia’s influence on gaming is generally
having a major impact across the world,” he
said.
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Warwick Bartlett

Yet while Macau’s success is clear, Hall
said the former Portuguese enclave’s
burgeoning gambling market was
overshadowing potentially lucrative

developments in other countries in the region,

including the Philippines, Singapore,
Cambodia, Vietnam and Japan.

“Cambodia sits in a very interesting
geographical position, between countries
which had previously not allowed casinos.”

In terms of the online gaming industry in
Asia, Hall said: "Payment processing is the
biggest barrier to entry. Every country needs
a different payment processing solution. It is
very difficult to enter Asia ‘cold’ and be
successful.”

Hall stressed the importance of finding the
“right local partner,” and one who
understands the idiosyncrasies of Asian
business models.

“There are fantastic opportunities for
forward-thinking companies. But you must
make sure you have the right product. Go with
a software vendor that understands Asia. Asia
will be the key growth market over the next
10 years, but it will require a change in
thinking, as gaming and gambling will blur.”

The US Jurisdiction panel

GES brought together three leading
authorities on US gaming legislation - Bill
Lerner, managing director of Gaming and
Lodging Equity Research for Deutsche Bank
Securities; CyberArts chairman Ken Arnold;
and Jason Kellerman, CEO and co-founder
of PurePlay - who discussed both the land-
based and online sectors in the country.

“The backdrop for casinos in the US is
pretty discouraging,” Lerner said. “Many
factors have compounded to lower average
spend.”

Despite this, however, Lerner said the
media has inflated Las Vegas’ plight. “In May,
gaming was down by just two per cent, which
is not that much. Structurally, Las Vegas is
going to be interesting going forward, with
29-30 per cent more hotel rooms set to be
developed between now and 2012. Eighty per
cent of these will be classed as ‘luxury’.”

Moving on to discuss the remote gaming
sector, Arnold noted that problems with fuel
and transportation can be for the benefit of
online gaming. However, when asked
whether he believed the US online gaming
market would open up, Arnold said it was not
simple: “It's a really complicated mosaic. |

Tom Hall

GES

o Syt ELTOpE

think we will see internet gaming again in
the US. At G2E the big land-based CEOs
estimated a matter of months, not years.”

Arnold said companies who continue
taking bets in the now illegal US market have
little chance of obtaining a licence in the
event the UIGEA is repealed. “It will be much
easier for those who stopped immediately
after the UIGEA.”

Kellerman added: “The best case scenario
is that broad-based regulations will come
into effect in two years. Poker, in particular,
may be brought in within 18 months to four
years. So, the question is, what's happening
between now and then? Since the UIGEA was
passed, a lot of different models have
occurred. The subscription model, in
particular, is set to become a multi-billion
dollar market.

“If regulation does happen, anyone with a
large footprint, especially with a large active
US player base, will be in a very good
position,” Kellerman concluded.

ROBERT Gray, CFO of Groupe Codere, the
diversified Spanish operator, took to the
GES stand to conduct a shrewd analysis of
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the internationalisation of key gaming
groups, and how the industry has, up until
now, lagged behind other sectors.

In the past three years, international
expansion has emerged as a growing
industry trend, Gray said, citing the
landmark Gala Coral/Eurobet,
Lottomatica/Gtech and Harrah s
Entertainment/London Clubs International
mergers as examples. This is also reflected
in industry M&A activity.

The trend towards globalisation will
intensify, driven by market mobility and
investor demands for competitive returns.
However, the phrase globalisation in
gaming is still premature.

Gray talked the GES delegates through the
business models of several leading US
companies, including Wal-Mart Stores,
Citigroup and General Motors Corporation,
highlighting the increasing proportion of
international sales for each respective
business.

This trend toward internationalisation is
slower in the gaming industry. In 2002, there
were almost no foreign ventures. However,
there are now significant shifts being made
to the international market. Why? Because
gaming companies previously had no
pressure to look outside their backyards.
They previously enjoyed rapidly growing,
regulated home markets.

Gray said the booming Asian gaming
market has been a key catalyst in the
outward expansion of casino and gaming
groups, and that the change was being driven
by institutional investor interest.

He added: International expansion has
had the same dramatic effect on Codere s
business as Macau has for Wynn Resorts.

ONE section of the conference that was
perhaps most hotly anticipated was the
Gran Scala update, in which executives
involved in the US$17bn mega-resort
discussed the project s development.

Pegged for a first-phase opening in the
second quarter of 2010, Gran Scala will
occupy 2,025 hectares of desert in the Los
Monegros region of Arag n, Spain. Upon
completion, the development will house five
major theme parks, 32 international hotels
and themed casinos forming a clock history
of mankind, conference centres, leisure
space and museums, with an objective of
attracting 25 million visitors a year by 2015.

Jaime Riera, director of Riera 'y Carreras
Asociados, the service company for the
amusement, entertainment and gaming
industries which is advising master
developer International Leisure Development
on the Spanish market, was quick to state
that Gran Scala is not a Las Vegas model for
Europe.

In reality, this is a tourist, amusement
and gaming destination that is set to become
the most important in Europe. This is a
global concept, but we re not just talking
about gaming.

Riera explained the reasoning behind the

choice of Arag n for this destination. We
have the full support of the local government.
The region has a developed infrastructure
and is in an ideal location - 23 million people
live in the Barcelona/Madrid/Valencia
triangle. It has a pleasant climate and is less
than one hour from either Mediterranean
beaches or ski resorts. It s very difficult to
find a destination anywhere else in Europe
that would fulfil this criteria.

When asked whether Gran Scala had
secured a casino group for the first phase
opening, Riera said: This is, unfortunately,
privileged information. All | can say it that
there are more applications for licences than
are available. So, the focus is on the best
operators for this project.

UNDER moderator Mark Summerfield, a

partner at KPMG, some top names in the

remote gambling world - Playtech chairman
Roger Withers;
Jim Ryan, CEO of
PartyGaming; 888
Holdings CEO Gigi
Levy; Pureplay’s
Jason Kellerman;
and Malcolm
Graham, PKR CEO
- came together to
provide insight
into both the
challenges and the
future plans of
their respective
companies.

First and
foremost, 888 is an
entertainment
company, said
Levy. As such, we
are always thinking
about the
customer s
experience, no
matter which type

of game they choose to play.

With the internet, it s really worth our
while to roll out a niche, incremental product.
We don t want to limit ourselves. We have
thousands of games and have spent a lot of
time opening up the platform for full
integration. We plan to roll out hundreds of
new games in the coming year and are also
exploring an Amazon-style Other Titles You
Might Like function.

Levy said 888 was also putting a great deal
of effort into its expansive community, with
the aim of further improving its B2C offering.

We spent US$80m this year building our
portfolio - that s five per cent of total
revenue.

We maintain a dual strategy of B2C and
other segments. We are enablers of others
by being their turnkey provider. So, the
fragmented market is good, and this justifies
the huge investment to make the platform
available to B2C and other partners where
we might have difficulty in entering.

Speaking on what was just his fifth day as

PartyGaming CEO, Ryan said: Success in the
business is focusing on the customer, where
they can play in the currency and language of
their choice.

Our next strategy is leveraging our own
brand strengths; leveraging those strengths
into new modes of distribution. You can
expect PartyGaming to go into white label
again and leveraging the strengths of others.
New third-party content will be integrated
into our platform and we will develop new
products with licensed brands.

Graham described his company s
foundations: The PKR team comes from a
heritage of games. PKR has demonstrated
how a revolutionary product in a sector can
cause a bit of a storm. | do think that in the
medium term, the consumer will expect
more than what is currently on offer. Not just
the product, but what is wrapped around it.
There will be a big community element. We
are currently working on PKR 2.0, which we
will bring out later in the year, and this will
mark a sea change.

Industry veteran Withers, who has been
involved with the online gaming industry
since its inception, sought to quell what he
perceived as negativity within the sector:

When you look at it, this industry has grown
quite a bit. The industry needs to get better
at online marketing in general. | also want to
accuse us of lack of self-belief.

We are a product-driven industry. We are
in the global market place. Hammer away at
legislators and look after the consumer. But
most of all for us, it s about self-belief.
Believe in yourself and in a year s time we
will be a bigger industry.

The lively panel session also revealed
several fundamental splits in opinion,
particularly with regard to the future of
online poker.

Defending PKR'’s interactive, 3D poker
room, Graham said: "I do think that in the
medium term the consumer will expect more
than what is currently on offer. Not just in
terms of the product, but what is wrapped
around it."

Levy, however, said the graphic-rich
experience of PKR does not accommodate
the majority of "serious™ online poker
players, who instead opt for a stripped down,
clean experience that lends itself to multiple-
screen play.

"l love PKR - it is great for customer
acquisition,” he said. "But PKR has nothing
to do with online poker. When we tried a 3D
view we received around 5,000 calls at our
support desk. Our customers complained
that if they wanted 3D avatars they would
play PlayStation."

"The majority of consumers that play
poker seriously want the simplest of views
with the best interface,” Levy added.
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