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Introduction

IASbet Limited acknowledges the invitation extended by the Federal Department of Communications, Information Technology and the Arts to make a submission on the statutory review of the Interactive Gambling Act 2001. In doing so the Company confirms its support for a considered and correct balance between appropriate levels of regulation and accessibility of leisure based and entertaining wagering services. 

IASbet Limited, the ultimate parent company of the IAS group of companies is Australia’s leading racing and sports broking Company, which has an established and profitable presence in Australian and international wagering markets.  IASbet Limited is a publicly quoted company, listed on the Australian Stock Exchange.

In 1997 IASbet recognized the opportunity associated with globalization and the rapidly expanding Internet wagering market, when it sought approval from the Northern Territory Government for its Internet based wagering systems. At the time the Company also made application for a Bet Exchange licence. The Company at that time identified the opportunity and sought to position itself to take advantage of the new technologies, new forms of competition and customer needs and wants, in particular those aligned with stock market trading. (etrade)

IASbet has to date been unsuccessful in obtaining a betting exchange licence in Australia and has watched the emergence and rapid growth of this new and exciting form of trading take off, with great enthusiasm shown by the punter and vigorous public debate by those who would seek to influence whether this innovative activity will be allowed to take place within this country.

The Company supports the principle of ‘Free Trade’ as advocated by the Prime Minister, the Hon. John Howard MHR and the lifting of sanctions for Australian export commodities. Likewise associated with globalization, IASbet welcomes competition from legitimate off shore operators and does not support exclusive access to the Australian betting market, monopolies and protectionism as advocated by the TABs.

The United Kingdom has emerged as the leading country for relevant and major entertainment and leisure based industries. IASbet has made a significant investment towards this goal and has identified the United Kingdom as a location, which leads the world in adopting cutting edge technologies. Australian regulators would serve the industry and stakeholders well if they likewise viewed the many reforms, which have taken place and the significant outcomes achieved for those associated with the UK wagering industry, where a proactive and balanced regulatory approach has been adopted.

This submission sets out the comprehensive nature of the Company’s business, its position relevant to matters of increased global competition, including betting exchanges, the operation of the IGA, current exemptions & ‘betting in the run’ provisions, integrity issues, responsible wagering practices, technology advances, and the regulation of financial transactions. 

The Company’s objective in putting forward the submission is to contribute informed comment on these matters, which hopefully will lead to a positive outcome for all stakeholders.

The Company

IASbet Limited is Australia’s leading race and sports broking Company. In calendar year 2002 the Company recorded turnover in excess of $450 million and revenues of $40 million. 
History

In July 1995 International All Sports Ltd was formed to acquire the intellectual property developed by Mark Read over the previous 20 years, including an extensive thoroughbred racing database and performance rating systems.

IAS attracted additional development and working capital from a small group of investors including three leading Melbourne bookmakers.

The Northern Territory Government of Australia issued a bookmaker’s licence to Mark Read and operations began in Darwin in August 1995. In January, 1996 Darwin All Sports Pty Ltd, a subsidiary of International All Sports Ltd, was granted one of three sports bookmaking licences in Australia by the Northern Territory Government, with initial tenure to the year 2001.

The Company currently holds a Corporate Sports (including racing) bookmaking licence from the Northern Territory Government, the tenure being to 30 June 2005. As well, the Company was advised in September 2002 that its application for a sports bookmaking licence in the ACT had been granted, conditional upon the Company’s Internet systems being assessed as compliant, by an accredited provider. This assessment is almost complete.

The Directors of International All Sports Ltd reviewed the operation of the business and a Public Float took place, with an initial offer of shares, on 8 July 1999. International All Sports (ASX Code IAS) was listed on the Australian Stock Exchange on 6 August 1999 having been over subscribed in its first share offer. Its prospectus forecast was a turnover of A $140M and A $10M revenue The purpose of the issue of shares and the application of funds was to allow IAS to repay existing debt and provide additional capital for:

· The continued development of I.T. systems for the delivery of racing and sports betting and information products into local and international markets.

· The development of databases for UK, USA and Singapore racing.

· The acquisition of or rights to strategic wagering and gaming technologies considered capable of delivering new products and services.

· The Company to pursue the acquisition of an appropriate pari-mutual licence and the development of infrastructure to offer betting pools on a variety of events.

· The acquisition and development of sports databases.

· Working capital to meet its betting commitments and operational and growth requirements.

Current Corporate Structure 

The Group of Companies is as follows:

IASbet Limited 

· International All Sports Ltd (now IASbet Limited), with ASX code IAS, was listed in August 1999.

· IASbet Limited wholly owns all subsidiary Companies.

IASbet.com Pty Ltd 
This is the trading subsidiary of IASbet Limited, the licence holder in the Northern Territory and the holder of a conditional licence in the Australian Capital Territory. IASbet.com (formerly Darwin All Sports) is Australia’s leading provider of bookmaking services offering fixed odds betting on Australian, New Zealand and Asian racing and an extensive range of domestic and international sporting events. The Company also offers a pari-mutuel racing service on American horseracing through an agreement with Amtote International Inc.

IASbet.com comprises core business units of Australian Racing, Asian Racing, US Racing, European Soccer, Australian Sports, US Sports, Wagering Investment and Global Premium Player Program. The IASbet.com business operates in Darwin from premises at the Fannie Bay Racecourse.  

With new licences and if under favourable conditions, IASbet.com will also operate under a multi location business model in Queensland and the Australian Capital Territory.

IASbet.com operates seven days a week, 363 days a year on a number of International and domestic racing and sporting events. The times of operation coincide with the needs of the clients in varying global time zones. The Company has an experienced team of analysts, traders and information technology professionals with information and trading systems that incorporate sophisticated risk management functionality to produce above average returns for the Company.

The Company has extensive harm minimization measures in place in line with its policy on responsible gambling. The Directors and Company Secretaries have satisfied all the probity requirements of the Northern Territory Government and met all the requirements of a highly regulated jurisdiction.

The ACT Government has granted the Company a conditional Sports bookmaking (including racing) licence, subject to being satisfied that the Company’s Internet systems are compliant. The Directors have satisfied all the probity requirements of that Government.

Following an extensive investigation of IASbet.com Pty Ltd affairs the Queensland Office of Gaming Regulation issued the Company with an eligibility certificate on 29 October 2002. The Company has made application to Queensland Racing for a corporate bookmaking licence. 

· IASbet has an excellent reputation with the Northern Territory Government, the community at large, its clients, its creditors and its shareholders. The Company received a number of Northern Territory export awards and was nominated for Australian export awards in 1999.
Ferncourt Pty Ltd

The Company has recently entered into a Heads of Agreement to acquire South Australia based, Ferncourt Pty. Ltd.

Ferncourt Pty. Ltd., with its principal shareholders John, Greg and Rick Manuel, is one of Australia’s oldest and most successful wagering investment companies.  Ferncourt has built a successful and profitable track record, in Australia and internationally, through the use of high level technology and extensive databases.

The Manuel brothers, the driving force behind Ferncourt’s international reputation and success over the last twenty years, have agreed to join IASbet for a minimum of five years and to bring their current key employees. 

All of Ferncourt’s extensive databases and intellectual property will be acquired as part of the merger. This will add significantly to IASbet’s proven in-house expertise and world class databases, and its Wagering Investment Division will become the country’s largest investor on Australian and International racing. 

IAS Read Rating Pty Ltd 

IAS Read Rating Pty Ltd, located in Melbourne develops and markets racing and sports betting information systems and services to a variety of customers including casinos, hotels, sporting and services clubs and TAB agencies. The Company’s products are transmitted to subscribers through a commercial arrangement with the Seven Television Network.

The Company generates licence fee income from its intellectual property by providing its customers with information display services known as Read Rating, Racepack and Sportspack. Its 300+ customers include the Crown Casino in Melbourne and leading hotels and clubs.

These information products and services are provided by satellite technology, in real time, to casinos, hotels, clubs, TAB’s and individuals, similar to the services provided by SIS in the UK.

The Company is also responsible for the development of comprehensive databases on Australian, Hong Kong, Singapore and 

UK racing, Australian Greyhound racing and Australian Harness racing.

All Sports Systems Pty Ltd 

This Company generates fee income through consultancy and advisory services to the gaming and wagering industry. 

IAS Read Interactive Pty Ltd 
The company is responsible for the development of:

· IAS information systems

· Web sites

· On line betting facilities

· Internet wagering systems as approved by the Northern Territory Government

· Stringent security features to protect transactions and payments

This Company was responsible for the development of the first online betting system in Australia in 1998.  The company has invested in the development of a bet exchange system.

IAS Bloodstock Pty Ltd 

IAS has created a facility for researching and acquiring top quality horses on a global basis. This subsidiary offers: -

· Thoroughbred investment and brokerage services

· Provision of scientifically designed racing performance analysis

· Services to breeders, owners and buyers

· Ability to align form across major world racing centers

· Identification of appropriate horses for key Asian markets

IASbet (UK) Limited Company 
This Company has been incorporated in the United Kingdom for the purpose of operating a telephone and Internet race and sports wagering business, on and off course.

Operation of the IGA 

Overview

The stated overall aim of the IGA is:

 “To limit potential problem gambling in Australia associated with interactive gambling services”

As stated in the Company’s submission of April 2001 to the Senate Select Committee, established to inquire into the proposed Interactive Gambling Bill;

“IAS is of the view, that quite rightly, there are already very stringent licensing conditions in place for online gambling operations. In fact Australia is the most highly regulated of any country in the world.”  

“Given that online wagering is not problematic it would indeed be unfortunate to simply drive businesses such as ours offshore.  Wagering, whether it be through the Internet or not, is not interactive.  Unlike Internet gaming, where betting opportunities are presented every few seconds, wagering events occur at intervals from several minutes to hours or weeks and events are delivered through the radio and television that are totally independent of the Internet.”

“Telephone wagering has been available in Australia since the 1960’s.  The use of the Internet provides only an added convenience and alternative method of placing a wager to what has been available for several decades.  The Productivity Commission acknowledges this fact.”

“As reported by the Productivity Commission, wagering as a proportion of total gambling expenditure in Australia has declined in recent years.  Wagering is very different to gaming and whilst we are not against regulation of the Internet, we at IAS contend that the prohibition of Internet for wagering purposes is not in fact addressing the real problem.  We seek the removal of horse racing and sports betting from the provisions of the proposed legislation.” Our view has not changed.
The Growth of Interactive gambling services

In the short time that the IGA has been in operation there has not been a discernable difference in the ratio and the trends found at the time, other than the increased availability of ‘gaming based’ opportunities and the steady and continued growth of Internet gaming. In the wagering sector, as distinct from the gaming sector, there have been limited new significant race wagering products introduced by either the totalizator companies or bookmakers in the last decade. 

However there is certainly more of the same, i.e., wagering volume has been sustained by adding more and more races on more race days. What has resulted is a shift by the totalizators, not the bookmakers, to products based on gaming i.e. rapidity of turnover. An example of this new product is the “Spinner” introduced by the NSW TAB. Spinner is essentially a new interactive gaming product whereby customers bet on the ‘odds’ ‘evens’ or ‘mixed’ outcomes of racing events. 

The other trend in wagering is the apparent increase in activity, which in reality is a conscious effort by sports bookmakers to encourage or migrate their customers to bet over the Internet instead of on the telephone. The driver for this is the cost efficiencies involved. e.g. a year ago IASbet Internet customers represented only 16% of its customer base compared to 60% at this time.

The other increase in wagering activity in Australia is directly attributable to the advent of Betting Exchanges and most predominantly since the UK based Company betfair.com began operations on 15 February 2003. Issues associated with the operation of Betting Exchanges are discussed further in the submission.

The number of online gaming licences in Australia has not increased with Lasseters online being the only one of its kind, following the recent announcement by the PBL group that the CrownCasino.com games site would close. The number of Electronic Gaming machines has grown since the introduction of the IGA and the other growth area of product offerings has been in relation to Internet lotteries.

Given that there is a continued consumer demand for interactive gambling the conclusion one could draw is that the IGA has not been successful in restricting the incidence of interactive activity. Therefore the issues, which arise, are whether or not there has been an increase in problem gambling associated with this type of activity and secondly whether the IGA has prevented access by Australians to Interactive gambling services.

Problem Gambling

Whilst it will be necessary to confirm through studies conducted since the Productivity Commission released its findings, there is sufficient anecdotal evidence to suggest the continuation of the incidence trend is primarily associated with electronic gaming machines, because of the associated rapidity of turnover. 
Responsible wagering practices
Millions of people each week enjoy the recreational and entertainment values inherent in being able to wager on racing and sporting events throughout the world. The involvement of the majority of these people is at a level appropriate to their financial circumstances. It is recognized, however, that a small number may have difficulty in controlling their wagering activities.

IASbet Limited is committed to sharing with Governments and communities the responsibility of helping problem gamblers to identify their problem and seek assistance. One way the Company does this is to offer its customers the facility to exclude themselves from betting with IASbet, either temporarily or on a permanent basis.

As a responsible operator, IASbet is committed to maintaining its first class public reputation by actively taking action to exclude minors from placing a wager at the IASbet.com site or over the telephone.

Wagering with IASbet.com is designed to appeal to, and be used by persons who have attained the age of 18 years. IASbet Limited employees are trained to provide the recreational and entertainment experience sought by its clients, whilst at the same time offering assistance to those who have difficulty in controlling their wagering activities. The Company actively provides referral services to treatment agencies and shares the community’s concerns for the harm caused in the lives of this minority group.

The Company has actively contributed to a Responsible Gambling Code of Practice introduced in the Northern Territory as a result of a partnership between Government, the gambling industry and intervention services. The Company supports sensible regulation as distinct from prohibition. 

An important aspect of the Company’s procedures is the ability for punters to self-exclude. The Company has had an increase in customers since the IGA was passed through the Federal parliament however the number of self-exclusions has remained constant.

Regulation vs. prohibition

Regulation is emerging internationally as the preferred policy position over prohibition, particularly in the United Kingdom. Another key finding of the Productivity Commission was that the main source of national benefit from the liberalization of gambling has been the consumer gains from access to a service that gives people enjoyment. IASbet is in the leisure and entertainment business and the success of the Company is based on consumer demand. The Company has identified the very real advances in the entertainment arena offered by the United Kingdom whose policy reforms are based on a balance between the following key objectives identified in the review of the UK Gambling Industry by Sir Allan Budd.

· Gambling to be safe not only for participants but for the community as a whole;

· Gambling to continue to be conducted fairly, remaining free of criminal influence and infiltration and operating within a regulatory framework that offers protection for children and vulnerable adults;

· Gambling to be a successful industry that is able to respond rapidly and effectively to technological and customer led developments in both the domestic and international market places; and

· The gambling industry should build on its reputation for quality and integrity and in the process increase its already important contribution to the UK economy.

This policy view is supported in one of the key findings of the Productivity Commission, inter-alia.

“Internet Gambling offers the potential for consumer benefits as well as new risks for problem gambling. Managed liberalization with licensing of sites for probity, consumer protection and taxation, could meet most concerns although its effectiveness would require the assistance of the Commonwealth Government.” And further “Policy approaches for the gambling industries need to be directed at reducing the costs of problem gambling through harm minimization and prevention measures whilst retaining as much of the benefit to recreational gamblers as possible.”

The United Kingdom has emerged as the leading country for relevant and major entertainment and leisure based industries. IASbet has made a significant investment towards this goal and has identified the United Kingdom as a location, which leads the world in adopting cutting edge technologies. UK and European consumers have access to a menu of   

distribution channels such as the Internet, mobile telephones & wap technology, and interactive television.  Almost all major European operators have developed an online capability and Rupert Murdoch’s BSkyB has expanded its iTV gaming facilities with a 24-hour betting service. 

Australian regulators would serve the industry and stakeholders well if they likewise viewed the many reforms, which have taken place overseas and the significant outcomes achieved for those associated with the UK wagering industry, where a proactive, sensible and balanced regulatory approach has been adopted.

Section 8A Excluded Wagering Services

The Company is strongly in favor of the distinction drawn in the IGA between gaming and wagering and the exclusions provided for under section 8A. This is discussed further below.

Significantly the Federal Government in 2001 decided to exempt the three codes of racing and sports wagering except after the commencement of a single event. This later activity has become known as ‘real time betting’, ‘betting in the run’ or ‘micro event wagering’.

The Company has heard the argument that the opponents of ‘betting in the run’ contend that match fixing can occur if allowed to go unabated.  IAS contends that the ability to match fix is fallacious and illogical given that this form of betting can still be performed on the telephone. The following examples of ‘betting in the run’ have previously been provided to the Federal Government to illustrate the point.

Betting in the run-examples of what IAS argued previously should be included in the exemption.

a) Cricket

· Test in a series- after each test in a series the betting markets to win the series are re-framed;

· One day match competition- after each match in the competition the betting markets to win it are re-framed.

Having access to reframed markets provides customers with the opportunity to hedge against bets they have placed previously. It is considered reasonable for customers to have all the available information upon which to make a decision on the final outcome of an event. It is apparent that as additional information becomes available the wager is of a less speculative nature. This confirms the distinction between gaming and wagering.

· Within a game- at the official breaks in play customers should be given the option to make further informed decisions incorporating the current score/state of play.

· Match examples- Test series duration-whilst each test lasts at most for five days an entire series could range between 1-3 months.- One day match competition-generally 4-6 weeks duration, which does include round robin and elimination matches.

(b) Tennis

· Within a championship- after each round the market to win the championship is adjusted accordingly, again based on new information.

· It is obvious as players are eliminated in each round that the final outcome of the championship will invariably and possibly dramatically change.

· Within a standard tournament of seven days duration the probability of the outcome changes at the end of each round. The same logic applies to Grand Slam tournaments, which are of 14 days duration.

(c)  Golf   

· Within a tournament the odds to win alter after each days play.

· Average tournament duration is four days. This implies three discreet changes as a result of the outcome of each day’s round.

· A dramatic change occurs following the conclusion of day two play when the cut is determined. This has a significant impact on the possible final outcome and again provides more up to date and meaningful information for those wishing to wager on the outcome.

(d)  Football competitions

· Football competitions range from 4-7 months. The premiership odds are updated after the completion of each round. Those persons wishing to wager on the outcome are constantly updated with information before, during and after each match.

· Wagering on the Brownlow Medal is based on revealed performance of individual players throughout the season (including fitness/injury). This information is apparent after each match.

Customers make their decisions to wager on either the outcome of individual matches or the outcome of the Premiership based upon the same revealed information as the season unfolds. 

(e) Motor Sport –

· Driver’s Championship markets are updated after each Grand Prix. As points are awarded after each race, the impact on the odds to win the championship is obvious.

(f) Melbourne Cup (approved “International Sporting Event”). 

· Betting markets typically open in August/ September and are modified each week after the completion of feature Spring Racing. Additionally, the traditional Cups Double markets on the Caulfield and Melbourne Cups change dramatically as a result of revealed form. The appeal to the customer is the potential to pit his own knowledge against the bookmaker as the form of particular horses becomes apparent. Also, decisions are based upon the likelihood of horses participating in these races and this information becomes more reliable closer to the race date.
Betting Exchange operators such as betfair.com have been providing ‘in the run betting’ within Australia and overseas in response to market demand. There has been no evidence of match fixing occurring; and 

IAS recommends that the Federal Government removes the provision for ‘in the run betting restrictions’ pursuant to section 8A –excluded wagering services. 

Designated countries

The Minister may, by writing, declare that a specified foreign country is a designated country for the purposes of the IGA and the Minister must not declare a foreign country unless


(a)
the government of the country has requested the Minister to make the declaration; and


(b)
there is in force in that country legislation that corresponds to section 15 of the IGA..

The Company supports the principle of equal treatment between countries for the prime purpose of consumer protection, however a number of operators who promote protectionism and monopolies are calling on the Government publicly to strengthen this provision. IAS contends that their motivation is blatantly anti competitive and mischievous.

The Challenges facing Australia 

The future of Australian wagering will always be driven by consumer needs and wants. If Australian Governments place unreasonable constraints on a particular type of betting product or betting provider, this will not alter the driver for change but simply drive the betting offshore and diminish the opportunities for Australian gambling operators. We have already seen Canbet move their operation to the UK, Sportodds and other Australian wagering companies have been licensed in the UK and IASbet has likewise lodged an application in that country. 

With globalisation and the rapidly expanding Internet wagering medium any punter is able to access service providers worldwide. It is necessary for government and the gambling industry (business) to address its approach to the new technologies, new market conditions, new forms of competition to position itself as a growth industry for the future. The industry needs to be internationally competitive and the Australian community embrace the economic benefit of this growing export business. The challenge facing the Government is to find a sensible balance between appropriate levels of regulation and accessibility of leisure based and entertaining wagering services. 

Britain has recognized the global opportunity. Their government began restructuring the industry in October 2001 by dropping a 35-year-old taxation regime imposed on consumers. In its place a negotiated 15% tax was introduced and applied to bookmakers gross revenue. Part of this negotiation was an undertaking by major English bookmaking companies to repatriate their operations from offshore jurisdictions like Gibraltar, Malta, the Channel Islands and the Caribbean. The outcome was an increase in turnover and income of 50% across the board and a net increase for government revenue. 

The Australian Government policy position of removal of burdensome regulation for business, as successfully applied to other industry sectors, should be applied to the Internet wagering sector. This combined with an open and competitive market in accordance with its advocated position on National Competition Policy domestically and free trade internationally, would position Australian companies for sustained growth and the incentive to remain continuing contributors to Australian GDP.

The treatment of offshore operators

Instead of denying the issue and signaling alarm, as is the current situation within certain quarters of this country’s wagering industry, Australian Governments and wagering organizations should embrace and become a host to the fastest growing global commodity market – sports wagering. Like Britain, Australia has a heritage of legal wagering best practice with the world’s biggest market place in our time zone. The question must be asked -why would Federal, State and Territory Governments turn their backs on such a great export and development opportunity? 

This lack of foresight does not ensure the long-term viability of the wagering industry in this country. What is the solution? to allow entry by legitimate offshore wagering operators to the Australian market. The industry would then be opened up to competition, in the same manner as seen in the United Kingdom, with corresponding benefits.

IASbet welcomes competition---the number of industry players grow, the number of operators grow, the racing and wagering industries benefit and importantly the needs and wants of the consumer, the forgotten stakeholder in these matters are satisfied. 

Contrary to what some will claim, there will not be a net transfer of turnover from tote or bookmaker operations because of increased liquidity in the market, created by trading opportunities. Like the UK, it should result in increased turnover because of arbitrage opportunities. In recent years the industry has experienced a significant increase in turnover due to the return on shore of the Number One Betting Shop (sportingbet.com). Similarly this was originally judged to have a negative effect on competing players (TABs and bookmakers) in the Australian market place. The facts speak for themselves and there is no point in denying the figures. The market is stimulated by new liquidity.

Rather than competition from bookmakers and betting exchange operators being detrimental to TAB’s, which is often claimed, the presence of a strong and free betting market enhances consumer confidence, stimulating overall turnover. 

Betting Exchanges

One form of online wagering, Player-to-Player (P2P) betting is revolutionizing the way people bet online and since arriving on the scene a short time ago is now turning over billions of dollars worldwide.  P2P betting involves individuals betting against each other in an open marketplace instead of against a bookmaker. Traditionally, a bookmaker has an in-built margin that worsens the odds for bettors but the bookmaker assumes the risk. With P2P this margin is eliminated and bettors themselves set the odds in an open marketplace, creating much more flexibility as well as better odds that are changing dynamically. 

These kinds of offerings are ideal for Internet wagering. The popularity of P2P wagering has been evident since April 2000, when Flutter (now Betfair) launched their highly successful service in the UK, and now a myriad of sites are offering similar types of betting applications.

There are basically two kinds of Player-to-Player wagering, firstly pure Player-to-

Player, where users buy and sell their bets to other players. Secondly, exchange 

wagering, sometimes confused with pure P2P, is merely a more sophisticated form 

of P2P, where bets can be partially matched and users can more precisely indicate how 

much to “back and lay”. Betfair, which has a projected turnover this year of 7 billion 

pounds is an example of the exchange style of wagering. 

Another form of P2P wagering involves the buying and selling of contracts 

(in sporting events). TradeSports and Spomaxx are examples of virtual contracts 

exchange, where users buy and sell shares. Contract trading is more complicated, 

is a niche sector, and is not as popular, whereas the Betfair model is the clear

leader for successful P2P.

The UK firm, TradeSports opened an on-line interactive betting exchange in March 2002, where the company charges a slight commission (four cents on a $10 bet) and their bettors trade among themselves during the (live) event as opposed to an interactive exchange such as WSEX, where the bettor still trades with the house. While this means they can sometimes get a better price, they are totally reliant on finding somebody to bet with them—whereas WSEX always has a price available.

Both kinds of P2P wagering are highly suited for sports betting, but also have great utility in entertainment, current events, and political propositions. As can be adjudged by the huge adoption rates of the early sites, users are highly enamored of this new type of wagering. 

Betting exchanges make profits through commissions ranging from one to nine percent. Betfair’s sliding commissions, at 2-5%, are quite complicated, while other P2P sites simplify by charging flat rates. The sites specializing in “contracts” usually charge a per-trade commission.
Competition

Betfair is the dominant player in the betting exchange market, with an estimated 90% market share. Betfair also claims to be growing at an amazing 5% per week; Betfair is the highest turnover betting exchange in the world. Ladbrokes, William Hill and Coral account for around a 60% share of the UK's Licensed Betting Office market by turnover. A comparison of the turnover of their online divisions for the year ending 2001 reveals that William Hill had the most profitable online betting operation of the three: (bettingmarket.com)

	Company
	Turnover (£ m’s)
	Gross win (£ m’s)

	William Hill online
	     273.7
	    35.5

	Ladbrokes online
	     188.2
	    24.5

	Coral online
	     246
	    13.7


In comparison, Betfair's profits stem from a commission structure based around winning bets struck on its site. It's Internet platform dictates that the company has a low cost-structure relative to the traditional bookmakers - no shops, no need for odds setters, no risk management analysts and no exposure to the vagaries of chance. The company does however run a telephone service linked to its betting exchange.

Other P2P sites are less ambitious. Betdaq, the Dublin-based betting exchange, aims to have 10,000 punters and a turnover of £690m by 2005.  Although Betfair are overall market leaders, there have been over 15 competitors establish operations in the past year (2002). The competition in this area is fierce, and usually economies of scale win out. Betfair has been able to exponentially build their service by becoming the prime hub of activity. Several sites are targeting niche markets, such as Parbet, (Scandinavia) and Spomaxx (Germany).  All P2P/exchange sites, whether exploring a global customer base, or a localized niche market, are looking to capitalize on the market shift to P2P.

There are currently over forty online websites with some variation of a P2P application. Less than ten of these currently sustain a credible level of liquidity. Further, very few ‘niche’ market sites have been able to make inroads. The original operators, Betdaq, Betfair, Sporting Options and more recently Swapbets continue to be market leaders. 

The Betting Exchange Customer
A bet exchange contains a different customer profile to that experienced by other classes of gambling web site. The various gamblers can be broadly grouped into three groups as follows:

‘Online gamers’ tend to be a discrete group who play at online casinos and purchase lottery and bingo tickets online. They often, especially the younger ones, also play person-to-person games. Mostly, these persons are characterized by:

· Enjoyment of the element of chance rather than skill in their gambling

· A much higher (25-30%) proportion of females than other gambling groups

· The amount risked per transaction is comparatively small ($5-10)

There is little crossover between this group and other online gamblers.

‘Online wagerers’ form the second discrete group. Mostly, these persons wager on sports or horse racing and are characterized by:

· On average older than ‘gamers’

· Predominantly (97-98%) male

· The amount risked per transaction is $20-30

· The element of skill required to succeed with their gambling and the application of their knowledge to their gambling

There is little crossover between this group and other online gamblers.

‘Bet exchange players’ form the third group. These persons are clearly not gamers or wagerers and are normally referred to as ‘traders’. Their characteristics are:

· The investment of larger amounts per transaction ($250-300)

· An interest in trading including the taking of opposing positions in relation to the outcome of betting events – to guarantee themselves a small marginal profit, regardless of the outcome of the betting event

· They are not concerned by the object they are betting on

In effect these traders are arbitrageurs who mop-up excess liquidity in a global marketplace in exactly the same manner as their counterparts in the financial, stock market and futures exchanges.

Many traders are price and margin motivated and trade successfully without knowledge of the sport, financial market, race or whatever the subject of the bet exchange might be.

It is especially this last factor that makes them a new class of player on the betting scene and one that has the capacity to radically grow the global betting market in volume - without cannibalizing the revenues generated by the better known and currently more popular forms of online gaming and wagering. This will invariably increase the interest in Australian racing on a global scale. 

The highly successful UK licensed company betfair.com has only had a life of 3 years yet projected turnover this year is 7 billion pounds. The Betfair model obviously satisfies consumer needs and wants. 

Betfair launched their Australian betting exchange on February 15th. Every professional punter, if not already, will be a player.

Betfair are not only operating on Australian Racing but also offering markets on every NFL match this season. Australian companies have lost first mover advantage and Betfair are reaping the rewards of what is driven by consumer demand.  Betfair are taking the proceeds back home to the United Kingdom. 

Australia should embrace the opportunity to open the market, allow overseas companies who meet Australian stringent standards of probity to enter the market and to pay the same contribution as Australian wagering operators, whether it be by taxation or product fee.

Looking ahead, there are a number of factors working in favour of the continued growth of global betting exchanges; 

demographics - the internet audience is skewed towards the under 35's, the majority of whom hail from the high socio-economic groups and are most likely to be receptive to innovative forms of betting such as those found on the betting exchanges; the experience of the stock market and etrade is evidence of this trend.

transparent markets - punters can see every bet that has been laid on a betting exchange, and this gives them a greater sense of involvement in what is going on, as well as allowing them to read the market. 

low cost structure - this allows punters to get better prices on the betting exchanges compared with those on offer from the traditional layers and conversely allows betting exchange layers to offer better odds. The scale of return for the punter is $1.85 TAB dividend, $1.90 bookmaker price and $1.95 Bet Exchange.

broad range of bets on offer - the fact that punters can play or lay, hedge, arbitrage etc is more appealing to them compared with the rigidity of fixed odds betting; punters in the past have been limited to bet only on who will win and not act as bookmakers themselves. Punters who can identify who will lose have never been able to bet that way. The bet exchange provides them with this opportunity

betting in the run- the Australian punter is denied by the IGA the opportunity to bet ‘in the run’ on the Internet after the commencement of a single sporting event. The Exchanges operated by Betfair and others offer this opportunity on a global scale. The punter has the chance to save on their initial outlay

perception – some punters do not like the TABs and bookmakers and they perceive betting exchanges to be "betting without the bookies and the TAB”. Since bookmakers and TABs came into force punters have perceived a large take out factor.  Every time one of these is seen to knock the betting exchange some punters are more likely to migrate towards them in defiance. 

Integrity issues
One of the prime issues confronting the operators of Player-to-Player/Exchange wagering platforms is the issue of integrity. Critics of betting exchanges argue that the nature of P2P applications—that they allow all users to both back and lay bets—is inherently dangerous to the betting process. Also, the mechanisms within P2P applications, allowing users to ‘back’ losing propositions, also encourage fraud. However, IASbet contends that betting exchanges, because they allow for completely transparent markets, and sure-fire audit trails, are not encouraging misbehaviour but are actually helping to highlight and prevent fraud. 

The current processes within betting exchanges to address integrity issues are detailed and comprehensive. As Betfair (the world’s leading provider of exchange wagering) has said: "We conduct tests on a daily basis, not just to look at possibilities such as a trainer laying his own horse, but also to counteract credit card fraud, money-laundering and all the other issues, which are inherent risks within the site unless they are being monitored. We know who has won every bet, how that bet has been placed and exactly when that bet has been placed, arguably in a way which makes us more secure than the conventional cash bookmaker." 

IASbet has similar provisions.

The specific integrity concerns are addressed in the questions below:

Aren’t betting exchanges inherently unfair and encourage fraud?

Betting exchanges do not suffer from any unique integrity issues in Internet betting. In fact, betting exchanges are the most transparent markets in the betting world. Operators such as Betfair impose strict security procedures, such as:

· Undertaking money laundering procedures such as refusing to accept cash and monitoring betting activity for any suspicious transfers between accounts

· Continually monitoring all transactions that take place on the exchange to ensure that any improper activity, whether it be betting related or not, can quickly be identified and prevented

· Not permitting any betting exchange employees to bet on the exchange

· Utilising software that has a secure and scaleable operating environment

Don’t betting exchanges pose added risks to the integrity of the racing industry?

Transparent markets, audit trails, and monitoring are the only way to combat fraud in horse race betting. Betting exchanges act vigorously in all three regards. Recently, some racing organizations have rightly begun addressing the “cause” (and not the affect—the betting) of many integrity issues—those persons that may use betting exchanges to manipulate results:

· The UK Jockey Club has introduced a requirement, which makes it an offence for a trainer to lay a horse through a betting exchange account. 

Although some critics point to "Field against Favourite" betting, (that this form of wagering creates a substantially new type of betting contingency), this type of wagering is not new. Betting exchanges make it much easier to place such a wager, but within a truly transparent market and controls in place, there is no increased risk.

How can regulators combat fraud within betting exchanges?

Betting exchanges have valid business reasons to ensure their own operations meet stringent security and integrity guidelines. Betting exchanges must answer to their customers, and also to the betting industry as a whole. The exchange operators are in the best position to release information regarding bets, particularly who is making them, and they have an incentive to share this information with the appropriate regulators.

Regulators could consider, for example licence conditions, which include the following provisions:
1. bet exchange operators must be subject to stringent probity investigations including criminal history checks;

2. the bet exchange operator may only bet on authorised events ;

3. bet exchange operators must make all transactions available to

sports(including racing) governing bodies when instructed;

4. bet exchange operators must monitor and report suspicious

transactions;

5. bet exchange operators must (a) have knowledge of their customers, and (b) not allow customers to bet in events in which they're involved.

In the United Kingdom Betfair.com, the company that is revolutionizing betting, has recently won a Queen’s Award for Enterprise, in the Innovation category, for 2003.

A Queen’s Award is given (as its name suggests) by the Queen, on the recommendation of the Prime Minister, and following a full assessment by the Department of Trade and Industry. After a year in which some have sought to question the integrity and legality of their system, they and others view it as an endorsement of the success of their business to be recognized in this manner. It is indicative of the attitude adopted by the British Government.

According to Betfair, the company was founded with a view to making betting fairer and safer for everyone. They use cutting-edge technology to ensure at source that crime is kept out, the punter is always paid, and the vulnerable are protected. To be recognized in this way for the quality and success of this innovation is a measure of how well they have achieved these outcomes.

Here in Australia, rather than attempt to hold back the tide, IASbet contend that the market should be opened up to Australian operators in the same controlled manner. Australian companies have lost first mover advantage and the time has come for State and Territory Governments to level the playing field.  IASbet, and others, have the ability to operate betting exchanges with all the necessary checks and balances in place to ensure the outcomes claimed by English operators are achieved here in this country. Failure to recognize this opportunity will invariably mean that bookmakers will move offshore, where this type of highly regulated, profitable and customer focused activity is allowed to flourish for the benefit of all concerned. 

Regulation of Financial Transactions

The Company is aware that the Government can, through the IGA, make regulations providing that an agreement for the payment of money for the supply of an illegal interactive gambling service has no effect. Further given the legal and practical uncertainties that may limit the capacity to do so regulations have not been made to date.

IAS supports the policy principle of prevention of fraudulent activity associated with unscrupulous operators and illegal gambling transactions, however IASbet does not support the blocking of all credit card transactions for gambling services. The challenge is to identify and deal appropriately with what is illegal, not to assume all activity is illegal. 

The Company questions the feasibility and desirability of restricting credit card transactions and suggests that it may well have unintended consequences which encourage money laundering.
Three Australian licensing and regulatory authorities (NT, ACT and QLD) have reviewed the Company's policies and procedures and satisfied themselves that we, as a publicly listed Company, have practices in place to minimize fraudulent activities. These policies and procedures are world’s best practice, 

 

The Company is governed by the Financial Transactions Act. 

Australia's anti-money laundering program places obligations on financial institutions and other financial intermediaries. Those obligations are contained in the Financial Transaction Reports Act 1988 (the FTR Act). The FTR Act requires 'cash dealers', as defined, to report to the Director of AUSTRAC: 

· suspicious transactions; 

· cash transactions of A$10 000 or more or the foreign currency equivalent; and 

· international funds transfer instructions. 

The FTR Act also requires cash dealers to verify the identity of persons who are signatories to accounts, and also prohibits accounts being opened or operated in a false name.

Cash dealers as defined in the FTR Act include: 

· banks, building societies and credit unions referred to as 'financial institutions' 

· financial corporations; 

· insurance companies and insurance intermediaries; 

· securities dealers and futures brokers; 

· cash carriers; 

· managers and trustees of unit trusts; 

· firms that deal in travellers cheques, money orders and the like; 

· persons who collect, hold, exchange or remit currency on behalf of other persons; 

· currency and bullion dealers; 

· casinos and gambling houses; 

· Totalisators 

There are also requirements for the public to report cash transfers into and out of Australia of A$10,000 or more or the foreign currency equivalent.

The legislation provides penalties for avoiding the reporting requirements and in respect of false or incomplete information. It also has penalties for persons who facilitate or assist in these activities.

The reporting and identification requirements, backed by penalties for offences, provide a strong deterrent to money launderers and facilitators of money laundering. These provisions increase the level of risk associated with abuse of the Australian financial system by tax evaders and organised crime groups. The legislation also sets a standard, which must be met by 'the cash dealers'. Failure to meet the standard places the cash dealer at risk of being used in the process of money laundering and thus subject to consequential penalties when detected. Penalties include pecuniary penalties and imprisonment.

With respect to credit cards IASbet ensures that the following procedures are adhered to: 

The information is taken from the Company's current business rules and advice to clients.

Credit Cards

"Please read the following information. You will need to indicate your acceptance of these conditions by clicking the button at the bottom of the sign up page. 

We accept Mastercard, Visa and Bankcard only.

All credit card deposits attract an administration fee of 2.00%, this is calculated by dividing your deposit amount by 0.98, rounded up to the nearest cent.
i.e. a deposit of $100 would result in your card being charged $102.05.

You may not use a credit card from a 3rd party, all credit cards used must be in your name.
All cards used are required to be registered with IASbet. Registering a card consists of submitting via email, post or fax a legible copy of both sides of the card, along with suitable ID, Drivers Licence, and Passport etc.

You may use one unregistered card on your account, subject to the limits set out below.

Please note these totals are cumulative and you may have no more than one unregistered card in your account at any one time.

	Australian Residents:
	A maximum of AUD$5,000.00.

	US Residents:
	A maximum of USD$100.00.

	Others:
	A maximum of AUD$1,000.00 equivalent.


Once registered you are free to deposit from your credit card up to a daily limit of: 

	Australian Residents:
	A maximum of AUD$10,000.00.

	US Residents:
	A maximum of USD$5,000.00.

	Others:
	A maximum of AUD$5,000.00 equivalent.


IMPORTANT 

Any funds deposited from a credit card are required to be sent back to the same card when a withdrawal is made from your account.
Withdrawals will only be made from identified accounts to cards that we have received copies of:

For payments to international credit cards we will also require the following information;

Bank Name, Address & Phone. and Bank ROUTING, SWIFT, ABA or SORT CODE.

Payments cannot be made without this information.
Foreign currency accounts:

Currently all billing is in AUD$ regardless of the currency your account with IASbet is held in.

All foreign currency credit card deposits are billed in the AUD$ equivalent using the CBA universal exchange rate of the day.

IASbet is not responsible for and has no control over the rate used by your bank or credit provider when the charge is applied to your card.

 

Withdrawing

Prior to any withdrawals being made your account must be registered. 

To register your account we must have received a legible copy of your driver's licence., ID card, passport etc.

In addition we must have a legible copy of both sides of any credit card used on your account.
Once your account is registered you may request payments online via the account section or over the telephone by calling member service.

Online withdrawals may be made at any time, telephone withdrawals from 9am to 5 pm Mon to Sat (Aust CST). 
Requests received prior to 12:00 noon (Aust CST) are processed same day, requests received after this time are processed the following afternoon."

 

The Company recommends that regulations not be introduced, which penalize legitimate businesses such as ours and the focus shift to the identification of fraudulent activities.

Conclusion

IASbet as Australia’s leading race and sports broking Company would wish to see the Australian community at large benefit and not have to move to the UK to realize growth in its business and a bet exchange operation, as many of its peers have already done. The Company has invested heavily in the Australian racing industry and has plans to expand its Australian based operations. IASbet has a commitment to the Australian Racing Industry and seeks to work co-operatively with Government and industry partners to ensure its long-term viability.

The Company has already indicated its support for a product fee by the racing industry, provided that it is not imposed as a penalty on the business, is revenue neutral and based on gross revenue. 

The Company is committed to working with Governments and the community to ensure that the issues associated with problem gambling are dealt with in a proactive manner, which is in the public interest. The growth in IASbet business has not contributed to problem gambling as it strives to provide a high quality recreational service to its customers.

With globalisation and the rapidly expanding Internet wagering medium any punter is able to access service providers worldwide. It is necessary for government and the gambling industry (business) to address its approach to the new technologies, new market conditions, new forms of competition to position itself as a growth industry for the future. The industry needs to be internationally competitive and the Australian community embrace the economic benefit of this growing export business. The challenge facing the Government is to find a sensible balance between appropriate levels of regulation and accessibility of leisure based and entertaining wagering services
The Company has identified the successful implementation of reforms in the United Kingdom where a proactive, sensible and balanced regulatory approach has been adopted. The challenge is now before the Australian Government to do likewise.

___________________________________________________________________________________________________________________________
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