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“Sustaining the

Tasmanian Racing Industry

 by keeping TOTE Tasmania Competitive”

EXECUTIVE SUMMARY


TOTE Tasmania Pty Ltd welcomes the Commonwealth Government’s review of the Interactive Gambling Act, 2001 (IGA).  However, as will be seen by the content of this submission, any restrictive changes to the IGA will significantly impact on the Company’s ability to maintain its current customers and limit its over all competitiveness both locally and globally to the detriment of the Tasmanian Racing Industry which is the principal beneficiary of the profits the Company generates.  TOTE Tasmania, although relatively small in the context of an online service provider, relies on being able to compete effectively with the larger and more established operators.

Over and above the issue of a potential tightening of the legislation is the incursion on the local licensed operators by offshore competitors.  This issue is of great concern to TOTE Tasmania (as well as all other TAB’s within Australia) as it has the potential to erode the level of funding that can be provided to the Australian Racing Industry, which is a significant employer of Australians in both rural and metropolitan Australia.  Ultimately, unless their access to Australian based customers is controlled, this will materialise in a disastrous downturn within the industry with both social and economic impacts. 

About TOTE Tasmania

TOTE Tasmania Pty Ltd is the State Owned Company established to drive change within the Tasmanian Racing Industry and to create long term sustainability thereof through the development of an efficient and effective racing and breeding industry.  

Prior to being incorporated through an Act of Parliament (TOTE Tasmania Act 2000) the then ‘TASTAB’, a Government Business Enterprise, was responsible for the provision of wagering products to the residents of Tasmania only, with the entire profits from the business being directed to the Racing Industry.  

In 1999 the Tasmanian Government chose to adopt the recommendations of the Kent Report into the long term future of the Tasmanian Racing Industry, making TASTAB  responsible for not only the generation of funding for the Racing Industry but also the strategic management and administration of the industry.  Accordingly, as recommended in the report TASTAB was established as a State Owned Company, TOTE Tasmania Pty Ltd.    

This fundamental shift in the business purpose has seen the Company broaden its operational focus to incorporate strategies to develop and market the entire racing industry.  This resulted in the company completely reviewing its operational focus giving rise to a new vision and mission. 

TOTE Tasmania’s Vision

To produce the most efficient and effective racing and breeding industry in Australia

TOTE Tasmania’s Mission

To responsibly market entertainment products, racing and other events into diverse markets nationally and internationally.

With this change has come the enormous challenge to continue to provide the Tasmanian Racing Industry with sufficient funding to ensure it remains viable, relevant and attractive on the national and, where possible, international scene.

The Australian Racing Board stated in its study ‘Size and Scope of the Australian Thoroughbred Racing Industry’ in December 2001, that the economic benefit to the State of Tasmania from thoroughbred racing was $170.6 million annually which represented 2.2% of the estimated total national economic benefit of thoroughbred racing of $7.74 billion to the Australian economy. 

In relation to employment the same report states that there are a total of 1,689 full time jobs created from the Tasmanian thoroughbred industry noting that some of these jobs would be crossed over into the harness and greyhound codes in areas such as vets, feed merchants and transportation.  After including those employed in the latter two codes all up around 3,000 Tasmanian’s are dependent on the viability of TOTE Tasmania that provides 85% of the Industry’s funding (a figure which will eventually reach 94% as Government subsidies are removed).

The ARB also reported that the annual industry investment in thoroughbreds in Tasmania is $58.6 million and covers investment by breeders, owners and investment in buildings and machinery.  This figure does not include, of course, the impact of the breeding industries for harness and greyhounds.

To provide ongoing support for and funding to what is clearly a significant industry for Tasmania, TOTE Tasmania seeks to exploit all socially and commercially responsible opportunities/products.  Utilising the Internet channel to offer its products to its customers is an essential requirement in delivering on its charter to the local Racing Industry.  

Customers now more than ever have the capacity to determine how they will participate in their wagering activities, with convenience and accessibility being the two key buying reasons or determinants.  TOTE Tasmania has only recently (November 2002) managed to develop an interactive Internet Wagering service, which is still being refined to meet its customers expectations.    

Had the IGA not provided the exclusions for wagering services under S.8A(1)(a) and (b) TOTE Tasmania would not have had the opportunity to meet those customers needs leaving it extremely vulnerable to losing them to those who were already operating via the Internet.

Intent of the Review into the IGA

TOTE Tasmania understands that the review is intended to address the following:

(a)
the operation of the Act;

(b)
the growth of interactive gambling services;

(c)
the social and commercial impact of interactive gambling services;

(d)
the effect of the following provisions:

(i)
paragraphs 5(3)(aa) and 6(3)(aa) and section 8A (excluded wagering services);

(ii)
paragraphs 5(3)(ab) and 6(3)(ab) and section 8B (excluded gaming services);

(iii)
paragraphs 5(3)(ac) and 6(3)(ac) and section 8C (services that have a designated broadcasting link);

(iv)
paragraphs 5(3)(ad) and 6(3)(ad) and section 8C (services that have a designated datacasting link);

(v)
paragraphs 5(3)(ae) and 6(3)(ae) and section 8D (excluded lottery services);

(e)
the effectiveness of the Act in dealing with the social and commercial impact of interactive gambling services;

(f)
technological developments that are relevant to the regulation of interactive gambling services;

(g)
technological developments that may assist in dealing with problem gambling.

Not all of these areas will be addressed by TOTE Tasmania’s submission, as some do not apply, however, TOTE Tasmania will specifically address issues related to (a), (b), (d)(i) and (e) above.

In brief, TOTE Tasmania believes that on the whole the IGA in its current format meets the stated objectives and intent, but would ask that some minor amendments be made to address areas of concern and to more effectively deter access by Australian customers to prohibited services provided by offshore operators.  

Set out below are The TOTE’s proposed recommendations:

· Existing exemptions for wagering should remain but, consistent with the trend internationally, should be confined to only entities licensed and based in Australia.

· Regulations under S.69A of the IGA to prohibit the transfer of funds between Australian residents and illegal offshore interactive gambling providers be more effective.

· In-The-Run (ITR) wagering options, as defined in S.8A(2)(a), be allowed via the Internet (purely on the basis they are currently available terrestrially and over the telephone) to enable a consistent product offer across all channels from TOTE Tasmania to its customers, with appropriate safeguards being applied/preserved.

We thank you for the opportunity to participate in this review.

(T E Clarke)

CHIEF EXECUTIVE OFFICER

1.
Current Situation

The IGA prohibits Australian customer access to interactive gambling services. This action has been effective in relation to Australian based/licensed gambling providers who have complied with the legislation.  As such the offering to Australia customers by Australian operators of new on-line gambling forms such as simulated casinos and poker machine games has ceased.  However, there remains substantial non-compliance with the IGA by offshore operators.  This is compounded offshore operator’s non-compliance with State and Territory gambling regulations, including harm minimisation measures.

In recognition that such gaming options were fundamentally different to Wagering on live racing and sports events, the IGA contains an exemption for these latter activities.

TOTE Tasmania highlights that, in stark contrast to other forms of gambling, growth in overall wagering since the enactment of the IGA has continued to be very low – essentially in line with inflation and at less than the rate of growth in Household Disposable Income (HDI).  

Growth in interactive wagering via the Internet has been almost entirely derived from transfers from other wagering distribution channels (ie. phone and terrestrial retail outlets).

The recent emergence of large offshore wagering businesses, which target the Australian market, has become a significant issue.  Such operations do not contribute revenues to Australian State or Federal Governments, the State Racing Industries, the communities they serve nor can they be regulated locally in respect of integrity, probity and responsible gambling standards. The recent action by the Australian Broadcasting Authority under the IGA in relation to “Betfair”, a large UK based operator, provides just one illustration of offshore operators targeting Australian customers without complying with Australian regulatory requirements. 

These operators are also providing betting options that are attractive to the serious punters who are easily captured by the ability of such products to give them broader choice and opportunity to use their betting acumen.  

Whilst arguably the IGA had envisaged the emergence of such operations at the time the legislation was developed, as evidenced by S.4 under the definition of gambling services (b) a service the sole or dominant purpose of which is to introduce individuals who wish to make or place bets to individuals who are willing to receive or accept those bets, the consequences of this has been to open the Australian market up albeit illegally and without regard to the funding dynamics of the Australian Racing Industry.
Additionally, these operators have been able to provide Australian customers with access to ITR betting on the same sports that the Australian based and licensed operators have not been able to, having regard to the need to comply with the IGA.  This has frustrated both Australian customers and the Australian operators as clearly customers would prefer to have a single point of service. 

Internationally, regulators have been increasingly focused on foreign operators offering interactive gambling to local residents, particularly given the difficulties associated with monitoring and enforcing compliance with local standards and regulatory requirements by foreign operators not licensed in the local jurisdiction.  This has led to international regulators in jurisdictions such as Hong Kong, Japan, a number of European countries and the USA taking steps to seek to prevent interactive gambling being offered to their residents by operators not licensed in their jurisdiction

In summary TOTE Tasmania is impacted by the current situation/environment in the following ways:

· A loss of competitiveness to the businesses such as the UK operator ‘Betfair’, which offers exchange style betting to Australian customers

· A loss of competitiveness to international operators offering ITR betting

The growth of such services has direct economic and social consequences within Australia including a reduction in the regulatory standards and harm minimisation measures expected and required from Australian operators, a reduction in Australian Government tax revenue which funds social programs and gambling harm minimisation measures and the potential loss of substantial employment within the Australian Racing Industry.  

With this in mind TOTE Tasmania proposes some fine tuning to the IGA to achieve greater focus on areas of concern and to more effectively deter access to Australian customers by prohibited gambling service providers.

2.
TOTE Tasmania’s Operations

TOTE Tasmania, or as it was then know TASTAB, was established by the Tasmanian Government in December 1952 through the enactment of the Racing Regulation Act which was “to provide for the regulation of horse-racing and greyhound racing, to provide for the use of the totalizator, to provide for betting and for related matters.”

In 2000 through the enactment of the TOTE Tasmania Act, TASTAB changed its name to TOTE Tasmania Pty Ltd and at the same time was incorporated as a State Owned Company.

The Company conducts a broad range of Wagering (racing and sports betting) services and a statewide network of radio stations (Tas Radio Pty Ltd), under the trading name of TOTE Sport Radio.

The Company’s licence limits its trading to Tasmania and a “Gentlemen’s Agreement” between the Australian TAB’s prevents overt poaching of TOTE Tasmania’s customers.

TOTE Tasmania was the first wagering organisation in Australia to combine its core business activity with the Racing Industry for the overall benefit of the local Racing Industry. Worthy of note is that since TOTE Tasmania assumed this responsibility, together with other actions that have been taken by the Tasmanian Government and the Tasmanian Racing Industry participants, the interest in the administrative arrangements for racing in Tasmania across all the codes has attracted considerable attention from other jurisdictions around Australia, and from New Zealand.  

Specifically, Western Australia has spent a considerable amount of time reviewing the Tasmanian model and has adopted a similar model now to again ensure the local racing industry can be sustained.  Accordingly, TOTE Tasmania and now the Western Australian TAB and their sustainability are of vital importance to the long-term success of two of Australia’s vibrant racing States.

TOTE Tasmania’s entire revenues are derived directly and totally from its core wagering business operating on racing and sporting events.  

In aggregate, TOTE Tasmania provided more than 85% of the total funding of the Tasmanian Racing Industry in the year ended 30 June 2002, with the remainder coming from Government subsidies and other minor sources.  The Government’s subsidies are to end 30 June 2003.

TOTE Tasmania’s operations incorporate:

· A retail network of 136 selling outlets covering all parts of the State.

· The only State to have a retail distribution agreement with Sky Channel to on-sell the commercial Sky Channel product.

· Extensive live racing coverage of Tasmanian and other States racing via Sky Channel.

· Extensive and exclusive live racing coverage via TOTE Sport Radio, a wholly owned subsidiary TOTE Tasmania.

· Oncourse betting facilities conducted on 16 tracks at over 310 meetings per year.

· A 45 seat call centre located at the principal thoroughbred racing track.

2.1.
Responsible Wagering
TOTE Tasmania is committed to responsible gambling and is doing much to address problem gambling.  

TOTE Tasmania participates in an extensive responsible gambling program. This program was developed in consultation the Department of Health and Human Services in conjunction with all industry participants in Tasmania including Federal Hotels and Resorts, The Australian Hotels Association, The Registered Clubs Association, The Tasmanian Gaming Commission and Tattersalls.

The policies and procedures are continually reviewed and updated through the Gambling Industry Group (GIG), a select committee made up from members of the industry participants mentioned above.  The Group was established by the Tasmanian Government to ensure the interests of the community from both a social and commercial perspective were looked after.

Several programs are in place throughout the industry to assist in harm minimisation by providing information and practical help to customers requiring advice and assistance.

As stated previously TOTE Tasmania participates in various external advisory committees to ensure that it is maintaining a vigilant watch on emerging trends and practices in responsible wagering services, customer care and harm minimisation.

TOTE Tasmania also provides direct funding for the ongoing provision of staff training for its retail network and call centre operators.

TOTE Tasmania’s activities in this field are monitored through self regulation by the local industry to ensure the restrictions placed on advertising, promotions and inducements are observed and that appropriately produced customer related information is provided in all sales outlets.

Customers may exclude or limit their use of credit cards to make deposits into their betting account, or may request total exclusion from re-opening a betting account for a fixed period.  Such measures enhance the account customer’s ability to closely monitor and control their betting.

Additionally, cash customers can take prescribed steps to exclude themselves from any one or all of TOTE Tasmania’s retail outlets should they decide to.  This program of exclusion has been developed by the GIG and has been incorporated into the Gaming Control Act.  Importantly, it also has provisions for implementation for online customers.

2.2     Community Affiliations

TOTE Tasmania has taken a proactive approach to working with deserving charitable organisations, as well as community bodies, racing and sporting organisations.

Currently TOTE Tasmania has an alliance with the National Heart Foundation, Tasmanian Division, to facilitate the collection of donations and develop innovative fund raising promotions.  The TOTE also has an alliance with the AFL team St Kilda which it has used to drive its work with the National Heart Foundation.

These activities and support are only possible if TOTE Tasmania remains competitive, as is the case with all other TAB’s and their respective charitable programs.  

This further highlights the need to ensure the wagering organisations throughout Australia who represent the interest and backbone of the Racing Industry are not cannibalised or marginalised by offshore operators who have no interest in sustaining the local industry.

2.3     The TOTE’s Wagering Services 

“Wagering” is the term used to describe gambling on live racing or sports events.  Its distinction from “Gaming” is traditionally derived from:-

· its reliance on the outcome of a live racing or sports event to settle the bet; and 

· its skill based customer participation focus as opposed to games of pure chance.

TOTE Tasmania holds an exclusive license in Tasmania to conduct on and offcourse totalizators
 and a non exclusive license for fixed odds/return wagering on approved sporting and racing events.  The Wagering licence has no predefined sunset clause. Oncourse services are provided by TOTE Tasmania at all Tasmanian racecourses.

Some 5,370 race meetings per annum held in Australia and overseas are available for betting through TOTE Tasmania’s totalizator and fixed odds services.

The TOTE Sportsbet fixed odds sports wagering commenced in July 1999 and currently offers betting on 19 domestic and international sports.  

In total more than 25.5 million individual transactions were made through TOTE Tasmania’s wagering network during the last financial year equating to total sales of approximately $243 million.  The average bet size equated to approximately $9.53 per transaction.

As a “snapshot” image, TOTE Tasmania’s estimated 30,000 regular wagering customers each invest (turnover) an average $155 per week at a loss/spend of $28 per customer per week.

Whilst it will be clear that TOTE Tasmania is only a very small concern by comparison to the larger TAB’s, it and the Racing Industry are as reliant on the turnover it generates as the TABs and Racing Industries in the larger states.  Indeed, given the relative lack of corporate sponsorship and the smaller population it is more reliant than the bigger states. 

2.4
Distribution of Turnover


TOTE Tasmania (as prescribed in the Racing Regulation Act 1952) must, in respect of each approved racing/sporting contingency for which it conducts totalizator betting, deduct as commission from the total receipts, the remainder of which is to be returned to customers. Under those restrictions, the maximum deduction on any totalizator pool does not exceed 20%.   This contrasts strongly with corporate bookmakers and betting exchanges which have a significant price advantage over TAB’s.  However, it is this level of deduction (on average 16%) which underpins the entire racing industry in each state.

In addition to the payment to the Tasmanian Racing Industry of an annual, indexed Product Fee, TOTE Tasmania pays 25% of its wagering earnings (pre tax, depreciation, interest and amortisation) to the Tasmanian Racing Industry.  Total payments to the Tasmanian Racing Industry under this agreement amounted to $14.01 million in the financial year ended 30 June 2002 or 5.6% of turnover.  

The complete breakdown of distribution of TOTE Tasmania turnover is as follows:

Returns to Customers (Winnings)
81.7%

Government Tax (GST on wagering turnover only)
1.5%

Tasmanian Racing Industry
5.6%

Operating Expenses
8.6%

Sales Commissions
2.1%

Income Tax
0.2%

TOTE Tasmania Profit
0.3%

Total
100% 

2.5
Wagering Distribution Channels  


Retail Outlets (TOTE Shops)
The TOTE currently has 32 dedicated retail outlets operated by commissioned small business operators who employ their own staff.  The Operator transacts business on behalf of TOTE Tasmania for which a commission is received based on turnover.

Hotels

The TOTE currently has 89 hotels throughout Tasmanian which receive a commission based on turnover.

Clubs


Clubs in Tasmania are not comparable with the commercially centred clubs on the mainland and are more akin to very small hotel operations.  At present The TOTE has 15 registered Clubs in Tasmania which receive a commission based on turnover.

Telephone Betting
 

Telephone Betting services (commenced by TASTAB in 1975) are currently provided to more than 12,000 registered account holders.  Account customers are able to place bets, using funds pre-deposited in their Accounts, via a telephone operator at a 45 seat call centre, a 16 port automated key pad system, or a 32 port automated Natural Language Voice Recognition system.

Internet Betting


TOTE Tasmania was comparatively late in offering its customers totalizator wagering/betting through the Internet.  In fact had the exclusions under Section 8A not been allowed TOTE Tasmania would not have had an Internet wagering site to offer for its customers. 

TOTE Tasmania has two internet sites, one that provides racing and sporting information relevant to its customers needs (www.thetote.com.au and www.totetas.com.au), and the other being the actual wagering/betting site (www.netbet.com.au)  These sites are available to the general public for information services and to account holders (only) for betting.

Oncourse:

TOTE Tasmania is the only provider of oncourse totalizator facilities in Tasmania and operates at 16 racetracks across the State.

2.6
Employment 

In total employment terms TOTE Tasmania employs approximately 184 staff on a full or part time basis.

Although more difficult to quantify, thousands more are also indirectly employed in the hospitality (Pubs and Clubs) industry due to TOTE Tasmania’s retail presence in these venues.

3.
Racing Industry in Australia

The racing industry is an important part of the national economy and a major employer, particularly in regional and rural Australia.  It also plays an important social role. 

Nationally, the thoroughbred racing industry employs in excess of 249,000 people (including full time, part time and casual employees) [Source:  Size & Scope of Australian Thoroughbred Industry, December 2001]. 

As mentioned previously, the Australian Racing Board study ‘Size and Scope of the Australian Thoroughbred Racing Industry’ in December 2001 estimated that the thoroughbred industry alone employed over 1,650 people in Tasmania.

This does not include people employed in the harness and greyhound racing industries, which are estimated to collectively employ about the same number of people employed by the thoroughbred racing industry for an overall total of some 3,000.  

TOTE Tasmania provides more than 85% of the total funding received by the Tasmanian racing industry, collectively contributing more than $14 million to fund the Tasmanian Racing Industry in the year ended 30 June 2002. 

The racing industry in other States and Territories are similarly dependent on funding received from their licensed off-course wagering operator and Sky Channel, although, percentages of total industry from these sources varies. 

4.
TOTE Tasmania and Interactive Gambling

4.1
Telephones 

TOTE Tasmania’s participation in interactive wagering can be traced back to the commencement of telephone betting services on racing events in January 1975.  There were numerous benefits associated with the introduction of Telephone betting, however, greater access for customers living in remote locations and convenience were the two primary ones.  The partial introduction statewide of the Austar Network (pay TV) made telephone betting even more attractive to customers both in urban and rural/remote areas of Tasmania.  

TOTE Tasmania’s entire product range (race betting and sports betting) can be accessed via operator assisted telephone betting.  However, touch tone (IVR) telephone betting introduced in March 2000, and voiced activated (NLVR) telephone betting introduced in October 2001, do not offer some of the product range simply for commercial reasons.

Telephone betting has been a successful advancement for TOTE Tasmania, although at no point has betting through this channel ever exceeded 20% of total wagering turnover.

TOTE Tasmania also has a small number of select customers who place their bets through an automated modem link connected to the main wagering system.  This service, known as “HomeBet”, was designed to allow higher volume telephone betting customers to transmit their bets via personal computer without the need for a telephone operator.

HomeBet is currently used by a small number of customers who download large numbers of individual bets, particularly exotic bets such as Trifectas, instantaneously into the host computer. 

The introduction of telephone betting is a graphic example of where customer demand has driven TOTE Tasmania’s investment in technology to ensure it remains competitive.  The major interstate TAB’s all introduced telephone betting ahead of TOTE Tasmania opening up a degree of competitive threat.

4.2
Internet
Similary, the introduction of Internet betting, again borne out of customer demand, has been another of the betting channels that other TAB’s have taken to market ahead of TOTE Tasmania.    

To again remain competitive, and by virtue of wagering being noted as an excluded service, TOTE Tasmania invested in and developed a competitive internet betting service in November 2002.

In the progression of technology and distribution channels the Internet is seen as merely an extension of telephone betting (alternative telecommunications based link between account customers and TOTE Tasmania) providing customers with even greater control over their betting activity and with greater access to betting information and support services.  Importantly, included in the latter are the harm minimisation options and controls.

TOTE Tasmania’s internet betting service is operated along near identical lines to pre-existing telephone betting and HomeBet services with customers undergoing the same account establishment and identification procedures.  Having established a betting account, customers can use the same account for both internet and / or telephone betting.

The product range offered via the internet is identical to the race betting and sports betting options that are offered over the telephone, in retail outlets, hotels and clubs, with the exception of sports betting options that offer betting during the event, which is classified as ITR betting and thereby prohibited via the internet.  

The “segregation” of ITR sports betting in the IGA has provided difficulties and added costs for TOTE Tasmania in the areas of software system maintenance and customer relations. TOTE Tasmania’s customers continue to make complaints about the disparity in sports betting services between the internet and the other distribution channels and struggle to comprehend a law that allows the same account to be used to place ITR bets via the telephone, but not via the Internet.  This has lead in many instances to these customers opening accounts with offshore service providers. 

TOTE Tasmania’s internet site www.thetote.com.au links customers to its internet wagering service, www.netbet.com.au, which has been operating for just 6 months, has approximately 911 registered customers.  This is compared to approximately 12,000 registered telephone betting account customers.

In terms of TOTE Tasmania’s overall wagering business, NetBet sales currently represent 5.4% of all account based betting [approximately $3.3 million annualised] and therefore approximately 1.2% of the overall wagering business.

As yet it is too soon to separate the likely degree of transfer from telephone betting customers to the capture of new account customers by percentage, however, the majority of users have migrated from the use of a telephone to place their bets via the internet, reflecting their preference for the enhanced service / information elements provided by this channel.  

Table 1 shows the trend in telephone betting through TOTE Tasmania since Financial Year (FY) 1999 and the forecast figures inclusive of internet trade for FY 2003.  However the internet figures relate to the last eight months of the year. 

Table 1

	TOTE Tasmania and Internet Betting Sales

Financial Year 1999 – 2003*   (* first 8 months)

	Phone ($000’s)
	FY99
	FY00
	FY01
	FY02
	FY03

	Parimutuel Racing
	27,471
	31,405
	37,221
	38,557
	37,695

	Sports
	
	806
	1,032
	1,633
	1,470

	Combined
	27,471
	32,211
	38,253
	40,190
	39,165

	
	
	
	
	
	

	Internet ($000’s)
	FY99
	FY00
	FY01
	FY02
	FY03*

	Parimutuel Racing
	
	
	
	
	1,977

	Sports
	
	
	
	
	273

	Combined
	
	
	
	
	2,250

	
	
	
	
	
	

	Total All Tab Wagering 

($000’s)
	FY99

214,209
	FY00

207,174
	FY01

220,898
	FY02

242,826
	FY03*

275,696


Albeit that the FY 2003 figures for the Internet are only eight months, what is clear is that the channel, with its current product offer is not going to substantially improve the total turnover position of TOTE Tasmania.  It is nonetheless a vital component of in TOTE Tasmania’s offer in order to remain on an equal playing field with like operations nationally.

Clearly, though TOTE Tasmania does compete less effectively with the offshore operators due to their ability at present to take ITR betting.  

As illustrated by Table 1, combined Phone and Internet sales during the last four years have increased by 46% (as compared to a 13.4% increase in TOTE Tasmania’s total Wagering sales), with Internet betting only representing approximately 1.2% of total TOTE Tasmania’s wagering turnover. 

A number of factors have contributed to the increase in account betting (Phone and Internet), including the improvement of phone and internet services and facilities, the introduction of the “Sky Racing” pay television service which enables customers to view racing at home rather than racing telecasts only being available in wagering outlets and the provision of quality race form from both TOTE Tasmania and many other providers on the Internet. 

Finally it is important to note that NetBet is TOTE Tasmania’s most cost effective sales channel and therefore has a key role within the business in providing greater benefits to the Company and, importantly, thereby the Tasmanian Racing Industry.

5.
Introduction of the IGA

The enactment of the IGA represented a turning point in traditional State and Commonwealth Government roles in the regulation of gambling.

The Commonwealth Government’s entry into the gambling public policy arena was primarily attributed to community concerns over the growth of gambling opportunities on the Internet and the perception that such additional opportunities would exacerbate problem gambling.

With the internet being viewed as a borderless delivery mechanism for gambling and with the various State and Territory Governments unable to reach consensus on how to regulate gambling thereon, the intervention of the Commonwealth (in implementing an initial “moratorium”, which later evolved into the IGA) was in TOTE Tasmania’s view an appropriate course of action.  These actions provided an appropriate brake on new Internet gambling opportunities while allowing time for Government to properly investigate the issue and determine appropriate long-term policy.

Under the IGA it became an offence to provide certain interactive gambling services to customers physically located in Australia.  This offence applies to all onshore and offshore gambling operators and carries high penalties of up to $220,000 per day for individuals and $1.1 million per day for corporations.  Advertising or promotion of such gambling services was also prohibited under the Act.  These prohibitions were supplemented by the ability to impose restrictions on persons involved in supplying ancillary aspects of interactive gambling transactions such as Internet service providers and financial institutions.  This approach has now been followed in a number of overseas jurisdictions. 

The interactive gambling services prohibited typically consist of “gaming” offerings such as casino type games, online poker machines and rapid draw Keno and lotteries.

Certain types of interactive gambling were specifically exempted:

· telephone betting services;

· excluded Wagering services offering racing and sports betting other than ITR betting and on a contingency after the event has commenced;  

· excluded lottery services comprising traditional low frequency draw lotteries;

· excluded gaming services provided in public place;

· services with a dedicated broadcasting or data casting link;

· certain contracts (including options and futures contracts) that are exempt from Wagering and Gaming laws under the Corporations Act 2001; and

· any service declared exempt by the Minister.

In addition to the offence provisions, the IGA provides for a complaint based surveillance regime whereby persons encountering prohibited on-line gambling content or advertising can inform the Australian Broadcasting Authority (ABA).  The ABA in turn is required to investigate such complaints and if warranted inform the Australian Federal Police or State / Territory Police in respect of Australian hosted content.  The success of this process was illustrated by the recent ABA involvement in outlining to the principals of the UK-based “Betfair” operation how they had contravened the IGA, and an accompanying threat to fine them.

If the prohibited content is hosted overseas, the ABA is required to notify the makers of filters listed under the Interactive Gambling Industry Code in order to facilitate the blocking of such sites through filtering software available to Internet users.

That said TOTE Tasmania believes the introduction of the Commonwealth Government’s Interactive Gambling Act was a positive and appropriate step, in particular providing for wagering to be excluded from the ban.  

Furthermore, TOTE Tasmania strongly supports the maintenance of Wagering being excluded from the ban, so that it can remain competitive in the evolving national and international scene by ensuring it meets the needs of its current and future customers.

In reaching the policy position, Government clearly recognised that fundamental differences exist between interactive wagering and interactive gaming.  These have been summarised in Table 2 below:

Table 2. 
Interactive Wagering V’s Gaming

	
	Interactive Wagering
	Interactive Gaming

	Types of Events Conducted
	· Live Thoroughbred Racing
	· Simulated Casino type games (Blackjack, Roulette, etc)

	
	· Live Harness Racing
	· Simulated Poker Machine games

	
	· Live Greyhound Racing
	· Online Keno

	
	· Live approved sporting events.
	· Online Lotteries

	
	
	· Other simulated events


	Event Result Determined By:
	“Live” Racing / Sports events
	Computer generated random results

	
	
	

	Participation By Gambling Operator In Result
	No
	Yes

	
	
	

	Typical “Frequency” of Events / Play
	Low - Medium
	High

	
	
	

	Product Offering “Off Line”
	Identical (subject only to variations required to comply with IGA)
	Dissimilar


Other factors which may have influenced the exemption and are worthy of mention include:

· “Interactive” at home participation in wagering has a long history of acceptance in Australia, extending back to telephone betting which commenced in the 1960’s, progressing to computer to computer and Internet options in the 1990’s.

· Withdrawal of the exemption for wagering services would have materially damaged the revenues of the racing industry, which in turn would lead to a loss of employment, particularly in regional areas.

· National wagering growth since 1997/8 (when Tab Limited commenced Internet wagering) has been less than 2% per annum. 

· Total expenditure on wagering has fallen as a percentage of HDI in this period. 

· Gaming expenditure has grown at approximately 7 times that rate (14% p.a.) in the same period.

· Accordingly, fears that the Internet would create significant growth in overall wagering have proven to be false.

· Table 3 below illustrates the huge distinction between growth in gaming versus wagering over the past 25 years.

Table 3.
Australian Gambling Turnover and Revenue by Type – 1978 to 2001
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6.
What Changes Are Needed?

Whilst TOTE Tasmania believes that the Government’s objectives have been well served by the current legislation, there are some improvements that it feels could be made for the betterment and protection of the local service providers who have invested substantially in their business operations, and for the undisputed long term benefit of the Australian Racing Industry.   These are:

· Access by Australian residents to offshore interactive gaming and wagering organisations needs to be prohibited and effectively enforced.  These are offshore operators that do not hold an Australian issued licence; and;

· The ability of licensed Australian wagering operators to accept sports bets via the Internet during the conduct of a game should be restored through changes to the current legislation, which prevent the offering of high rapidity “ball-by-ball” type betting.

The prohibition on access to offshore wagering (racing and sports) operators is vital for a number of reasons.  These are as follows:-

· Offshore wagering operators who do not hold an Australian Government jurisdiction license and therefore cannot be adequately monitored and controlled to ensure appropriate levels of integrity, probity, commercial soundness or adherence to responsible gambling standards.  

· Examples of inappropriate event coverage (eg. betting on the duration of the recent war in Iraq), lack of adherence to Australian harm minimisation/social standards, potential for non-payment of winnings, credit card fraud and betting scams involving corrupt insider activities have been reported.  Such practices not only effect involved Australian residents but also work to undermine consumer confidence in the legitimate onshore industry.

· Such operators do not contribute to Government taxation within Australia, nor to (in the case of race betting) the Australian racing industry which provides the infrastructure and events upon which the betting is based.

· Customer exposure / access to offshore interactive wagering providers appear to be increasing.  The width of the existing IGA exemptions, combined with concerted attempts to market offshore services to Australians, are key factors assisting this growth.  (Refer to Annexure A, 4. BetFair – an offshore wagering case study
).

· Should this trend of increasing offshore provider access continue, TOTE Tasmania predicts that along with returns to local wagering licensees, the revenues accruing to Australian Racing Industries and Australian Governments will also commence to fall.  Effects on the Racing Industry, particularly in regional areas where the viability of race clubs and participants is often marginal, will be drastic.  (Refer Annexure A – TAB’s versus Betting Exchanges, and Annexure B – The Importance of the Racing Industry
).

6.1   Specific Recommendations for Change

The abovementioned issues can, in TOTE Tasmania’s view, be managed in the following ways:

Offshore Access

The current exemption for wagering services under Section 8A of the Act should be narrowed to comprise Wagering services which hold a license within an Australian jurisdiction only.

Note that this would not prevent overseas interactive wagering operators from doing business with Australian customers.  They would, however, be required to seek and obtain a licence from an Australian jurisdiction in order to do so.  As previously stated, this measure will ensure that acceptable standards of integrity, probity, commercial soundness and responsible gambling are demonstrated and provided by such operators for the benefit of Australian customers and the community.  In addition it will allow Australian Governments and the Racing Industry to obtain appropriate and equitable taxation and revenue returns from such overseas based operators.

It is noted that several overseas jurisdictions including Hong Kong and Japan have recently introduced legislative restrictions such as those proposed, with successful outcomes. The USA and certain European countries are also currently considering similar measures as the increasingly outdated concept of an “unregulated and borderless” Internet comes under scrutiny by Governments world wide.

Enforcement action

It is important that enforcement actions are effective.  This will be reinforced by the restriction of the wagering exemption to operators who hold an Australian wagering licence. Although TOTE Tasmania does not itself offer interactive gaming, it understands that the current legislation has not resulted in a substantial reduction in customer access to offshore Internet gaming / casino websites.

Undoubtedly this is a difficult area and one in which “less reputable” operations such as many “Caribbean type” internet casino sites are most likely to ignore any rules established under Australian legislation.  However, TOTE Tasmania believes that most benefit will come from deterring the mainstream operators who comprise the majority of the global market, as people are more likely to entrust their funds to such an operator than one based in the Caribbean.

In the circumstances TOTE Tasmania believes that the Commonwealth must introduce regulations as empowered under Section 69A of the Act, to prohibit the processing of financial transactions to / from offshore Wagering / gaming operators who are not licensed in Australia.

In particular, the use of credit cards in establishing accounts and conducting gambling with offshore operators, should be the target of such regulations.

TOTE Tasmania believes that the majority of customers gambling with an overseas operator will use credit cards as a preferred method of account establishment and payment for participation.

The regulations do, however, need to be drafted carefully to ensure that they do not apply to, or negatively impact upon, gambling operators in their offering of services which are not prohibited under the IGA.

Sports Betting Restrictions
The wagering exemptions provided under Section 8A of the Act have excluded under Section 8A(2) interactive betting on sport where the bet is made after the commencement of the game/event in question previously referred to as In-The-Run (ITR) betting.

ITR sports betting is currently a small part of TOTE Tasmania’s overall Wagering business and only a small portion of this would transfer to the internet if permitted (as recommended).  As such, the commercial impact of the current restriction on offering ITR sports betting via the internet is minimal.

The current prohibition is, however, an inconvenience to the organisation and its wagering customers who utilise our NetBet internet service.  These customers fail to see the rationale for banning a form of betting that can be alternatively obtained on the telephone or in a retail outlet, hotel or club operating under a license agreement with TOTE Tasmania.

It should be noted at this point that all of TOTE Tasmania’s sports betting operations are tightly regulated by the Tasmanian Government.  
From TOTE Tasmania’s perspective there is concern that the current IGA ITR prohibition breaks down the Company’s ability to offer a seamless and consistent betting service across all of its sales distribution channels.  This involves some additional expense in differential software requirements and, as stated above, is not well understood nor accepted by TOTE Tasmania’s NetBet customers.  In short, they do not understand why they have to pick up the telephone to place such a bet with TOTE Tasmania.

From a Commonwealth perspective it is acknowledged that the intent of the ITR prohibition was that wagering operators would be prevented from offering high rapidity, micro type betting to customers during a game / event.  This type of betting may have been considered as being “too similar” to (banned) internet gaming options like on-line casino and poker machine games which are characterised by their potential for high velocity play by customers.

The reality with approved TAB “In-The-Run” sports betting operations is otherwise.

Recommended Policy Solution to “In-The-Run” Interactive Wagering
In the circumstances TOTE Tasmania suggests that the current IGA prohibition of ITR betting be removed and the capacity of operators to offer this form of betting be restored by its inclusion under excluded wagering services.

In order to allay concerns that wagering operators will offer on-line customers high rapidity “ball-by-ball” betting options, the Commonwealth should consider incorporating a more specific reference to this in replacement of the ITR clause at Section 8A(2)(a).

TOTE Tasmania would be pleased to discuss the merits of these options in more detail, should this be requested by the Commonwealth.

7.
Summary and Recommendations

TOTE Tasmania is the second smallest of the Australian TABs, accounting for approximately 2% of the national wagering turnover.  Its legislative purpose is to foster and fund an efficient and effective racing and breeding industry and provide sufficient funding to remunerate the people employed directly and indirectly in the Tasmanian Racing Industry.

TOTE Tasmania’s major beneficiary is the Tasmanian Racing Industry, via product and profit fees and the Government via tax equivalent payments and dividends.  In the financial year ended 30 June 2002 the Tasmanian Racing Industry received $15.8 million (primarily from the Company but also subsidised by the Government).  Further, the Government received $1.3 million in respect of tax equivalent payments and dividends.  By comparison, in that year TOTE Tasmania’s total net profit after tax was $803,000. 

During the Commonwealth’s review of interactive gambling in the lead up to the creation of the IGA, representation was made by Senator Brian Harradine and Senator Bob Brown on behalf of TOTE Tasmania that interactive forms of race and sports betting had a long and well accepted history in Australia and that these forms of betting were inherently different to interactive gambling games (“Gaming”) increasingly being made available via the internet.

It was further argued that, as race / sports wagering growth in Australia has been very low for many years now, any moves to ban its interactive forms would have no social impact benefits and would seriously impact the revenues of the important Australian Racing Industry which largely relies on payments from Australian licensed off-course Wagering operators such as TOTE Tasmania to remain viable.

These arguments were recognised by the Commonwealth through the Legislative exemptions ultimately extended to race and (most) sports wagering in the resultant legislation.

TOTE Tasmania believes that the IGA represents an appropriate intervention into gambling regulation by the Commonwealth.  The Company acknowledges that community concerns exist in respect of the growth of gambling on the internet.  The focus of the Commonwealth in addressing these concerns has properly in The TOTE’s view been directed at internet gaming services.

TOTE Tasmania now submits that the IGA should be fine-tuned by:

1. Narrowing of the section 8A wagering exemptions to prohibit non Australian Licensed (offshore) Wagering operators from accessing Australian customers.

2. Strengthening enforcement measures against non Australian Licensed gaming and wagering operators via the creation of banking related regulations targeting funds transfers under section 69A of the Act; and

3. Easing of current “In-The-Run” sports betting restrictions for Wagering operators governed by appropriate controls against the offering of “micro-type” betting options.

TOTE Tasmania would welcome the opportunity to discuss any aspect of this submission with the Commonwealth during the conduct of this legislative review.
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Annexure A.
TAB’s versus Betting Exchanges

Annexure B.
The Importance of Australian Racing

ANNEXURE A

TAB’s versus Betting Exchanges

1. TAB’s 
· Australian TAB’s have the lowest parimutuel commission rates in the world. 

· TAB’s contribute a significant proportion of their revenues to racing and Government. 

· TOTE Tasmania funds some 85% of the total cost of running Tasmanian Racing.

· TOTE Tasmania is a highly regulated business operating to a high integrity standard.

· TOTE Tasmania caters for 50 cent customers via its 136 retail outlets and electronic channels such as NetBet, Touch Tone telephone betting and Voice Activated telephone betting.

· TOTE Tasmania is proactive in the management of responsible gambling.

· TOTE Tasmania has taken a proactive approach to working with deserving charitable organisations, as well as community bodies, racing and sporting organisations including the National Heart Foundation.

2. Betting Exchanges
· No betting exchanges are currently licensed in Australia.

· Most betting exchanges are licensed in the UK, where private bookmakers have dominated the Wagering market and revenue returns to the racing industry have been poor.

· Betting Exchanges are likely to have short-term benefits for some punters but longer term detriment to the whole racing and wagering industry. 

· Jurisdictions such as Hong Kong and Japan have enacted legislation that makes betting exchanges illegal both from the perspective of the resident of the country and also for the foreign operator.

3. Impact of Betting Exchanges on Australian Racing and Wagering Industry
· Without doubt, the single most significant issue facing the industry since inception.

· Existing offshore betting exchanges are “parasitic” by nature.

· Unless positively managed, Racing as we know it will be severely damaged due to a massive reduction in revenues and perceived integrity problems.

· Individuals can be either a punter or bookmaker.  This enables unlicensed persons to lay a particular horse and benefit from it not winning.  The ability to trace these types of transactions is low.

· Betting exchanges will almost certainly mean the end for existing Bookmakers.  

· As “Win” bets are the majority of betting exchange transactions at a very low margin, bookmakers will not be able to compete.

· The demise of bookmakers is likely to have a negative effect on racing attendances.

· For every $100 million in turnover that transfers from the Tab to betting exchanges, the racing industry is $4.16 million worse off. 

· It is estimated that total revenues from exchanges is between 1 and 2%.  On this basis they would be returning only $100,000 (10% of revenue) to the Racing Industry for every $100,000,000 in turnover versus $4.3 million to the industry by TAB’s.

· If the TAB’s Australia wide lost significant turnover to betting exchanges they will struggle to maintain services to the small customer.

· This will decimate racing’s customer base.

4.  BetFair – An Offshore Interactive Wagering Case Study 

· BetFair is the trading name of The Sporting Exchange Ltd a UK registered company founded in August 1999.  BetFair operates its betting exchange website under the UK Betting, Gaming and Lotteries Act and holds a bookmaking license in England and Wales.

· Within four years of inception BetFair has grown into one of the largest Wagering organisations in the world.  The firm currently handles around AUD $130 million per week in matched bets on racing and sport.

· BetFair’s current business model involves the targeting of foreign jurisdictions (including in Australia) whereby a “locally attractive” offering of racing and sports betting events are made available to wagering customers via the www.betfair.com website.  Australian event options currently include major Australian racing events, NRL Rugby League and AFL Football games.

· Customers from around the globe are invited to deposit funds (via credit card, bank transfer and other options) and subsequently make bets on the outcome of racing or sports events with other customers via sophisticated internet and back end technology.  Such transactions are “matched” at agreed odds.

· BetFair does not currently hold a gambling license within Australia.  It therefore does not pay any local betting taxes on Australian sourced bets, nor any product fees or contributions to the Australian Racing Industry.  This lack of financial obligation in turn allows the firm to offer betting returns (odds) that are more attractive than locally provided alternatives specifically the Australian TAB’s who also service statewide distribution networks.

· BetFair (and similar offshore wagering operators) provide a serious threat to the Australian wagering environment, and its stakeholders such as the Australian Racing Industry and State / Territory Governments.  As an unlicensed emerging force in the Australian gambling industry it also provides a number of public policy dilemmas for Australian Governments.

· BetFair’s Australian operations are largely exempt from the Interactive Gambling Act, 2001.  It is deemed to be an excluded wagering service under section 8A of the Act.

ANNEXURE B

The Importance of Australian Racing

1. The footprint of Australian Thoroughbred Racing spans the Australian continent.  A total of 22,000 races are held around Australia each year.  These are staged by 428 race clubs, of which thirteen are metropolitan and 415 are located in country or provincial areas.  Of the 22,000 races conducted each year, 23% take place in cities – 77% take place in the bush or regional areas of Australia.

2. Australian Racing is a major agribusiness which is one of the mainstays of the economic base of regional Australia.  Racing currently contributes some $6 billion per annum to GDP, 40% of which is generated in regional areas.

3. Approximately 100,000 Australians derive their employment from breeding racing stock and racing, which are labour intensive activities providing employment in a wide range of jobs including as jockeys, trainers, strappers, farriers, stable hands, track work riders, stud masters, racecourse curators, barrier attendants, starters, judges and stewards.  Much of the employment racing provides consists of jobs in regional Australia.

4. Racing and breeding provide irreplaceable jobs in regional Australia.  Reduced employment opportunities in gaming related activities are replaceable as employment in other sectors benefits from reduced expenditure on gaming.  However, if Australian Racing declines then people employed in racing related callings, particularly in regional areas, are highly unlikely to find replacement jobs in substitute industries.

5. Australian Racing makes a real and significant social contribution.  1.7 million people attend a race meeting at least once a year.  This is second only in popularity to Australian Rules football.  For most rural communities their Cup race day and the agricultural show are the two social highlights of the year – and for those not large enough to have an agricultural show, the annual race day is their major opportunity to socialise as a community.

6. Australian Racing is a major generator of sports tourism.  For example, the Victorian Spring Racing Carnival has an annual economic impact of more than $240 million, the highest of any annual sporting event in Australia.  The Carnival attracts approximately 600,000 people, including over 80,000 visits from overseas tourists.

7. Australian Racing has immense cultural significance.  Its champions such as Phar Lap are part of the national identity.

[Source: Australian Racing Board Fact Sheet – 2001]

[Note that the above statistics relate only to the thoroughbred sector of the overall racing industry.  The harness racing and greyhound sectors provide similar benefits, albeit on a lower scale.]
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� Totalizator betting is the term given to the “pooling” of all bets made on an event or contingency.  After a percentage “commission” is deducted, the remaining monies are then distributed amongst the winning investors.  Totalizator “odds” or “dividends” are therefore determined by the relative weight of money on each starter or contestant as opposed to fixed odds wagering where prices are set by The TOTE or its affiliate as the wagering operator or “bookmaker”.


� Information provided by Tab Limited


� Information provided by Tab Limited
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