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Dear Mr Baxter

| refer to the Commission’s investigation into the ACT racing industry, ACTTAB’s primary
submission and the Draft Report issued by the Commission in December 2010.

ACTTAB generally endorses the Commission’s findings contained in the draft report.
However, the Corporation believes that it would benefit the inquiry and the
Commission’s final report, for ACTTAB to provide the Commission with some primary
data and analysis relating to the Corporation’s performance in respect of racing
turnover and in particular the impact of volatility in the VIP component of the market.
This is particularly important given the various adverse comments attributed to some
respondents to the inquiry in respect of the strategic direction and management of
ACTTAB and the racing industry’s desire to selectively link future funding to ACTTAB’s
racing turnover in financial year 2005-06, a year in which VIP turnover accounted for an
abnormally high 25.83% of overall racing turnover and following a sustained period
where real per capita racing expenditure was flat to trending downwards.

Attached for the Commission’s information (Attachment A) is a summary of ACTTAB's
racing turnover for the period encompassing financial years 2000-01 to 2009-10. As
indicated the bulk of the Corporation’s annual racing turnover is derived through the
retail market with an average of approximately 16% sourced from the VIP or premium
market. That market made up of professional punters and corporate bookmakers is
influenced in its decision to establish business and wager in a particular jurisdiction by
both the rebates provided by the Tabs and incentives offered by respective State and
Territory principal racing bodies and governments. ACTTAB has found it difficult to
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compete in this market limited by its size and the relevant economies of scale that
apply. Despite this the Corporation has effectively managed to maintain a substantial
local VIP market with strong prospects for further growth. That said, the volatility in this
component of the market is anticipated to continue for some time yet and in the
Corporation’s view it is unrealistic for racing bodies to expect that turnover of the level
witnessed in 2005-06 could be either maintained or growth levels of that magnitude
sustained in the long term. 2007 saw ACTTAB’s largest customer, a corporate
bookmaker based outside the ACT, move their business to another jurisdiction. This was
reflected in a fall of approximately 6% or $10m in ACTTAB’s total racing turnover that
year. A number of VIP’s have come and gone during the intervening period as
competition has become more intense. As can be seen from the summary there are
substantial variations year on year attributed to the movement of customers between
jurisdictions. However, at the end of the day it is not as simple as paying a higher rebate
to retain a customer. Other factors outside the scope of control of ACTTAB come into

play.

Similarly, with the racing industry itself, external influences such as broadcasting or
television agreements have impacted to diminish the desirability of the product offered
to the local community and on which ACTTAB’s customers wager, with the local industry
largely reliant on the revenue generated from product originating in other jurisdictions.
Additionally, equine influenza, an extended track closure and weather events have over
recent years disproportionately impacted the local industry influencing customer
wagering preferences to the detriment of both ACTTAB's business and the local racing
industry. ACTTAB makes this point simply to illustrate that the position in which it finds
itself is not wholly of its own making. The effect of these external factors on local on
course wagering is clearly illustrated in the attached summary (Attachment B) where
total on course turnover fell from a peak $8.78m in financial year 2002-03 to $3.66m
last financial year and was as low as $2.36m in financial year 2006-07.

It is also to be noted that fixed odds racing turnover as a percentage of total racing
turnover has steadily grown from 0.01% in financial year 2001-02 to 1.71% in financial
year 2009-10, indicating a transfer of investments from pari-mutuel to fixed odds
wagering. The Corporation forecasts that this growth will continue.

The Australian Capital Territory is a unique jurisdiction both in size and population and it
is unrealistic to be benchmarking ACTTAB’s performance against other Tab’s in the
absence of all the facts. Certainly, innovation in technology has played a part and the
ACTTAB Board acknowledges this. However, the fact that the parent company of the
international provider who submitted the successful tender to supply ACTTAB's new
betting system went into Chapter 11 bankruptcy in the United States of America as a
result of the global financial crisis at the end of 2008, was unfortunately a matter
beyond the Corporation’s control and resulted in a considerable delay in
implementation and roll out of the replacement system. Compounding the decision to
proceed with the new system was a decision by ACTTAB’s host pooling partner to



terminate the existing pooling agreements and not renew the Corporation’s sports
wagering agreement. Whilst this certainly impacted other Tab’s the effect on ACTTAB
and resultant decisions relating to the Corporation’s long term sustainability have
probably not been appreciated by some in the racing industry. Whereas the new
products delivered by the new betting system will certainly result in growth in racing
turnover, it will not by any stretch of the imagination equate to that which might be
delivered by a single new VIP customer.

As a Territory-owned Corporation ACTTAB’s principal business objective is to maximize
the return on investment to our shareholders, the ACT Government. The Corporation
does not see its role as leading the race to the bottom in the payment of rebates to
professionals and corporate bookmakers, the levels of which have become quite
ridiculous and are patently unsustainable. Inevitably further rationalization and
consolidation will occur within the industry as some players will likely fall by the
wayside, as will some race clubs. This has been the case since racing commenced in this
country a hundred and fifty plus years ago. A process of evolution and refinement
continues. It is ACTTAB’s goal to ensure a sustainable business and a fair and equitable
return on investment to our shareholders as well as ensuring a sustainable future for
the racing industry in the ACT.

Yours sincerely
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