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Executive Summary

The study provides a comprehensive overview of the Italian model for online gaming, its ke
YP p g g y
provisions as well as its evolution into today’s format. It addresses the following areas:

Structure of the Italian regulatory framework

There is no single text regulating online gaming in Italy. The gaming sector is governed by a
collection of single regulatory interventions — some of general (primary laws), other of
technical or operational nature (secondary laws) — which succeeded each other over time.
While the introduction of new games and their taxation is the prerogative of the Parliament,
Italy’s Minister of Finances holds responsibility for issuing gaming regulations and the single
gaming authority AAMS is in charge of defining the implementing provisions. The latest, so-
called “Community” law — which was adopted in 2009 and is expected to enter fully in force in
the course of 2010 — has removed some previously EU non-compliant provisions, including the
requirement of Italy-based servers or operational headquarters/registered office, recognizing
instead location in one of the states of the European Economic Area.

Gaming licenses

Organisation and operation of online gaming in Italy is legally reserved to the state. However,
the Italian Government has opted to entrust the management of online gaming to the approved
private operators via so-called concessions or licenses. In order to obtain a 9-year license,
operators must meet strict technological requirements, prove their economic-financial stability
as well as demonstrate their reliability, particularly as regards consumer protection. As of
today, there are 1.023 functioning online gaming licenses and additional 200 may be issued
(subject to the market needs) under the recent “Community” law. The latter will allow private
operators to offer a complete portfolio of online games, including sports and horse racing bets,
games of skill (such as poker) as well as casino games. The logic behind extending the online
gaming portfolio over time has been to align the legal offer with the consumers’ demand so as
to effectively prevent them from reverting to the black market to satisfy their needs.

Consumer protection

Italian regulatory framework lays down a number of limits to protect consumers and contain
compulsive gaming, for instance by setting maximum allowed stakes and winnings. Under the
“Community” law, the online gaming license holders are furthermore obliged to put in place
specific tools to enhance consumer protection such as possibility for the consumers’ self-
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limitation or self-exclusion. Operators must also assume an obligation to provide for tools
excluding access by minors. Both the operators and AAMS can verify in real time information
entered for every new registration, including the tax ID which identifies the birth date. Italian
rules also reflect on the potential of online gaming for a real time detection and an early
analysis of suspicious financial transactions and thus effective prevention of possible money
laundering or manipulation of sports events. Hence for instance sponsorship and advertising are
allowed, both by the private operators and AAMS.

The penalty system

AAMS closely monitors the Italian online gaming landscape in order to ensure that only
authorized operators can offer the games in its portfolio. Accordingly, the regulatory body can
take various measures to block the websites of unlicensed operators and impose monetary or
criminal sanctions. Current law provides for monetary fines as well as imprisonment for from
3 months to a maximum of 3 years.

Taxation model

Two bases for taxation are currently used in Italy. While sports betting is taxed between 2-5%
on turnover (depending on the number of events), cash poker and casino games are taxed
20% on Gross Gaming Revenue!' to reflect their particularly high payout ratio’. These rates are
significantly lower than the initially applied ones as the Government gradually made the link
between the decreasing tax rates and the growing gaming turnover in the country. At the same
time Italy also strived to align its taxation with international standards. Lower taxes boosted
competitiveness of private online gaming operators and thus resulted in an attractive and
diversified online gaming offer that swayed players from the black market towards a legal one,
whilst significantly inflating the state revenue. By reducing taxation, the Government
effectively managed to curtail the black market and consequently increase the level of
consumer protection as well as the state income. As a result, Italy’s gaming turnover more than
tripled from €15 billion in 2003 to over €54 billion at the end of 2009 which translated into
more than a 240% increase of the state budget, from €3.5 billion in 2003 to €8.8 billion
in 2009.

' stakes minus winnings that the operators pay out to the customers; also referred to as GGR
: winnings paid to customers
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AAMS

AAMS is Italy’s single gaming authority responsible for the regulation and control of the entire
gaming sector. It issues licenses to reliable private operators, defines the final gaming product
line-up and its distribution, as well as the criteria for tax collection. Having a constant access to
the servers of private operators, AAMS controls all gaming operations in real time.

Possible elements to be replicated

The study recognizes the following key elements which underline the success of the Italian
model and could possibly be replicated in other European countries:

* licensing model, particularly if a single license covers the complete gaming portfolio to
provide private operators with economic certainty and a stable business horizon;

* clear regulatory definition of the games to protect consumers and the market itself;

* integrated regulatory model, with a primary law being complemented by intermediate
secondary decrees which allow for speedy legislative refinement;

* single point for the organisation and regulation of gaming;

* mixed taxation model adapted to the type of game and the need for control, which
ensures stable tax revenues;

* interaction with gaming operators.

Evolution of the Italian gaming regulation

Since the first mention of online gaming in 1998, Italy’s regulatory framework needed to be
completely reworked in order to reflect the technological developments and consumers’
demand but also to address several critical aspects which initially remained unregulated.
Maturing over the years — in particular since a comprehensive strategy outlined in 2002 —
the online gaming regulation was completed in 2009. Beyond the full market opening for an
entire range of online games, the Government also seized the occasion to address the concerns
expressed by the EU, namely by eliminating several pre-existing restrictions and strengthening
dispositions concerning consumer protection, as mentioned above.

In the appendix, the study also provides detailed information about specific laws and provisions
for each online gaming sector.
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1. Introduction

Since 1998, Italy has fundamentally reformed the national legal framework for gaming so as to
adjust it to technological developments (the Internet as a new distribution channel) as well as
the demands of the population. Italy realized from an early stage that the state could not fulfill
its obligations to protect the citizen from gaming addiction but also from fraud and
manipulation by prohibition alone. The majority of consumers played outside of state control
on the so-called black market. The official gaming offer was so unattractive in comparison to
illegal gaming that gamblers turned to non-licensed offers which for instance generated around
€20 billion in 2001, according to statistical sources.

Faced with this situation, the Government set itself an objective to reduce the illegal market as
quickly as possible, namely by improving and expanding the legal offer, while at the same time
allowing private providers to enter the market officially. The new laws and regulations thus
took account of the large demand for online gaming. Since 2006, a licensing model exists in
Italy for online sports and horse racing betting (in addition to the physical offer’) as well as for
online poker and online casino games. Lottery games remain under the control of a monopoly
but are sold by private retailers (similar to German lottery sellers) as Italian legislators consider
a separate regulation of lotteries to be the most suitable model. Since 2006, numerous Italian
and foreign companies have applied for and received a license — a total of 1,023 were granted,
including those previously given for remote games. With the implementation of the new legal
framework ("Community licenses"), additional 200 online licenses may be granted, including
those that will be merely extended.

Every legal gaming product is under the control of the Government agency AAMS
(Autonomous Administration for State Monopolies). This body approves all products,
distribution channels, circulations and even types of games in advance, and monitors the
controlling and taxation system for online gaming. Italian legislators in a way introduced a
division of labour: legal gaming is offered by the state (AAMS) which however "delegates" the
operation of the games and the bets to state and private providers. The state has thus
maintained control of the gaming market, while nonetheless leaving room for companies to
introduce new products and carry out advertising (for poker, casino and games of skill).

This system allowed the state to effectively implement consumer protection measures since all
licensees” were obliged — under threat of prosecution — to enforce them. For instance
a permanent connection between the licensee's server and the AAMS must be ensured so that
the authority can monitor all transactions and gaming activities in real time. The server must
not necessarily be based in Italy but can be located in another EU Member State. All licensees
may carry out advertising and sponsoring as long as they conform to the valid regulatory
standards.

%i.e. land-based gaming, especially in casinos
* holder of alicense or a so-called concession, also referred to as concessionnaire
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As for the taxation, different types of games are taxed differently. A taxation rate of between
2 and 5 % on the turnover — depending on the number of events — is applied to online sports
bets. Peer-to-peer as well as cash poker bets and casino games are taxed at a rate of 20 % on
the Gross Gaming Revenue’.

The levels of taxation were continually reduced over the recent years since the initial tax rates
were too high and therefore unattractive, thus discouraging providers from applying for
licenses. The current taxation model should instead guarantee the competitiveness of the legal
offer in comparison to illegal gaming and make licenses more attractive.

All licensees accepted the taxation and hence contributed to the Italian state with a tax revenue
from gaming which amounted approximately to €8.8 billion in 2009, compared to only
€3.5 billion in 2003. The largest proportion of this revenue has been generated in the physical
market® — and by the slot machine industry in particular — followed by lottery games and finally
by sports and horse racing stakes.

* stakes minus winnings that the operators pay out to the customers; also referred to as GGR

®i.e. land-based

MAG | Overview of the Italian legal framework for online gaming -



2. Overview of the Italian legal framework for online gaming

2.1 Distinctive elements of the Italian system

In the Italian legal system, online gaming is defined as “gaming with remote participation” and
includes the sale of games in the public portfolio via the Internet, interactive TV as well as
fixed and mobile telephones.

The current regulation of online gaming in Italy 1s part of the overall system
regulating public gaming with money prizes whose primary legal source is article 1 of
Legislative Decree No. 496 of March 14, 1948.

In general terms, this system establishes that the operation of all gaming — for which
“one pays any type of compensation and participation in which requires the payment of a stake in money”
— are exclusively reserved to the state, specifically to the former Ministry of Finance
(today the Ministry of the Economy). Since 2001, all administrative responsibilities related to
gaming have been assigned to an agency of the Ministry of the Economy, the “Amministrazione
Autonoma dei Monopoli di Stato” (AAMS, Autonomous Administration for State Monopolies).

Consequently, the offer of any game that provides for the distribution of cash winnings after
the payment of a price to participate in it must be authorized by the state. By issuing specific
regulatory provisions, the state defines the requirements of the game, the methods of its offer,
the characteristics of the distribution network and points of sale as well as the criteria for
allocating the turnover between the various operators in the supply chain.

The only exceptions are the games with cash winnings offered in the four Italian casinos in
Venice, Campione d’Italia, Saint-Vincent and San Remo which are regulated by special laws.

The defined legal framework is based on the principle that gaming for cash winnings is an
activity that is generally prohibited for reasons of public order and health. The European Court
of Justice has ruled that this situation is compatible with article 49 of the EC Treaty on the
freedom to provide services. The reasons the Court put forward to justify this legislation are
the need to avoid that gaming “becomes a source of individual profit” in circumstances which
involve “high risks of criminality and fraud” and which “constitute an incitement to spending that could

have damaging individual and social consequences”.

Hence one can conclude that gaming for cash winnings is generally prohibited in Italy except in
those cases explicitly regulated by the law. In such cases, the exercise of gaming only occurs in
the form and manner defined by the legislative framework (laws or regulations) of the Italian
state which regulates its supply.
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Gaming regulation in Italy follows the logic of the so-called “typicality”, meaning that it must
precisely identify and regulate:

the objects, aspects and operating mechanisms of the game;

* the methods for allocating turnover among the subjects involved in the supply chain in
various capacities (state, licensees, resellers and consumers);

* the categories and amounts of the prizes;

* the characteristics (objective and subjective requirements) of the operators allowed to
distribute the game;

¢ the forms and minimum content of communication to consumers in order to ensure

transparency and full awareness of the rules.

Moreover, the regulations ensure that each game has the necessary limitations for the correct
conduct of the game. These limitations are imposed so as to protect consumers as well as
public order and safety. Depending on the game, these may concern the hours of supply,
maximum stakes and winnings, the timing for paying out the winnings, the possession of
specific public safety licenses by the operators, the safety requirements (for consumers and
employees) that the places where the game is provided must possess, and similar.

The operation of gaming — offered by private parties through a license — is open to all operators
that meet certain requirements of reliability. It must be exercised exclusively in conformity
with the specific regulations for each game to protect consumers as well as public order and
safety. The Italian state has always been guided by these general principles and regulation of
online gaming is no exception. The result is an online gaming system that has been considered a
success for several years. The model has been — and continues to be — a source of inspiration
for many studies of the regulation of this economic sector in various countries of the European
Union.

There are a number of reasons underlying the success of the Italian model of online gaming
regulation. However, we identified four distinctive elements of the model which demonstrate
its positive effects and which could be replicated in other countries that are currently
pondering the regulation of the online gaming market.

First of all, there is the pragmatism of the legislation due to Italy's objective to
quickly and effectively reduce illegal and irregular gaming. It was decided to allow
operation of online gaming immediately, with the adoption of many transitional rules — often
modified after a brief time in effect — rather than through a comprehensive regulatory design
that would certainly have required a long time to prepare and approve. This strategy proved to
be successful as the economic operators in the sector saw that legislative interventions were fast
and reliable, and hence began to trust the Italian state and cooperate in the development of the
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regulations. This approach proved to be particularly suitable for a sector which is constantly
and quickly evolving, and in which regulations tend to rapidly become obsolete and superseded
by the speed of technological and marketing developments.

Only in 2009 — when the sector became more developed and the Italian legislature had
accumulated a great deal of experience — was it decided to issue a comprehensive law
regulating the sector. The law defined the general framework for issuing licenses for online
gaming which took account of the positions adopted by the European Commission and the
European Court of Justice. Laws No. 88 from July 2009 ("Community Law") and No. 77 from
June 2009 — which expanded the provision of online gaming — concluded the interim phase of
the online gaming regulation. The regulatory authorities thought it more prudent to define at
the legislative level only general rules and the requirements for economic operators in order to
enter the sector. The definition of all technical aspects and commercial effects was left to
administrative decrees which are easily modifiable. The regulations concerning the Community
Law were passed directly by the AAMS and are expected to enter into effect in 2010.

Secondly, the high quality and prudence of the regulatory interventions must be
emphasized as it affected the key points of the online gaming model. The regulatory
authorities abstained from imposing other than functional limitations and prescriptions in order
to protect the player and safeguard public order.

Thirdly, the regulatory agency paid particular attention to creating an
atmosphere of reciprocal trust with gaming operators which progressively adhered to
the regulatory regime. This process was at the same time accompanied by the active restriction
— although at a price of too restrictive interpretation of several Community principles — of
unauthorized gaming providers established in several other EU Member States.

Finally, there was an open attitude towards rapidly decreasing the tax burden on
gaming transactions. With the increases in turnover, the taxes imposed on the legal gaming
sector were decreased in order to ensure the legal providers’ competitiveness against
unauthorized providers.

2.2 The regulatory landscape for online gaming

Gaming in Italy is not governed by a single text but rather by numerous regulations which in
their entirety control the sector. The current system for gaming is the result of multiple
regulatory interventions made by a variety of Italian institutions at several levels, including the
Parliament, the Minister of the Economy and Finance and the Director of AAMS. These
bodies followed the objective of opposing illegal gaming through the
progressive adaptation of gaming products to match the actual demand, while
aligning the offering methods to the evolution of technologies connected to
gaming.
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I[talian law defines the following:

a) The introduction of new games and their taxation is the prerogative of the Parliament
and hence requires a primary law.

b) The issuing of gaming regulations is the prerogative of the Minster of Finance. These
regulations lay down “the methods and times of play as well as the payment of commissions, fees
and compensation due for any reason”, together with “the amount of total taxation”. They
further establish the rules for defining the money prizes and define the extent of
regulation at the administrative level, while specifying its limits.

c) AAMS is in charge of defining the provisions for implementing the games on the terms
indicated by the primary and secondary laws.

Hence the regulation of remote gaming in Italy today includes several provisions of a general
nature (regarding gaming as such) and other provisions stipulate technical regulation of
individual games and control the operation of licenses.

The regulatory interventions have succeeded one another since 1998 on the basis of a pre-
existing system concerning games distributed through the physical network. The result is an
online gaming model that is partly conditioned by the need for standardization with respect to
pre-existing situations concerning the operation of licenses for several physical games. On the
other hand, the system is connected with rights acquired by licensees that in several important
cases will only end in the second half of the next decade (i.e. with the full implementation of
the Community Law in 2010). Nevertheless, it is possible to identify several basic principles on
which the Italian model for gaming with remote participation is based today. These elements
are:

a) the completeness and ampleness of the range of gaming products offered through
remote channels (currently the only game that remains excluded is the lottery due to
strong resistance from the physical distribution network);

b) authorization to operate a game granted exclusively to owners of licenses with the
creation of monopolies (identifying a single licensee) for lottery games (Lotto, numeric
national pari-mutuel games and lotteries in the strict sense, although for this latter
market segment a procedure is being tested for the selection of more licensees) and
multi-licensee offering systems for all the other types of games;

c) adoption of a named gaming account — managed by the licensee — for all the remote
games in the AAMS portfolio;

d) for games whose license is assigned to a mono-trustee, the possibility of remote
collection by all licensees enabled to offer remote gaming (in order to enable all gaming
accounts to purchase such games, thus creating the necessary liquidity for the
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development of the game). Centralized organisation of the game is entrusted to the
single licensee (to preserve the unitary nature of the “lottery”). So as to avoid possible
abuses of the dominant position held by the mono-trustee, AAMS is required to approve
the contract between the mono-trustee and the other licensees who fulfill role of
resellers. No online lottery is to be offered;

the possibility of acquiring licenses to operate games exclusively through the remote
channel (online products only).

The portfolio of online public games in Italy today can be considered among the most complete

at an international level — both as regards the types of products offered and the completeness of

the distribution channels used for collection. Most games introduced in Italian law are

endowed with a complete regulatory set. Games that have been introduced more recently are

still waiting for regulations and implementing provisions by AAMS in 2010. The portfolio of

public games is organized into eight distinct macro product categories (the so-called gaming

sectors) that can be offered through all remote selling channels. These products can be offered

on all remote distribution channels, i.e. Internet, interactive television, as well as telephone

and mobile phones.

The following is a list of the individual sectors:

a)
b)
<)
d)

f)

2
h)

fixed-odds numeric games (i.e. Lotto and connected games);
national pari-mutuel numeric games (i.e. SuperEnalotto and connected games);
lotteries (both for deferred drawing and instantaneous drawing);

games based on sports events or on events other than horse racing (including pool
betting sports events, pari-mutuel stakes, fixed-odds stakes, fixed-odds stakes with
direct action between individual consumers and pari-mutuel) and fixed-odds stakes on
simulated events;

games based on horse races, including pari-mutuel and fixed-odds horse racing stakes on
simulated events, bet formulas on Italian horse races and pool betting based on horse

races;
bingo;
games of skill, including card games (poker etc.);

fixed-odds games of chance (casino games).

For each of type of game, the appendix contains the remote gaming regulations currently in

force.
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3. Public gaming licenses

3.1 Which regulations serve as the basis for the gaming license system?

As stated above, Legislative Decree No. 496 of April 14, 1948, provides the exclusive rights
for the organisation and operation of public gaming to the state, in particular the Ministry of

the Economy. Since 2001, all administrative responsibilities concerning gaming have been
assigned to AAMS.

At present, the state does not directly manage the individual games in the
portfolio but has outsourced their management to third parties. In fact, there is a
number of businesses — both Italian and foreign (some of a particularly large size) — that
operate in the public gaming market and to which the state has entrusted the management of
the activities needed for offering the various games, via granting licenses. Unlike other
European countries that allow gaming (such as Malta, Gibraltar etc.), Italy operates through a
licensing system.

The state uses the license to entrust private legal subjects with the management of all or part of
the activities connected with the offer of the single games in its portfolio. In administrative law,
the license is effectively a provision whereby the public administration confers new active legal
positions on the recipient, expanding thus the legal sphere.

Licenses are generally granted following a public tender procedure. In the context of the
games, the state can only start proceedings to assign licenses for specific gaming sectors after it
has issued a primary law.

3.2 What licenses and for which products are currently active in Italy?

The following types of licenses are operational as of today:

a) the so-called “historic” licenses allowed by Law No. 488 of December 23, 1999
(the 2000 Budget Law), which disjointedly authorized the offering of sports stakes or horse
racing stakes through the physical and remote channels;

b) licenses for the monopolistic offering of games in the sectors of fixed-odds
numerical games, national pari-mutuel numeric games and lotteries;

c) licenses for the oligopolistic provision — exclusively through the physical channel —
of games through entertainment machines (10 licenses are currently active but their
number is expected to grow with the launch of video-lottery games on the market);
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d) licenses —in a limited number — for the offering of in-hall bingo;

e) licenses for the offering of stakes only through the physical channel defined by
the implementation of article 38 of Legislative Decree No. 233, of July 4, 2006, ratified by
Law 248 of August 4, 2006, which are of two types:

* licenses/rights that authorize the opening of sports betting sales points, including both
game sales points whose principle activity is the sale of stakes (agencies) as well as points
where the sale is only an accessory activity (corners);

¢ licenses/ rights that authorize the opening of agencies or betting points for horse race
stakes.

f) licenses for the right to offer remote gaming, issued solely in implementation
of the above-mentioned article 38. These licenses — which require offering of all the
games that are part of the online portfolio (although conformity to this provision has never
been effectively verified by AAMS) — are of two types:

* “sports” licenses that allow the offering of all remote games with the exception of fixed-
odds and pari-mutuel horse race stakes similar to those made in horse racing agencies (as
well as the other games linked to horse racing which may yet be introduced);

e “horse racing” licenses that allow offering all the remote games with the exception of
fixed-odds sports stakes.

“_»

The licenses in points “e” and “t” are henceforth referred to as “Bersani licenses”, named after
the Minister of the Republic who proposed the law that introduced them.

In the course of 2010, AAMS is expected to issue regulations that will allow further expansion
of the number of licenses under of the Community Law. AAMS will thus be able to issue
additional licenses — up to a maximum of 200 — depending on the effective needs of the
market.

These licenses provide exclusively for the right to offer remote games and will allow the
offering of all the regulated online games, while removing the distinction between the two
types of “Bersani licenses” for remote gaming. Existing licensees will be able to apply for the
“Community” licenses free of charge. However, new licenses will not change the natural
expiration of the original license.

Hereinafter we will exclusively refer to the “historic” licenses, the “Bersani” licenses and the
“Community” licenses which are to be issued in 2010. For the specific online offering of the
numeric games (fixed-odds and pari-mutuel), we will also refer to the licenses issued to the
two monopoly licensees. However, we will not refer to licenses for bingo and entertainment
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machines which — by their very nature — do not offer possibility for remote gaming
distribution.

3.3 What are the differences between online and physical regulation?

As of today, there are two key differences in Italy between the regulation of stakes offered
through physical channels and those offered through remote channels:

a) a license that enables gaming through physical channels authorizes the holder to offer games
in a circumscribed territory, while a remote license obviously enables offering stakes
throughout the country;

b) a license that enables gaming through physical channels authorizes the offer of games in a
single sector (sports or horse racing), while a remote license allows offering in several
sectors (a “Community” license will provide for all the games over remote channels).

Regarding the first point, it should be clarified that the licenses issued for the offering of
stakes through the physical sales network (agencies and corners) define a territorial monopoly
that authorizes their holders to offer gaming within a specific municipality. In addition, it
requires respecting minimum distances between the various points of the distribution network
within the same municipality.

The legislature's decision was particularly oriented towards the creation of a distribution
network that was on the one hand sufficiently dispersed — to meet a demand for betting which
was particularly diffuse — and on the other hand large enough to guarantee each sales point
adequate levels of income and profit.

In the course of the tender offers to identify new sports and horse racing sales points,
AAMS prepared a territorial development plan for the physical network to ensure a balanced
distribution by province/municipality of rights for 16.300 new sales points. These were
divided into 500 horse racing stores, 9.500 horse racing points, 1.900 sports game
stores and 4.400 sports betting points.

The locations of the sales points by province were determined using a methodology which
ensured that the amount of sales points was coherent with the resident population. The analysis
also took into account the territorial location of the pre-existing horse racing and sports
agencies. It should be noted that before the sales network was completely operational
(i.e. during the first quarter of 2009), it was not possible to detect areas of inefficiency in the
network. Once this has been done, a process of rationalization of the sales points was initiated.
Its extent and limitations, however, are not yet possible to document accurately.

Moreover, there are cases in which the resident population is not representative of the actual
number of persons present and passing through. This mainly concerns airports, shopping
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centers, tourist resorts and municipalities which naturally concentrate much broader customer
base. In order to guarantee necessary provision also in these areas, a reserve of rights was
established which was not associated with a specific municipality. This reserve represented
5% of all licenses allocated for betting sales points.

Regarding rights to offer gaming over remote channels, the regulation provides that the holders
of licenses for online games can offer their products to all Italian players but it is illegal to offer
them to foreign players. This decision is implicit in the very tools used for bet acceptance
(Internet, TV and telephone) that make it practically very difficult to impose territorial
restrictions and segmentations between players located in different areas outside of Italy.

Regarding the second point, it should be highlighted that the Italian legislature — and
recently also the European Parliament — has pushed for the progressive definition of licenses
for the “complete” offering of online gaming that would authorize their holders to offer all the
games that can be provided over remote channels. This decision exceeds the model introduced
by the Bersani Law which distinguishes between remote “sports” and “horse racing” stakes.

The legislature furthermore wanted to guarantee the maximum breadth of the range of
products so as to ensure that the licensee could define the mix of offers that was most
functional for achieving the income objectives. The income is considerably more modest in the
online than in the physical market whose current turnover volumes are significantly greater. By
way of example, the physical market achieved a turnover of €5.2 billion in 2008, while the
online market recorded only €1.15 billion.

The exception are games offered by monopolies which is the case of lotteries. Online offer of
these games remains — until the expiry of the license — the competence of the monopoly.
However, in addition to its own sales channels, the monopoly operator is obliged to use the
channels of other licensees entitled to offer online gaming, should they demand it.”

3.4 What are the requirements for becoming a licensee?

Requirementsfor obtaining a Bersani (sports or horse racing) license in 2007

As stated previously, the last public tender offer for the selection of new betting licensees was
held in 2007 in the framework of implementation of the Bersani Law.

To participate in a tender, interested subjects had to demonstrate on the one hand
specific requirements of reliability and experience, and on the other hand the

" It should be noted that in the past, a delay in providing tools for the online distribution of a game product by the
monopoly licensee — as in the case of Sisal SuperEnalotto — has been considered an abuse of its dominant position,
triggering a fact-finding investigation by the Italian Antitrust Authority.
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technical-organisational requirements guaranteeing their effective ability to
manage the activities that were the object of the tender.

The conditions to be satisfied concerned in particular:

1. possession of the requirements of reliability required by the general law on tender offers

and licenses;

2. being a gaming operator, i.e. operating — on the basis of an authorization issued by the
competent authority in the state in which the game operator has its registered office or
operational headquarters — at least one type of game from among those making up the

gaming portfolio managed by AAMS;

3. having achieved specific sales of at least €1.500.000 in the years 2004-2005 as a gaming
operator for types of products similar to those in the portfolio managed by AAMS;

4. having a dedicated computer system for the operation of gaming activities and
guaranteeing the full conformity of the technological equipment to the requirements of
the technical specifications — together with their functionality, efficiency and quality — for
the entire term of the license.

In addition to the possession of the requirements defined above, the awarding of
a license was subordinate to satisfying several conditions ensuring the
candidate's economic-financial reliability.

These requirements involved issuing:

a) a temporary security deposit — in cash or Italian Government bonds or by means of a bank
surety bond — to cover the obligations assumed with the submission of an application to
participate which equaled €300.000 in case of a request to obtain an online gaming license;

b) a definitive security deposit — requested to be paid at the time of signing the agreement — to
guarantee the correct fulfillment of the licensee obligations (payment of winnings and
taxes, correct supply of game services etc.); the amount of the security deposit amounted
to €100.000 for the activation of the remote network and since the beginning 2008 was also
made proportional to the level of income.

Additional condition for obtaining the license was a one-time payment of €300.000 which
covered the entire term of the license.

Finally, it should be noted that for subjects resident in other states, becoming a licensee
required establishing a stable operational headquarters in Italy — if one did not have one already
— within 90 days from signing the license.
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With regard to the collection of online stakes, a stable operational headquarters did not mean
opening a physical point for the acceptance of bets or the establishment of an Italian
corporation. It referred solely to a headquarters through which the non-resident business
exercised its activities in the whole territory or in a part of the Italian state. In other words,
offering remote games required that:

a) the Data Processing Center (DPC) and relative game server were installed in Italy;
b) an office was created with a representative equipped with the necessary powers;
c) separate books were kept for the Italian division.

On the other hand, company departments dealing with the structure of the shareholders, the
entire risk management and strategic branding/ marketing were allowed to be located abroad.

The requesting operator's possession of a license issued by another country — whether inside or
outside the European Economic Area — only qualified the owner as a gaming operator but
provided no other advantages in terms of obtaining a license.

However, it should be noted that there is one subject present in Italy which operates sports
betting through a physical network and which holds a proper license obtained in another
country of the European Union. This subject opened betting sales points, claiming in an
administrative court that its license allowed it to operate in any EU Member State. Despite the
specific provisions of the Bersani Law, this operator has so far benefited from favourable

administrative rulings in several lawsuits filed.

Requirementsfor the acquisition qf a Community license

Commencing in 2010, Italy will make additional licenses available which will allow the
businesses that acquire them to operate all the remote games until 2019. The only exceptions
will be the lotteries and pari-mutuel numeric games which will remain the reserve of the
current monopoly holders until the expiry of the relative licenses that however give each
licensee distribution rights.

The acquisition of the license will have different requirements depending on whether the
requesting juridical subject is a gaming operator or not.

A gaming operator submitting an application will need to meet the following requirements and
conditions:

a) having operated and managed gaming collection in one of the states of the European
Economic Area on the basis of a license issued by the state in which such activities are
exercised, with total sales of not less than €1.5 million realized over the last two fiscal years
before the submission of the application;
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b) establishment of a limited liability company with registered office in one of the states of the
European Economic Area before the issuance/signing of the license;

c) need for the company’s president, directors and proxies to meet the requirements of
reliability and professionalism set out in the Bersani Law;

d) the location of the technological infrastructure — hardware and software — dedicated to the
activities that are the object of the license in one of the states of the European Economic
Area;

e) payment to AAMS of one-time contribution to expenses for the technical and
administrative management of monitoring and control activities.

In the absence of the status of gaming operator, the requesting legal subject will — instead of
the requirement in preceding letter a) — be required to possess adequate technical and
infrastructural capabilities as well as to provide a bank or insurance company surety bond, with
payment upon first request and for a two-year term of not less than €1.500.000.

In short, the main innovations of the new “Community” license concern:

a) the possibility that even businesses not operating in the gaming market can obtain a license
by presenting a surety bond;

b) the elimination of the requirement for an operational headquarters/registered office in
Italy, allowing setting up an office in one of the states of the European Economic Area;

c) the possibility of installing the gaming servers in the European Economic Area and not
exclusively in Italy.

However, licenses obtained in other countries are still not recognized for the facilitated
acquisition of a license to operate in Italy.

3.5 Could existing lottery and betting operators acquire an online
license with conditions similar to those of new entrants?

When selection began to award the “Bersani” licenses, legal persons that were already licensees
(previous licenses for offers through the physical network, monopolistic licensees for the
numeric games, licensees for the entertainment machine sector and bingo licensees) were able
to participate in the process of acquiring rights to offer remote games in Italy on the same basis
as new operators under the condition that they met the necessary requirements.

In the future — when the process of issuing licenses in implementation of the Community Law
will have begun — legal persons who already are licensees (not necessarily for remote games)
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can participate in the acquisition of new licenses with conditions similar to those of new
entrants.

3.6 Is there a distinction between the license requirements for online
and physical distribution?

The requirements of the Bersani Law distinguished between candidates interested in acquiring
licenses for the offer of games through the physical channels, remotely or over both channels.

The differences concerned only the acquisition costs and the requirements for
information/ computer systems for managing the game.

3.7 How many licenses have been awarded so far?

The table below summarizes the licenses awarded in Italy for the offer of both sports and horse
racing stakes.

Approved distribution
Law authorizing its Number of channels

issue licenses
e

License type

1. Historic sports licenses 2000 Budget Law 625 X X
2. Historic horse racing licenses 2000 Budget Law 359 X X
3. “Bersani” sports licenses® Bersani Law 5,621 X
4. “Bersani” horse racing licenses’ Bersani Law 8,065 X
5. Remote “sports” licenses Bersani Law 31 X
6. Remote “horse racing” licenses Bersani Law 8 X

Source: AAMS

There is a total of 1.023 active licenses in Italy today (39 “Bersani” licenses and 984 “historic”
licenses) that directly enable remote gaming. In 2010, these licenses will be supplemented by

s Including game sales points having the sale of sports-based games as their main activity (agencies) or accessory activity
(corners).

’ Including game sales points having the sale of horse racing-based games as their main activity (agencies) or accessory
activity (corners).
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licenses issued in implementation of the Community Law. As previously mentioned,
a maximum of 200 new licenses can be issued, as established by the law itself. This also
includes existing licenses that will be extended.

3.8 What is the cost of a license?

The Bersani licenses for activating remote sports or horse racing gaming
networks were assigned to subjects in possession of the requirements in preceding
paragraph 3.4 upon payment of a price of €300.000. For the acquisition of the
rights to collect stakes through physical points, the price depended on the outcome of the
competitive bidding, i.e. the concrete offers submitted for each territory in which the right
could be exercised.

The requirement of a payment to acquire the right to operate online gaming derives from a
fundamental reason of fairness. Since there is a cost to acquire the right to collect stakes
through physical points, there must also be one for online collection, otherwise it could result
in an unjustified distortion of the market in favour of remote operators.

In addition, the height of the payment was determined using market fairness criteria. It was set
at approximately 50% of the average acquisition cost of a license for the remote collection of
sports stakes (licenses required by the 2000 Budget Law) in 2005 and the first few months
of 2006.

The decision to cut the average cost by 50% was primarily based on two considerations: (i) the
potentially unlimited number of new licenses for remote collection; (ii) the reduced
attractiveness of the market for subjects taking over these licenses in the future. The full
economic sustainability of the one-time investment required was verified — among other ways

— through the development of simulated business plans.

Regarding the licenses that will be issued in implementation of the Community
Law, it is required that:

a) new licensees pay to AAMS a sum of €300.000 plus VAT in order to acquire the right to
remotely offer all regulated games, with the exception of bingo — if the operator also wants

to offer the latter game, it will have to pay additional €50.000 plus VAT;

b) the “historic” licensees — i.e. those holding Bersani licenses for the right to operate remote
(sports or horse racing) games — pay €50.000 if they also want to offer bingo; they will not
need to make additional payments to be allowed to offer the other games but will only have
to request the conversion of their license;

1% value-added tax
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c) all other licensees pay €350.000 (except for those holding a bingo license who will only be
required to pay €300.000).

3.9 What is the term of a license?

All licenses issued by the Italian state for the management of public games have a term of nine
years, commencing from the date the license is signed.

For this reason, the betting licenses active today have different expiry dates, depending on the
date they were issued.

The table below indicates the month and year of expiry for each type of license.

Name Expiry

1. Historic sports licenses June 2012
2. Historic horse racing licenses June 2012
3. “Bersani” sports licenses June 2016
4. “Bersani” horse racing licenses June 2016
5. Remote “sports” licenses June 2016
6. Remote “horse racing” licenses June 2016

The new “Community” licenses will also have a term of nine years from the signing of the
relative license agreement. The terms of original licenses that are converted into Community
licenses will not change.

3.10 What products are included in a license?

As previously mentioned, licenses for the remote offer of betting which currently operate in
Italy were issued in different years (2000 and 2007), in function of the progressive expansion
of market demand for games through the Internet, TV and telephone channels. These licenses
authorize the legal persons that hold them to offer different product ranges.

For each currently operating license, the table shows the set of products that the licensee is
authorized to sell.
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Fixed-odds sports

Historic sports
licenses

Historic horse Remote sports Remote horse

racing licenses game licenses racing game

licenses

X X

stakes
Pool betting X X X X
Pari-mutuel sports % % < %
stakes
A hors i

gency horse racing X X
stakes
Italian and
international horse X X X X
racing
V7 (hors i

(horse racing X X X X

game)
Skill games and card % % < %
games (Poker, etc.)
Instant lotteries (*) X X X X
Nationol pari-mutuel % % < %
numeric games (*)
Fixed-odds s of

ixed-o s.games o % % < %
chance (casino games)
Virtual betting and
other remote games, X X X X

when available

(*) For these games, the holders of bet licenses play the role of resellers since they have been awarded as part of the

license to the monopolist operators.

The new “Community” licenses will allow offering of all the online products in AAMS's

portfolio as well as distributing the instantaneous drawing lotteries and national pari-mutuel

numeric games (SuperEnalotto) which are presently offered by monopolies.

3.11 Why was the product portfolio extended over time?

One of the objectives pursued by the legislature in the process of reforming the Italian gaming

market was to guarantee an adequate alignment of the gaming offer to the demand. This
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process was defined in the belief that only a legal offer of similar breadth could effectively
compete with the illegal offer.

In a modern version of Gresham's law, one could say that regulated gaming is “driving out”
illegal gaming. In the presence of a regulated offer, the public automatically turns to it. The
absence of a regulated offer — on the other hand — creates spaces for the illegal offer to grow,
with considerable risks for the consumer.

Against the backdrop of this reasoning, the Italian state progressively expanded its portfolio of
online products, while gradually including new types of games whose demand was satisfied on
illegal gaming sites. At the same time, the extension of the portfolio has encouraged
international operators — who initially doubted the profitability of regulated markets — to
request a remote gaming license, thus effectively reducing the illegal offer.

3.12 Are there additional restrictions on products? For instance is live
betting allowed as a particular mode of sports stakes?

The principle of “typicality” of public games means that the characteristics of the games which
can be offered are determined solely through precise laws and regulations.

In this sense, the remote games in the Italian portfolio are not identical to those offered on the
international .com sites. However, they all have peculiarities relative to the content of the
product and its management.

Below we list the main general and specific limitations of the principal remote games in Italy.
General limitations

* Only players who possess an Italian tax ID may play.

¢ Each bet is tracked by AAMS's computer systems through a connection with the licensee's
gaming systems which is regulated by a specific communications protocol.

Specific limitations: Sports stakes

* In Italy, bets can be placed on all sports and non-sports events identified by AAMS. If a given
event is not listed in the AAMS sportsbook, any bets collected on it are illegal.

¢ This principle also applies to live betting. Live bets can only be offered if provided for in the
AAMS sportsbook.

* AAMS directly certifies the outcomes of sports events in the sportsbook.
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Speq'ﬁc limitations: Poker
¢ There are limitations on the minimum payout.

® There are limitations on the minimum and maximum value of the right of participation
(buy-in) as well as the maximum value of the sums of money that can be brought to the table

(bets).
Speciﬁc limitations: Bingo
¢ There are limitations on the game formulas and the payout.

* The game (the drawing of the numbers) is conducted via AAMS's central systems to which
the licensee's system connects.
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4., Consumer protection

4.1 How 1s the compulsive gaming prevented?

The new Community Law specifically obliges licensees to adopt tools for the automatic
limitation or automatic exclusion of consumers from play in the case where spending
maximums are exceeded.

Before the Community Law was enacted, the law did not make specific reference to the
adoption of measures to prevent compulsive gaming. However, the overall regulatory
framework provided for clear limits within which an authorized licensee can offer betting.
These limits were set to protect consumers and to restrict compulsive gaming behaviours.

The law states the following:

a) the types of stakes allowed are those defined by the state, while avoiding the presence of
stakes that are too risky for the consumers;

b) the list of events on which one can bet is established by the state, hence eliminating the
possibility of bets on events that could be subject to illegal sports activities;

c) bets that would lead to winnings greater than €10.000 are not allowed, thus limiting the
propensity to gamble and making it difficult to sell the types of bets with higher winning
multipliers in which the risk is objectively much higher than the player’s skills;

d) the declaration of the outcomes of each bet is made exclusively by the state which thus
provides reliable rules for all the subjects involved;

e) the registration percentages are currently free but can be re-established by AAMS decree if
the licensees are found to be colluding to the detriment of consumers;

f) maximum limits are set on the amounts that can be brought to the poker table — maximum
buy-in at poker tournaments is €100, maximum bet in poker cash games is €1.000.

These measures create barriers to compulsive gaming without placing excessive limitations on
the licensee's management.

Finally, it should be highlighted that AAMS — in cooperation with other institutional players —
supports and promotes initiatives aiming to reduce the risks of compulsive gaming, while also
sustaining organisations that deal with gaming addictions. These actions are being intensified
over time as the portfolio of remote games is being extended.
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Moreover, in May 2006 AAMS launched a so-called “Gioco Sicuro” (Safe Play)
communications campaign with the aim of promoting the public gaming based on clear rules.
The campaign highlights that the production and distribution of the games are monitored by
the state, and that the operators are reliable because they are selected and controlled by AAMS.
The purpose of this campaign — emblematically summarized by the “Gioco Sicuro” logo — is to
make products easily recognizable as legal and guaranteed by the state.

4.2 Who sets limits on the game?

When signing the license agreement, the holders of the new “Community” licenses must
assume several obligations including the implementation of tools to automatically limit play
(see above).

Moreover, at the time of registration, each player must define his/her own grid of maximum
amounts played per time period (day, week, month etc.). This will guarantee the
implementation of a self-defined blocking mechanism which the licensee is required to respect.

4.3 How are minors protected?

The AAMS's institutional policy is not only to combat illegal gaming — by means of various
methods provided for by the legislature — but also to act in the context of legal gaming. It does
so namely by guaranteeing the maximum transparency of its activities, the clarity of the rules to
players and likewise by searching for instruments suitable for eliminating or at least reducing
the dangers of gaming — which can translate into compulsive gaming — as well as for excluding
participation by minors.

Regarding the protection of minors, the legislature has provided for criminal sanctions with
extra penalties for those who — in committing the crime of illegal gaming — allow the
participation of minors below the age of 18 (article 719 of the Italian Penal Code).

The legislature's great concern of not exposing minors to any risks has led — in a civil law
context — to the express identification of exceptions to the general rule of incapacity in
article 2 of the Italian Civil Code, recognizing the value of the manifestations of a minor's will
in the cases expressly established and regulated.

From the foresaid general rule it follows that minors cannot validly conclude any gaming
contract — even if guaranteed by the state — since they are not able to understand, fully evaluate
and accept the contractual clauses as well as the possible legal and psychological consequences
since they do not possess a mature capacity to act. In several cases, the legislature has moreover
considered it necessary to repeat this rule by expressly requiring a prohibition against gaming
by minors in certain situations. This concerns the case of the devices referred to in paragraph 6
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of article 110 of the TULPS (the consolidated public safety law) or the game of bingo with
dispositions that prohibit minors from entering or remaining in the hall and requiring that IDs

be checked to ensure respect of the prohibition (article 3, paragraph 1 of the Directorial
Decree of January 18, 2007).

In addition, with reference to the remote operation and collection of legal games, in article 24,
paragraph 17, letter e), the Community Law established that subjects that intend to become
licensees must assume the obligation to adopt or make available tools and techniques for the
exclusion of access to games by minors as well as to visibly display the relative prohibition in
the virtual environments managed by the licensee.

With the same objective, a centralized registry of gaming accounts was
established within AAMS's central systems. The registry allows for real time
control of the information entered for every new registration in order to verify
the truthfulness of the data — also as regards the Tax ID — which identifies the
date of birth.

However, the legislature's limits and prohibitions are not always sufficient to exclude the
participation of minors in gaming offered by the illegal market. Consequently, the sensitivity of
the subject requires additional initiatives to protect minors from future risks of addiction and to
contain their propensity to gamble.

AAMS in the past adopted several initiatives to encourage the protection of minors by the
licensees through specific penalties for the failure to prevent minors from gaming. It also
carried out communications campaigns directed towards young people to promulgate
information about the prohibition against gaming below the age of majority as well as about the
risks of compulsive gaming.

At the same time, AAMS developed the above-mentioned communications campaign “Gioco
Sicuro” whose objective is to create a culture of responsible gaming. As part of its intensive
promotion, AAMS resorted to the potential offered by the web and created awareness-raising
areas on the websites of the major licensees and sector operators as well as on the principal
social networking sites (Facebook, YouTube etc.), among other places. Finally, in the context
of the institutional campaign aimed at promoting responsible gaming and the protection of
minors, AAMS created a TV spot addressing these topics.

4.4 What measures are in place to prevent money laundering and the
manipulation of sports events?

In addition to ensuring the high levels of protection explained above, the recording of all bets
in the pari-mutuel system currently also allows for in-depth controls aimed at protecting public
order and safety.
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In practice, it is possible to detect and analyze in real time every suspect movement of money
made at the level of the single agency or single licensee that collects bets online. By way of
example, it is possible to monitor:

a) “anomalous play”, i.e. abnormal concentrations of money on a single event which indicate
possible illegal sports activities;

b) a sudden increase in collection by an agency which indicates possible money laundering

phenomena;

c) asudden, abnormal change in the odds of a bet which possibly indicates either a tax evasion
or a disguised payment of sums due for another reason;

d) excessively high amounts of bets in a single gaming account which indicate possible
fraudulent illegal betting (brokerage phenomenon) or “pathological approach” to betting by

single consumers.

It should be emphasized that on the basis of this data, AAMS can impose policies to protect
consumers which are much more effective than anachronistic and easily circumventive

individual spending limits.

In other words, the policies of the national legislature in Italy are oriented
towards the need to regulate and govern illegal phenomena. This orientation was
determined by the need to direct consumers towards state-controlled games.

4.5 Is there an operator blacklist and if so, who manages it?

There is currently no blacklist of operators who conduct illegal gaming in Italy. However,
AAMS controls and monitors the situation on the Italian territory as well as on the Internet in
order to make sure that only authorized operators can offer the games in its portfolio on the
market. Control is also performed with the contribution of the Guardia di Finanza (Treasury

Police) and other Italian police agencies.

If illegal situations are detected, the AAMS:

a) acts to terminate the offer;

b) applies the available administrative sanctions (cf. paragraph 5.1);

c) notifies the competent authorities in the case of criminal activity.
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In the area of online games, AAMS manages a blacklist of sites that offer gaming illegally and
takes action to block them (cf. paragraph 5.2).

In addition to protecting consumers, blocking illegal sites protects the authorized licensees
against unfair competition from those who want to offer the same product, while avoiding to

follow the rules.

However, it should be noted that blocking is not irreversible. Those who conform to the rules
are immediately removed from the blacklist, and their sites are fully unblocked and added to
the list of operators authorized to offer remote gaming (which is available on the site

WWW.aams.it).

4.6 Can licensees sponsor sports events?

Licensees can advertise and thus also sponsor events, in conformity with the limits imposed by
the Italian communications authority (AGCOM) and the antitrust authority.

Within these general limits which affect both state businesses and licensees, there are no
additional restrictions on sponsoring sports events — whether as regards those operating in the
sports domain (teams etc.) or the sponsorship of specific events.

In this sense — unlike in the French gaming proposal —no payments are required to be made to
the organizers of sports events in exchange for the possibility of accepting bets on those events.

In Italy, AAMS can also sponsor sports events directly. In broad terms, AAMS's sponsorship of
sports and non-sports events - as well as its advertising/promotion in general — is intended to
raise awareness about:

a) the brands of the games in its portfolio;
b) AAMS's role as the government agency responsible for legal, safe and responsible gaming.

In conformity with article 12 of Law 241/1990 (which requires that government agencies
publish their selection criteria before granting any subsidies and economic advantages to the
public and private organisations), AAMS annually defines the criteria it will follow in
evaluating the sponsorship requests that it receives.

In general terms, these criteria can be summarized as follows:

a) in the choice of subjects to sponsor, those playing an active role in gaming are evaluated
through the prism of their credibility and authoritativeness as well as any social objectives;
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b) in the choice of the single events to sponsor, the contribution of the initiatives to the
achievement of social objectives with public benefits is evaluated, as well as:

* the possibility of AAMS to promote its own role through the diffusion of messages that
represent its institutional mission;

* the impact of the sponsorship on public opinion (uniqueness of the event, approval of
the government institutions, continuity of the initiative)

* the initiative's potential to allow participants to immediately and simply make use of
information about AAMS.

There are no specific limitations on sponsorships — and on the advertising and promotion of
games in general — by licensees, except as regards:

a) the advertising and/or promotional content used which must not conflict with
regulations on the subject of protecting minors as well as the promotion of legal,
responsible, conscious and moderate gaming;

b) the use of AAMS's trademarks, in particular “Gioco Sicuro” (by way of an inexhaustive
example, the logos are to be placed on the websites of licensees, providers and
operators — namely on the home page or on the introduction/launch page — and must

also contain a link to the AAMS website and its “Gioco Sicuro” section).

4.7 What advertising standards must be followed?

Regarding the standards that businesses operating in the gaming market are required to follow

in the advertising/promotion of games, we refer you to the preceding paragraph 4.6.

It should also be noted that for some games — namely those provided by monopolies — the
license or contract that regulates relations between AAMS and the licensee business precisely

defines the total value of the annual budget for the advertising and promotion of the game.
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5. The penalty system

5.1 How are unlicensed operators prosecuted?

The penalty framework in the case of operating illegally or not in conformity with the Italian
regulations is regulated by Law 401/1989 as well as the recent Community Law which partly
supplements the content of Law 401/1989 relative to games provided over remote channels.

Current law provides for monetary fines as well as for imprisonment from 3 months to
a maximum of 3 years, depending on the offense. In particular, current regulations criminally

punish:

a) illegal operation of the game of Lotto, stakes and pool betting reserved to the state or
licensees;

b) illegal stakes or pool betting on sports activities managed by CONI (the Italian Olympic
Committee) and UNIRE (the Italian Horse Breeding Union);

c) illegal operation of public betting on other human or animal competitions or games of skill;

d) the sale of tickets for the lotteries or other similar chance events of foreign states in Italy,
without authorization from AAMS;

e) participation in the operations referred to in letter d) through the collection of bet bookings
and crediting the relative winnings, and promoting and advertising them by any means;

f) any kind of publicity given to the illegal operation of stakes, games and pool betting;
g) the mere participation in illegally-operated betting, games and pool betting;

h) the illegal offer of remote gaming or an offer — even with a regular license — that does not
conform to the technical rules defined by the regulator.

5.2 How does AAMS ensure that only licensees have access to the
Italian market?

AAMS constantly monitors the offer of gaming over the Internet and makes specific requests to
Internet Service Providers (ISPs) to block the sites of operators that are not authorized to offer
remote gaming in Italy, in conformity with the Decree by the Director General of AAMS
of January 2, 2007, regarding the removal of unauthorized offers over the Internet of games,
lotteries, stakes or pool betting with cash winnings.
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The blocking prevents unauthorized operators from offering games through ISPs which — on
AAMS's request — interrupt:

a) connection to the Internet or other remote computer or telecommunications networks by
unauthorized operators;

b) the hosting of unauthorized operators;
c) the services of content providers to unauthorized operators.

Without affecting the powers of the authorities and the judicial police — where a crime has
been committed — AAMS reports the sites to be inhibited to ISPs or operators of other remote
computer or telecommunications networks. Alternatively, these might also be reported to
operators which offer remote or telecommunications services for an offer of games, stakes or
pool betting with cash winnings without a license or another authorization in violation of the
law, regulations, limits or prescriptions defined by the AAMS itself.

The recipients of these notifications are obliged to prevent the use of the networks they
operate — or for which they provide services — for the operation of games, stakes or pool

betting by adopting the technical methods established by AAMS for that purpose.

Using the powers assigned to them by Legislative Decree No. 68 of March 19, 2001, the Postal

and Telecommunications Police and the Treasury Police cooperate with AAMS according to
the criteria and methods established by AAMS.

With a monthly — and occasionally also fortnightly — frequency, AAMS's website publishes
alist of blocked URLs, i.e. the sites that technology suppliers have blocked upon AAMS's

specific request.

The technical monitoring will be explained in detail below. This control takes place by means
of an exchange of information between the licensee's systems (gaming system and customer
management system) and those managed by the technical partner Sogei (sole property of the
Ministry of Economics).

The exchange of information takes place in real time by means of a technical communications
protocol which is issued by AAMS as an attachment to the provisions that regulate the rules of
the games. The currently used communications protocols comprise:

Fixed-odds bets (oddset);

* Horse racing and pari-mutuel bets;

Games of skill (including poker and casino games);

Online bingo.
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The technical communications protocols define the construction of the messages through which
the exchange of information between the systems of the licensee and those of the AAMS take
place. At the same time, they define the information content, the transmission rules of the
messages and the performance level guaranteed by the AAMS systems.

It should be noted that only those games are recognized as valid for which a message with
a record of receipt has been received from AAMS's information system and for which there is a
clear identification code. Other games with money prizes cannot be recognized and cannot be
carried out by the licensee, otherwise the latter will risk losing the license.

Communication takes place via a "point—to—point" dedicated line that guarantees a high level of
reliability and security. Its costs depend on the distance from the connecting points.

With regard to the communications architecture between the information systems, two
different models are used, depending on the situation:

a) the games system (with its different hardware and software components) is hosted and

managed directly by AAMS via Sogei;

b) the games system is hosted and managed by the licensee.

Model a)

The first model is used for the management of all types of fixed-odds and pari-mutuel bets for
sporting and non-sporting events as well as in bingo games. The functional scheme of this game
management model can be seen in the following graphic, whereby the defined information
flows and the exchange of information are highlighted.

Provider of the Provider of the
Internet Internet
connection connection

. g
)’ Game system

Communications
protocol
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In this case, the licensee's (or concessionaire’s) system — which functions as an interface —
transmits a game request (with the help of a specific communication protocol) to the central
system of AAMS/Sogei that issues the virtual betting slip.

After the event has taken place in the case of bets or after the winning combination was
established by means of a random draw in the case of bingo, this system communicates the
results of the game to the licensee's system which then reports it to the player.

Model b)

The second model is used for all other remote participation games (poker, games of skill etc.).
In this case, it is the licensee (concessionaire) that manages the gaming system. Nevertheless,
the licensee must transmit pre-programmed messages about the gaming transactions to the
control system of AAMS/Sogei in order to enable AAMS to carry out all the controls
necessary for a correct functioning of the system.

The entire model is shown in the following graphic.
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With poker, the information content for instance concerns the following:
* the buy-in;

* the jackpot and its distribution to the winners;

* the progress of the individual games;

¢ the result of the tournament.
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In both models, the AAMS/Sogei system is responsible for setting the tax owed on the betting
sums. This tax sum is reported ad-hoc to the individual licensee for the levy of taxes.

5.3 Do banks have a role in blocking gaming accounts?

The current gaming legislation does not foresee a role for the banks — whether when it comes
to blocking gaming accounts or the possible blocking of gaming account deposits, recharges or

withdrawals through bank payment tools.

5.4 How does AAMS control the activities of licensees whose servers
are located outside of Italy?

Current regulations do not allow for operating a game server outside of Italy. However, the
Community Law will allow new licensees to locate their servers in any country of the
European Economic Area.

At the moment, it is unclear what methods — and/or software — AAMS will use to control the
operation of servers located abroad. Nevertheless, one can assume that the control methods
will be similar to those used today for monitoring the correct operation and performance of
servers located in Italy.

It can be assumed that AAMS will require that the various functions of the
licensees' gaming servers — both hardware and software components — be tested
and that they constantly communicate gaming data to AAMS. The gaming servers
(whose operation will be certified) will likely be required to transmit all the
required information about the gaming transactions made to the AAMS central

system in real time.
It should be noted that as of 2010, it will also be possible to make certification via third parties.

If irregularities are encountered or if communication from the licensee's game server fails,
AAMS takes all necessary actions — depending on the anomaly detected — to restore
functionality. Where provided for, AAMS could impose administrative or criminal penalties

defined in the agreement for failure to respect service levels.

In addition to software controls, AAMS also conducts audits at the offices where the servers are
installed. The controls are performed during each calendar year, being scheduled on the basis
of the outcomes of controls performed in previous years as well as the human and financial

resources available.
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5.5 Whatis Italy’s experience with the illegal market? How big 1s it and
how was it affected by the regulation?

The currently available information about the illegal market in Italy is extremely heterogeneous
and fragmented. The available data is for the most part unreliable and consists of indirect
estimates of the phenomenon based on the control and repression of illegal gaming, primarily
by the Treasury Police.

Some years ago, AAMS estimated that illegal gaming — in all its forms — equaled legal gaming,
amounting to approximately €15 to 20 billion.

The fact remains that between 2003 and 2009, total income from games has more than
doubled, boosting from €15 billion in 2003 to over €52 billion at the end of 2009. Also the
Treasury's revenue has benefited from this growth, expanding from €3.5 billion in 2003 to
over €8.5 billion at the end of 2009 which represents an increase of more than 240%.

This growth has certainly resulted from the progressive erosion of the market
share of illegal gaming whose size thus largely exceeded any previous estimate.
The progress began in 2003 with a new strategy to public gaming which saw all
organisational, management and entrepreneurial skills of the sector
concentrated in AAMS’ hands. The aim was to provide transparent, effective and
simple regulation of the gaming sector in order to defeat illegal gaming.

Historically, the fight against illegal gaming was characterized by control and repression. With
the launch of the new strategy, it was recognized that illegal gaming takes root in those spaces
that are not controlled by the public operator. The approach was based on the assumption that
in the absence of a broad legal offer, players will play illegally. On the other hand, when there

is an adequate offer of legal games, illegal gaming is no longer endemic.

As AAMS explained in a recent press release, the increase in income over the last three years is
primarily due to three causes:

1) the emergence and regulation — through the new legal and controlled entertainment
devices — of a large share of gaming that in the past was channeled through illegal circuits;
AAMS estimates its contribution at €15 billion;

2) the recovery of sports and horse race betting which was previously channeled via foreign
operators, with a turnover of about €1 billion;

3) the reduction of illegal lotteries in favour of instant drawing lotteries (the so-called “Scratch
and Win”) and bingo which are believed to have recovered an income worth €2 billion.
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This approach is also confirmed by recent laws that recognize new, particularly attractive forms
of gaming such as bets with direct interaction between players. Forecasts made for the
expansion of the sports and horse race game sales network are also pointing in this direction.

A great deal has been accomplished over the past years, especially in the sphere of illegal
gaming. The main challenge today is to keep up with the times, i.e. to provide a
gaming offer that is increasingly attractive and able to satisfy the needs of
consumers.

Recent experience demonstrates that gaming is a sector in continuous evolution. Its demand is
“an important driving force in the country’s economy that needs to be analyzed and treated
with particular attention so as to avoid it being directed towards illegal forms of gaming”. [...]
“The proposed legislative changes are intended to support the evolution of the Italian gaming
system to make it coherent with the characteristics of the consumers that revolve around it”.

This is the essence of Italy’s new strategy to gaming.
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6. The taxation model

6.1 How does AAMS calculate the size of the gaming market?

In Italy, the size of the gaming market — both physical and online — is measured by the value of
the gaming turnover, i.e. the sums spent by players to participate in games, including the
winnings that are used to purchase new games.

The decision to use this measure for quantifying the market derives from the taxation system
which as of today uses the value of the turnover as the basis for calculating the tax — except for
the games introduced by Law No. 77 of June 24, 2009 (cash poker and casino games).

6.2 How has taxation developed over the years?

The taxation of remote games is of recent origin and is distinct from the taxation of the physical
channel.

The general regulatory scheme requires that the taxation does not change because of the
distribution channel of the game. This principle is still valid today. As a result, the only
peculiarities for remote gaming concern the sectors for which there is no physical network
(skill games, card games and fixed-odds games of chance).

In the context of online gaming, two common taxation models coexist: one based on the
turnover and another one based on the Gross Gaming Revenue (effective from the
authorization of the offer of cash poker and casino games).

Fixed-odds sports betting is a remote gaming sector for which the taxation has been in place for
the longest time, with the calculation parameter used right from the outset being total gaming

turnover.

Having adopted the turnover as the parameter has allowed to delineate over time a tax system
which linked the rate of taxation to the overall level of turnover. In this way, the state used the
decreased tax rate as a tool for promoting legal gaming in a sector that was historically
characterized by illegal gaming. However, this had to be done in a manner which prevented
that reduced tax rate would have any negative impact on the total value of the Treasury's
revenue from the sector.

The adopted system linked the application of lower rates to reaching growing levels of the
turnover (measured quarterly by AAMS) on the basis of a ratio that ensured the growth trend
of the Treasury's revenue according to a scheme explained in the table below.
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DL 20372005, article 11-quindecies

DL 22372006, article 38

(in effect from 1/1/2007)

Turnover <7 ) - ) Turnover <7 ) > 7 .
threshold events events threshold events events
Si 1,850 €/mil
Loree 0 0 : 0 0
1 /1/2006 3% 9.5% in the last 12 3% 8%
months
1,850 €/mil in 2,150 €/mil
2006, from 3% 8% in the last 12 3% 6.8%
1/1/2007 months)
O % rmnilin 2,500 €/mil
2007, from 3% 6% in the last 12 3% 6%
1/1/2008 months)
3,000 €/mil
in the last 12 2.5% 5.5%
months)
3,500 €/mil
in the last 12 2% 5%
months)

The table shows how the legislature acted in two different ways to achieve the same end. On
the one hand, it lowered tax rates to make the sector more competitive and
profitable, while simultaneously extending the physical distribution network by awarding the
“Bersani” licenses. On the other hand, the legislature defined a model that applied
decreasing rates as the turnover grew.

The principal 1egislative references that outline the evolution of the taxation system are
explained below.
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Legislative Decree No. 504 quecember 23, 1998

* sets a single tax on pool betting and stakes, abolishing the other forms of taxation on the
subject (article 1);

* sets the rate for stakes — other than Tris — equal to 20.20% of the withholding share
established for each bet (article 4, paragraph 1, letter b), number 2);

Law No. 200/2003, article 8, paragraph 19

¢ authorizes the Ministry of the Economy to change the tax rates for pari-mutuel and fixed-
odds horse race and sports bets;

Ministerial Decree of June 11, 2004, article 1

o changes the tax rate for fixed-odds sports bets to 15.70% of the withholding share
established for each bet

Law No. 300 (ZfDecember 30, 2004, article 1

o changes the tax rate for fixed-odds sports bets to 33% of the withholding share established
for each bet;

Legislative Decree No. 203 queptember 30, 2005, article 11-quindecies

* determines the new taxation scheme, setting the rate — as of January 1, 2006 — at 3% of the
turnover for compound bets for up to 7 events and at 9.5% of the turnover for compound
bets with more than 7 events, providing for decreases based on the turnover volumes
reached;

DL 223/2006, article 38 (in effect from 1/1/2007)

* changes the applicable rate based on the model defined in the preceding law, following the
scheme explained in the table above.

6.3 How did tax revenues develop over the past 5 years and what is the
forecast for the near future?

In 2008, the state received €7.7 billion from taxation on all games (except for the
four physical casinos). Compared to the previous year, this represented a growth
of €0.6 billion (+7.7%). Total Treasury revenues from the gaming market for 2009 will

exceed €8.8 billion.
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These results are very important, especially when they are compared with the results achieved
in 2003 (€3.5 billion in Treasury revenue) — the year in which the most important
interventions were launched to modernize the public portfolio.

With regard to the Treasury revenues from betting, there has been a progressive reduction of
the absolute values of total revenue over time.

This decrease is attributable to the progressive reduction by the state of the percentage Weight
of taxes on the total turnover in order to make the product more competitive and to bring
rates in closer alignment with international standards.

The table that follows shows the turnover recorded and the connected value of Treasury
revenues for the various online gaming sectors, starting from 2003.

Overview of tax revenue development ( given in billion euros):

2003 2004 2005 2006 2007 2008 2009 E

TURNOVER 10,543 15,661 12,395 14,313 17,797 19,271 19,850
Lotteries (*)

TAXES 3,030 6,422 4,216 4214 4,579 4,786 5,410

TURNOVER 4,583 4,650 4,622 5,494 5,568 6,357 6,050
Stakes (**)

TAXES 442 363 427 431 364 359 267
TURNOVER 1,615 4,290 4,694 4,583 5,205 4,830

Physical
TAXES 184 380 346 286 290 215
TURNOVER 132 332 800 985 1,152 1,220

online
TAXES 15 47 85 78 69 52
TURNOVER 242 2,350

Games of skill
TAXES 7 70
TURNOVER 15,492 24,786 28,487 35,243 42,192 47,555 52,170

TOTAL

TAXES 3,504 7,298 6,157 6,718 7,195 7,746 8,761

*All lotteries and bingo ** Sport- and horse racing
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Source: AAMS

In the table below, only the turnover and taxes for sport and horse racing are listed — according
to the distribution channel. The physical channel is almost four times larger than the online
channel.

All amounts in

oy 2003 2004 2005 2006 2007 2008 2009
billion euros

TURNOVER 4,583 4,650 4,622 5,494 5,568 6,357 6,151
Stakes (**)

TAXES 442 363 427 431 364 359 315
TURNOVER 1,615 4,290 4,694 | 4,583 5,205 4,847
Of these,
physical
TAXES 184 380 346 286 290 260
TURNOVER 132 332 800 985 1,152 1,304
Of these,
online
TAXES 15 47 85 78 69 55

Source: AAMS

Forecasts of the market development in the coming years predict significant growth rates in the
gaming market in general and betting market in particular, also driven by the expansion of the
collection through remote channels and the launch — at the beginning of the second quarter
of 2010 — of new games (cash poker, casino games etc.).

This quantitative development of the turnover will necessarily lead also to a growth in the
Treasury revenues which — provided that the current tax level remains unchanged — will
correspond to about 15 to 16% of the total value of the gaming turnover.

The following charts outline a hypothesis for the development of the gaming market as a whole
as well as a forecast for the development of the online betting market.
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6.4 What is the tax calculation base and what rate is applied?

The model for taxation of the games reflects the stratifications that have characterized the
evolution of the regulation of the sector. In the area of remote gaming, two fundamental
models overlap:

a) The turnover (gross turnover) as the calculation basis, selected due to the need for an
automatic calculation of the Treasury revenue that could not be manipulated by the
decisions of the licensee. This model is ideal for application to bets since it neutralizes the
effect of the erratic trend of payouts on the Treasury revenue as well as any decisions by the
licensee relative to determining odds. This system is also applied to tournament poker so as
to guarantee greater security in methods for calculating and paying taxes;

b) The Gross Gaming Revenue (GGR) as the calculation basis, selected for those types of
games in which the payout is particularly high since it is simpler to calculate the tax directly
on the margin that the licensee achieves. Casino games and cash poker — together with
peer-to-peer betting — are the types of games that adapt best to this scheme.

The rationale for the adoption of this dual system has been on the one hand the need to control
the taxation when it can be strongly influenced by the licensee through the lever of payout
determination, and on the other hand the greater simplicity of taxation on the margin (GGR)
for other types of games.

It should be noted that the risks of tax evasion have always resulted in great attention being
paid to systems that automatically determine the tax by computer, without the need for
declarations by the licensee. The flow of information between the licensees' systems and
AAMS's systems for remote gaming ensures that the volumes — whether the turnover or the
margin — are safely and reliably determined.

The current rates for the principal remote games are:

1) Sports stakes: 2% of the turnover for bets on up to 7 events, 5% of the turnover for bets on
more than 7 events;

2) Peer-to-peer: 20% of the GGR'';

3) Live betting: the same as for sports stakes, i.e. 2% of the turnover for bets on up to 7 events,
5% of the turnover for bets on more than 7 events;

4) Tournament poker: 3% of the turnover;

5) Cash poker: 20% of the GGR;

11 . . . . .
Gross Gamlng Revenue, 1.e. turnover minus Wlnnlngs
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6) Casino games: 20% of the GGR;
7) Bingo: 11% of the turnover.

The pari-mutuel games (national pari-mutuel numeric games and horse race bets) and the
instantaneous lotteries are taxed on turnover, with the rate depending on the allotted payout.

As mentioned in chapter 6.2, the current tax rates are the result of a gradual reduction of the
originally introduced tax. In 2006, sports stakes were still taxed at 9,5% (for more than
7 events). This tax rate however proved to be too high and internationally uncompetitive,
hence the companies abstained from applying for Italian licenses. The Italian Government
consequently took decision to reduce the tax burden. The current tax rate for sports stakes
stands at 5 % of the turnover (for more than 7 events) and at 20% of the Gross Gaming
Revenue (GGR) for peer-to-peer betting. Despite the low tax rate, the enormous turnover in
the sports betting market has led to large tax revenues for the state.

As a result of this alignment, betting operators now consider the Italian licensing model to be
very attractive and are therefore prepared to apply for a license in Italy and submit themselves
to the local taxation regime. Turnover has generally increased in the sports betting market due
to the additional licensees.

6.5 How are taxes calculated and who collects them?

Taxes are calculated directly by the AAMS system which tracks each single remote bet and the
relative winnings realized as well as the margins (GGR) kept by the licensee.

Periodically (generally every 15 to 30 days), AAMS sends the licensee a management report
with the calculation of the tax revenue generated by the gaming transactions made.
The licensee pays the amounts calculated by the operating methods required by the tax laws.
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7. The gaming market regulator: AAMS

7.1 What is AAMS?

AAMS is a body of the Ministry of the Economy and Finance. Since 2002 — with the enactment
of the Presidential Decree No. 33 of January 24, 2002 — AAMS is the sole management center
of state functions in the area of organizing and managing games, stakes and pool betting.
In addition, it historically administers functions related to the management of processed
tobacco and connected excise taxes.

7.2 When and why was AAMS created, and what have been its
functions since 2001?

At the beginning of 2000, the gaming market was faced with a strong decline in the Treasury
revenue, with a significant decrease particularly in the turnover of pool betting. The decrease
in revenues was linked to both the obsolescence of the gaming formulas offered
and the disjointed management of gaming activities that was spread over several
bodies and agencies.

The need to preserve the tax revenue generated by the sector (also for the purpose of
supporting social needs) and at the same time the need to effectively manage the phenomenon
of illegal gaming forced a new reorganisation of the sector and a new allocation of
responsibilities for games, stakes and pool betting. The objective identified for the solution of
the problem at the political level was the creation of a single competence center for gaming.
This model ensured on the one hand constant control of the gaming turnover and the
connected Treasury revenues, and on the other hand coordination of activities connected to the
distribution/ offer of the games.

The reorganisation was achieved through the enactment of Law No. 383 of October 18, 2001,
which reads that ‘:for the purpose qf optimizing the Treasury revenues from the sector, the state functions
for organizing and managing games, stakes and prize contents, and the relative resources are reorganized
with one or more decrees (thhe President (thhe Republic, to be issued in cozgformity with article 17,
paragraph 2, quaW No. 400 ngugust 23, 1988. Thefo]]owing guiding criteria will serve as its basis:
a) the elimination of duplicate and overlapping responsibilities with the attribution of the above-mentioned
functions to a single structure; b) the identification of the above-mentioned structure in a body that already
exists or that is to be established in conformity with articles 8 and 9 of Legislative Decree No. 300 of
July 30, 1999. Games, stakes and prize contests are controlled, while taking into account the need to
rationalize the existing computer systems, with one or more decrees by the Ministry qfthe Economy and

Finance to be issued in conformity with article 17, paragraph 3, quaW No. 400 quugust 23, 1988.”
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In the course of the process to rationalize the gaming sector, the subsequent Presidential
Decree No. 33 of January 24, 2002, gives AAMS the responsibility for the management of state
functions on the subject of the organisation and management of games, stakes and pool betting.

AAMS was established in the 1920s as a public agency with the mission to manage the
economic assets of the state monopolies. Over time, the body managed the production and sale
of processed tobacco, the production and distribution of salt for civil and industrial use, and the
production, importation and distribution of quinine. As the state monopoly on these goods has
been progressively abolished, the company gradually lost the industrial character it once had. In
the second half of the 1990s, AAMS was assigned responsibility for the management of a new
sector in state monopoly’s economic assets — games with cash winnings.

However, as often happens with Italian law, the attribution of responsibilities for games has
been confused and illogical for a long time. AAMS was originally responsible for the Lotto
game, the lotteries and bingo, while other games fell under the responsibility of UNIRE (horse
race stakes), CONI (sports stakes and pool betting based on sports) and the Ministry of
Finance, and later also the Internal Revenue Agency (pool betting based on horse races and
SuperEnalotto). It was only Legislative Decree No. 138 of July 8, 2002 (ratified with
modifications by Law No. 178 of August 8, 2002), that gave AAMS responsibility for all
functions concerning the organisation and operation of games, stakes and pool betting,
particularly for the purpose of rationalizing the existing information systems and relative

networks.

The rationalization of state functions concerning the organisation and management of games
and the attribution to the public sphere of the power to discipline the organisational and
management aspects of the sector thus has been completed.

7.3 What is AAMS's organisational structure?

AAMS is currently divided into four first-level organisational units coordinated by a Director
General. The first-level offices include the following:

a) the strategy administration;

b) the games administration;

c) the excise administration;

d) the administration for organizing and managing resources.

The organisational units with responsibility for managing games are only those of points a) and
b), while the others are respectively responsible for the management of processed tobacco and
logistical operations.

MAG | The gaming market regulator: AAMS



AAMS moreover includes the following bodies:

a)

b)

The General Committee for Games which assists the Ministry of the Economy in
formulating strategic policies for the games, stakes and pool betting sector. Its members are
appointed by a decree of Minister which also establishes the compensation for members of
the committees other than those that have been attributed to it as part of their office. The
Committee is chaired by the Minister or one of his/her representatives and consists of the
AAMS Director General and five persons with sound professional experience, also
stemming from their office.

The Commission for Game Transparency which replaces all other bodies or commissions
that exercised oversight of the regularity of Lotto, the lotteries, stakes and pool betting.
Itis particularly responsible for correctness of the drawings, assessment of the results,
determination of the prize money as well as the definition and assignment of winnings. The
Commission — which also has administrative competence to resolve disputes involving
games — is appointed by a Directorial Decree. It is composed of a number of members that
represent less than ten percent of the members of the bodies or commissions which it
replaces. The organisation and operating methods of the Commission are determined by
the Directorial Decree — along with the compensation of its members — without additional
expense charged to the state budget. The Commission submits an annual report about its
activities to the Minister who then forwards it to the Parliament.

The National Technical Council for Games which proposes and consults in the matter of

Lotto, the lotteries, games, stakes and pool betting, as well as in the matter of licenses. The
Council — which is chaired by the Director General of AAMS — consists of the directors of
offices with management functions at the general level of AAMS itself, a general officer of
the Treasury Police, the General Secretary of the Ministry for Cultural Assets and
Activities, as well as the head of the Department of the Quality of Agro-Alimentary
Products and Services of the Ministry for Agricultural and Forestry Policies.
Representatives of the licensees and their associations are invited to participate in meetings
of the Council for subjects of interest to them. Participation in the Council is voluntary.

7.4 What are AAMS's roles and responsibilities?

AAMS directly administers the regulation and control of the entire gaming sector. Its role

primarily consists of:

a)

b)

fighting illegal gaming, not only with the support of repressive action but primarily with an
active policy for the constant improvement of the public gaming offer;

protecting the public trust and the legitimate interests of consumers;
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c) the regulation of the gaming market (integrated management of the gaming portfolio,
definition of product characteristics, definition of the strategy for the product offering,
administration of communication, as well as administration and control of the final sales
network);

d) constant control of the regularity of the operators’ behaviour;

e) providing opportunities for safe play and entertainment that are socially guaranteed and
compatible with the broadest interests of the individual and society as a whole.

From this point of view, AAMS has been assigned the tasks of outlining gaming strategies by
performing statistical-economic analyses of revenues from games as well as of preparing — in
cooperation with other bodies — regulatory proposals for the rationalization of the portfolio,
the distribution network and the protection of players.

AAMS in particular:

a) defines the sales and promotional strategies for games, stakes, pool betting, Lotto, the
traditional national lotteries and instant drawing games;

b) analyzes the gaming sectors and identifies measures for opposing illegal activities as well as
for rational development of these sectors;

c) develops measures for the rationalization of information technology and the development
of both the sales channels and the physical network of game sales points, ensuring in each
case the coordination of information technologies in the context of the AAMS;

d) prepares proposed regulations and administrative orders with the general content referred
to in letter b);

e) performs statistical-economic analyses of revenues from games, stakes, pool betting, Lotto
and the traditional and instant-drawing lotteries as well as excise duties on tobacco;

f)  provides direction for the management of disputes on the subjects referred to in letter b);
g) manages institutional relations on a national and international level.
Further functions include:

a) organizing and operating games, stakes, pool betting and Lotto, while mainly securing the
procedures of establishing collection points for the game of automated Lotto and the
conduct of the national traditional and instant-drawing lotteries. AAMS must pay
particular attention to expenses and the allocation of the revenue for each game according
to current law, including their promotion, distribution and sale of the relative tickets. It
also proposes to its Director General the autonomous assighment — whether in whole or in
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part — of the relative management activities to one or more operators as well as supervision
of the relative obligations with tender procedures conforming to internal and Community
regulations;

b) implementing the advertising initiatives for the subjects outlined in letter a);

c) providing administrative management of licenses for the subjects referred to in letter a) as
well as the organisation and implementation of the activities — on the same subjects —
which are not entrusted to licensees;

d) controlling the revenues deriving from the individual games, with particular reference to
Treasury revenues;

e) following lawsuits on the subjects within its competence.

7.5 How is AAMS financed?

AAMS is financed by different parts of the state budget. These include total state revenues as
well as specific revenues allocated to AAMS as payment for the services provided through the
management of the games.

The regulations governing the composition of the state budget specifically indicate that taxes
generated by games — just as those received from other sectors — converge with all the other
revenues of the state budget and are allocated to various expense items in the budget (health,
education, transport etc.) on the basis of the needs that emerge in different years through the

enactment of the Budget Law.

Part of the state's revenues is used for the operation of public administration, including AAMS.
The state essentially provides AAMS with the financial resources necessary for the performance

of its functions (paying employee salaries, purchasing infrastructure etc.).

However, it should be noted that AAMS also receives license fees from licensees for almost all
the games in its portfolio. This fee is received as reimbursement for the expenses incurred in

management of the games as well as for the coordination and control of the gaming market.

The license fee is currently defined as a percentage of the gaming turnover. This percentage
differs depending on the role AAMS plays in the management of the various games. The
broader the role, the higher the fee is.

The following table shows the percentage received by AAMS as a fee for each online public

game .
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GAMES % of the turnover

SuperEnalotto and connected games 0.15
Lotteries 2
Fixed-odds sports stakes -
Totocalcio 2.20
BIG stakes 2.26
Horse race stakes -
Italian and international horse racing 2.10
Poker and other card games -
Bingo 1
Other games of skill -

7.6 Does AAMS cooperate with other European regulators?

AAMS is already actively cooperating — especially as regards the remote sectors — with all the
countries where the evolution of regulation and new trends in Community regulation are being
discussed.

AAMS is in direct contact with many European countries and agencies that are preparing or
completing their own schemes for regulating the remote gaming market (France, Denmark,
Spain etc.) which are interested in studying the factors that have determined Italian regulation
which is increasingly considered a success story in Europe.

Cooperation is always possible through direct contact with the AAMS structures responsible
for the remote gaming sector via an in-depth exchange of experiences about the regulation
impact.
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8. Possible elements to be replicated

I[talian model of regulated market opening has characteristics that can be successfully replicated
even in market contexts different from those in Italy. These can be summarized as follows:

1) Comprehensive and diverse gaming portfolio: The greatest limit in opening the
gaming market is the attempt to regulate only a few games. It must be clear from the
beginning that the market opening must include the entire portfolio of remote games. With
this in mind, the timing can then be discussed and outlined for the introduction of the
various games, should the market require a progressive type of opening.

2) Typicality of the games: The regulation should define the content of the games rather
than passively accepting market practices. Precise regulation will ensure that the state plays
a role in protecting consumers and the market. Related element is the need for a structured
regulatory path. Italy's experience demonstrates the effectiveness of a scheme in which
gaming is provided for by a primary law that delegates the definition of the operational
methods for the development and offer of the games to administrative regulations and
decrees. Law is thus not necessary for refining the offer modes and game formulas.

3) Uniqueness of the licensing model: Beyond the choice between a licensing and
authorizing model, it is important to define a single license/authorization for the entire
gaming portfolio so as to provide operators with certainty and a stable horizon.

4) Establishing a single organizing point for the regulation: The presence of several
agents in the regulation can slow down the processes of refining the rules. In the Italian case,
the revision of the entire regulation model was driven by the attribution of all
responsibilities for games to AAMS. In addition, the presence of a single point allows
concentrating the role of regulation, legislative innovation, as well as the promotion of
public and legal gaming in the same organisation. Similarly, an institutional agent with these
characteristics can play a central role in stimulating and promoting initiatives on the subject
of responsible play and compulsive gaming, as is the case of AAMS. The Italian experience
also demonstrates that placing this single organisation inside the Ministry of the Economy
facilitates the relationship with the market operators rather than as if it was placed elsewhere
(Ministry of the Interior etc.).

5) Introduction of a mixed taxation model: Italy's experience shows that it is possible to
adapt taxation to the type of game and the needs for control. It is thereby also possible to
make tax revenues more stable and to plan a controlled reduction of taxation in order to
increase the size of the market.

6) Adoption of an integrated regulatory model: The Italian solution of legislative
regulation, followed by subsequent refinement, was due to the initial difficulty of legislating
the subject in a comprehensive manner. In cases where this difficulty does not exist,
a comprehensive law right from the outset is recommended.
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9. The evolution of online gaming regulation

Below we will reconstruct the chronology of the evolution of online gaming regulation in Italy,
while highlighting the principal milestones that led to the current structure of the online
gaming system.

The first stage of the development of online gaming (1998-2002)

The Italian regulators became interested in online gaming much earlier than other countries.

The first mention of gaming with remote participation in the Italian law was Decree of the
President of the Republic No. 169 of April 8, 1998 — still in effect today — which laid down
rules for reforming the regulation of horse race betting. The decree provides that “the type of
bets that can be made, also by telephone or remote computer” is established by decrees from the
Minister of Finance, in cooperation with the Ministry of Agricultural Policies.

Shortly afterwards, the Minister of Finance published Decree No. 174, of June 2, 1998, which
specified rules for the organisation and operation of pari-mutuel and fixed-odds betting on
sports competitions. It dedicated a specific paragraph to gaming with remote participation,
regulating the “new methods for accepting bets, even by telephone or remote computer, with a decree by
the Minister of Finance”.

In accordance with the above provisions, the conventions relative to horse racing and sports
betting licenses — which were assigned in 1999 and activated in 2000 — give the licensee on the
basis of the license the right to receive bets even by telephone and remote computer. It is
important to note that the licenses awarded in 2000 assigned each agency a well-defined
territory (in practice it was a certain exclusive territory). Hence the simultaneous assignment
of the right to collect bets by telephone/computer was intrinsically contradictory and
a potential source of many legal conflicts, as in fact happened.

In April 2000, a telephone service for betting on the lottery products was launched,
accompanied by a special regulation. However, the service was unsuccessful and has later been

suspended.

Finally, the inter-ministerial Decree of June 15, 2000 — implementing the dispositions of the
above-mentioned Decree of the President of the Republic No. 169/1998 — introduced
regulations for the telephone and computer acceptance of horse race bets.

It should be noted that the need dealt with at the time — in line with the concept of an exclusive
territory for the license — was the means for a single betting agency to provide remote service
to its regular customers (i.e. those who came to the agency in person) by accepting their bets
over the telephone.
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Internet gaming at the time was still practically unknown, at least in Italy. However, new
options rapidly emerged thanks to technological progress in the coming years and found
conditions for development, although the latter were only partially adequate. In fact, thanks to
the existing regulatory framework — initially designed for other purposes — gaming could be
offered by means of the new information technology.

The following year, Decree of the Minister of Finnce No. 156, of February 15, 2001,
reaffirmed telephone and computer betting and extended it to gaming in general. In fact, this
decree gave the Ministry of Finance the power to “authorize licensees to take telephone and computer
stakes relating to bets, games and pool betting, using systems, service centers or telecommunications

operators b)/ means qf ordinary te]ephone lines”.

One year later, the Directorial Decree of May 31, 2002, introduced regulations concerning the
acceptance of sports betting by telephone and computer that were identical to those for horse

racing.

This decree — and its horse racing “twin” — introduced the tool of a named gaming account
whose opening was subject to a contractual agreement between the player and the licensee.
They also established that winnings and bet reimbursements would be accounted for in the
same gaming account.

However, these provisions left several “critical” aspects unregulated which proved to be very
important in subsequent years with the development of a more "mature" form of remote
gaming as it exists today.

In particular, the remote gaming decrees of the time did not regulate the following modalities:
signing of the contract, opening of the account and — more importantly — the method for
recharging the account and withdrawing the accounted winnings. Without reservation, the
provisions took for granted that these gaming procedures would be used in relationship
between a single agency and its customers at a local level (within the fixed territory).

The new gaming strategy (2003-2005)

The subsequent milestones in the regulation of online gaming must be framed in the context of
the comprehensive strategy adopted by Italy at the end of 2002 with the aim of effectively
opposing the offer of iilegal gaming which was at that time extremely broad and Widespread.

The state of the Italian gaming market in the two years 2001-2002 was documented in a
comprehensive study conducted by the Senate of the Italian Republic and published in 2003
under the title “Fact-Finding Investigation of the Gaming and Betting Sector”. The Study’s
conclusions were unanimously approved by the body and are still valid today, forming the
foundation for the public regulation and administration of gaming.
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The key statements from the Fact—Finding Investigation are quoted below.

On the subject of illegal gaming, the report says: “... if, on the one hand, the annual sales of legal
bets are estimated to be 40.000 billion Italian Lire (NB: equal to about €21 billion), the sales for the
entire sector can be estimated at twice that figure. We presume that it will be possible to recover a share

equal to the legal part.”

The study goes on to state: “To reveal the extent of the illegal gaming phenomenon, it is sufficient to

note the spread of electronic gaming devices which produce a flow estimated at 30,000 billion Italian
Lire.” (NB: about €15.5 billion)

In addition, it affirms: “In reference to what we saw during inspection visits to Spain and England —
countries in which the phenomenon of illegal gaming is practically non-existent — we can say that illegal
gaming is directly correlated to the ability of the Government to offer a range of products as diverse and
attractive as possible.” [ ...] “In conclusion, the Commission believes that the expansion of illegal gaming
must be opposed not only by repression but also with the rationalization and planning of legal gaming
characterized by the expansion and diversification of the gaming on offer, a general reduction in taxes and

the extension qf the distribution network to provide local coverage ever)/Where in the countr)/”.

By means of conclusion, the investigation formulates the following guidelines: “The provision of
gaming opportunities should be managed in its entirety — including those parts currently in the illegal
market — avoiding overlaps and standardizing the rules, the difference in taxation, turnover commissions
and license commissions.” [ ...] “The contribution of private operators in the capacity of licensees should be

managed in order to open the market to new providers. Protection (yr competition should also be monitored”.

On the basis of the fact-finding investigation and further analyses of the gaming market — which
revealed the need to expand the number of economic subjects in the gaming supply chain — the
Parliament and the Government identified the fundamental objectives of the AAMS's
actions as the following: to increase the level of protection of gaming consumers, to
drastically and quickly reduce the share of the market managed by illegal and
irregular operators, to create the conditions for a progressive reduction in taxes
as well as to open the market to new operators without discrimination on the
basis of nationality.

Consequently, AAMS at the end of 2003 adopted a development strategy for offering new and
diverse gaming products, with an emphasis on expanding the channels and sales networks for
such products.

In this general context, AAMS carefully monitored the experience of several gaming operators
which — on the basis of the immature regulation of 2002 — sought to develop the online sports
betting market legally by means of advertising and organization of distribution.

In 2004 and 2005, AAMS responded to requests for the clarification of aspects not regulated by
decrees in force through interpretive circulars, legitimizing — in an entirely experimental way
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— the distribution of pre—paid cards for making deposits into gaming accounts as well as
repeating the prohibition against brokering bets and the paying of winnings at the distribution
points of these pre—paid cards.

In order to overcome the state of uncertainty caused by the spontaneous, unregulated
initiatives of individual licensees — while at the same time guaranteeing the optimal
development of remote gaming — it was proposed to respond to the need for a payment
instrument for remote games through the introduction of a “means of payment” managed

directly by AAMS.

In this regard, the 2005 Budget Law provided for the adoption by AAMS “of the provisions
necessar)/for the dgfinition, diﬁrusion and management gfspecific payment meansfor participation in
remote gaming, to be organized itself or by a third party.” To this end, AAMS was also supplied with
the power to establish companies for this purpose or alternatively to identify one or more
subjects to entrust with the operation of these activities. However, the idea of a payment
means managed directly by AAMS was eventually abandoned.

The mature stage of online gaming regulation (2006-2008)

The 2006 Budget Law provided for the regulation of remote gaming for all the games which
were already part of the public portfolio.

While implementing these regulations in the course of 2006, a decree was published regulating
the manner of conducting lotteries by computer. In the first half of 2007, another decree was
issued for bingo with remote participation. In the same year, the remote offering of pool
betting and numerical pari-mutuel games (SuperEnalotto) was regulated.

Moreover, on 21 March 2006 the existing provisions dating from 2000 and 2002 — respectively
related to horse racing and sports betting — were replaced by the adoption of the
AAMS Directorial Decree. Still in effect today, the decree regulated remote gaming on the
basis of the experience gained over the preceding two years. In particular, it regulates the
methods for recharging and withdrawing (cash in and cash out) from the gaming account,
stipulates the operating methods of the so-called “points of sale” used — on the basis of a
contractual relationship with the single licensee — for the distribution of gaming contracts and
the sale of recharges. It further defines the licensee's responsibilities for controlling the
activities of its sales points.

The decree allows for flexibility in the use of gaming accounts so as to favour both the operator
and the player. Currently, a single gaming account can be used for remote participation in
different games operated by the licensee. On the basis of a specific agreement with another
licensee, a licensee can allow the consumer to use the gaming credit available in its own
account to purchase stakes from another licensee and for crediting the relative winnings.
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In the course of 2006, Italy also introduced rules to regulate the remote gaming distribution
network and games sold only online. As regards the distribution network, it should be
highlighted that in Italy, as in many other countries, the cross-border offering of gaming by
foreign operators — which are licensed by the competent authority in another country but
nevertheless not authorized by Italian law to sell their gaming services in Italy — has led to
conflictual situations.

In this regard, in January 2006 AAMS adopted — while implementing the regulation expressly
contained in the 2006 budget law — a decree to “remove the cases of offering gaming over the
computer network in the absence of authorization”. The decree required Internet Service
Providers to prevent their Italian users from accessing the sites of unauthorized operators on a

list prepared by AAMS (cf. paragraphs 4.5 and 5.2 for more detail).

The measure was opposed by the European Commission which opened an infraction procedure
for a failure to respect the obligation to provide advance information to all interested parties in
the EU Member States. Taking into account the purely procedural motivation of the protest, at
the end of 2006 Italy provided preliminary information on the regulations about to be adopted
which were the following:

¢ the new regulation in the 2007 Budget Law — in its entirety identical to the disputed one —
together with the abrogation of the disputed rule contained in the preceding year's Budget
Law;

* the connected AAMS provision — adopted on January 2, 2007 — which restored the
previous year's “blackout” order, using equal wording which however was this time
recognized as procedurally valid by the Community.

On the subject of the distribution network, article 38 of Law No. 266 of August 4, 2006, for
the first time provided for the possibility to assign licenses only for remote-participation games
and with very broad content. Given their commercial “attractiveness,” these licenses were
acquired by many Italian and foreign operators.

Concerning the introduction of new games which could only be marketed online, article 38 of
Law No. 266 of August 4, 2006, provided for the provision of remote skill games — which
were placed on the same footing with card game tournaments, and poker in particular, in the
2007 Budget Law — as well as for the provision of remote fixed-odds betting through the
interaction between single consumers (“peer-to-peer”). Remote skill games were subsequently
regulated by the Decree of the Minster of the Economy and Finance No. 186 of September 17,
2007. The 2007 Budget Law then further expanded the range of games that could be sold

online with the introduction of stakes on simulated events.
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The completion of online gaming regulation (2009)

2009 can be considered the year in which online gaming regulation was completed. On the one
hand, Law No. 77 of June 24, 2009, definitively completed the portfolio of games that could
be sold online by introducing card games not in tournament form (in particular cash poker) and
fixed-odds games of change (the typical casino games). In addition, for these games — as well as
for stakes based on virtual events and peer-to-peer betting — the same law introduced taxation
based on the licensee's margin (Gross Gaming Revenue) rather than the turnover.

On the other hand, Law No. 88 of July 7, 2009 — which transposes various EU directives and
regulations into Italian law which has hence been named “Community Law” — reflected on
several observations made by the European Union. It thus provided for a comprehensive
review of the regulations governing the assignment of licenses for the sale of online games,
collecting dispositions contained in many laws and administrative regulations in a single law.
?Community Law” also eliminates several pre-existing restrictions on the localization of
computer infrastructures — for instance the servers — while allowing them instead to be located
within the European Economic Area. The law also makes licenses more accessible to businesses
that do not have prior gaming sector experience. It likewise strengthens regulations protecting
players by requiring a centralized public registry of gaming accounts.

In view of closing its offices for the end-of-year vacation, AAMS sent the European
Commission — in the framework of the “standstill” period — a draft decree which defines the
methods of operating online gaming to be required in the new licenses that will be assigned on
the basis of the above-mentioned “Community Law”.

AAMS plans to adopt all the administrative provisions necessary for a full implementation of
the requirements of the two laws in the course of 2010.

MAG | The evolution of online gaming regulation m



APPENDIX: Speciﬁc laws and provisions for each remote gaming
sector

In conclusion, both the general as well as the specific rules and regulations that currently form
the basis of remote gaming systems in Italy are summarized. It should be noted in this context
that the majority of games contained in the Italian legislation is fully regulated in a normative
sense. As for the recently introduced games, all the corresponding regulations and dispositions
are expected to be approved during 2010.

The current general laws that govern the remote gaming system are:

™ Decree of the Minister of Finance No. 156 of February 15, 2001, which adopted the
regulation authorizing the telephone or computer collection of stakes relative to bets,
games and pool betting. On its basis, the Ministry of the Economy has the power to
“authorize licensees or operators qf games, pool betting or bets to collect stakes by telephone or
computer through systems, service centers or telecommunications operators that use ordinary telephone

lines, fo]lowing the methods established in the Director's Decree”.

W Article 1, paragraphs 290 and 291, of Law No. 311 of December 30, 2004, which
authorizes AAMS to adopt the provisions necessary for the definition, diffusion and

o .. . . . 12
management of spec1f1c payment means for part1c1pat10n 1n remote gaming .

B AAMS Directorial Decree of March 21 , 2006, published in Official Journal of the Italian
Republic No. 70 of March 24, 2006. This provision contains measures regulating remote
collection through the payment tool of the gaming account, referring to fixed-odds and
pari-mutuel bets on horse races, as well as fixed-odds bets on sports events and other sports
events than horse races, bingo and lotteries.

Considering the tendency to use the gaming account for remote participation in games in
general, these measures constitute the reference for the other games as well.

a.  Fixed-odds numeric games

In relation to the fixed-odds numeric games (Lotto, including instant Lotto), the regulatory
framework for the methods of remote collection is the following:

®» Article 11-quinquesdecies, paragraph 1, of Legislative Decree No. 2003 of September 30,
2005, ratified to Law No. 248 of December 2, 2005, which authorizes AAMS to issue its
own provisions to define:

12 Paragraph 291 — which allows AAMS to directly manage a means of payment through the establishment of a company
for that purpose or the identification of one or more subjects to entrust with the operation of the activity — has never
been applied and its application in the near future is not anticipated.
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* the rules for remote Lotto collection — the provisions are understood to extend to any
other fixed-odds numeric game introduced afterwards;

* the introduction — via AAMS provisions — of the daily extraction of the Lotto wheel

referred to as “national”;

* the possibility of the remote collection of the same games by subjects holding licenses
for the operation or collection of games, contests or stakes reserved to the state, whose
collection system conforms to the technical and organisational requirements established

by AAMS.

B [n relation to its impact on remote gaming, we also mention the article 89 of Law No. 296
of December 27, 2006, which gives AAMS the power to establish its own provisions
whenever it considers it necessary for the overall balance of the offering as well as the
innovations to the game of Lotto. Among other things, it foresees “the introduction of
additional forms Qf games inspired by the mechanisms ‘Zf the Lotto game, also providing distinct modes
of use other than current ones for the purpose of expanding the offering of fixed-odds numeric games”.

B The implementation provisions for the above rules have not yet been defined.
b. National pari—mutue] numeric games

In relation to the national pari-mutuel numeric games (SuperEnalotto and SuperStar), the
regulatory framework of remote collection is as follows:

W Article 11-quinquesdecies, paragraph 1, of Legislative Decree No. 2003 of September 30,
2005, ratified by Law No. 248 of December 2, 2005, which authorizes AAMS to issue its
own provisions to define:

* the rules for the remote collection of the Enalotto pool betting (currently known as
“SuperEnalotto”) — the disposition is understood to extend to the optional
complementary game called Superstar as well as to any other pari-mutuel numeric game
subsequently introduced (the only game introduced so far is Winforlife which offers
multiple daily drawings with the prize of a twenty-year income);

¢ the possibility of the remote collection of the same games by subjects holding licenses
for the operation or collection of games, contests or stakes reserved to the state, whose
collection system conforms to the technical and organisational requirements established

by AAMS.

* At present, the national pari-mutuel numeric games offered on the market by the
trustee licensee are SuperEnalotto (with the supplementary game SuperStar) and
Winforlife. As for SuperEnalotto, its remote offer is managed by the same licensee,
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C.

while its remote distribution is executed by various other licensees. As regards the game
Winforlife, its remote distribution is expected to start in the course of 2010.

Lotteries

In relation to lotteries — both as regards deferred and instant drawings — the regulatory

framework for remote collection is as follows:

®» Article 1, paragraph 292, of Law No. 311 of December 30, 2004, which gives the AAMS

responsibﬂity for “the deferred and instantaneous drawings with remote participation, defining the
percentage allocation of the game stake relative to the Treasury, the players and the third party
subjects, as well as the criteria and management methods qf the telephone and remote computer

lotteries”.

Article 11-quinquesdecies, paragraph 11, letter “a”, of Legislative Decree No. 2003 of
September 30, 2005, ratified by Law No. 248 of December 2, 2005, which requires the
definition by AAMS — with its own provisions — of the possibility of collecting the deferred
and instantaneous lotteries with remote participation. This is done by subjects holding
licenses for the operation of games, contests or stakes reserved to the state, whose
collection systems conform to the technical and organisational requirements established by

AAMS.

In implementation of the above-mentioned laws, the AAMS Directorial Decree of April 13,
2006, contains measures for testing the lotteries with remote participation by assigning “in
the context of the test itself, the role of centralized operator to the Consorzio Lotterie Nazionali
(NB: National Lottery Consortium) and the role of reseller to the subjects holding licenses for the
operation of games, contests or stakes reserved to the state, whose collection system conforms to the
technical and organisational requirements established by AAMS”. Each lottery with remote
participation is announced through the adoption of a provision by AAMS. The above-
mentioned test lasted 18 months, with AAMS having the option to extend its term, starting
with the release of the first lottery on the market which occurred on 30 November 2006.

B The AAMS Directorial Decree of October 28, 2006, defines the technical and

d.

organisational characteristics valid for testing lotteries with remote participation.
The decree adopts measures for the regulation of the remote collection established by the
AAMS Directorial Decree of March 21, 2006, except for specific modifications and
additions made appropriate by the characteristics of the game, especially regarding the
methods of paying the winnings.

Games based on sports events or on events other than horse racing

In relation to games based on sports events or on other events than horse racing (pool betting

based on sports, pari-mutuel stakes, fixed-odds stakes, fixed-odds stakes with modes of direct

action between single consumers, and the pari-mutuel and fixed-odds stakes on simulated
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events), the regulatory framework of the methods of remote collection — distinguished by type
of game — is as follows:

Fixed-odds bets on sports events or events other than horse races

B Article 1, paragraph 1, of Decree of the Minister of Finance No. 156 of February 15, 2001,
which gives the Minister of Finance the power to authorize the licensees or operators of
games, pool betting or stakes to collect stakes by telephone or computer.

B The measures for regulating remote collection enacted by the AAMS Directorial Decree of
March 21, 2006, which regulated fixed-odds stakes on sports events and events other than
horse races.

Pari-mutuel stakes on sports events or events other than horse races and poo] betting on sports

B Article 11-quinquesdecies, paragraph 1, of Legislative Decree No. 203 of September 30,
2005, ratified by Law No. 248 of December 2, 2005, which authorizes AAMS to issue its
own provisions to define:

* the rules for the remote collection of pool bets on sports (with Totocalcio, 119 and
Totogol being the contests currently offered) and pari-mutuel stakes on sports events
and events other than horse races (called Big Match, Big Race and Big Show);

* the possibility of the remote collection of the above-mentioned games by subjects
holding licenses for the operation or collection of games, contests or stakes reserved to
the state, whose collection systems conforms to the technical and organisational
requirements established by AAMS.

B AAMS has issued the provision that regulates the remote collection of the above-mentioned
games, allowing their offer as from the beginning of 2008.

Fixed-odds stakes with modes @{ direct interaction between single consumers

B Article 38, paragraph 1, letter a) of Directorial Decree No. 223 of July 4, 2006, ratified by
Law No. 248 of August 4, 2006, which outlines the control — in line with regulations issued
by the Minister of the Economy and Finance — of remote fixed-odds stakes with modes of
direct interaction between single players.

B The regulations required by the above-mentioned law have not yet been issued.

Fixed-odds and pari-mutuel stakes on simulated events

® Article 88 of Law No. 296 of December 27, 2006, which requires the introduction by
AAMS — with its own provisions — of fixed-odds and pari-mutuel stakes on simulated
events. The law requires that:
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®  “stakes be collected b)/ the holders ‘Zf licenses for pub]ic sports games and pub]ic horse race games
(the licenses assigned in conformity with the so-called “Visco-Bersani announcement”)

and by the betting agencies;
® the organisation and management of the bet sportsbook be entrusted to AAMS;

® the outcomes qfthe simulations qfevents be primarily determined by chance”.

W The implementing provisions required by the above-mentioned law have not yet been

adopted.
e.  Games based on horse races

In relation to games based on horse races (pari-mutuel and fixed-odds horse race stakes,
national horse race bet formulas and pool betting based on horse races), the regulatory
framework for remote collection — distinguished by type of game — is the following:

Fixed-odds and pari—mutuel stakes on horse races

B Article 4, paragraph 5, of Decree of the President of the Republic No. 169 of April 8,
1998, which allows for the possibility of betting on horse races “also by telephone or remote

»
computer .

B The measures regulating remote collection enacted by the AAMS Directorial Decree of
March 21, 2006, were adopted for pari-mutuel and fixed-odds stakes on horse races.

National horse racing and pool betting on horse races

W Article 11-quinquesdecies, paragraph 1, of Legislative Decree No. 2003 of September 30,
2005, ratified by Law No. 248 of December 2, 2005, which authorizes AAMS to issue its

own provisions to define:

* rules for the remote collection of national horse racing betting formulas (the national
horse racing betting formulas are currently Vincente, Accoppiata, Tris, Quarte and

Quinté);

* the possibility of the remote collection of horse race betting formulas by subjects
holding licenses for the operation or collection of games, contests or stakes reserved to
the state, whose collection system conforms to the technical and organisational
requirements established by AAMS.

These dispositions are understood to also be extended to the new horse racing—based pool

betting required by article 87 of Law No. 296 of December 27, 2006, which will shortly be
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introduced. This new game — which will presumably be called “Trio” — can effectively be
considered an additional formula of national horse racing.

B As of the beginning of 2008, it is possible to offer remote national horse racing through the
Internet channel.

4 During 2009, the new V7 game — based on pool betting on horse races — was introduced.
The regulations for the remote offer of this game have not yet been defined.

f.  Bingo
In relation to bingo, the regulatory framework is as follows:

W Article 11-quinquesdecies, paragraph 11, letter c), of Legislative Decree No. 2003 of
September 30, 2005, ratified by Law No. 248 of December 2, 2005, which requires the
definition by AAMS — with its own provisions — of the “methods czf centralized drawing, game

management and remote collection, entrusted to current licensees” of the game of bingo.

B The AAMS Directorial Decree of February 28, 2007, which regulates the methods of
playing bingo with remote participation. The measures for regulating the remote collection
enacted by the AAMS Directorial Decree of March 21, 2006, were adopted without
modifications or additions.

® The AAMS Directorial Decree of May 10, 2007, defines the communications protocols
between the licensees system and the centralized AAMS system as well as dispositions
regarding connection networks.

B As of December 29, 2009, the first licensee was authorized to offer bingo via the online
channel. It should be emphasized that until the definitive adoption of the new licenses in
conformity with the “Community Law,” online bingo can only be offered by licensees that
have made an agreement with — or are the owners of — a physical bingo hall and that have
paid a predefined sum for the right to offer online bingo, in addition to that paid for the

“Bersani” license.

= Regulatory dispositions relative to the expansion of online bingo game formulas (at the
moment only the “90-number” version is possible and with winnings only for “cinquina”,
five correct and “bingo”) are in the process of being enacted.

9.  Games of skill
In relation to remote games of skill, the regulatory framework is the following:

® Article 38, paragraph 1, letter a) of Legislative Decree No. 223 of July 4, 2006, ratified by
Law No. 248 of August 4, 2006, and supplemented by article 1, paragraph 93, of Law
No. 296 of December 27, 2006, which provides for a regulation — with regulations enacted
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by the Minister of the Economy and Finance — “of remote games of skill with cash winnings in
which the result depends — in a predominant measure with respect to the element of chance — on the
players' skill. The single tax rate is established as 3 percent of the sum betted. Card games of any type
— when they are organized in the form of a tournament and provided the game stake consists

exclusively of the enrollment fee — are considered games of skill”.

B Decree of the Ministry of the Economy and Finance No. 186 of September 17, 2007, which
enacted the regulations for the discipline of remote games of skill with cash winnings.
Among other things, the decree:

* subordinates the authorization to operate the games to the positive outcome of the
conformity check of the gaming platform design as well as the methods of the licensee's
processing system communication with the centralized system;

¢ subordinates the authorization of the single game of skill proposed by the licensee to the
positive outcome of the conformity check regarding the game and enactment of an
authorization decree for the game of skill.

The decree expressly provides for the adoption of the “provisions regulating the means of
payment for remote participation in the game adopted by AAMS”, hence — at present — referring to
the measures enacted by the AAMS Directorial Decree of March 21, 2006.

®» As of September 2008, the licensees were authorized to offer remote games of skill
(including tournament card games). AAMS is expected to shortly adopt the provision which
would define the operating methods for the remote offer of card games not in the form of
tournaments.

W The law relative to the organisation of live poker tournaments — which will only be possible
through the direct involvement of public game licensees authorized for the remote offer of
poker —1is currently being prepared.

h.  Fixed-odds games of chance
In relation to remote fixed-odds games of chance, the regulatory framework is the following:

L Legislative Decree No. 39 of April 28, 2009, ratified by Law No. 77 of June 24, 2009,
which requires the possibility of offering fixed-odds games of chance (the so-called casino
games), entrusting the operating methods for the offer of such games to a subsequent
decree. The offer is subordinate to the simple possession of the offer of remote games.

B AAMS issued the decree regulating such games on August 26, 2009, which went into effect
after the so-called “stand still” period required by the European Commission. AAMS issued
the decree and also a final draft of the protocol for communications between Sogei's system
and the systems of the licensees.
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B The scheme for authorizing the offer of fixed-odds games of chance follows the procedure
adopted for games of skill and is described in the preceding point.

W The circular that regulates the operating methods for requesting an authorization to offer
fixed-odds games of chance by permitted licensees is currently being prepared.
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