Title: _ Impact Assessment (IA)
Gambling Act 2005: Category B3 Gaming

Mach|nes IA No: DCMS007

Lead department or agency: Date: 09/05/2011

Department for Culture, Media and Sport Stage: Final

Other departments or agencies: Source of intervention: Domestic

Gambling Commission Type of measure: Secondary legislation

Contact for enquiries:
Alistair Boon 020 7211 6486

Summary: Intervention and Options

What is the problem under consideration? Why is government intervention necessary?

The amusement and bingo industries have come under increasing economic pressure since 2007, with
around 300 adult gaming centres (AGCs) and 91 bingo clubs reported by them as closing in this period.
British gaming machine manufacturers have also been affected. These sectors argue that a range of factors
affecting trading conditions have been exacerbated by the regulatory framework introduced by the
Gambling Act 2005. The government is persuaded that the situation facing these industries is sufficiently
grave to justify considering whether a small increase in the stake limit for category B3 gaming machines (a
significant source of income for AGCs and bingo clubs) and a recalibration of B3 machine entitlements for
AGC and bingo clubs might be appropriate.

What are the policy objectives and the intended effects?

The government wants to give AGCs and bingo clubs more operational flexibility and freedom to take
commercial decisions to prevent further closures and job losses. Allowing greater freedoms for AGC and
bingo operators should also boost the gaming machine manufacturing and supply sectors through
increases in their order book. The government aims to bring in these changes without undermining the
public protection objectives central to the Gambling Act.

What policy options have been considered, including any alternatives to regulation? Please justify preferred
option (further details in Evidence Base)

(1) Do nothing; (2) Increase the maximum stake limit for category B3 gaming machines; (3) Permit a
proportionate increase of the number of B3 machines in AGCs and bingo clubs to 20% of the total number
of machines in such premises; (4) For AGCs and bingo clubs permit one category B3 gaming machine per
170 square feet (16 square metres) of licensed area floor space; (5) A combination of option 2 with option
3); (6) A combination of option 2 with option 4).

Following a 12 week consultation the government has decided that OPTION 5 is its preferred option. This
will deliver the widest benefits to manufacturers and operators without prejudicing public protection
objectives. It should also stimulate category C and D as well as B3 gaming machine markets and be more
likely to deliver benefits to smaller premises as well as larger premises without imposing any addtional
regulatory burdens on businesses.

Will the policy be reviewed? It will be reviewed. If applicable, set review date: 5/2014
What is the basis for this review? PIR. If applicable, set sunset clause date: Month/Year

Are there arrangements in place that will allow a systematic collection of monitoring Yes
information for future policy review?

Ministerial Sign-off For final proposal stage Impact Assessments:

I have read the Impact Assessment and | am satisfied that (a) it represents a fair and reasonable
view of the expected costs, benefits and impact of the policy, and (b) the benefits justify the costs.
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Signed by the responsible Minister: __ Date: 6 June 2011

1 URN 10/1268 Ver. 2.0 12/10



Summary: Analysis and Evidence Policy Option 1

Description:

Preferred option: An increase to the maximum stake for B3 gaming machines combined with a
proportionate increase in the number of B3s in AGCs and bingo clubs based on machine numbers

Price Base | PV Base Time Period Net Benefit (Present Value (PV)) (Em)

Year 2009 | Year 2009 | Years 10 Low: -£29m High: £210m Best Estimate: £86m

COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)

Low £53.2m £14.1m £168.8m

High £82.9m 5 £14.1m £197.1m

Best Estimate £68m £14.1m £182.9m

Description and scale of key monetised costs by ‘main affected groups’

Costs are likely to be incurred by AGC and bingo operators looking to invest in new machines or upgrade
kits to take advantage of the proposals in order to refresh their gaming machine offer. It is likely new B3s
would replace category C machines. While businesses should not incur any additional running costs they
might face an increased tax burden through installing higher category machines and face a drop in revenue
from lower category machines.

Other key non-monetised costs by ‘main affected groups’

As operators potentially merge previously split premises so licensing authorities could see a drop in income
from fees;

These proposals could lead to potential social costs in terms of the effect on different income groups and
levels of problem gambling in Great Britain. In the government’s assessment such costs would be minimal
as the regulatory framework in place is robust enough to mitigate such risks.

BENEFITS (£m) Total Transition Average Annual Total Benefit

(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)
Low £22.9m £17.7m £168.1m
High £50.3m 5 £39m £369.8m
Best Estimate £36.6m £28.4m £268.9m

Description and scale of key monetised benefits by ‘main affected groups’

In 2009/10 gross gaming yield (GGY) from gaming machines in AGC and bingo businesses totalled £598m,
with £137m (23%) from B3s. These proposals could benefit operators by 10% to 22% upliftin GGY through
a refreshed machine offer based around new games designed to reflect a new £2 stake limit and an
injection of up to 3,000 new B3s into the market (based on Gambling Commission estimates).

Other key non-monetised benefits by ‘main affected groups’

Manufacturing output: Should increase as operators seek to refresh their B3 offer;

Operators: Reduce the incentives on operators to split premises to offer more B3 machines (would also
result in less applications to licensing authorities to split premises and vary licences. It would also mean
operators paying for one premsies licence rather than two or more.

Key assumptions/sensitivities/risks Discount rate (%) 35

Given the current economic climate it is assumed that the overall number of gaming machines across AGC
and bingo clubs will not increase. The low estimate for net benefit reflects a key risk that operators might
find the expected revenue increase from these proposals are not sufficient to cover the costs of acquiring
new gaming machines and refreshing their overall machine offer. These proposals might address other
factors facing the amusement and bingo industries such as changing consumer preferences, the
development of wider leisure and media offerings in recent years and increased competition across the
gambling industry as a whole.

Direct impact on business (Equivalent Annual) £m): In scope of OIOO?  Measure qualifies as
Costs: £18.3m ‘ Benefits: £26.9m ‘ Net: £8.6m Yes ouT




Enforcement, Implementation and Wider Impacts

What is the geographic coverage of the policy/option? Great Britain

From what date will the policy be implemented? 30/06/2011

Which organisation(s) will enforce the policy? Gambling Commission and
licensing authorities

What is the annual change in enforcement cost (Em)? None

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? No

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:

(Million tonnes CO; equivalent) N/A N/A

Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:

primary legislation, if applicable? N/A N/A

Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large

(excl. Transition) (Constant Price) N/A N/A N/A N/A N/A

Are any of these organisations exempt? Yes/No | No No No No

Specific Impact Tests: Checklist

Set out in the table below where information on any SITs undertaken as part of the analysis of the policy
options can be found in the evidence base. For guidance on how to complete each test, double-click on
the link for the guidance provided by the relevant department.

Please note this checklist is not intended to list each and every statutory consideration that departments
should take into account when deciding which policy option to follow. It is the responsibility of
departments to make sure that their duties are complied with.

Does your policy option/proposal have an impact on...? Impact Page ref
within IA

Statutory equality duties® No
Statutory Equality Duties Impact Test guidance

Economic impacts

Competition Competition Assessment Impact Test guidance Yes 29

Small firms Small Firms Impact Test guidance Yes 31

Environmental impacts

Greenhouse gas assessment Greenhouse Gas Assessment Impact Test quidance No

Wider environmental issues Wider Environmental Issues Impact Test guidance No

Social impacts

Health and well-being Health and Well-being Impact Test guidance Yes 32
Human rights Human Rights Impact Test guidance No
Justice system Justice Impact Test guidance No
Rural proofing Rural Proofing Impact Test guidance No
Sustainable development No

Sustainable Development Impact Test guidance

1 Public bodies including Whitehall departments are required to consider the impact of their policies and measures on race, disability and
gender. It is intended to extend this consideration requirement under the Equality Act 2010 to cover age, sexual orientation, religion or belief and
gender reassignment from April 2011 (to Great Britain only). The Toolkit provides advice on statutory equality duties for public authorities with a
remit in Northern Ireland.


http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/statutory-Equality-Duties-Guidance
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Competition-Assessment
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Small-Firms-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Greenhouse-Gas-Impact-Assessment
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Wider-Environmental-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Health-and-Well-Being
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Human-Rights
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Justice-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Rural-Proofing
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Sustainable-Development-Impact-Test

Evidence Base (for summary sheets) — Notes
Use this space to set out the relevant references, evidence, analysis and detailed narrative from which

you have generated your policy options or proposal. Please fill in References section.
References

Include the links to relevant legislation and publications, such as public impact assessments of earlier
stages (e.g. Consultation, Final, Enactment) and those of the matching IN or OUTs measures.

No. | Legislation or publication

Gambling Act 2005 Twww.opsi.gov.uk/ACTS/acts2005/ukpga_20050019 en 1

The Categories of Gaming Machine Regulations (SI 2007/2158)
http://mww.leqislation.gov.uk/search?titlie=&year=2007&number=2158&type=all

3 The Categories of Gaming Machine Regulations (SI 2009/1502)
http://www.legislation.gov.uk/search?title=&year=2009&number=1502&type=all

4 Gaming Machines in Bingo Premises Order 2009 (SI 2009/324)
http://www.legislation.gov.uk/uksi/2009/324/contents/made

5 Gambling Commission annual reports and industry statistics
http://www.gamblingcommission.gov.uk/gh-about_us/annual_report_and_accounts.aspx

6 British Gambling Prevalence Survey 1999 and 2007
http://Aww.gamblingcommission.gov.uk/research___consultations/research/bgps.aspx

+ Add another row

Evidence Base

Ensure that the information in this section provides clear evidence of the information provided in the
summary pages of this form (recommended maximum of 30 pages). Complete the Annual profile of
monetised costs and benefits (transition and recurring) below over the life of the preferred policy (use
the spreadsheet attached if the period is longer than 10 years).

The spreadsheet also contains an emission changes table that you will need to fill in if your measure has
an impact on greenhouse gas emissions.

Annual profile of monetised costs and benefits* - (Em) constant prices

Yo Y, Y, Ys Y, Ys Ys Y- Ys Yo
Transition costs £27m |£22.9m (£13.5m| £2.4m| £2.4m 0 0 0 0 0
Annual recurring cost 0| £8.4m|£13.9m| £17m| £17m| £17m| £17m| £17m| £17m| £17m
Total annual costs £27m |£31.3m [£27.4m [£19.4m |£19.4m| £17m| £17m| £17m| £17m| £17m
Transition benefits £13.2m| £9.9m| £7.7m| £2.9m| £2.9m 0 0 0 0 0
Annual recurring benefits 0|£13.2m |£23.1m |£30.8m |£33.7m |£36.6m |£36.6m | £36.6m | £36.6m |£36.6m
Total annual benefits £13.2m [£23.1m [£30.8m |£33.7m | £36.6m | £36.6m | £36.6m | £36.6m [£36.6m |£36.6m

* For non-monetised benefits please see summary pages and main evidence base section

Microsoft Office
Excel Worksheet


http://www.legislation.gov.uk/search?title=&year=2007&number=2158&type=all

Evidence Base (for summary sheets)

Issue

1. The Consultation Stage Impact Assessment (IA) published on 2 November 2010 explained the
background and rationale for government intervention in this matter. A copy of the IA can be found at
http://www.culture.gov.uk/consultations/7437.aspx

In December 2010 the Gambling Commission published its 2009/10 industry statistics
(http://iwww.gamblingcommission.gov.uk/gh-about_us/annual_report_and_accounts.aspx ). In February
2011 it published the results of the Gambling Prevalence Survey 2010
(http://www.gamblingcommission.gov.uk/research___consultations/research/bgps/bgps _2010.aspx).

British Gambling Prevalence Survey 2010

2. Overall, 73% of the adult population (aged 16 and over) participated in some form of gambling in
the past year. This equates to around 35.5 million adults and represents a return to rates observed in
1999 (72%) and an increase from the rate observed in 2007 (68%).

3. There was a small but significant decrease in the popularity of gaming machines (excluding
category B2 machines) from 14% in 2007 and 1999 to 13% in 2010.
Gambling Commission Industry Statistics 2009/10

4. As at 31 March 2010 there were 144,160 gaming machines publicly available in gambling
premises licensed by the Gambling Commission; that is casinos, AGCs, licensed betting offices, bingo
clubs and licence family entertainment centres.

Number of gaming machines in Great Britain

2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10

235,000* | 234,000* | 261,000* | 248,000* | 144,160**

Source: Gambling Commission annual reports and industry statistics 2005/6 to 2009/10.

*BACTA estimates quoted in Gambling Commission annual reports and industry statistics 2005/6 to 2008/9 which include
gaming machines located in pubs, clubs, working men’s clubs or FECs that don’t have adult areas

**Actual figures obtained from regulatory returns — does not include machines located in pubs, clubs, working men’s clubs or
FECs that don’t have adult areas as these are not regulated by the Gambling Commission

Of these 144,160 gaming machines 11,828 were category B3 gaming machines.
Gaming machines publicly available as at 31 March 2010 (by category)

A B1 B2 B3 B4 C D
2009/10 0 2,713* 32,112** 11,828** 508** | 51,192** 46,201**
2008/09 0 2,500* 27,500* 11,800* 15,000* | 121,000* 71,000*

Source: Gambling Commission Industry Statistics 2008/9 and 2009/10.

*BACTA estimates quoted in Gambling Commission annual reports and industry statistics 2008/9 which include gaming
machines located in pubs, clubs, working men’s clubs or FECs that don’t have adult areas

**Actual figures obtained from regulatory returns — does not include machines located in pubs, clubs, working men’s clubs or
FECs that don’t have adult areas as these are not regulated by the Gambling Commission

Background

5. The public consultation closed on 25 January 2011. Responses from the amusement and bingo
industries tended to reiterate their arguments as set out in the Consultation Stage |IA that the ongoing
downturn across both industries was due to four main factors:

e The introduction of the ban on smoking in enclosed public spaces in July 2007, which both sectors
argue has had a disproportionate effect on gambling premises;

¢ Difficult trading conditions arising from the economic downturn over this period;

e Increased competition from licensed betting offices which are able to offer category B2 gaming
machines (previously referred to as Fixed Odds Betting Terminals) which the amusement and bingo
industries argue have drawn away many customers from AGCs and bingo clubs (although there is no
direct evidence for this);


http://www.culture.gov.uk/consultations/7437.aspx
http://www.gamblingcommission.gov.uk/research__consultations/research/bgps/bgps_2010.aspx

e The implementation of the Gambling Act in September 2007, which the amusement and bingo
industries argue has imposed increased administrative and cost burdens on many businesses and
taken away their flexibility to respond to economic and market challenges;

6. The government accepts these arguments but only to a certain extent. They are not wholly the
problem. There are other factors that could have equally influenced the fortunes of these industries, for
example changing consumer preferences, the development of wider leisure and media offerings in
recent years and increased competition across the gambling industry as a whole. However, it does
accept that the Gambling Act potentially restricts the operational flexibility and freedom of certain sectors
to innovate and therefore remains persuaded that the situation facing the amusement and bingo
industries is sufficiently grave to justify a reconsideration of stake limits and entitlements for B3 gaming
machines.

7. It should be noted that the data provided by the Gambling Commission’s 2009/10 industry
statistics does not corroborate the picture presented by the amusement and bingo industries, although it
does not contradict it either. Further work is required with the gambling industry as a whole to identify
and collect more comprehensive data in order to properly understand the industry’s current state. In the
meantime the government has worked closely with the Gambling Commission, the industry’s national
regulator, to make the best estimates possible based on available data.

8. Employment across the AGC and manufacturing sectors does appear to have decreased since
2008/09. However, it is hard to draw any conclusions at present. For example overall numbers of
employees in AGCs (FTE) is up while the reduction in AGC operating licences might reflect consolidation
rather than contraction. It is also hard to draw any conclusions with regards to employment in the
manufacturing and supply sector without supporting data regarding output, which is not currently
available):

AGC Employees

2008/09 | 2009/10 | % change
Number of licence holders 632 612 -3%
Number of employees (FTE) 13,133 | 13,296 | 1%
Number of employees (headcount) 21,184 | 18,792 | -11%
Number of casual workers (minimum) | 1,135 853 -25%
Number of casual workers (maximum) | 3,076 1,737 -44%

Source: Gambling Commission Industry Statistics 2009/10

Gaming machine manufacturer and supplier employees

2008/09 | 2009/10 | % change

Number of employees (FTE) 1,993 1,921 -4%

Number of employees (headcount) | 2,025 1,955 -3%

Source: Gambling Commission Industry Statistics 2009/10
9. Employment appears to have decreased across the bingo sector since 2008/09:

Bingo Employees

2008/09 | 2009/10 | % change

Number of employees (FTE) 12,242 11,872 | -3%

Number of employees (headcount) | 17,332 16,922 | -2%

Source: Gambling Commission Industry Statistics 2009/10

10. This decline is reflected in the latest figures for gross gaming sales for bingo:

1 April to 31 March | Bingo: Gross gaming sales £million
2004/05 1,783
2005/06 1,826
2006/07 1,820
2007/08 1,620
2008/09 1,428




2009/10 1,359

Source: Gambling Commission Industry Statistics 2008/09 and 2009/10

11. The overall number of bingo premises has increased from 2008/09 but there has been a decline
in the number of bingo clubs across some of the larger operators. It is not clear though what factors
might have influenced these closures.

Bingo Clubs

Organisation Total premises at 31 Total premises at 31 %
March 2009 March 2010 change

Buckingham Bingo Ltd 11 10 -9%

Carlton Clubs plc 14 14 0%

Gala Coral Group 158 146 -8%

Rank Group — Mecca Bingo Ltd 102 103 1%

Top Ten Bingo 36 24 -33%

Independent/small operators/converted AGCs/holiday 307 459

parks/working men’s clubs

Total 641 756

Source: Gambling Commission Industry Statistics 2009/10

12. In light of this data the government still believes that the rationale for intervention outlined in

paragraphs 21 — 29 in the Consultation Stage IA still applies and wishes to press ahead with bringing
forward measures to help AGCs and bingo clubs. To summarise:

e Jobs: AGCs and bingo clubs make an important contribution to many local economies, often forming
an integral part of the tourism offer in many seaside towns and providing significant numbers of local
jobs, not just in terms of individual premises but also with supporting businesses covering supply and
maintenance of gaming machines. Bingo clubs also provide a valuable social amenity for many local
communities, especially for older and retired women.

e Gambling Act 2005: As many aspects of gaming machines are regulated through the statutory
framework put in place by the Gambling Act central government has some influence over the product
mix, quantity of product available and product pricing of AGCs and bingo clubs. As a result these
businesses have less scope than those in unregulated industries to increase prices to customers in
order to cover increases in costs (although it should be noted that there is a wide variation in
profitability across the AGC and bingo industries which suggests that other factors such as how
businesses are run, location and investment in new products also come into play here).

e Split premises: Economic pressures have seen many AGC operators artificially splitting their premises
and paying for two separate premises licenses in order to offer a higher number of more profitable B3
gaming machines. This is a perverse consequence of the current limits on machine numbers which is
not conducive to the effective regulation of gambling and has led to increased economic and
administrative burdens for operators and regulators alike;

e Choice: Maintaining the commercial viability of lower risk gambling premises such as AGCs and bingo
clubs will ensure customers are continued to be offered a wider choice of different gambling
environments with different levels and types of gambling.

13. The Consultation Stage IA outlined six options being considered by the government:

i) Do nothing i.e. maintain the current stake limit of £1 for category B3 gaming machines and current
premises entitlements for AGCs and bingo clubs;

ii) Increase the maximum stake limit for category B3 gaming machines from £1 to £2;

iii) Permit a proportionate increase in the number of category B3 gaming machines in AGCs and
bingo clubs to 20% of total number of machines in such premises;

iv) For AGCs and bingo clubs permit one category B3 gaming machine per 170 square feet (16
square metres) of licensed area floor space;

v) An increase to the maximum stake for category B3 gaming machines combined with a
proportionate increase in the number of B3 machines in AGCs and bingo clubs based on machine
numbers (option ii combined with option iii);




14.

vi) An increase to the maximum stake for category B3 gaming machines combined with a
proportionate increase in the number of B3 machines in AGCs and bingo clubs based on licensed
area floor space (option ii combined with option iv);

A public consultation ran from 2 November 2010 to 25 January 2011. Ninety two responses were

received with the majority of responses coming from the gambling industry. Nine responses were
received from local government organisations and three from faith groups. A summary of the responses
is attached at Annex 2. The key points raised were:

15.

The amusement and bingo industries supported an increase in the maximum stake limit to £2 and a
recalibration of B3 entitlements, with the majority of industry responses favouring Option 5;

There was a general view from the amusement industry that a proportionate increase based on floor-
space would be complicated and impose an administrative burden on operators and regulators. This
was less of an issue with the bingo industry (it should be noted that this view is not shared by the
Gambling Commission following discussion with operators);

Clarity would be required as to exactly what types of machines would count towards any calculation of
B3 entitlement;

The AGC sector argued for a minimum entitlement of eight B3 machines per premises to run in
tandem with the 20% option in order to benefit smaller AGC premises and remove the current
disparity between AGC and bingo clubs;

Local authorities argued that the government should consider whether an upper limit on B3
entitlements was required to prevent proliferation;

The wider gambling industry, most notably the betting and casino sectors, argued that government
should also commit to a further review of stake and prize limits and premises entitlements for category
B1 and B2 machines and re-introduce triennial reviews of stake and prize limits for all categories of
gaming machine;

The faith groups argued that the status quo should be retained with further research required before
any consideration should be given by government to any relaxation of the regulatory framework.

The government has reviewed the responses to the consultation and decided that option 5 is its

preferred option in line with the reasons set out below:

Option Government response: Reason

1

Reject Not a sustainable approach — whilst there would be no additional risk to public
protection objectives it is likely AGC and bingo businesses would continue to close
at a significant rate;

Continuing job losses across amusement and bingo industries would have knock-on
effect to gaming machine manufacture, supply and maintenance sector, plus a
wider impact on local communities along the lines discussed in the Consultation
Stage IA;

Economic pressure on operators to artificially split premises would continue posing
an ongoing risk to the licensing objectives of the Gambling Act.

Reject An increase in the B3 stake limit on its own would provide some benefits to
AGC/bingo operators and machine manufacturers by allowing the development of
new games and formats to appeal to customers but it would be limited in scale and
in the government’s view unlikely to arrest the current decline;

A £2 maximum stake limit would encourage new product design and offer some
stimulation to the B3 market but any positive impact would be offset by continuing
restrictions on operators in making commercial decisions regarding product mix and
overall gaming machine offer;

Economic pressure on operators to artificially split premises would continue.

Reject This option could make up to 3,000 more profitable B3 machines available to
customers. This would offer some benefits to operators and manufacturers but the
lack of development of new game formats to attract customer interest would limit
such benefits and might not be enough to arrest the current pattern of decline;

It would also stimulate demand in other parts of the gaming machine market, for
example in providing for an increased number of B3 machines, an operator would
have to source a corresponding number of machines of other types.

Retention of the current £1 stake limit for B3s will not encourage manufacturers to
develop new products, which in turn will impact on operators’ decisions to refresh




their product mix. It might not be economically viable for smaller and medium sized
operators to offer a higher ratio of B3 machines if customers do not continue to play
them.

Reject This option would bring some benefits to operators and manufacturers by allowing
businesses to offer more B3 machines to customers but any benefit would be
constrained by the lack of impetus on manufacturers to develop new and interesting
game formats;

Responses to the consultation from AGC operators and licensing authorities
expressed concern that this option would be too burdensome in terms of
implementation and monitoring compliance (a view not shared by the Gambling
Commission);

The government is concerned about the extent to which smaller bingo clubs and
AGCs might actually benefit from such an approach;

Prefer An increase in the maximum stake limit combined with a more flexible B3
entitlement is, in the government’s view, more likely to provide the level of economic
benefit being sought by the amusement and bingo industries, including
manufacturers and suppliers;

A £2 stake limit would encourage manufacturers to design new products while
operators would receive a greater degree of freedom to make commercial decisions
regarding their gaming machine offer to customers, thus encouraging them to
refresh their product mix;

This combination should help to reduce the pressure on operators to artificially split
premises in order to boost the numbers of B3s they can offer customers;

The option would be supported across the amusement and bingo industries;

This approach would be underpinned by allowing all existing premises to retain their
allowance of four or eight category B3 machines (depending on whether an AGC or
bingo premises) in order to ensure no existing premises were disadvantaged.

Reject As with option 4, concerns remain about the potential benefits that this option would
bring to smaller operators.

16.

The government believes that option 5 offers the best approach to achieve the policy objectives

set out in the consultation document and Consultation Stage IA. It would:

Allow AGCs and bingo clubs a greater degree of freedom in making commercial decisions affecting
the operation of their businesses within the regulatory framework currently in place

Permit these greater freedoms without undermining public protection objectives of the Gambling Act
2005;

Achieve a significant level of benefits for the amusement and bingo industries but not to the detriment
of other types of gambling businesses and without imposing any additional compulsory costs or
regulatory burden across these sectors;

Remove the pressure on AGC and bingo operators to artificially split their premises in order to offer
more B3 machines;

By allowing all existing premises to retain their allowance of four or eight category B3 machines
(depending on whether an AGC or bingo premises) as outlined in the consultation document ensure
no existing AGC or bingo club is disadvantaged by any new proposals;

£2 maximum stake limit

17.

There was support across the amusement and bingo industries for a maximum stake limit of £2.

No alternative limits were proposed. This would mean the categories of gaming machine as defined by
the Gambling Act would change to:




Machine category Maximum stake Maximum prize

A Unlimited Unlimited

B1 £2 £4,000

B2 £100 (in multiples of £10) £500

B3 £2 £500

B3A £1 £500

B4 £1 £250

C £1 £70

D non-money prize (other than 30p £8

crane grab machine

D non-money prize (crane grab £1 £50

machine)

D money prize 10p £5

D combined money and non-money | 10p £8 (of which no more than £5 may
prize (other than coin pusher or be a money prize)

penny falls machines)

D combined money and non-money | 10p £15 (of which no more than £8 may
prize (coin pusher or penny falls be a money prize)

machine)

18. To recap, this proposal would essentially reintroduce the £2 stake associated with the ‘section 16’
and ‘section 21’ machines that were popular with players prior to their removal by the Gambling Act
(these machines were re-categorised under the Act as B3 machines with a £1 maximum stake, £500
maximum prize and with limits on the numbers of machines per premises).

19. Within the context of the Gambling Act this increase would follow on from the previous stake
increases for category C gaming machines and prize gaming in 2009. In these cases the stake was
increased from 50p to £1. The B3 proposal is in line with these increases. It will also provide a
meaningful differential between the stake on category B3A lottery machines and category C and B4
machines which should also help marketers to better establish a clear differential to promote between
lower category and B3 games,

20. The basis for the increase to £2 was outlined in the Consultation Stage IA. The government did
consider other options but chose not to take them forward for consultation on the grounds that £2 was
the only realistic option that could potentially deliver the level of relief being sort by the amusement and
bingo industries. The responses to the public consultation did not suggest any need to revisit this
decision.

21. The review of stake limits for category C gaming machines undertaken by the government in
2008 to 2009 demonstrated that stake limits outside of a £1 multiple are considered problematic by the
amusement industry and gaming machine manufacturers, for example market research conducted by
BACTA during the review showed that stake limits outside of multiples of £1 were not attractive to
customers. Players predominately use £1 coins or low denomination notes to play gaming machines,
therefore any stake requiring the use of an additional lower denomination coin would leave a residual
amount in a machine, requiring additional money to be inserted before any residual was used up. In the
government’s opinion this could encourage players to spend more than they wished. Discussion with the
amusement industry at the time also suggested that the trend for game design was increasingly towards
multi-stake, multi-line machines. These have proved popular with players and the government notes that
a stake limit outside of £1 multiples would make game design for multi-stake, multi-line games more
difficult.

22. It should also be noted that section 13(3)b of the Gambling Act 2005 (Circumstances of Use)

Regulations 2007 (made under section 240 of the Gambling Act) make it a requirement that a player
must have the opportunity to collect the whole value of the prize. Many gaming machines are now fitted
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with coin hoppers that accept £1 coins only and thus will only pay prizes in round £1 multiples.
Therefore, any stake outside multiples of £1 would mean games could not operate with round £1 prizes.
As a result manufactures and operators would be required to fit new hoppers to machines which
accepted lower value coins. This would increase production and operation costs unnecessarily.

23. Taking these factors into account, the government believes that a £2 maximum stake for B3
machines would bring the level of benefit being sought by the amusement and bingo industries and allow
manufacturers to innovate and refresh game design. The government hopes that this will also result in
the development of games that offer better value to customers, for example delivering jackpots at more
frequent intervals.

Minimum Entitlements

24, The government has considered the argument put forward by the amusement industry in
response to the consultation that AGCs should receive a minimum entitlement of eight B3 machines per
premises to run in tandem with a proportionate increase based on total numbers of machines. The
industry believes such an approach would benefit smaller premises by removing the current disparity
between AGC and bingo clubs.

25. Following discussion with the Gambling Commission the government has decided not to support
this proposal. One of the main policy objectives of moving to a 20% B3 entitlement is to benefit operators
by allowing access to greater numbers of £2 stake machines in proportion to the amount of gambling on
the premises. It is hoped that such a move will also stimulate demand in other parts of the gaming
machine market, for example in providing for an increased number of B3 machines, an operator would
have to source a corresponding number of machines of other types. However, there is an equally
important regulatory rationale underpinning the recalibration of B3 entitlements; that is to reduce the
economic pressures on operators to split premises artificially and ensure the number of higher stake
machines remains diluted among lower stake alternatives.

26. Increasing the minimum entitlement in AGCs to eight would completely undermine this regulatory
rationale. An AGC would have to offer at least 40 gaming machines before the 20% rule was triggered
and the structure of the amusement industry is such that a significant proportion of AGCs would be
entitled to offer numbers of B3s significantly in excess of the 20% rate. The Gambling Commission noted
that for many operators it might remain more cost effective to continue to split premises in order to offer
several tranches of the minimum entitlement (rather than offer a corresponding number of less profitable
machines). To take an extreme example, a perverse consequence of pursuing such an approach would
be that it would be possible for an operator to split a premises five ways in order to offer 40 B3
machines, whereas an operator offering 40 machines in a single premises would be restricted to making
available only eight B3 machines.

27. The government recognises that the existing minimum entitlements for AGCs and bingo premises
of four and eight B3 machines respectively does to some extent create the pressures referred to above
that induce operators to split their premises artificially. However, although it is not proposed at this stage
propose to remove the minimum entitlement for existing premises, increasing it to eight for AGCs would
increase the risk of perverse consequences. Further detail is set out in the table below:

Total number of gaming | Total number of B3s based on | Proportion of B3 gaming

machines per AGC/bingo club | 20% of the total number of | machines based on minimum
gaming machines only entitlement of 8 B3 machines

10 2 8 = 80%

20 4 8 = 40%

30 6 8 =26%

40 8 8 =20%

28. The government is aware of the recent policy announcement regarding the exemption of micro-
businesses and start-ups from new domestic legislation for three years. With regards to micro-
businesses, as outlined at paragraph 16 (and in more detail in the Consultation Stage Impact
Assessment) there are already provisions in place to protect existing AGCs or bingo premises that might
be classed as such. An analysis of local authority premises data and regulatory returns held by the
Gambling Commission suggest that some 65% of AGC operators and 22% of bingo operators currently
could be classified as micro-businesses, with only 30% of existing AGC and bingo premises actually at
risk of being negatively affected by a new B3 entitlement of 20%.
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29. With regards to potential start-ups across the AGC and bingo sectors over the next three years,
discussions with the Gambling Commission suggest there would be only a relatively low number. There
were only 33 applications for an AGC operating licence during 2009/10 within the Commission’s lowest
fee band. This is the band that is most likely to include licence applications from AGC or bingo operators
with small premises containing low numbers of gaming machines and thus more likely to be negatively
affected by the proposed 20% entitlement. There were only 27 similar applications for b