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The retail environment

We work in close partnership with retailers. It is vital that we
understand the challenges our retailers face and work with
them to seize new opportunities.

Retailers are critical to the success of The National Lottery. They play a crucial role not only in selling
tickets but also in delivering our commitments in areas such as player protection, player accessibility
and customer service. We are committed to building mutually rewarding relationships with retailers
because we want them to be key advocates for the lottery. If they are going to be lottery advocates
they need to relate to Camelot as a genuine partner and not just another supplier.

It's essential that we provide them with the guidance, information and support they need, but also that
we involve them in the development of relevant policies and plans, and consult with them on the issues
that really matter to both of us. We do this through the Retailer Forum and regular retailer visits, which
are at the heart of this partnership. See Stakeholder engagement.

We also need to understand better the pressures retailers face if we are to work together successfully.
The retail environment is constantly changing as consumers become increasingly discriminating and
demanding, particularly where their time, money and convenience are concerned. Deflationary prices,
inflationary business costs and increased consumer promotions put additional pressure on retailers.
The retail sector is also seeing rapid consolidation. In 2004/05, 14% of our terminals changed
ownership.

We work with around 28,000 retailers throughout the UK and value the diversity of size, type and
location. They range from large supermarket chains such as Tesco and Sainsbury's to the independent
corner shop. There is a greater opportunity to generate sales from larger retailers, but our commitment
is to maintain a fair balance between independent and multiple retailers in line with retail trends.
At 31 March 2005, 61% of terminals were allocated to independent retailers and 39% to multiples.
Commission to retailers from selling lottery products and paying out prizes amounted to an average of
£10,800 per store for multiples and £6,700 per store for independents in 2004/05. This income is
especially important to smaller retailers.
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Ratio of independent to multiple retailer outlets

Any variation below 60:40 (Independent : Multiple) to be in line with
Target . .

national retail trend
2004/05 61% . 39%

—_— Key:
2003/04  64% e 36% Y
; = Independent retailers

2002/03 66% I 34% = Multiple retailers
2001/02 66% . 34%

Community outlets

It's important to us that all communities, no matter how isolated, have access to The National Lottery.
To achieve this we have created the concept of "community outlets" with "protected" status.
Community outlets must still meet our standards of performance but their sales don't need to meet the
minimum weekly sales target of £1,400.

A community outlet is defined as one where there are no other draw-based lottery outlets for two miles,
and where, if the "community outlet" didn't exist, there would be an increase in the number of
households more than five miles from the nearest lottery outlet. When determining a community
outlet, we also consider factors such as:

. The opportunity for players to support their local shop
. The age profile of the population and car ownership in the area

We have committed to maintaining up to 1,000 community outlets. As at 31 March 2005 we had
918 community outlets (same as the year before) mainly in rural areas. As a result, 97% of the UK
population live or work within two miles of a lottery terminal and 85% within half a mile.

These retailers do not only improve the accessibility of The National Lottery. Lottery sales improve their
revenues and profitability, and make some stores viable which would otherwise close. Communities
across the UK therefore benefit from having goods and services available in their neighbourhoods
which may not have otherwise been possible.
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Engaging our retailers
We strive to involve and engage our retailers to build mutually

beneficial partnerships.
We do this through:
. Regular visits, for examples of these visits See It takes two
. Annual satisfaction surveys for retailers at both head office and local levels. See Impact and
Satisfaction

. Our retailer magazine Jackpot
. The Retailer Forum

Every two months, we produce our retailer magazine Jackpot. As well as a standard version for
independent retailers, it also appears in eight tailored versions for specific multiple stores. The retailer
satisfaction survey found that 81% of retailers find Jackpot useful in helping to develop their lottery
business.

The Retailer Forum is a formal consultative body that represents the different trade sectors of our retail
estate. It meets quarterly under the joint chairmanship of Phil Smith, our Commercial and Operations
Director, and Martin McCauley, an independent retailer. The Forum discusses policy developments,
challenges facing retailers, new games, retailer selection, and strategies to prevent illegal and
excessive play.

In 2004/05 we reviewed the membership of the Retailer Forum to see if it could be more representative
of our retailers. We now include a representative of the Rural Shop Alliance and the Vice President of
the National Federation of Retail Newsagents. See List of current members and who they represent.
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We are determined that the Forum should not just be a talking shop. It is only worth doing if it
influences our decisions. Over the last couple of years, consultation with the Forum has led us to scrap
a proposed draw-based game and improve security for scratchcards. Forum members' representations
have led us to lower minimum sales targets and improve credit terms. In 2004/05 we had brainstorming
sessions on scratchcards and draw-based games.

We're delighted that this group has developed to the point at which it sometimes meets to discuss
issues without representation from Camelot. For example, it met to determine its input to the
Government consultation on the National Lottery Bill.

Our aim is to find increasing opportunities for the Retailer Forum to feed in to our long-term strategic
planning, as well as addressing immediate issues.
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Working together

In 2004/05 we delivered a number of practical improvements to
our relationship with our retailers and to enhance the customer
experience.

Following retailer feedback we replaced all existing scratchcard dispensers with new ones for
every retailer who sells both scratchcards and draw-based tickets. The new dispensers are tailored to
individual retailer's needs.

In response to a change in the licence, we have expanded the lottery terminal network by 800 to
over 26,300 retailers able to sell both draw-based games and scratchcards.

We also improved our efficiency in allocating and siting new terminals, by reviewing the retailer
estate every 12 weeks instead of every 12 months. We also tested another initiative to speed up our
average installation processes from 12 weeks to seven weeks.

We continued to segment our retail base and restructured our sales team to improve the way it
matches the needs of different types of retailers. For example, a relationship with an independent
retailer is often one-to-one, while at a supermarket our salesperson will need to deal with a range of
store staff. We have tried to tailor our sales team's skills to retailers' needs.

We provided our sales team with new tablet PCs, enabling them to stay in touch when they are in
stores and helping them to produce more compelling presentations for retailers. This has resulted in
improvements in both the speed and quality of information we can share between the sales team and
retailers.

A major undertaking of 2004/05 was to make games available to buy at supermarket checkouts.
In March 2005, we launched National Lottery Fast Pay - a pilot of a system that will enable players to
buy tickets with their groceries at supermarket checkouts.

' The pilot with Tesco looks at systems performance, player feedback, the
retailer's perspective, revenues, incremental sales performance, impacts on
independent retailers and responsible play. See Playing and winning. We face
the challenge of making sure that within two months, all 135,000 Tesco staff in
its 1,000 stores are trained in selling the tickets and ensuring no-one under 16

plays.
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In 2004/05 we began a review of the Sales Improvement Programme that we first launched in 2002.
We have produced draft documentation for discussion with our Retailer Forum and other relevant
parties. We hope to finalise this during 2005/06 and will report back on it next year.

We provide retailers with a hotline number. Unfortunately, in 2004/05, our service level fell so that we
only answered 74.8% calls within the target 20 seconds. This was due to reorganisation and retraining
at the contact centre. The Retail Hotline responded with a strong second half performance, exceeding
the target (80%) for six consecutive months up to the year end. This service is valued by retailers, with
83% saying that they are satisfied with the speed of getting through to hotline staff over the phone and
93% saying they are satisfied with how hotline staff deal with their problems.

Percentage of Hotline calls

answered within 20
seconds (%)

Target . 80
04/05 74.8
03/04 76.9
02/03 | 85.7
01/02 76.1
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Impact and satisfaction

In the first 10 years of The National Lottery, £2.4 billion was
paid in commission to retailers, creating jobs for an estimated
6,100 employees (full-time equivalents).

According to our player satisfaction study, 16% of all shoppers cite buying lottery tickets as their
primary reason for visiting a store and 73% of National Lottery players bought something else at the
same time as their ticket. Retailers agreed - 77% said "The lottery brings in customers who wouldn't
come to my store otherwise." See It takes two.

Most respondents appreciate the importance of The National Lottery to their business. For the smaller
independents, revenue generation is key; while for the larger multiples it is more about providing a
service that their customers expect.

As many as 78% of all retailers said that The National Lottery was "invaluable" or "very valuable" to
their business, with a further 20% saying that it was "fairly valuable". Many reported that "footfall" (the
number of customers in the shop) rises in Rollover weeks, which can result in higher sales of other
products. 77% of retailers agreed that "the lottery brings in customers who wouldn't come to my store
otherwise". 47% agreed that "the lottery is just another product for me to sell".

9% agree 77% agree 76% agree 24% agree
that “having the lottery is  that “the lottery brings in that “the lottery gives us a that “if you took the lottery
more trouble than its customers who wouldn’t come  competitive edge over other  away it wouldn’t affect our
worth” to my store otherwise” stores nearby” store’s business”

The 2004/05 satisfaction survey revealed high levels of retailer satisfaction - 94% of respondents were
satisfied with Camelot's approach to the relationship and 38% said that the relationship had improved
in the previous 12 months. Only 6% felt that it had got worse. But levels of satisfaction did vary across
retail segments. The survey also pinpointed some key service priorities.

According to our survey, the majority of retailers also felt that Camelot's account management had
improved during 2004/05, that it was more in tune with commercial needs, increasingly flexible and
open to negotiation, and that communications were good.

At a number of points, the survey highlighted the retail community's hunger for more information. When
prompted to identify the single most important thing that Camelot could do to improve the relationship,
1



25% said that they would value more face-to-face contact (42% could not think of anything).

In 2002 we began measuring customer satisfaction in the head offices of multiple retailers to
understand the drivers of retail disengagement. Our 2004 head office survey indicates we've made real
progress in improving our retail customer satisfaction measures. The diagram bellows shows how
retailers increasingly see us as a partner rather than supplier. It also highlights the kind of relationship
we are aiming for.
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