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Chairperson & Statement

It is with great pleasure, t h a't [ present the Gambling Supejrvi
Report 2011-12. This will be my last Report as my tenure as Chair of the Gambling

Supervision Commissionexpires at the end of August. | have worked with the Commission

forsix years i thelastf i ve years as Chair. The Chairés el
with the end of my tenure approaching, | decided not to re -apply but rather, now would be

an appropriate time to hand on the baton. That baton is being passed to Mr Ron Spencer,

who has been a Commissioner for over seven years. During that time Ron has been an

invaluable member of the Commission and | know he will bring the same enthusiasm, work

ethic and drive that he had as a Commissioner to his role as the new Chair.

| often quotethe Chi nese saying fAmay you Il ive in intfler
years, the Commission has indeed lived through interesting and challenging times but |

hope, ultimately rewarding times. Over my period of tenure, the number of licence holders

has grown significantly, we have had a successful review by the IMF, we have become a

Statutory Board and have faced and met the challenges that such a dynamic and fast

moving industry inevitably brings. The online gambling sector is maturing and is now the

third biggest contributor to the Isle of Man economy in terms of Gross Domestic Product.

The number of licence holders continues to grow steadily and there is also a well structured

and professional support sector growing around this regulated industry. In a time of

economic turmoil bringing pressure on Government revenues, this growth is very welcome.

But with a growing industry comes a correspondingly increased responsibility to all our
stakeholders and the requirement to maintain high standards of oversight. As the licence

base expands, s o t oo of cour se mu st t Ga
responsibilities. | remain confident that the support Isle of Man Government has shown the

Commission and the sector in the past will continue to underpin a growing industry which

has established a commercial and regulated reputation second to none. | can with no

hesitation state that my time as Chair has been the most challenging but also the most

rewarding time of my professional life.

| would like to than k Ron Spencer, Jon Allen, Howard Callow and Neil Kinrade, my fellow
Commissioners for the expertise, hard work and dedication they bring to their roles. It has

however, not all been hard work and we have had a lot of laughs too 7 many thanks
especially to Mr Spencer in this regard! | would also like to thank Steve Brennan, Mark
Rutherford and the excellent team at the Commission for all their support, advice, hard
work, and relentless enthusiasm and drive to make the Isle of Man a well regulated and
good place for operators to do business. There is no doubt that the Commission will
continue to face challenges in an increasingly competitive, fast moving and international
area but | am confident that they will deal with such admirably.

Claire Milne

Chairperson



Chief Executive & Statement

This year has seen the Commission face a number of considerable chdenges not least the
events of April 2011 7T qui ckly | abell ed by aff eicwhichisaw!| ay ¢fr s
three global poker operators, an Isle of Man licensee among them, under increased scrutiny

by the US Department of Justice. Investigating and managing the actions arising from this

event were detailed and involved, with the Cofgmmi
consumer and in particular their deposited funds.

The robust regulatory requirements we place on licensees to have offices and staff in the
Island played a large part in quickly and accurately understanding the situation. The
decision taken over a decade ago to insist that player funds be protected by law was to
prove far-sighted and indispensible. In marked contrast with the challenges and
uncertainties which beset other players, the players registered with the Manx licensee were
able, within two weeks, to access their accounts and make complete withdrawals of their
deposits and winnings.

2011 al so saw t he UnmentefdCulire Mgdiap and SporDeanpuncet
reforms to its gambling industry and in particular the intention to introduce a licensing
regi me centred around a fipoint of consWhiteoti ofjod
List with a modified regime. The Commission understands the impact these changes could
have, not just in the Island, but to

the online gambling sector

worldwide. For that reason it is

committed to sharing its experience

of the sector with the UK both within

and outside of its consultation

framework and believes that the

excellent and professional relations it
has fostered over the years with its
counterparts in the UK could be
pivotal in ensuring that the changes
made by the UK offer as many
opportunities as they do challenges
for the Island.

Despite the global economic climate,
the number of licence applications
being received and processed by the
Commission remains high and
interest remains strong.
Consequently the licence base has
increased steadily i a total of 18
applications were processed during
the year. Corrins Tower



The gambling sector however is susceptible to the same kinds of pressure that business is
experiencing universally during the economic downturn which most observers agree is
unprecedented in modern times. Not all licensees remain viable and some reluctantly
recognise that their time is up and cease trading. In every case the Commission has
overseen the |icenseebs exit to ensure that
that all players were fully informed and had the opportunity to withdraw their funds before
closure.

As a leading international business centre the Isle of Man works hard to build mutually
beneficial partnerships with jurisdictions around the world. The Gambling Supervision
Commission is no different. The Commission has had constructive dialogue with a number of
jurisdictions to further this aim. In December the Commission was delighted to announce
that a formal agreement had been reached between the Isle of Man and Denmark w hich
paves the way for mutual cooperation and benefit between its two regulatory authorities. It
is hoped that this will be the first of a number of such agreements with work continuing in
this area.

The gambling sector is renowned for its fast paced innovation. Speaking as a regulator, |
can also report that there is no shortage of ability in the sector to identify where the law

may offer an opportunity that it didndt intenj.
legislative changes and the innumerable positions we establish in a year and | would like to
think that amongst our local stakeholders we are known for our endeavours to remain
consistent.

| opened with the challenges the Commission faced during the year and will close by saying
thank you to both the Commissioners and Inspectorate who dealt with those challenges with
both determination and professionalism. Their support has been very much appreciated.

Finally and in closing, | would like pay tribute to Claire who retires from her post as C hair
this coming autumn. During her term of office the Gambling Supervision Commission has
been transformed into a world leading supervisory authority and has managed, to achieve
the often difficult balance of robust regulation, commercial sensitivity and adaptability
towards new challenges. Her legacy is a Commission that is reasonable, approachable and
innovative and which has established an enviable track record of regulatory excellence.

Steve Brennan

Chief Executive Officer



Responsibilities

The Isle of Man Gambling Supervision Commission has three core principles. They are:

1. Ensuring that gambling is conducted in a fair and open way

2. Protecting children and other vulnerable persons from being harmed or exploited by
gambling

3. Preventing gambling from being a source of crime or disorder, or being used to support
crime

And where these key principles are not compromised:-

9 Ensuring that gambling products promoted by operators in the Island can compete
effectively throughout the world

1 Facilitating competition and the provision of modern products and services

The three key principles are protected through a combination of rigorous checks on
operators at the application stage; a thorough, ongoing inspection regime f or licensees and
a complaints and queries procedure which is designed to identify patterns that could
highlight issues before they become problems.




Licence Application
When operators apply for a licence we conduct checks and due diligence on all activities of
an operatoro6s b-usiness, including:

9 Procedures for handling problem gamblers

1 Anti-money laundering procedures

1 Arrangements for the protection of player funds

1 The integrity of the people and companies connected with the application
9 The ownership of the company

9 The sources of wealth used to fund the company

1 The financial health and projections of the operation

9 The corporate governance of the company and fitness of its procedures
1 Details of the games and their terms and conditions

9 The randomness of the games

1 The transparency of terms and conditions

1 The standards of protection for personal data

9 The look and feel of the websites

1 The robustness of the infrastructure

1 The player registration process

9 The money flow around the systems

9 The suitability of the business model

Post Licence Compliance

The inspectorateds i nv o ksnetoease afterdidgensimg; ihamytheaggp pl i ¢
it increases as the new licensee becomes subject to the inspection regime. This inspecion

regime includes:-

1 Interim reviews for all operators

1 Quarterly returns to report on the financial performances of the operators

9 Regular visits to operators to comprehensively verify their activities

1 Weekly website checks and pre-programmed inspections on remote assets

9 Complaints handling




The Commission

Claire Milne

Claire Milne is the Chair person for the Isle of Man
Gambling Supervision Commission.

Claire Milne is a qualified solicitor and Manx Advocate
who is a partner in a leading firm of international
advocates. Mrs Milne has a background in intellectual
property, IT law, data protection, e -money, e-commerce
and e-gaming.

She is a published coauthor of a book on Intellectual

Property Law and Practice for Scottish lawyers and has
lectured at the University of Stirling, the University of

Dundee and is one of the contributors to the University

of Edinburgh's LLM Distance Learning Programme.

Ron Spencer

Now retired, Ron Spencer was formerly Director of Merrill
Lynch Investment Managers (formerly Mercury Asset
Management Ltd) in the Isle of Man. Mr Spencer
completed the Institute of Directors Company Direction
Programme in December 2002, and successfully sat the
Diploma examination in April 2003. Following peer
review, he was admitted as a Chartered Director in May
2004.

He is a member of the Audit Committee Institute; the
Chartered Management Institute; the Institute of
Directors and is also a member of the Chartered Institute
for Securities & Investment.




Jon Allen

Jon Allen is a Chartered Accountant and successful local
entrepreneur. Jon came to the island for 2 weeks in
1988 when the bank he worked for bought a small

insurance company that is now Royal Skandia and has
never left. In the early 90's he co-founded PDMS, an
Island based Software Company which has around 60
employees in Douglas and London. Before joining the
Commission, Jon was Managing Directorof Domicilium
which he co-founded with with Dr Phil Adcock in 1999.
Domicilium is an Island based Internet hosting company.
From the outset Jon has worked in partnership with the

Isle of Man Government to establish an e-gaming
sector and promote the Island worldwide. Jon has been a
frequent speaker at e-commerce conferences and has
active roles with the Chamber of Commerce and public /
private sector committees. In recent years he has also established Live and Work Hotels
which owns two hotels located on the Isle of Man and an electrical import business.

Neil Kinrade

Neil Kinrade was born and educated on the Island and
served for 33 years in the Isle of Man Constabulary,
rising through the ranks to the position of Deputy Chief
Constable, before retiring in 2004. During his career in
the police service, Mr Kinrade specialised in criminal
investigations including illicit drugs and anti-terrorism.

For a number of years Mr Kinrade held responsibility for
internal force discipline, complaints and standards, as
well as the financial budget for all police operations in
the Island. Mr Kinrade also sat on the All Island Child
Protection Committee; the Drugs and Alcohol Strategy
Committee; and the Children and Young Persons
Strategy Committee. Mr Kinrade has served on the
Commission since 2005.




Howard Callow

Howard Callow was born on the Isle of Man and after
attending King Wi lliambés C
degree in Economic and Social History at the University
of Birmingham. He has spent over 30 years working in
the Fiduciary and Corporate Services sector, mainly in
the Isle of Man but with a 5 year sp ell in the Cayman
Islands. His most recent position prior to his
appointment to the Commission in 2011 was Managing
Director of HSBC Trustee (Isle of Man) Limited and he
previously held senior post s wi t h Bank
operations on the Island.

Mr Callbw became a Chartered Director in 2005 and has
been involved in the Insti

Branch for many years, having served as its Secretary

and Chairman. During his career he has also been a

member of the Society of Trust & Estate Practitioners, the Institute of Management and the
Audit Committee Institute. He is a member of the Rotary Club of Douglas where he has held

a position on its Council for 6 years.




Senior Management Team

Steve Brennan
Chief Executive Officer

Steve Brennan has been the Chief Executive (formerly
Director) of the Isle of Man Gambling Supervision
Commission since June 2008. The Gambling Supervision
Commission was initially established in 1962 and consists
of an independent panel headed by a Chairman and four
me mber s. Stevebs pri mary redpo
Commission is for the development and maintenance of
the regulatory framework to licence and supervise all
forms of gambling in the Island. Prior to his appointment
as CEO, Steve held senior positions within Isle of Man
Treasury.

Mark Rutherford
Policy & Legislation

Mark Rutherford is the director of policy and legislation
within the Isle of Man Gambling Supervision Commission 7 3 \
with responsibility for enj®j 5 |
gambling legislation remains fit for purpose and for 4
ensuring that the inspector ' op
with the law.

Prior to working for the GSC, Mark spent twelve years with
the Isle of Man Civil Service working variously as an
assessing officer, business analyst and operational
manager.




Ty Smith

Operational Manager

Ty joined the Commission in February 2010 bringing
with him 12 years worth of experience in compliance and
management. Ty holds Member level status with the
Chartered Management Institute.

As Operational Manager Tyods
financial management of the GSC, planning and delivery
of t he GSCbs compliance
management of the Inspectorate and resources to meet
the demands of our stakeholders.

As a member of the Senior Management Team, Ty is
responsible for input into the strategic planning process

and the GSCbs risk. management




The Inspectorate

Kim Manning Stephen White Paul Streeter Tony McMeiken Alison Bishop

The Inspectors are responsible for:

9 Our ongoing compliance regime, ensuring that Manx gambling operations adhere to
legislative requirements
Undertaking a rigorous screening process of applications from prospective operators
Implementing the Commission& complaints and queries procedures
Participating in projects which contribute to the efficiency and quality of the GSC
Ensuring that our clients receive a professional, accurate & efficient service

Kim Manning joined the Commission in 2011, coming from a background in compliance.
Kim holds a BA (Hons) in Business Management andholds Associate level status with the
Chartered Management Institute.

Stephen White joined the Commission in 1999, bringing with him experience from a
background in bookmaking.

Paul Streeter joined the Commission in January 2008 bringing with him extensive
experience gained in the online and land-based gaming industries. Paul holds a degree in
Accountancy and Financial Studies

Tony McMeiken . Tony joined the GSC in 2011 to provide support in relation to Anti Money
Laundering and Countering Terrorism Financing related matters. Tony is an experienced
Chartered Internal Auditor, with a background in corporate governance and investigations
gained whilst serving the Treasury for over 30 years in a broad range of roles.

Alison Bishop has been with the Commission for 19 years bringing with her extensive
Casino experiencegained as a croupier and Inspector within various London casinos.
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The Secretariat

Wendy Christian Tracey Turton

Wendy Christian joined the Gambling Supervision Commission as Senior Secretary in 1992
with responsibility for providing secretarial and administrative support to the Commission
and its Inspectorate.

Tracey Turton joined the Gambling Supervision Commission as a Secretary in April 2008
with responsibility for providing secretarial and administrative support to the Commission
and its Inspectorate.




Key Strengths

With over 50 years6 experience of regulating the land based industry and a decade of
experience inthe fast-movi ng wor |l d of o nl iregelatgyastrengthg havet h e s |
never been more important to the gaming industry.

UK White -Listed

The Island continuest o be a part of tWhiee Lkt WhicGallows operai@ant 6 s
based in the Isle of Man to advertise their products to markets in the UK and to have UK

based players Continued membership of the White List reflects the fact that the Isle of Man
maintains the highest standards of regulation.

2010 saw the announcementby t he United Kingdom6s Depart ngend
Sport of a desire to move the UK to a licensing model with concessions for existing licence
holders operating out of approved jurisdictions, including the Isle of Man. The Commission is
pleased to remain in dialogue with the UK about the shape of the ongoing reform.

Business friendly fees

During the reporting period and in response to increases in the
costs associated with due-diligence checks, the application fees
rose from £1,000 to £5,000. Application fees remain a single, fixed
charge irrespective of the length or complexity of the process.
Aside from the mandatory problem gambling levy operated by the
Isle of Man and inspection costs for live dealing studios, the fees
for sub-licences (£5,000 pa), full licences (£35,000) and the new
network services licences (£50,000 pa plus £5,000 per partner, one
year in arrears) are the only regulatory costs associated with
licensing in the Isle of Man.

Power and IT infrastructure

Operators on the Isle of Man have the surety of very high speed, high resilience internet
connectivity with the rest of the world which is currently carrying
less than one percent of its entire capacity. This is coupled with
pl enti ful power niodemn38MWhpawerl ssatioa.n d 6 s
Anal ysi s by the |l sl andds Depart mepnt
shows that the Island has continually achieved the lowest-priced
bandwidth of any of the Island-based regulatory jurisdictions, a
di stinction t hat underlines t he s |
technology.




A track reco rd of international cooperation
The Island continues to work hard to build constructive, pragmatic and globally responsible
attitudes and systems in response to international challenges. Encouraged by OECD white

listing, 2011/12 saw the continuation o f t he Il sl e of Manos apprjoa

cooperation with the offer to establish bilateral agreements with any country seeking to
properly regulate its gambling sector and secure its borders against unlicensed activity. Such
an agreement is now in force with the regulators in Denmark with additional agreements to
be finalised in the near future.

Regular attendance of the European regulators forum (GREF) ad its international
equivalent (1 AGR) remains a cornerstone of

A mature ancillary cluster
The Isle of Man clarified its policy on gambling activities that were not required to obtain a
licence in January 2010 when it created its online gambling exclusion regulations.

Since that time, the Island has attracted a substantial amount of support industry (payment
solutions, software development and support, specialist consultancy, etc) which makes the
Isle of Man an attracti ve platform for licensed operators.

A proven record of protection

The operators that are licensed in the Isle of Man have been subject to a number of
pressures over the last year; the recession has claimed a humber of them and events in the
United Statesat t he beginning of the reporting year
protection credentials to a harsh and uncompromising test.

It is a matter of regulatory pride that in all cases, not one single player had cause to
complain that they were unable to withdraw their deposits upon request as a result of
company cessations or unforeseen occurrences.

Regulatory Safeguards

Rigorous checks at the application stage as well as a strong nhspection and compliance
regime ensure that operators understand and adhere to the law, but it is also important that

the law by which they abide is strong and exacting. The Isle of Man has a number of
requirements, some of which are shared by the majority of reputable jurisdictions and some
of which are unigque (such as player funds protected by legal/financial instruments and
mandatory operator contributions to a problem gambling fund) , all of which serve to make
the | s | aragdldtisn robust and well respected.



Local officials

By law, Manx operators are required to maintain a local, official presence by the
appointment of a resident designated official or operations manager. Experience has shown
that face to face dialogue is far more efficient , reliable and effective than phone calls or e-
mails when there is an issue or request. The Commission keeps in regular contact with Isle
of Man based officials to
ensure that local or
international  issues  are
detected and handled
professionally by all
licensees In addition, the
requirement to involve at
least two local directors in
the company, most of whom
have other connections with
business in the jurisdiction
adds an additional layer of
oversight on the activities of
the licensee.

e
U
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Financial District

Expert testing

In order to stay ahead of the fast -paced developments in software and systems, the Isle of

Man uses the services of dedicated software testing houses to perform verification checks on

al | applicants6é soft war edonnesd of glgamesof chdncednall di n g
cases, t he t est certificates hyatenes adhave tc then f i r
stringent system verification and registration of accounts regulations.

Stringent white list access

Manx operators who wish to take advantage of the UK white list (which allows Isle of Man

licensed operators to market into and have customers from the UK without requiring a UK
licence) are required to move their operations to the Island. This prevents the white list

from being taken advantage of by global operators who might otherwise establish a notional

presence on the Island in order to obtain market access. The external guidance recently
issued by the Commission states this clearly-

AWhere the Commission suspects that an operator
to benefit from the advertising privileges the Island enjoysin t he UK (t he oWhite
then it will expect the operator to relocate a significant part of its operation to the

/sland. It reserves the right to decline applicants who appear to be creating a nhominal

/sle of Man presence in order to advertise in the UK their parent or sister organisations

/ ocated el sewhere i n the worl/l d. o




Appropriate  separation

In line with internationally accepted best practice, the Gambling Supervision Commission is a
statutory board and maintains its independence from Government throu gh the appointment
of five Commissioners, presently drawn from the professions, the police force and from local
enterprise. Fur t her mor e, the marketing function
conducted by a dedicated Government body (the Department of Economic Development -
DED) and while the Gambling Supervision
Commission works closely with prospective
applicants to ensure they are prepared for the
regulatory environment, their independence is
not compromised by the work of attracting
business to the Island which is exclusively the
preserve of DED.

Meaningful protection of playersdéd funds

Manx operators must protect player funds to the point where, in the event they become
insolvent or are prevented from trading in any other way , the players are assured of their
deposits plus any outstanding winnings, irrespective of subsequent events. This is currently
facilitated through bank guarantees, trust arrangements and/or a purpose-built 6 cl i ent
account® mechani sm aslegalandrCerpotate $ervicesRradidets (CSHt h e
professions and which was introduced during 2010. The framework was successfully tested

during 2011 when the entire US player account of an operator was repatriated to players

within two weeks of an unforeseen development.

Int ernational scrutiny

The Island welcomes regular audits at an international level to make sure it maintains the

highest global standards. The Commission welcomes the periodic IMF audits as well as the
Omystery shopperd compl i an cé&amblemg Cosnmissionnddring t e d
which a child volunteer working for the Commission attempts to register for access to
gambl i ng i n order to determine the strength
measures. It should be noted that all of the White Li st ed jurisdictions?®o
very well.

Real and effective presence

Manx operators must be located on the Isle of Man i1 this
includes their player registration servers which need to be locally
situated. This local presence of assets gives he players comfort
that the Commission has real control over licence holders to
ensure they conform to the law.








































