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1.1
INTRODUCTION

The National Lottery waslaunchedin 1994 to raise funds to
support Good Causes across the UK and offer life changing
prizes to Participants. In the 26 years since it was launched,
the National Lottery has raised more than £41 billion for Good
Causes, transforminglives throughits contributionto the
arts, sports, heritage and communities up and down the UK.

The National Lottery was established under The National
Lottery etc. Act 1993 (the Act) andis now regulated by the
Gambling Commission (the Commission). The Commission
isinviting Applications for the licence to runthe National
Lottery.

This Invitation to Apply (ITA) isissued by the Commission
atthe second stage of the Fourth National Lottery Licence
Competition (4NLC). Only Applicants that have successfully
passed the Selection Questionnaire (SQ) Stage of the
Competition have beeninvited torespondto this ITA.

Thisdocument sets out details of the National Lottery
opportunity, together with the process and requirements
associated with submittingan Application, andinformation
as tohow Applications will be evaluated. It is accompanied by
acopy of the Proposed Form of Fourth Licence. The Proposed
Form of Fourth Licence sets out the detailed conditions
relating to the operation of the National Lottery that
Applicants must consider when responding to this ITA.

For the benefit of Applicants, this ITA describes, and gives
further background informationinrelation to, certain
requirements of the Proposed Form of Fourth Licence and
otherlegaldocuments associated with the Competition
andimplementation and operation of the Fourth Licence.
However, Applicants should note that any summary provided
inthis ITAis nota substitute for readingand understanding
those documents themselves. If there is any ambiguity or
conflict between the provisions of those documents and this
ITA, those documents take precedence over this ITA.
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1.2
OBJECTIVES OF THECOMPETITION

The Commission seeks to award the Fourth Licence to the
Proposed Licenseeidentifiedin the Phase Two Application
which proposes the highest credible and deliverable Good
Causes Contribution for the Fourth Licence whilst first
ensuring support for the Commission'’s Statutory Duties of
propriety and protecting Participants’ interests.

In order to achieve this, the Commmission seekstoruna
process that:

« isfairandtransparent throughout;
« allows for genuine competition between Applicants;

« provides Applicants with the opportunity to propose
innovative solutions, whilst ensuring that the
Commission’s Statutory Duties are met (see Section 2.2
(Statutory Duties and Public Law)); and

« delivers significant social value through the National
Lottery, interms of Good Causes Contributionas well as
wider social benefit (see Section 3.4 (Social Value) of this
document).

1.3
FOURTHLICENCE

1.3.1 Licence Term

The Fourth Licence willbe for aperiod of tenyears. The
Commissionis currently inthe process of extending the term
ofthe Licence held by the Current Operator by sixmonths,
meaning that the term of thatlicence willend on 31 July 2023.
Itis thereforeintendedthat the Fourth Licence will start on
01 August 2023 andend on 31 July 2033. Applicants should
note that the Implementation Period inadvance of the Start
Dateis currently expected to commence in October 2021,
following Award Notification.

1.3.2 FourthLicence and Sectioné6 Licences
The Commission willissue two types of licence (Section 5 and
Section 6) underthe Act:

» theFourth Licence - asinglelicence granted under
section 5 of the Act covering the operation of the
National Lottery. Only one Section 5 Licence canbe in
force atany one time; and
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» separate licences which are required under section 6 of
the Act to permit the promotion and conduct of each
Game which will form part of the National Lottery (as
licensed under section 5 of the Act).

The Act provides that Games can only be promoted as part
of the National Lottery by either:

« thepersonwho, attherelevant time, holds the Section 5
Licence whichisinforce; or

« anyotherperson, pursuant toanagreement that person
has with the holder of the Section 5 Licence at the time*.

The Fourth Licence willnot contain any requirement onits
holder to enter into agreements with other persons who wish
to promote Games as part of the National Lottery. In practice,
during the Fourth Licence Term, all Section 6 Licences will

be held by the Licensee under the Fourth Licence except
where the Licensee decides to enter into an agreement for
someone else (e.g. athird-party) to promote Games and that
personis granted a Section 6 Licence by the Commission.
The Commission would of course consider any applications
for Section 6 Licences presented toitinaccordance with

the Act.

1.3.3 FourthLicence outcomes

Inaddition to authorisingand requiring the Licensee to
operate the National Lottery, the Fourth Licence describes
certain overarching outcomes whichitis designed to ensure
are achieved. Those outcomes are that the National Lottery
be carried on:

a) withalldue propriety;

b) inawaywhich protectstheinterests of Participants; and
c) subjectto(a)and (b), soastomaximise theamountbeing
paid out of the net proceeds of the National Lottery to
Good Causes, which, for the avoidance of doubt, willbe

assessed takingaccount both of:

i. theamountexpectedtobe paidto Good Causesunder
the Fourth Licence; and

ii. totheextentthe operationofthe National Lottery
under the Fourth Licence might affect them (for
example, by enhancing or damaging the National
Lottery brand), potentialamounts to be paid to Good
Causes out of the net proceeds of the National Lottery
under subsequent licences awarded under section 5
ofthe Act.

Conditionsinthe Fourth Licence describe specific ways
inwhich the Licensee will be required to pursue those
outcomes. Inaddition, the Licenseeisrequired tointerpret
and performits obligations under the Fourth Licenceinthe
manner best calculated to achieve those outcomes.

THE
NATIONAL
LOTTERY®
LICENCE
COMPETITION

! Section 1(3) of the Act
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1.4 1.5

FORMATION OF A SPECIAL PURPOSE
ENTITY (SPE)

The Licensee mustbe an SPE establishedin the UK.
Applications must therefore provide details of this SPE
(or proposed SPE if not yet formed), the “Proposed Licensee”.

Phase One Applications must either be submitted by

the Proposed Licensee or, if the Proposed Licensee has
notyetbeen established as an SPE, another personwho
intends to take principal responsibility for the submission
ofthat Application. The Proposed Licenseeidentifiedinan
Application may therefore be a differentlegal entity from the
Applicant who has submitted that Application.

Any Applicant whichis notitselfthe Proposed Licensee, must
have formed the SPE whichisits Proposed Licensee by the
end of the Phase Two Response Periodin order to ensure
thatthe Commissionis able to award the Fourth Licence to
the Proposed Licensee named in the successful Application
(the Preferred Applicant’s Proposed Licensee). The Preferred
Applicant willbe required to provide evidence of their
SPE'sregistration as a corporate entity inthe UK (suchas a
Certificate of Incorporation and Articles of Association)

as partofits Phase Two Application.

Asfurther describedin Section 5.6.1 (Execution of the
Enabling Agreement), whenthe Proposed Licensee namedin
the Application submitted by the Preferred Applicant enters
into the Enabling Agreement, it becomes the “Incoming
Licensee" Referencesinthis document to the “Licensee”
arereferences to that entity once it hasbeen granted the
Fourth Licence.

ThisITA sets out the process for Applications for the Fourth
Licence. Applicants willalso need to set out details of the
Section 6 Licences for which they intend to apply inrespect of
Games tobe available on and from the Start Date and during
thefirstyear of the Licence as part of their Application.

For further detail regarding the Section 6 licensing process,
see the Section 6 Licensing Guidance Note.

5 The Fourth National Lottery Licence Competition | Invitation to Apply (ITA)

FORMAT OF THEITA

ThisITAis composed of the following:

ITA Introduction (Vol. B)

TheIntroduction provides Applicants with information
onthe National Lottery and the Competition for the Fourth
Licence. Thisincludes an overview of the National Lottery,
anoverview of the licensing regime, the Competition
process, andinstructions to Applicants.

Process and Instructions (Vol.C)

This volume sets out the various stages of the Competition
that Applicants will need to comply with. The timelines for
each stage indicate the deadline by which Applicants must
submit documents for their Application to be compliant.
Theinstructions element of this section sets out the terms
ofthe Competition, which Applicants must comply with.
Applicants should refer to this volume for informationrelating
to consortiaand Restrictive Agreements.

Evaluation (Vol.D)

The Evaluation volume sets out the approach that the
Commission will take to evaluate Applications. Thisincludes
the different sections of the Application and how they willbe
evaluatedi.e. through a mechanical calculation or areview
and analysis of anarrative response or document provided by
the Applicant. It also details the scoring mechanics used to
determine an Applicant’s total score through the Evaluation.
We haveincluded worked examples to help Applicants to
understand how the different elements of the evaluation
mechanics fit together.

Statement of Requirements (SoR) (Vol. E)

For each area ofthe SoR, a context section providesan
overview of therelevant areaandits significance to the
National Lottery. The requirements section describes
certain outcomes the Licensee must achieve throughout the
Fourth Licence Termreferencing for context relevant Licence
conditions. Applicants are required to demonstrate how they
willmeettherequirements and their obligations under the
Fourth Licencein their Application.

Your Application (Vol. F)

The application section sets out the questions Applicants
willhave torespondto and the artefacts they willneed to
provide as part of their Application. Each question provides
Applicants with detail on key elements which should
beincludedintheir Application, as wellas references to
relevant ITA sections and other Competition documents
which provide further context and will help Applicants to
understand the Commission’s requirements.

GAMBLING
COMMISSION



VOLUMEA OFFICIAL SENSITIVE THE

EXECUTIVE SUMMARY Lol
LICENCE
COMPETITION

Declaration (Vol. G) Appendices (Vol. )

Applications must be compliantin order to be evaluated The following appendices can be foundin Jaggaer

by the Commission. The Submission Checklist (set andthe VDR

outin Section 24.1 (Submission Checklist) outlines all
documentation and supporting evidence which must be
provided as part of acompliant Application. Volume G
contains a Declaration, which must be signed on behalf « Key Subcontractor Financial Strength Template
of each Applicantinrelation to the information provided
inits Application.

« Financial Template (Locked)

» Financial Template (Unlocked)

e ProposedForm of Fourth Licence Feedback Form
» Section 6 Licensing Guidance Note

Glossary (Vol. H) o Applicant Game Feedback Request Form
Capitalised terms used in this ITA have the meaning given

. e ANL Trust Explanatory Note
tothosetermsinthe Glossary. rustExplanatory

e ShortFormTrust Deed

o 4NL Trust Feedback Form (Applicant)

o 4NL Trust Feedback Form (Proposed Trustee)
» Transition Guidance Note

« Implementationand Transition Documents Feedback
Form

¢ FormofDeed of Commitment

1.6
HIGH-LEVEL COMPETITION TIMELINE

The diagram below provides a high-level overview of the Competition timeline.
The Commission intends to run the Competitionin line with the timeline shown below. It should be noted that these dates are

provisional only, and the Commission reserves theright to vary the timeline and/or to terminate or alter the Competition stages
and/or phasesinany way atits sole discretion.

SQ Stage ITA Phase One ITA Phase Two

SQ Published ITA Phase Two Licence Start
28 August 2020 May 2021 August 2023
Phase Two Outcome Transition ‘
Response Evaluation Phase One submission Notification contractual Third Licence
deadline outcome submission deadline deadline Sep 2021 arrangements Term ends
02 Oct 2020 w/c 19 Oct 2020 19 Mar 2021 Jul 2021 Oct 2021 Jul 2023

Response sQ Phase One Phase One Phase Two Phase Two Standstill . N
Implementation Period

Period Evaluation response period review and feedback response period Evaluation period Oct 2021 — Jul 2023
28 Aug — 02 05 Oct - 16 26 Oct 2020 -19 Mar - May 2021 May —Jul 2021 Jul - Sep Sep —Sep
Oct 2020 Oct 2020 Mar 2021 2021 2021

L
ITA

Award

Notification
October 2021

Launch
26 October 2020

Figure 1: High-level competition timeline
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FOUNDATIONS OF THENATIONALLOTTERY

2.1
INTRODUCTION

The National Lottery waslaunchedin 1994 to raise funds to
support Good Causes across the UK and offer life changing
prizes to Participants. In the 26 years since it was launched,
the National Lottery has raised more than £41 billion for Good
Causes, transforminglives throughits contributionto the
arts, sports, heritage and communities up and down the UK.

The National Lottery was established under the Act?andis
regulated by the Commission. The Government, through the
Secretary of State, has certain functions with respect to the
National Lottery. The Department for Digital, Culture, Media
and Sport (DCMS) is the relevant Government department.

2.2
STATUTORY DUTIES AND PUBLICLAW

Inexercising their responsibilities with respect to the National
Lottery, each of the Secretary of State and the Commission
(subject to Directions given to it by the Secretary of State -
see below) have three Statutory Duties:

» toensurethe National Lotteryisrun,and every lottery
that forms a part of itis promoted, with alldue propriety;

» toensurethattheinterests of every participantin
alottery that forms part of the National Lottery are
protected; and

o (subjecttothosetwo duties) to do their best to ensure
the net proceeds from the National Lottery are as great
aspossible.

These duties apply at alltimes and are therefore relevant to:

» theSecretary of State's decisions regarding theissue of
Directions; and

« the Commission's decisions as to the conditions which
should be includedinlicences granted under the Act, and
its management of thoselicences, as well as the process
tograntalicence.

The legislative framework therefore requires the
Commission to uphold high standards of propriety and
Participant protection. These are paramount under the
legislative regime; the Commission must be satisfied that
these standards are met before it considers the amount to
be paid to Good Causes as the Good Causes Contribution.

Inaddition, with respect to the decisionto grantalicence,

the Act specifically requires that the Commission must be
satisfiedthat a personisafitand proper persontorunthe
National Lottery before granting that persona Licence todo
so. Thisrequirement also applies to the grant of any Section 6
Licence to promote a Game.

In exercising their functions with respect to the National
Lottery,andinthe context of the statutory framework, each
ofthe Commission and Secretary of State could be subject
tolegal challengeif they fail to comply with the principles of
public law (which include requirements to act within their
powers, with due process and rationality).

2.3
KEY INSTITUTIONS
2.3.1 DCMsS

DCMS helps to drive growth, enrich lives and promote the

UK abroad. It protects and promotes our cultural and artistic
heritage and helps businesses and communities to grow by
investingininnovation and highlighting the UK as a fantastic
place tovisit. Itis aministerial department, supported by
severalarms-length bodies. DCMS has the same Statutory
Duties as the Commissioninrelation to the National Lottery.
The Commission works closely with DCMS to ensure those
Statutory Duties are fulfilled by both the Commission and the
Secretary of State.

The Secretary of State has specific functions withrespect to
the National Lottery whichinclude the power to:

« make Regulationsinrelation to the promotion of Games.
Itis an offence, in certain circumstances, not to comply
with those Regulations;

« give Directions to the Commission with which it must
comply. These typically deal with matters that the
Commission must consider when deciding whether
toissue alicence or specify conditions which the
Commission mustinclude withinlicences whichit grants
under the Act;

Zhttp://www.legislation.gov.uk/ukpga/1993/39

8  TheFourthNational Lottery Licence Competition | Invitationto Apply (ITA)
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o directthe Commissionto provide the Secretary of State
with informationrelating to the National Lottery; and

o appointmembers of the Commission.

The current Regulations made, and Directions given, by
the Secretary of State are available on the ‘Regulating the
Lottery’ section ofthe Commission’s website®.

Inaddition, DCMS oversees the management of the National
Lottery Distribution Fund (NLDF), which will receive the Good
Causes Contribution under the Fourth Licence. Funds paid to

the NLDF are distributed by the National Lottery Distributors.

Inaddition to the Good Causes Contribution paid by the
Licensee, the NLDF also receivesincome from unclaimed
prizes and operator fines.

2.3.2 The Commission

The Commissionis the UK'sindependent statutory body
responsible forawarding the Licence, andlicences to
promote lotteries that form a part of the National Lottery (as
describedin Section 1.3 (Fourth Licence)). The Commission
is established as an executive non-departmental publicbody
of DCMS. Schedule 2A of the Act sets out detailed provisions
inrelationto the Commission's organisation, status, capacity
and powers of delegation.

The Commission'sjurisdictionis limited to the UKand the
Isle of Man, and the Fourth Licence will grant the Licensee the
right to operate the National Lottery in these territories.
National Lottery Games are currently only available for sale
viaauthorised Sales Outlets basedin the UK and Isle of Man.
Where Games are played online, the Participant must have a
UKbankaccountand a UK residential address.

2.3.3 National Lottery Distributors

The National Lottery Distributors play a critical rolein
ensuring that funds paid to Good Causes are distributed
effectively, in order to make a positive impactacross
communities, heritage, sports, andthe arts. The four areas
of focus for Good Causes fundingare set outinthe Act, with
funding decisions made atarm’s length by 12 distributing
bodies (the Distributors).

The Act setsthe apportionment of sums that are paid

into the NLDF which are to be allocated to each area of
focus for Good Causes funding and then distributed by the
Distributors. Applicants should note that the Licensee has
no ability to influence the way in which funds paid to Good
Causesare distributed by the National Lottery Distributors.

OFFICIAL SENSITIVE
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2.3.4 TheNational Lottery Promotions Unit (NLPU)
The National Lottery Promotions Unit (NLPU) was
establishedin 2003 to raise positive publicawareness of
National Lottery funding for Good Causes. The NLPU is
funded by, and works in partnership with, the operator of the
National Lottery from time to time and the National Lottery
Distributors. The NLPUis governed by a Memorandum of
Understandingbetween Distributors, the operator of the
National Lottery and DCMS and submits an annual report to
the Secretary of State.

TheNLPU's core objectives are:

« Toincrease knowledge of the variety and extent of
National Lottery funding; and

« Toencourage Participants to make a directlink between
National Lottery spend and the social, culturaland
economicinvestmentin their community.

Further details about the impact of Good Causes fundingis
available onthe NLPU website*.

® https:/www.gamblingcommission.gov.uk/for-the-public/National-Lottery/How-we-regulate-the-National-Lottery.aspx

4www.lotterygoodcauses.org.uk
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3.1
INTRODUCTION

The Commission’s corporate strategy for 2018-21° statesits
aim to be arisk-based, evidence-led and outcomes-focused
regulator. The strategic approach to regulating the Fourth
Licence will seek to encourage and enable innovation while
improving operator accountability in terms of delivering
positive outcomes. The National Lottery operatesina
dynamic environment and ongoinginnovationis likely to be
key to maintaining and buildingits relevance in society and
the continued provision of the substantial social value that is
generated by the Good Causes Contribution.

The Commissionis currently in the process of extending the
termofthe Third Licence by sixmonths, meaning that it will
expireon 31 July 2023. Itis therefore intended that the Fourth
Licence willbe granted for aterm of tenyears, startingon 01
August 2023.

The Commission willgrant two types of licence (Section 5 and
Section 6):

» theFourthLicence -asinglelicence granted under
section 5 of the Act coveringthe operation of the
National Lottery. Only one Section 5 Licence canbein
forceatany one time;

« separatelicences which are required under section 6 of
the Act to permit the promotion and conduct of each
Game which will form part of the National Lottery.

The Act provides that Games can only be promoted as part
ofthe National Lottery by either:

« thepersonwho, at the relevant time, holds the Section 5
Licence whichisinforce;or

» anyotherperson, pursuanttoanagreement that person
has with the holder of the Section 5 Licence at the time®.

The Commission will therefore consider applications for
Section 6 Licences which are made by the person who holds
the Section 5 Licence. This ITA sets out the process for
Applications for the Fourth Licence (the licence to be awarded
under section 5). As part of their Application for the Fourth
Licence, Applicants willneed to set out details of the Section
6 Licences for which theyintend to apply inrespect of Games
tobeavailable on and from the Start Date and during the first
year of the Licence if that Applicationis successful.

Thisis describedin further detailin Section 22.8 (Portfolio).
For further detail regarding the Section 6 licensing process,
see the Section 6 Licensing Guidance Note. The Commission
will consider Section 6 Licence applications during the
Implementation Period for Start Date and First Year
Committed Games. Applicants may not apply for Section 6
Licences during the Competition.

Applicants should note that the Act allows for the promotion
of alottery (undera Section 6 Licence) by a third-party
(i.e.aparty other than the person who holds the Section 5
Licence) provided that such partyislicensed under section 6
ofthe Act by the Commission and anagreementis reached
betweenthe Section 6 Licence holder and the Section 5
Licensee. The Section 5 Licensee may therefore, additionally,
atany pointduringthe Licence Term, agree to one or more
independent parties carryingout activities describedin
section 6 of the Act. The Commission would then consider
the application from any suchindependent party fora
Section 6 Licence.

Applicants should note that every National Lottery Game
must be alottery as defined in the Gambling Act 2005.”

3.2
Fourth Licence

TheFourth Licencerepresentsastep-changeinthe
approachtoregulating the National Lottery. The Fourth
Licenceis centred on an outcomes-focused approach to
regulation and willbe less prescriptive in nature thanthe Third
Licence, providing greater opportunity forinnovationand
flexibility to cope with changing future conditions.

TheFourth Licencereflects the Statutory Duties of the
Commission. The approach takenis to place responsibilities
ontheLicenseeto operate the National Lottery to achieve
outcomes which are consistent with those required by

the Act. Wherever possible, the Fourth Licence avoids
prescribingin detail how the Licensee should go about
meetingthose outcomes. Instead, it requires the Licensee to
provide assurance to the Commission as to what it has done
to achieve them (for example, by being able, when required,
to evidence the fitness for purpose of its policies, processes
and procedures and its compliance with them).

® https://www.gamblingcommission.gov.uk/PDF/Strategy-2018-2021.pdf
Shttps:/www.legislation.gov.uk/ukpga/1993/39/section/1
" https:/www.legislation.gov.uk/ukpga/2005/19/contents
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Inmore detail, the way the Fourth Licence achieves this

is as follows:

« Condition 1.2 (Purposes and Outcomes) sets out the
overarching outcomes intended to be secured and
delivered by the Licensee. These outcomes are that the
National Lottery be carried on:

a) withalldue propriety;

b) inawaywhich protects the interests of Participants;
and

c) subjectto the first two outcomes, so as to maximise
the amount being paid out of the net proceeds of
the National Lottery to Good Causes, which, for the
avoidance of doubt, willbe assessed takingaccount
both of:

i. theamountpaidandtobe paidto Good Causes
under the Fourth Licence; and

ii. totheextentthe operationofthe National
Lottery under the Fourth Licence might affect
them (for example, throughimpact onthe
National Lottery Brand), potentialamounts to be
paid to Good Causes out of the net proceeds of
the National Lottery under subsequent licences
awarded under section 5 of the Act,

andthe Licensee mustinterpret and performits
obligations under the Fourth Licenceinthe manner best
calculated to achieve those outcomes.

« TheFourth Licence contains certain absolute
requirements onthe Licensee (i.e. where the Licensee
“must” do something) as to matters under its control.
These include matters specifically required by the
Directions.

o TheFourthLicence also contains anumber of other
specific outcomes and defines a concept of the
Licensee of beingrequired to "do everythingit can” to
achieve each of those outcomes. Where a Condition
ofthe Fourth Licence provides that the Licensee must
do everythingit canto ensure a specified outcome
isachieved, the Licensee may be in breach of that
Conditionifthat outcomeis not achieved, unless the
Licensee can satisfy the Commission that it has taken
allreasonable steps and exercised all due diligence to
achieve that specific outcome and, in doing so, to secure
the outcomes set out in Condition 1.2 (Purposes and
Outcomes) of the Fourth Licence.

« TheFourthLicencerequiresthe Licenseetoensure
that the running of the National Lottery operation and
any Ancillary Activity complies with all laws, regulations
and licences applicable to the National Lottery or that
activity, as the case may be.

11 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA)
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» TheFourthLicencerequiresthe Licenseetoensure
that the way in which National Lottery products are
promoted, sold and made available does not damage any
of the Matters to be Protected, being:

— theinterests of Participantsinthe National Lottery
referred to in Condition 8 (Protecting Participants’
Interests);

— thatthe National Lotteryis run withintegrity and that
Games are, and are perceived as being, honestly and
fairly runand that Prizes are accurately awarded and
paidinaccordance with the rules of each Game;

— the National Lottery Brand;
— thereputation of the National Lottery; and

— theability of the Licensee to otherwise comply with
the Licence.

« Inadditionto complying with law and regulation,
the Licensee must comply with Best Practice, being
the standard to be expected of an experienced and
professional person doing a particular thingand
seeking to secure the outcomes set outin Condition 1.2
(Purposes and Outcomes) of the Fourth Licence.

3.3
Managing the Fourth Licenceinlife

The Commission’s working approach to regulating the Fourth
Licence willreflect its Statutory Duties and functions under
the Act, Directions and the Regulatory Handbook (which can
be foundinthe VDR).

The Commission expects to have an openand cooperative
workingrelationship with the Licensee that facilitates

the delivery of the obligations under the Licence. The
Commission considers that this approach will allow the
Licensee the ability to operate flexibly and innovate where
itis satisfiedit has metits obligations.

The Commission will use the Implementation Period as

an opportunity proactively to build a relationship with the
Incoming Licensee in the context of the new outcomes-
focused approach toregulation, building confidence and
assurancein the Incoming Licensee’s ability to deliver a
successful National Lottery inreadiness for the moveintoan
outcomes-focusedregulatory regime.

The Commission’s currentintentionis that there will

be ascheme of delegation setting out National Lottery
decision making responsibilities within the Commission,
with the Board (or a sub-committee) considering only
the most strategic matters relating to the running of the
National Lottery.
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Regulation of the Fourth Licence will operate under amodel
whichreflects theintent of the Fourth Licence and the
Regulatory Handbook, upon which Commission staff willbe
trained, and will principally be focused on:

» ASection 6licensing process which aims to ensure that
the Licenseeis able toimplement Games or vary existing
Game licence(s) on a timely basis. The Commission
intends to provide an environment in which the Licensee
can engage and seek feedback from the Commissionon
proposed licence variations or proposed Gamesinan
open and collaborative manner before seeking formal
Section 6 Licence approval.

e TheFourthLicence and Regulatory Handbook set
out asignificantly streamlined number of approval
requirements. Licenseereportingrequirements are
targeted to address areas wherereceivingregular
reporting or periodic assurance statementsis aligned
tokeyrisk areas andis necessary to monitoragainst our
Statutory Duties. The Commission expects Applicants
to outline in their Application how they willmonitor
performance against outcomes, including relevant
operating metrics. The Commission will review and
discuss proposed performance measures with the
Incoming Licensee during the Implementation Period
and agree reportinglevels. The Commission will review
the assurance statements provided by the Licensee
under the terms of the Fourth Licence, ensuring that
our approach willbe both risk-based and proportionate.

The Commission expects to have arange of communication
channels with the Licensee, as well as other stakeholders
inthe National Lottery family suchas DCMS, the NLPU
andthe Distributors. These channels willinclude working
levelrelationships as well as give the Licensee, and the
Commission, the opportunity to escalate strategicand
operational matters at the appropriate level(s) within

both organisations and with wider stakeholder groups.
Regular dialogues willinclude meetings with the Gambling
Commission's Chairand CEO to discuss strategic
matters, risks, opportunities, performance and sharing
and contributing to industry wide best practices and
developments.

3.3.1 Regulatory Handbook

The Commission’s objective is to be amore outcomes-
focusedregulator. The Commission'’s Regulatory Handbook
forms part of the Commission’s broader efforts to support
the Licensee and other stakeholders to better understand
how the Commission willapproach regulating the Fourth
Licence, including how regulatory decisions and assessments
willbe made inarange of circumstances.

12 TheFourth National Lottery Licence Competition | Invitation to Apply (ITA)
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The Commission’s Regulatory Handbook contains four
volumes:

o Volume one: Regulatory Approach explains, in high-
level terms, key features of the more outcomes-focused
regulatory approach the Commission willadopt for the
Fourth Licence. It provides the context for the changes
in approach from the Third Licence and enhances
the ability of stakeholders to understand how the
Commission’s regulatory decisions and assessments
willbe made inarange of circumstances.

o Volume two: Monitoring Performance Framework
provides guidance for certain Fourth Licence conditions
whereitis considered such guidance will support
the delivery of the Commission’s Statutory Duties.

This guidance includes aspects of compliance,
alongside further detailed information around the
Licensee Exit Plan and potential adjustments under
the Incentive Mechanism.

¢ Volume three: Assurance and Regulatory Reporting
Requirements provides guidance that the Commission
expectsthe Licensee to demonstrate it has appropriate
risk management processes in place to protect the
delivery of the outcomesinthe Fourth Licence. The
reporting requirements set out where the Commission
requires timely access to key data needed to effectively
regulate the National Lottery. The Commission will
use Licensee assurance and reportinginformation to
monitor compliance risk.

o Volume four: Enforcement Policy sets out the
Commission's approach to enforcement and explains
how its enforcement powers willbe appliedinan
appropriate and proportionate manner. It details the
enforcement measures available and the factors the
Commission are likely to consider when deciding on
regulatory action. It also sets out some of therisk-based
steps which may be taken ahead of initiating a formal
investigation (to determine whether enforcement action
isrequired).

The Regulatory Handbook should be read in conjunction with
the Fourth Licence. The Regulatory Handbook will evolve in
light of experience of the Fourth Licence and dependingon
Licensee performance. Inaccordance with Licence Condition
24.9 (Regulatory Oversight and Performance Management),
the Commission will consult with the Licensee for a period of
atleast 20 Business Days before making any changes to the
Regulatory Handbook.

GAMBLING
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3.4
Social Value

The fundamental purpose of the National Lotteryis to deliver
Social Value® through Good Causes. One of the objectives of
the Competitionis to maximise the amounts paid to Good
Causes which deliver that Social Value.

Additionally, in the context of Social Value, the Commission
envisages that complyingwith Conditions 4.3-4.5 of the
Licence (Best Practice) willinclude:

« Compliance with the Prompt Payment Code?;

o Compliance with the Waste Electric and Electronic
Equipment (WEEE) Regulations 2013

« Monitoring ongoing adherence to the standards
andlegislationreferencedin the Mandatory and
Discretionary Exclusion Criteriain the Selection
Questionnaire, or their equivalents as updated from
time totime.

The Licensee will also be required to comply with Condition
22.17 (Ensuring Good Governance) of the Licence, which
statesthat the Licensee mustadoptandimplementa Code
of Corporate Social Responsibility and a Framework for
Ethical Business Decision Making.

Applicants should note that the strength of the National
Lottery Brandis key toitslong-term success and ethics and
social responsibility are integral to the strength of that brand.
ALicensee that delivers social value will therefore contribute
tothe success of the National Lottery by maintainingand
consolidating this brand. Ways in which the Commission
envisages the Licensee might do thisinclude measures that:

» Encourage wellbeingand mental health;

» Protectthe environmentand support the achievement
ofthe UK Government's target to bring all greenhouse
gas emissions to net zero by 2050'%;

« Improve skills and access to digital technology;

« Employ adiverse workforce in collaboration with the
voluntary and community sector;

» Provide apprenticeships and training schemes;

o Create opportunities for Smalland Medium sized
Enterprises (SMEs).

The aboveis anon-exhaustive list,and the Commission
would welcome any solutions that deliver social value as
appropriate to the National Lottery and the Licensee’s
delivery model.

THE
NATIONAL
LO

COMPETITION
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8'Social Value'is described in the Public Services (Social Value) Act 2012, http:/www.legislation.gov.uk/ukpga/2012/3/enacted

® The Prompt Payment Code, https://www.smallbusinesscommissioner.gov.uk/ppc/

10 The Waste Electric and Electronic Equipment (WEEE) Regulations 2013, https:/www.hse.gov.uk/waste/waste-electrical.ntm
T https:/www.gov.uk/government/news/uk-becomes-first-major-economy-to-pass-net-zero-emissions-law
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OVERVIEW OF THE NATIONAL LOTTERY

4.1
INTRODUCTION

The National Lottery has raised over £41 billion*? for Good
Causes, transforminglives throughits contributionto the
arts, sports, heritage and communities up and down the UK.
These good causes alsoinclude voluntary projects across
the UK as well as projects concerned with health, education
and the environment.

The Current Operator was awarded aten-year Licenceon 1
February 2009. This Licence was further extended to 2023 in
March 2012 andis currently being extended by a further six
months, meaning that it willexpireon 31 July 2023. Under
the terms of the Third Licence the Current Operatorisa
single-purpose company, dedicated to the operation of

the National Lottery.

Thelandscape for the National Lottery has changed since
the Third Licence was awarded, for example, technology-
based products and services have been widely introduced
into the lottery and wider gambling market and continue to
changerapidly. The Commission views the Competition
asan opportunity to identify innovative new ideas that will
sustain and grow the National Lottery, and ensure it remains
relevant and attractive to all parts of society. Throughout
the Competition, the Commission willbe opentoinnovative
solutions being proposed as part of Applications.

The Commissionintends to run a fair, open and robust
competitioninline withits Statutory Duties and principles
of publiclaw.

4.2
CURRENT GAMEPORTFOLIO

The current National Lottery operation consists of draw-
based Games such as Lotto and EuroMillions, Scratchcards
with pricesrangingbetween £1 and £5, and online Interactive
Instant Win Games, which canrange from 25p to £5. The
ability to maintain an appealing and innovative Game portfolio
whilst remaining adaptable to changesin market demand
andtrendsislikely to be akey driver of sales during the Fourth
Licence Term. Historically, draw-based Games have been

the most popular among Participants and driven the largest
proportion of gross ticket sales. Descriptions of some of
the most played draw-based Games can be found below.
The full portfolio of current Games, including descriptions,
canbefound online®.

LOTTO

The UK's biggest National Lottery game every
Wednesday and Saturday —with prizes ranging from
afree Lotto Lucky Dip for matchingjust two main
numbers, to £1 million for matching five numbers
plus the Bonus Ball, while six main numbers wins the
jackpot. Tickets cost £2 per play.

EUROMILLIONS

Played on Tuesdays and Fridays, have the biggest
jackpots, plus one guaranteed £1 million prize for UK
Participants every draw with the UK Millionaire Maker.
Tickets cost £2.50 per play andinclude automatic entry
into the UK Millionaire Maker draw.

2 http://www.camelotgroup.co.uk/news/camelot-uk-lotteries-19-20-financial-results

* www.national-lottery.co.uk
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Scratchcards are the games with the best odds—on
average six Participants win every second. The range of
interactive games withinstant cash prizes are available
to play online or on mobile. Prizes of up to £2 million
available. Pricesrange between £1 and £5.

LOTTO

HOTPICKS

LOTTO HOTPICKS

Ticketsare pricedat £1 forachancetowinupto
£350,000 by picking and matching Lotto HotPicks
numbers against the Lotto draw every Wednesday
and Saturday.

EUROMILLIONS HOTPICKS

A chance to win up to £1 million by pickingand
matching EuroMillions HotPicks numbers against the
EuroMillions draw every Tuesday and Friday. Tickets are
pricedat £1.50.

15 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA)
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THUNDERBALL

THUNDERBALL

Adraw-based game offering the best chance towin
£500,000 ona £1 game—every Tuesday, Wednesday,
Friday and Saturday.

SETFORLIFE

The National Lottery introduced anew gamein 2019.
Instead of a one-off lump-sum payment, the jackpot
prizeis asetamount of money paid each month for
30years. This type of game has proved popularin other
international markets, particularly amongst younger
Participants. Tickets are pricedat £1.50.

GAMBLING
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4l3

SIZE AND SCALE OF THE

NATIONALLOTTERY

InFY 2019/20, total sales for the National Lottery reached
£7.9billion, anincrease of £698 million** on the previous
year.

Applicants should note that COVID-19 had animpact on
National Lottery sales, whereby there was atemporary
reductioninoverall salesin March 2020, particularly in the
last two weeks of the month following the UK lockdown,
andtoalesserextentin April2020. Weekly sales have since
shownastrongrecovery, tradingahead of prior yearin 15 out
ofthe 22 weeks ending since then. Sales in the final week of
September 2020 were £163m which compare very favourably
to the weekly average sales for 2019, which stood at £149m.
Applicants are advised to refer to the Monthly Analysis of
COVID-19 document that can be foundinthe VDR folder 3.2
for more detail.

Every week 12 million* people take partinthe National
Lottery Lotto game and there are 8 million*® winners each
week across all Games. Over the 26 years the National
Lottery has beeninoperation, this has resultedin more than
£75 billionawarded in prizes and the creation of >5,700
millionaires.

All of this makes the National Lottery the fifth largestin the
world by sales; however, itis only the 59th in the world by per
capita spend®andthe Commission believes that thereis still
significant untapped potential toincrease the amount paid to
the NLDF from the net proceeds of the National Lottery. To
make the most of the opportunities presentedin this market,
the operator of the Fourth Licence willneed to consider
changesin Participant preferences and developments
intechnology and channels, whilst continuing to protect
Participants'interests and operate the National Lottery with
alldue propriety.

http://www.camelotgroup.co.uk/news/camelot-uk-lotteries-19-20-financial-results
5'The future of the National Lottery’, House of Commons Committee of Public Accounts, 26 March 2018
6 Camelot 2018/19 Annual Report & Accounts

) ) . - GAMBLING
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Since 2010, there has been a steady growth in the use of online channels, from 25% to 31%. Ticket sales of draw-based
Games have grown, and there has been anincreasein the popularity of both Scratchcards and Interactive Instant Win Games,
demonstrated by the evolution of Game type mix below.

£bn
7.3
7.0
6.7
6.5
5.8 1.8 2.3
1.5 1.9
5.5
1.3
1.2

Mar10 Mar1l Mar12 Mar13 Mari14 Mar1i5

Il Retailer distributed Il Non-retailer
draw-based games distributed draw-
based games

Figure 2: Evolution of game type mix 17518
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6.9 7.0
2.6
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2.6
2.5 2-5
0.8
1.7
2.9

Mar16 Mar17 Mar18 Mar19 Mar20

Il Interactiveinstant Scratchcards

wingames

" http://www.camelotgroup.co.uk/news/camelot-uk-lotteries-19-20-financial-results
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4.4 Applicants should note that COVID-19 hadanimpacton
DISTRIBUTION CHANNELS National Lottery channel distribution, whereby there has

There are currently several ways to play the National
Lottery:

« Atone ofthe National Lottery retailers throughout the
UK marked by the crossed fingers logo, of which there are
approximately 44,000; *®

« Online, usingamobile, tablet or desktop at
www.national-lottery.co.uk, or via the National Lottery
apponasmartphone;

» Thereisalsotheoptiontoenterdraws onarepeatbasis,
paying by recurring direct debit.

Figure 3: Sales mix by channel

Il Retail
Il Mobile &tablets
Il Digital Other

Retail was the largest distribution channelfor FY 2019/20
making up 69%?¢ of the sales mix. This has historically been
driven by required product accessibility with 96%° of the UK
adult population living or working within two miles of a retail
location at which ticketsin a National Lottery game canbe
purchased.

Digitalis a high growthandincreasinglyimportant
channelwith over 7.5 million active registered players.
Approximately 31% of sales during FY 2019/20 came through
digital channels, 65%?* of which came via mobile devices.
In2019/20the National Lottery’s digital infrastructure
processed over £2.4 billionin digital sales.*®

beenashiftin Participants’ preferred channels. Inthe year
toMarch 2020, the average channel split for draw-based
Games was 64% retail-based and 36% non-retailer based.
Theimpact of COVID-19 has beenthat there has been
anincreasein non-retailer-based sales, with the channel
split for draw-based Games in the final week of September
2020 standingat 51%retail-based and 49% non-retailer-
based. Applicants should note that the Commission cannot
forecast whether thisis atemporary shift as an outcome of
the COVID-19 impact, or whether this may be apermanent
trend. Applicants are therefore advised torefer to the
Monthly Analysis of COVID-19 document that can be found
inthe VDR for more detail on channel preference.

8 http://www.camelotgroup.co.uk/news/camelot-uk-lotteries-19-20-financial-results

* Camelot 2018/19 Annual Report & Accounts
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4.5

THE CURRENT NATIONALLOTTERY
OPERATION

The National Lotteryis a complex operation and consists of
several operational elements. These elementsinclude, but
are notlimited to, the following:

Organisational and retailer management

Management of key functions, including back office,
providing an effective organisation, capable of running the
National Lottery. Anotherkey functionis retailer governance
and support, to ensure that the retail network operates
effectively whilst safeguarding the interests of players.

G(D-G Clan(OX0M

Logistics

Logistics are akey component of operations; this entails

the delivery of products across the extensive retail network,
providing availability of National Lottery games across the
UK. Reverse logistics, for whenredundant stock is withdrawn
from market, and mitigation procedures for lost/stolen
productare alsoimportant logistical considerations.

Financialmanagement

Financialmanagementis critical across the National Lottery
operation asit safeguards funds for all stakeholders. Financial
management entails fund distribution (to the NLDF, into
trust where funds are held before payment to prize winners,
and payment of Lottery Duty), holding of funds (roll-overs,
player wallets) and cash transactions between the Current
Operator, players and retailers.

19 TheFourth National Lottery Licence Competition | Invitation to Apply (ITA)

Customer Management

Provision of acustomer support function with appropriate
capacity and capability to satisfy customer queries, manage
claims and protect players'interests. Thisencompasses
delivery of effective, transparent, accessible and fair
customer complaints and dispute handling procedures.

-

©

Security

Security is multi-faceted and integral to the National Lottery
operation. It entails keeping National Lottery assets (both
physical and digital) secure, establishing the requisite
capacity and capability to ensure player protection measures
are delivered and protecting player data across all platforms.

Game Development and Game Delivery

Robust, end-to-end development process for new games/
changes to current games. Key elementsinclude game
design, build, testing, integration and go-live of games, as
wellas the Section 6 licensing process. Additionally, National
Lottery games must be delivered accurately, inatimely
manner andina controlled environment.
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5
PROCESS

5.1
INTRODUCTION

ThisITA forms the second stage of the competition process. Only Applicants that have successfully passed the Selection
Questionnaire (SQ) Stage of the Competition have beeninvited to respond to this ITA.

The ITA Stage is made up of two phases, Phase One and Phase Two. The Commission has elected to follow a two-phase

approachto the ITA Stage in order to provide all Applicants with an equal opportunity to refine their Application throughout
thelTA Stage.

Applicants are required to provide a full form of response to the ITA at both phases, however submissions will only be scored
at Phase Two. At Phase One, Applicants will be provided with feedback in relation to their Phase One Applications so that they
may have the opportunity to address any weaknesses, omissions, ambiguities or risks in their proposals before submitting
their Phase Two Applications. There will be no down select of Applicants prior to Phase Two Evaluation.

The ITA Stage canbe summarised as follows:

The Phase One Response
Period will include:

The Phase Two Evaluation
period will include:

The Phase One review and
feedback process will
include:

The Phase Two Response
Period will include:

The standstill period will
include:

* Standstill

Applicant Briefings  Jaggaer clarifications

process

* Applicant presentations
* Applicant presentations

Jaggaer clarifications

process *  Written feedback * Applicant technical
* Individual clarifications * Feedback on proposed concerpslonlionzliorn
Game portfolio (Step 2)
* Section 6 Licensing: * Feedback on Ancillary * Legal clarifications
High-level proposals and Activities process

Commission review
(Step 1)

* Applicant feedback on
Short Form Trust Deed

Response Period Review and Feedback Response Period mm

¢ ¢

¢ L 4 L4 L4

The Commission may also: * Formation of SPE

* Conduct individual
feedback sessions

' , |
1 . !
1 . !
1 . :
1 , !
1 . !
1 , |
1 . !
1 . !
1 . :
sessions 1 Trust Deed | |
1 . !
1 . !
1 . !
1 . !
1 . !
1 . !
1 . |
1 X !

ITA Phase One Phase One Phase Two Outcome Award
Launch Applications deadline Feedback concluded Applications deadline Notification Notification
The Phase One The Commission will: The Phase Two The Outcome Notification The Award Notification

Application will include:

* Issue the Long Form

Application will include:

will include:

will include:

Your qualitative and Trust Deed * Your qualitative and * Appointment of a * Execution of Enabling

1
1
1
1
1
1
1
1
1
financial ITA response The Commission may also: financial ITA response Preferred Applicant : Agreement
. o i 1 i
Your Phas_e One e e aiE] B Your Phasg Two Appomtment.of a . Resglfve {\ppllcant
presentation e P . presentation Reserve Applicant . Notification
¢ Submission of proposed o ReieE reyiees] vEns * Submission of proposed !
Game portfolio (Step 2) of Implementation and Game portfolio (Step 3) :
* Feedback on Proposed Transition documents * Submission of Ancillary !
Form of Fourth Licence Activities :
* Feedback on * Completed Long Form !
Implementation and Trust Deed :
Transition documents o Bauicd Bt \
Figure 4: Summary of the ITA Stage
GAMBLING
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The Commission intends to run the Competitionin line with the timeline shown below. It should be noted that these
dates are provisional only, and the Commission reserves theright to vary the timeline and/or to terminate or alter the

Competition stages and/or phasesinany way atits sole discretion.

Description Timing

ITA Stage: Phase One

ITAlaunch 26 October 2020
Jaggaer clarifications process opens 26 October 2020
Applicant briefings available on Jaggaer w/c 26 October 2020

Initial Game review and feedback (please refer to Step 1 of the Section 6
Licensing Guidance Note for specific dates)

November—January 2021

Window for Applicant clarification sessions

Mid-November 2020-

end February 2021
Deadline for Applicant and Proposed Trustee feedback onthe Short Form TrustDeed 22 January 2021
Jaggaer clarifications process closes 5March2021
Deadline for submission of Phase One Applications 19 March 2021
Phase One Applications review by the Commission March 2021 —-May 2021
Phase One Applicant presentations March 2021
Written feedback provided to Applicants May 2021
Applicant feedback sessions May 2021
ITA Stage: Phase Two
Jaggaer clarifications process opens May 2021
Deadline for submission of Applicant and Proposed Trustee technical concerns TBC
ontheLongForm Trust Deed
Legal clarifications process opens TBC
Legal clarifications process closes TBC
Jaggaer clarifications process closes July 2021
Phase Two Applications deadline July 2021
Evaluation of Phase Two Applications by the Commission July 2021 —-September 2021
Phase Two Applicant presentations July/August 2021
Outcome Notification (Preferred Applicant Announcement) September2021
Voluntary standstill period September 2021
Award Notification October2021
Debriefsessions October2021
Implementation Period
Signature of Enabling Agreement October2021

Implementation Period

October2021-July2023

FourthLicence Term

Fourth Licence Start

August 2023

Fourth Licence Term

1 August2023—-31 July 2033

Table 1: Competition timeline
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5.3
PHASE ONE APPLICATIONS

5.3.1 Overview

Response Period Review and Feedback

ITA Phase One
Launch Applications deadline

Phase One
Feedback concluded

Phase One of the ITA stageinvolves inviting Applicants

who were successful at the SQ stage of the Competition to
respond to the ITA. The Commissionhasissued the ITAto

the selected Applicants along with supporting data to enable
Applicants to formulate their Applications. Phase One will
involve aresponse period, at the end of which Applicants will
submit their Phase One Applications, followed by areview of
each Application by the Commission. After this review, the
Commission shall provide feedback to each Applicant on their
Phase One Application.

5.3.2

o o o

ITA Phase One Phase One
Launch Applications deadline Feedback concluded

Phase One Response Period

Applicants are requiredtorespondto this ITAinline with the
requirements set outin Volume F —Your Application.

Briefing sessions

The Commission has recorded several briefing sessions

for all Applicants which have been made available on Jaggaer.
The purpose of these sessionsis to provide further clarity
oncomplexareas of the Competition process and Fourth
Licence requirements.
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The following topics have been covered:

o Competitionprocess

« Section6licensing process

« Licence

« Evaluation

« Protecting Participant Funds (the 4NL Trust)
» Financial Template

 Financial Strength

« Transition

Additional topics may be added as required. Applicants will
be able toraise any clarifications through Jaggaer. For further
information, please see the ITA Cover Letter.

Jaggaer clarifications process

There willbe aformal clarifications process during Phase One,
which will provide an opportunity for Applicants to submit
questions to the Commission for clarification. This process
willopento Applicants at the ITAlaunch date and will close
two weeks before the Phase One Applications deadline. For
detailedinstructions, please see Section 6.3 (Clarifications
and communications) and the ITA Cover Letter.

Individual clarification sessions

The Commission will also make available one-to-one
sessions with each Applicantinadvance of the Phase One
Applications deadline, so that Applicants may clarify any
aspect of the ITAandits requirements with the Commission.
Any negotiation or testing of proposals with the Commission
willnot be permitted.

Each Applicant will be allowed two clarification sessions

in Phase One between mid-November and the end of
February, which willlast no more than two hours per meeting.
Applicants willbe asked to submit anagendaand any high
priority clarification questions one week in advance of
thefirst session and two weeksin advance of the second.
Applicants should inform the Commission of their preferred
timing for these sessions at least two weeks in advance of
the proposeddate.

Each Applicant willhave an equal opportunity to engage
with the Commission and all sessions willbe monitored and
documented. Any one-to-one sessions with Applicants will
be scheduled at the Commission’s discretion.

Where any material aspect emerges as aresult ofany
one-to-one session, which may affect other Applicants’
interpretation of any element of this ITA or competition
process, this willbe made clear to the other remaining
Applicants as a clarification in order to maintain the equality
andfairness of the Competition.
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High-level Game proposals and Commission review
(Step1)

Applicants should ensure they have read and understood
the Section 6 Licensing Guidance Note prior toreading
this section.

Part of the evaluation of each Applicant’s Business Plan
during the Competition will relate to the Applicant’s proposed
portfolio of Games and the contribution which those Games
can be expected to make to total Good Causes Contribution.
A stronger portfolio of Games will contribute positively to the
evaluation of an Application.

As part of the Competition, the Commission aims to mitigate
therisk that the Preferred Applicant proposes and bases their
Applicationaround a portfolio of Games that cannotallbe
licensed under section 6 of the Act. Each Game willrequire a
Section 6 Licence beforeit can be launched by the Licensee.
The Commission will consider Section 6 Licence applications
during the Implementation Period for Start Date andFirst Year
Committed Games. Applicants may not apply for Section 6
Licences during the Competition.

Toachieve this, there willbe a processin Phase One of the
Competition whereby Applicants can submit features of
their proposed Game portfolios, propose variations to

key parametersin existing Games, and the Commission

will provide feedback on these. If the Applicant takes this
feedbackinto account when submittingits Phase Oneand
Phase Two Applications, the aimis that this will ultimately
facilitate the process for the Commissionto approve Games
and grant the necessary Section 6 Licences for Start Date
andFirst Year Committed Games during the Implementation
Period. Applicants canalso use this process to submit
proposals for new distribution channels to obtain feedback
ontheseinrelation to consistency with the Commission’s
statutory duties and compliance with the Regulations.

Short Form Trust Deed

Acritical element of protecting Participants’ interests under
the Fourth Licence willbe the 4NL Trust Arrangementsin
which Participants’ funds willbe protected. A Short Form Trust
Deedisissuedalongside the ITA. The Commissionisinviting
feedback related to the position describedinthe Short Form
Trust Deed, thisITA, Proposed Form of Fourth Licence and

the Commission's Regulatory Handbook from Applicants and
Trustees during the Phase One Response Period. If Applicants
consider that any provisions of the Short Form Trust Deed
released with this ITArequireamendmentin order to ensure
the success of the Competition and of 4ANL Trust operation,
they are invited to provide details of the relevant provisions
and proposed changes, with an explanation of the need for
the change. Any proposed changes should relate to the overall
success of the Competitionand of 4NL Trust operationand
not to the position of the individual Applicant. The deadline
forthisfeedbackis 22 January 2021. Afeedback template has
been provided by the Commissionin Jaggaer (“The 4NL Trust
Feedback Form").
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During the period from 22 January 2021 to the Phase One
Response deadline, the Commissionwilldevelopa“Long

Form Trust Deed" and as part of doing so, will review feedback
received fromall Applicants and their Proposed Trustees
regarding the Short Form Trust Deed and the operation of

the 4NL Trust. The Long Form Trust Deed, describing the
Commission’s final requirements regarding the 4NL Trustand
any associated amendments will be issued to Applicants at the
start of Phase Two (the “Phase Two 4NL Trust Addendum”).

5.3.3 SubmissionofPhase One Applications

Response Period Review and Feedback

ITA Phase One
Launch Applications deadline

Phase One
Feedback concluded

At the end of the Phase One Response Period, Applicants
willbe required to submit their Phase One Applications.
The deadline for Phase One Applicationsis 19 March 2021.

Submission of proposed Game portfolio (Step 2)
Applicants will be required to submit details of their proposed
Game portfolio as part of their Phase One Application
(through the submission of their Distribution and Portfolio
Strategy), with the benefit of any feedback received from the
Commission during the Phase One Response Period.

Proposed Form of Fourth Licence

As part of Phase One Applications, inaddition to seeking
proposals for Application Specific Conditions, the
Commission will permit proposals fromall Applicants on
Unamendable Conditions of the Proposed Form of Fourth
Licenceissued alongside this ITA. At this time, Applicants
may propose:

1 Amendmentstothe proposed “Unamendable Conditions”
whichthey consider to be necessary if the Fourth Licenceis
tobe appropriate for the operation of the National Lottery
(noting that these amendments should not be associated
with the individual Applicant’s proposal); and

2 Tochange the designation of any proposed “Unamendable
Conditions” (orany elements of such Conditions) to
"Application Specific Conditions",inorder to allow each
Applicant to tailor the Fourth Licence appropriately to their
individual proposal.

Forfurther detail, see Section 22.12 (Additional Information).

GAMBLING
COMMISSION



VOLUMEC
PROCESS AND INSTRUCTIONS

The Commission will consider any such proposals from

all Applicants togetherin the context of generating the
most successful Competitionand anot by reference to
theinterests of any individual Applicant. Any changes made
tothe Unamendable Conditions at this stage willapply to

all Applicants.

Implementation and Transition documents

If Applicants consider that any provisions of the drafts of
the Form of Deed of Commitment, Enabling Agreement
and Cooperation Agreement released with this ITA
requireamendmentin order to ensure the success of the
Competition and of Implementation and Transition, they
areinvited toinclude within their Phase One Application
details of the relevant provisions and proposed changes,
with an explanation of the need for the change. Any
proposed changes shouldrelate to the overall success
ofthe Competition and of Implementation and Transition
and not to the position of the individual Applicant.

5.3.4 PhaseOneReview and Feedback

Response Period Review and Feedback

ITA Phase One
Launch Applications deadline

Phase One
Feedback concluded

Following submission of Phase One Applications, the
Commission will review proposals and undertake a feedback
process.

Applicant presentations

Each Applicant will be invited to present their Application
ataone-to-one session with the Commission, following

the Phase One Applications deadline. Should an Applicant
wish to present their Application, a copy of the supporting
materials for the presentation should be included with their
Phase One Application. The objective of the session willbe to
facilitate the Commission’s understanding of an Application.
Applicants may notintroduce any new information at these
sessions.Inany case, the content of the written Application
will take precedence over the content of the presentation.
Where the Commissionidentifies a conflict between the
contents of an Application and the Applicant’s presentation,
the Commission will write to the Applicant to confirm which
shouldbeincludedinthereview.

Written feedback

Each Applicant will be provided with feedbackin the form
ofasingle written document. Applicants willnot be provided
scores as part of this feedback and there willbe no down
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select of Applicants. The Commission will provide feedback
to Applicants onthe Business Plan and Pass/Fail elements
oftheir Application. The Commission may identify any
weaknesses, omissions, ambiguities or risks relating to
specificapplications and will highlight where an aspect of
any Applicant's response mightresultina ‘Fail’ at Phase Two.
Inall cases, feedback will be tied back to the formal evaluation
criteriaand willnot provide any relative comparison to any
other Application received by the Commission.

Individual feedback sessions

Following the provision of written feedback to each Applicant,
the Commission may conduct individual feedback sessions.
These willbe scheduled onaone-to-one basis, with agendas
setinaccordance with the outcomes of the Phase One
Review. The focus of these sessions willbe for Applicants to
clarify any aspects of feedback on Phase One Applications
andforthe Commissionto further clarify any aspect ofan
Application.

Each Applicant will have an equal opportunity to engage with
the Commission and all feedback sessions will be monitored

anddocumented, in order to ensure that the same processis
followed for each Applicant.

Where any material aspect emerges as aresult of the
feedback sessions, which may affect other Applicants’
interpretation of any element of this ITA or competition
process, this willbe made clear to the other remaining
Applicants as a clarificationin order to maintain the equality
and fairness of the Competition.

Feedback on proposed Game portfolio (Step 2)

As part of reviewing Applicants’ Phase One Applications, the
Commission will make an initial assessment of (and provide
feedback on) each Applicant’s proposed Game portfolioin
terms of the Applicant’s Business Plan and Proposed Good
Causes Contribution. This willinclude consideringhow each
Game proposalinteracts with the Applicant’s proposed
Game portfolioand its wider Business Plan, including
itsapproachinareas such as protectingParticipants’
interests, and the commercial viability of the Applicant’s
proposed Game portfolio to deliver Proposed Good Causes
Contribution against Credibility and Deliverability Business
Plan Criteria.

The Commission will separately undertake a review of each
Applicant’s proposed Game portfolio againstits Statutory
Duties and the legislative framework, in particular whether a
reasonisidentifiable which clearly indicates that a proposed
Game would be unlikely to be awarded a Section 6 Licence.

Feedback on Ancillary Activities

If Applicants propose Ancillary Activities as part of their
Phase One Applications, the Commission will provide
feedback.
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If the proposed Ancillary Activity or Activities are consistent
with the terms of the Fourth Licence , the Commission will
review and provide feedback onthe Applicant’s Business Plan
asdescribedin Section 8 (Evaluation Methodology), inclusive
ofthe proposed Ancillary Activities. The Commission willalso
consider theimpact that the proposed Ancillary Activities
may have on other aspects of the applicationincluding the
Business Plan and Solution Risk Factor.

Where Ancillary Activities are proposed that are not material
inthe context of an Application and/or do not meet the
Commission’s requirements (including the terms of the
Fourth Licence), the Commission will provide feedback as
tohow these would be treatedin evaluation.

Long Form Trust Deed

The Commission willdevelop the Long Form Trust Deed
following feedback from Applicants submitted by 22 January
2021 andrelease thisto Applicants for Phase Two of the
Competition.

Proposed Form of Fourth Licence

The Commission willassess all comments raised by
Applicantsin their Phase One Applications regarding the
contentand/or status of Unamendable Conditions of the
Form of the Fourth Licence and make a decision as to whether
tomake any changes to those Conditions or to re-designate
any of those Conditions as Application Specific Conditions.
The Commission willnot provide individual feedback to
Applicants ontheir comments. However, if the Commission
considers thatitis appropriate to make any changes or re-
designations, the Commission will reissue to all Applicants
arevised Form ofthe Fourth Licence for Phase Two of the
Competition.

Implementation and Transition documents

The Commission will continue to assess the form of

each ofthe Implementation and Transition Documents,
including consideringany comments made on the forms
ofthose documents by Applicants and, in the case of the
form of Cooperation Agreement, by the Current Operator.
The Commission may issue revised versions of these
documents for Phase Two of the Competition. At this point,
the documents will be consideredin final form, subject to
completion of those sections which willneed toreflect
proposals submitted by an Applicantinits Application.

As described above, the Commissionisissuing with this

ITA proposed forms of the Fourth Licence, the Enabling
Agreement andthe Cooperation Agreement. During the
period fromthe issue of this ITA to the start of Phase Two,
the Commission will continue to review and consider the
form of these documents, includingin light of any feedback
from Applicants or feedback on the Cooperation Agreement
fromthe Current Operator. Ifit considersit appropriate, the
Commission may amend the forms of those documents
beforeissuing final forms at the start of Phase Two.

26 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA)

OFFICIAL SENSITIVE

THE
NATIONAL
LOTTERY®
LICENCE
COMPETITION

5.4
PHASETWO APPLICATIONS
5.4.1 Overview

BT ST
¢ o

Phase Two
Applications deadline

Outcome
Notification

The second phase of the ITA stage involves aresponse
period, followed by Evaluation of Phase Two Applications by
the Commission.

5.4.2 Phase Two Response Period

T ST
& o

Phase Two
Applications deadline

Outcome
Notification

Following feedback on their Phase One Applications,
Applicants will have the opportunity to refine their proposals
based on feedback received from the Commissionand any
updates made by the Commission to the Fourth Licence and
the Implementationand Transition Documents.

Jaggaer clarifications process

There willbe aformal clarifications process during Phase
Two, which will provide further opportunity for Applicants
to submit questions to the Commission for clarification.
This process willreopen to Applicants following conclusion
of allPhase One feedback sessions and will close two weeks
before the Phase Two Application submission deadline.
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Long Form Trust Deed

ALongForm Trust Deed will be issued as part of the Phase
Two 4NL Trust Addendum. General feedback from Applicants
or Proposed Trustees will not beinvited on the Long Form
Trust Deed, which will reflect the Commission's policy
position. However, should Applicants or their Proposed
Trustees have any fundamental concerns regardingany
technical aspects of the Long Form Trust Deed, they will have
an opportunity to make the Commission aware of those, in
writing, by the deadline specifiedin the Phase Two 4NL Trust
Addendum. A template for the communication of those
concerns willbe provided by the Commissionin Jaggaer at
Phase Two. The Commission will consider any fundamental
concernswhich are raised but willnot be obliged to make

any changesto the Long Form Trust Deed. The Commission
reserves theright to discuss any concerns with Applicantsin
orderto ensureit has understood the technical points made
and may;, ifit considers it appropriate, issue arevised Long
Form Trust Deed during the Phase Two Response Period.

Legal clarifications process

Applicants willhave the opportunity to submit, for review

by the Commission, their proposed drafting with respect to
Application Specific Provisions specified by the Commission
ineach of the Licence, Enabling Agreement and Long Form
Trust Deed. The Commission will provide Applicants with a
non-binding view as to whether it considers that, on technical
legal grounds, the drafting proposed by the Applicant would
Fail to operate inamanner whichis capable of constitutinga
valid response to the relevant requirement. This process will
notinvolve any form of Evaluation (whether on a Pass/Fail
orascored basis) nor assessment of, or comments on, the
merits of those Application Specific Provisions, and the view
provided cannot be taken as giving any indication of the likely
outcome of any Evaluation. Applicants willnot be entitled to
place any legal reliance whatsoever on such view and should
take their ownlegal advice on the terms and compliance of
their Application. The deadline for submission of this drafting
willbe specified at Phase Two.

Formation of SPE

Any Applicant whichis notitselfthe Proposed Licensee, must
have formed the SPE whichis to beits Proposed Licensee by
the end of the Phase Two Response Period, in order to ensure
that the Commissionis able to award the Fourth Licence to
the Proposed Licensee named in the successful Application
(the Preferred Applicant’s Proposed Licensee).

5.4.3
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Phase Two
Applications deadline

Submission of Phase Two Applications

Outcome
Notification
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Atthe end of Phase Two of the ITA stage, Applicants will
submit their final applications for evaluation. The deadline for
Phase Two Applicationsis July 2021 (date TBC).

Submission of proposed Game portfolio (Step 3)

Each Applicant must submit their proposed Game portfolio
as part ofits Phase Two Application (through the submission
of their Distribution and Portfolio Strategy), taking account of
feedback received from the Commission where appropriate.
In Phase Two evaluation, Game proposals (including the
forecasted revenues of these Games) that do not comply
with the Commission’s Statutory Duties, Directions

or Regulations willnot be included in Evaluation by the
Commission, but the costs associated with these Games
willnot be removed fromthe Applicant’s Business Plan.

Submission of Ancillary Activities

Any Ancillary Activities submitted as part of the Phase Two
Application should take into account feedback received
from the Commission at Phase One where appropriate.
Ifthe proposed Ancillary Activity or Activities meet the
Commission’'s requirements, the Commission will evaluate
the Applicant’'s Business Plan as describedin Section 8
(Evaluation Methodology).

Ifany proposed Ancillary Activities do not meet the
Commission's requirements, the Commission willremove the
revenues associated with those Activities from the Financial
Template prior to Evaluation. The Commissionwillalso
remove Ancillary Activities Direct Costs from the Financial
Template prior to Evaluation. Refer to Section 8 (Evaluation
Methodology) for furtherinformation.

Long Form Trust Deed

Phase Two Applications willbe required to be submitted on
the basis of the Long Form Trust Deed (including completion
of Application Specific Provisions) issued by the Commission
during the Phase Two Response Period. Applicants should not
make any changes to the fixed provisions of the Long Form
Trust Deed provided by the Commissioninthe Long Form
Trust Deed at Phase Two.

Proposed Form of Fourth Licence

Phase Two Applications will be required to be submitted on
the basis of the Proposed Form of Fourth Licence issued by
the Commission at the start of Phase Two. Applicants willnot
be permittedto propose any changes to the Unamendable
Conditionsin that Proposed Form of Fourth Licence but

will be invited to make proposals regarding the Application
Specific Conditions as part of their Phase Two Applications.

Implementation and Transition Documents

Phase Two Applications will be required to be submitted
onthe basis of the form of Enabling Agreement (including
completion of Application Specific Provisions) and form of
Cooperation Agreementissued by the Commission at the
start of Phase Two.

GAMBLING
COMMISSION



VOLUMEC
PROCESS AND INSTRUCTIONS

Applicants are required to provide an executed Deed of
Commitment with their Phase Two Application that would
commit their Proposed Licensee to execute the Enabling
Agreement and the Deed of Adherence to the Cooperation
Agreementifthey are appointed as Preferred Applicant.

5.44

Phase Two Evaluation

I T
& &

Phase Two
Applications deadline

Outcome
Notification

Phase Two Applications will be evaluated, following the
approach set outin Section 7 (Evaluation Approach).
Throughout Evaluation, the Commission may request
clarification from Applicants on any aspect of their
Application. Applicants will be ranked according to the
outcome of Evaluation. A processis also defined to enable
the Commission to complete this rankingin the case where
two Applicant scores are tied.

Applicant presentations

Each Applicant will be invited to present their Application
ataone-to-one session with the Commission, following

the Phase Two Applications deadline. Should an Applicant
wish to present their Application, a copy of the supporting
materials for the presentation should be included with their
Phase Two Application. The objective of the session willbe to
facilitate the Commission’s understanding of an Application.
Applicants may notintroduce any new information at these
sessions. Inany case, the content of the written Application
will take precedence over the content of the presentation.
Where the Commission identifies a conflict between the
contents of an Application and the Applicant’s presentation,
the Commission will write to the Applicant to confirm which
shouldbe included in the evaluation. Applicants should

note that the presentation willnot be scored or credited in
Evaluationinany way.

Fitand Proper Checks

Fitand Proper Checks willbe conducted by the Commission
in parallel to the ITAstage. Inthe event of adverse findings
inthese checks, Applicants may be removed fromthe
Competition at the Commission's discretion. For more
information, please refer to the Information for Applicants
onFitandProper Checks.
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5.5
OUTCOMENOTIFICATION

Following completion of Evaluation as described above,
the Commission will notify all Applicants of the outcome of
the Evaluation, the identity of the Preferred Applicant and
identity of the Reserve Applicant.

WTTETED N ST
& * &

Phase Two
Applications deadline

Outcome Award
Notification Notification

5.5.1 AppointmentofaPreferred Applicant
The Applicant ranked first following Evaluation will be
appointed Preferred Applicant by the Commission.

5.5.2 Appointment ofaReserve Applicant

The Commissionintends to appoint a Reserve Applicant.

The Reserve Applicant will be the next highest placed
Applicant following Evaluation. If the Commission terminates
the Enabling Agreement in accordance withits terms within
the period of 90 Business Days from the date on which the
Enabling Agreementis entered, the Reserve Applicant may be
appointed as the Preferred Applicant. The Commission may
(butis under no obligation to) subsequently award the Fourth
Licence to the Reserve Applicant.

5.5.3 Outcome Notification

The Commission will provide written confirmationto all
Applicants of the outcome of Evaluation, with a description
of the rationale for the decision made by the Commission.
The Outcome Notification letters will also inform Applicants
ofastandstill period.

5.5.4 Standstill

Following communication of the Outcome Notification
to Applicants, the Commission will observe a voluntary
standstill period. When the standstill period is complete,
the Award Notification decision willbe confirmed as
described below.

5.5.5 Debrief

Each Applicant may request a debrief session with the
Commission. The debrief sessions will take place at the end
ofthe Competition.
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5.6 5.6.2 ReserveApplicant

AWARD NOTIFICATION The Reserve Applicant will be notified when the Incoming

As further describedin the Deed of Commitment, following
the voluntary standstill period, the Commission willissue an
Award Notification to the Preferred Applicant and may issue
aReserve Applicant Notice to the Reserve Applicant. Thisis
currently expected to take placein Q4 2021.

P Reporsererod B baior o
& ¢ o

Phase Two Outcome Award
Applications deadline Notification Notification

5.6.1 Executionofthe Enabling Agreement

Within 5 Business Days from the date of the Award
Notification, in accordance with the Deed of Commitment,
the Applicant who has received the Award Notification will
procure that the Proposed Licensee named inits Application
provides a Resource Availability Assurance Statement, as
describedin Section 8.3 of the Transition Guidance Note.

Oncethat Proposed Licensee has provided a Resource
Availability Assurance Statement, the Enabling Agreement
will be signed by the Commissionand that ProposedLicensee
(which will, at that point, become the Incoming Licensee).
The Incoming Licensee must also execute a Deed of
Adherence to the Cooperation Agreement which will, at that
time, already have been executed by the Commissionand

the Current Operator. At this time, the Implementation
Period commences.
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Licensee has executed the Enabling Agreement. The Reserve
Applicant willbe in positionfor 90 Business Days.

If, within 90 Business Days from the date of the Enabling
Agreement which the Commission entersinto with the
Incoming Licensee, the Commission terminates that
Enabling Agreementinaccordance withits terms, the
Commission may (butis under no obligation to) subsequently
awardthe Fourth Licence to the Proposed Licensee identified
inthe Application submitted by the Reserve Applicant.

That Proposed Licensee willthen enter into an Enabling
Agreement for delivery of the Fourth Licence reflectingits
Applicationand willthen become the Incoming Licensee.

Applicants should note that the Commission willnot
compensate the Reserve Applicant forany costsitincurs.
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INSTRUCTIONS TO APPLICANTS

6.1
INTRODUCTION

This ITAforms the second stage of the Competition.

The Phase One and Phase Two Applications shalleach be
deemed subject to the provisions set outin this section,
the terms and conditions of applying for the Fourth Licence,
unless the Commission expressly agreesinwritingto the
contrary. Any alternative terms and conditions offered by
oronbehalfofan Applicant shallbe deemed to have been
rejected by the Commission unless expressly accepted by
the Commissioninwriting.

Phase One Applications must either be submitted by

the Proposed Licensee or, if the Proposed Licensee has

not yet been established as an SPE, another personwho
intends to take principal responsibility for the submission
ofthat Application. The Proposed Licenseeidentifiedinan
Application may therefore be a different legal entity from the
Applicant who has submitted that Application.

Any Applicant whichis notitselfthe Proposed Licensee, must
have formed the SPE whichisits Proposed Licensee by the
end of the Phase Two Response Periodin order to ensure that
the Commissionis able to award the Fourth Licence to the
Proposed Licensee named in the successful Application.

The Commissionwilluse the Jaggaer e-procurement portal
forthe Competition. All submissionsinrespect of this

ITA (both Phase One and Phase Two Applications and any
clarifications or requests for feedback from the Commission)
must be made through the Jaggaer e-procurement portal.
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6.2
VIRTUALDATAROOM (VDR)

To provide information to Applicantsinrelationto the
National Lottery, the Commission has structured arepository
ofinformationinasecure Virtual Data Room (VDR) hosted

by Intralinks.

Inthe VDR there are two documents to aid Applicants’
navigation of the platform;

« Intralinks Quick Reference for Reviewers;
+ Intralinks Q&A Guide for Buyers.

Throughout the Competition, different levels of
commercially sensitive operational and contractual data
willbe made available to Applicants. In order to achieve this,
multiple folders will be set up within the VDR with access to
each folder provided at different stages of the Competition.
Access controls for each stage will be proportionate to the
sensitivity of the data being published in the relevant folder.

Tothe fullest extent permitted by law, the Commission
makes norepresentations or warranties as to the veracity
or completeness of any data or other information or
documentation providedinthe VDR and Applicants should
satisfy themselves as to the nature of the opportunity
presented by the Competition.

Thedatainthe VDR has been structured as 4NL Competition
Dataand 3NL Operator Data as outlined below:
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Reference File name and description VDR Folder
Competitiondocuments |TA CoverLetter 4.1

Invitation to Apply (ITA) 4.1

Financial Template: Locked 4.1

Financial Template: Unlocked 4.1

Key Subcontractor Financial Strength Template 4.1

Proposed Form of Fourth Licence Feedback Form 4.3

Section 6 Licensing Guidance Note 4.2

Applicant Game Feedback Request Form 4.2

Short Form Trust Deed 4.2

4NL Trust Explanatory Note 4.2

4NL Trust Feedback Form (Applicants) 4.2

4NL Trust Feedback Form (Proposed Trustee) 4.2

Transition Guidance Note 4.2

Implementationand Transition Documents Feedback Form 4.2

Form of Deed of Commitment 4.2

Information for Applicants on Fitand Proper Checks 1.14.5

Mediaand Communications Protocol 1.12.11

Applicant Clarification Request Form

ITT_28(Jaggaer)

Applicant Briefing 1 —Competition Process

ITT_27 (Jaggaer)

Applicant Briefing 2 —Fourth Licence

ITT_27 (Jaggaer)

Applicant Briefing 3 —Section 6 Licensing Process

ITT_27 (Jaggaer)

Applicant Briefing 4—4NL Trust

ITT_27 (Jaggaer)

Applicant Briefing 5 —Transition

ITT_27(Jaggaer)

Applicant Briefing 6 —Financial Template

ITT_27 (Jaggaer)

Applicant Briefing 7 —Financial Strength

ITT_27 (Jaggaer)

Applicant Briefing 8 —Evaluation

ITT_27 (Jaggaer)

ProposedFormoftheFourth Proposed Form of the Fourth National Lottery Licence 4.3
National LotteryLicence
Supportingdocuments  Regulatory Handbook 4.2
Form of Enabling Agreement 4.2
Form of Cooperation Agreement 4.2
Supporting Data 4NL Trust Supplier Directory 1.13.9
Commercial Vendor Due Diligence Report 2.1
Draft Cost Reporting Guidelines for The Fourth National Lottery Licence— 2.2
AnlInitial View
Responses to Clarification Questions 1.7
VDR Contents List 1.6
Market Briefing Pack 1.5
Monthly analysis of COVID-19 3.2
Key links document 1.5
3NL Operator Data Datarelated tothe 3rd National Lottery operation 5.0
(for furtherinformation A-Organisation 5.1
see VDR Cover Note) B—Financial Management (including Trust data) 5.2
C-ContractsandLegal 5.3
D—Operations 5.4
E—Technology 5.5
F —Marketingand Brand Management 5.6
G—Game Portfolio & Sales Analysis 5.7
Monthly updates 5.8
VDRinstructions VDR Cover Note 5.0
Intralinks (VDR platform) user guide 1.6
Intralinks (VDR) Q&A user guide 1.6

Table 2: VDR contents
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6.3 6.4

CLARIFICATIONS AND CONFIDENTIALITY

COMMUNICATIONS

Any questions or requests for clarification relating to the
ITA should be addressed to the Commission through the
Jaggaer e-procurement portal. Each Applicant’'s nominated
point of contact for the portal (as identified at SQ stage)
should consolidate and submit clarification requests using
the functionality of the portal.

Where Applicants consider their clarification questions to
be commercially sensitive, they should mark such questions
‘Commercialin Confidence’. The Commission will consider
whetheritis able to treat the question confidentially in

line withits obligations, including the obligation to treat

all Applicants fairly. Where the Commissionjudges that it
would have to disclose itsresponse to all Applicants so

as not to provide a party with an unfair advantage, it will notify
the Applicant who posed the question. Having received
such notification, the Applicant may choose to withdraw

its question.

The Commission will consider each clarification question
raised and respond inthe manner whichit determines (in

its sole discretion) to be the most appropriate. This may
include collating questions to provide a collective response
ornot providingaresponseifitis not deemed appropriate.
The Commission willendeavour to respond to clarifications
inatimely manner and will share responses to clarifications
with all Applicants (unless qualifying as ‘Commercial

in Confidence as outlined above), whilst retaining the
anonymity of the Applicant whoraised the clarification.

Although the Commission does not propose to limit

the number of clarifications any Applicant may submit,
Applicants are asked to prioritise clarification requestsin
terms of materiality and submit any requestsinatimely
manner.

Should the Commission have any clarification requestsin
relation to a particular aspect of an Application, it will raise
these with therelevant Applicant through the relevant portal
inthe same manner.

The clarifications process will open at ITAlaunch and will

continue during the Phase One Response Period and the
Phase Two Response Period, as set outin Section 5 (Process).
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Priortotheissue of thisITA, each Applicant enteredintoan
Application Process Agreement (APA) with the Commission.

Any Applicant who, in the Commission'’s opinion, breaches
the APA, or any of the requirements of this ITAmay, at the
Commission's sole discretion, be disqualified from the
Competition (without prejudice to any other civilremedies
available to the Commission pursuant to the APA or
otherwise and without prejudice to any criminal liability
which such conduct by an Applicant may attract).

The Commission does notintend to reveal publicly, or to
any other party in the Competition, the content or nature
of each Applicant’sindividual feedback sessions, norany
aspect ofthe Applications each Applicant puts forward.
However, where any material aspect emerges as aresult of
the feedback session, which may affect other Applicants’
interpretation of any element of this ITA or competition
process, this willbe made clear to the other remaining
Applicants as a clarification in order to maintain the equality
andfairness of the Competition.

The Commissionacknowledges that it has a duty of
confidentiality to Applicantsinrespect of their confidential
information, including the substance of any Applications
submitted as part of the Competition.

The Commission has general obligations of transparency
under the Freedom of Information Act 2000 (FOIA) and is
bound by this, subject to specific exceptions. See Section
6.15 (Freedom of Information Act 2000 (FOIA)) below for
furtherinformation.

6.5
SUBMISSION OF ACOMPLIANT
APPLICATION

The Commission willaccept only one Applicationat each
Phase of the ITA stage from each Applicant which should

be free from errors and ambiguities and must conform with
the requirements of, andinstructions set outin, this ITA,
including as may be amended by the commissionin writing.
Applications must be submitted on or before the deadlines
setoutin Section 5 (Process). The Commission alsoreserves
theright to clarify any elements of any Application submitted
atany stage inthe Competition. All submissionsinrespect of
this ITA (both Phase One and Phase Two Applications) must
be made through the Jaggaer e-procurement portal.
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Each Application must be complete and contain all required
submission elements as describedin the Submission
Checklist set outin Section 24.1 (Submission Checklist).

The Commissionreserves the right to disqualify Applications
which do not meet these requirements or comply with these
instructions.

The Commissionreserves theright to askan Applicant

to clarify any elements of its submitted Application at any
stage of the Competition process and reserves therightto
conduct duediligence onany aspect of any Application. This
may include fact checking of any statements made as part
ofaresponse to this ITA orinformation provided atalater
stage of the Competition. The Commission may also require
Applicants to provide details of a point of contact who can
verify any assertions or representations made inresponse
tothisITAorits Application.

6.6
MATERIAL CHANGES

Ifat any time during the Competition there are any material
changes to the information provided by an Applicantinits
response tothe SQ, orinrelationto any Person Relevant to
the Application, orinrelation to any information provided to
the Commissionin connectionwith a Fitand Proper Check,
the Applicant must advise the Commissionas soonasit
becomes aware of the change. Such changes may include,
butare notlimited to:

« Information concerning theintended legal or capital
structure of the Proposed Licensee, including any
changes to the identity of any Qualifying Direct
Shareholder;

« Changestothe proposedrelationship between any
Person Relevant to the Application and the Proposed
Licensee;

« Informationrelatingto the mandatory or discretionary
exclusion grounds set outinthe SQ.

The Commission will require any new Person Relevant to
the Applicationto respond to the questions set outinthe
SQ, andif, having assessed that response, the Commission
determines that the Applicant would not have been
successfulat SQ stage had therelevant response been
provided at that time, the Commission will exclude that
Applicant fromfurther participationinthe Competition.

Inthe event that an Applicant who successfully passed

the SQ stage and subsequently decided to withdraw and
joinwithanother Applicantin the capacity of anew Person
Relevant to the Application, the Commission would be open
toaccommodating such a change subject to the second
Applicant following the process described above.
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The Commissionreserves the right, atits sole discretion,

to disqualify any Applicant who makes oris subject toany
material change to theinformation providedinresponse
tothe SQorinrelationto anyinformation provided to the
Commissionin connectionwith aFitand Proper Check after
suchresponse has been submitted to the Commission, or
who fails to notify the Commission of such amaterial change.

6.7
VALIDITY PERIOD OF APPLICATION

The Deed of Commitment submitted with each Application
specifies that such Application and the information contained
thereinisirrevocable and must remain valid for aminimum of
12 monthsfromthe dateitis submitted at the end of Phase
Two of the Competition, but will terminate earlier where
another applicationis successful. For further information,
see Transition Guidance Note.

6.8
UNDERTAKINGS IN RESPECT OF
RESTRICTIVE AGREEMENTS

Inorder to qualify for participationin the Competition,
Applicants, Persons Relevant to the Application, or Key
Subcontractors may not tie any other party exclusively into
their Application. This means that they may not enterinto
any agreement:

a) withany supplier of equipment, gamingrelated software
and/or Scratchcards if the agreement would, in the
opinion of the Commission, have the effect of restricting
that supplier’s ability to supply any relevant equipment,
gamingrelated software and/or Scratchcards to any other
Applicant;

b) withany supplier of equipment, gamingrelated software
and/or Scratchcards if the agreement would, in the
opinion of the Commission, have the effect of restricting
that supplier’s freedomto set prices, or of restrictingits
freedom to determine any other terms or conditions that
it might wish to agree with any other Applicant;

c) withany Retailer if the agreement would, in the opinion
ofthe Commission, have the effect of restricting the
Retailer's freedom to offer distribution channels to other
Applicants;

d) withany Retailer if the agreement would, in the opinion
ofthe Commission, have the effect of restricting the
Retailer's freedomto determine the terms and conditions
onwhich the Retailer might offer distribution channels to
any other Applicant;
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e) thatcontainsanyrestriction similar oranalogousin
nature tothose describedin (a)-(d) above and which,
inthe opinion of the Commission, would have the effect
of materially restricting the freedom of any supplier of
equipment or any Retailer to reachingagreement with
any other Applicantin connection with the competition
forthe Fourth Licence;

f) whichwould prevent disclosure of any agreement
of thekindsreferred toin (a)-(e) above.

Ifan Applicant or any Person Relevant to the Application
has enteredinto any agreement of akind referred to at
(a)-(f) above:

i. atatimebeforethe publication of thisdocument;or

ii. where circumstances subsequently changedinsuch
away as torender anagreement enteredinto prior to
publication of thisdocument anagreement of a kind
referredtoin (a)-(f) above;

that Applicant must disclose the existence of the agreement
(whether enteredinto by the Applicant, a Person Relevant to
the Application oraKey Subcontractor) to the Commission
and provide details of the relevant restriction containedin
the agreement.

6.9
CONSEQUENCES OF
MISREPRESENTATION

Ifany Applicant materially misrepresents any aspect of its
Application, the Commissionreserves the right to disqualify
such Application. The Applicant may also be excluded from
participating infuture related competitions. An Applicant
who has made a material misrepresentationinits Application
may be sued for damages and any award of the Fourth Licence
tothat Applicant's Proposed Licensee may be rescinded. If
fraud, or fraudulent intent, can be proved, the Applicant or

its responsible officers may be prosecuted for the offence of
fraud by false representation.

6.10
LANGUAGE AND CURRENCY

Allaspects of the Application and accompanying evidence
must be preparedin English (or accompanied by a certified
English translation). Monetary values must be statedin UK
sterling (GBP). Allresponses should be exclusive of VAT
unless where directly stated otherwise.
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6.11
CANVASSING AND COLLUSION

Each Applicant signed an Anti-Collusion and Canvassing
Certificate withits Selection Questionnaire response.

Should an Applicant or any of its Representatives or
Associated Persons (each as definedin the Application
Process Agreement) be found to have committed a breach of
clause 14 of the APA, the Applicant may be disqualified at the
Commission's absolute discretion. Such disqualification will
be without prejudice to any other civilremedies available to
the Commission and without prejudice to any criminalliability
which such conduct may attract.

Should an Applicant or any of its Representatives or
Associated Persons (each as definedin the Application
Process Agreement) be found to have colluded in breach

of clause 13 of the APA, they may be disqualified. Such
disqualification will be without prejudice to any other civil
remedies available to the Commission and without prejudice
toany criminalliability that such conduct may attract.

6.12
COPYRIGHT

Allintellectual property rightsin this document, and the
information or documents contained or referredtoinit, shall
remain the property of the Commission and no Applicant
shall obtain any right, title or interestin thatintellectual
property. Neither this ITA nor the information or documents
contained or referred toinit, may be reproduced, copied or
storedinany medium, in whole or in part, without the prior
written consent of the Commission, other than as strictly
required for the preparation of an Application.

6.13
PUBLICITY

For guidance onany publicity and/or promotional activities
related to the Competition, Applicants should refer to

the Mediaand Communications Protocolissued by the
Commission.
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6.14
COMMISSION’'SRIGHT
TODISQUALIFY

Theissue of this ITAin no way commits the Commission to
grantany Licencein connection with the Competition. The
Commissionis not boundto acceptan Application, evenifit
scores the highest according to the Commission’s Evaluation
criteria, as described in Section 7 (Evaluation Approach).
Nothinginthis ITA shall oblige the Commissiontogranta
Licence and the Commission may, inits sole discretion, alter
or terminate the Competition at any stage for any reason.

The Commissionreserves therightatany time, inits absolute
discretion, to disqualify any Applicant that does not, inthe
Commission's opinion, comply with the requirements of

this ITA orany other requirement of the Commissionin
connection with the Competition that may from time to time
be notified to the Applicant.

6.15
FREEDOM OF INFORMATION
ACT 2000 (FOIA)

Allinformationrelating to any Applicant orany Application
made to the Commission may be accessible under the
Freedom of Information Act 2000 (FOIA) and Environmental
Information Regulations (EIR). The Commissionisundera
legal obligation to disclose such informationif requested,
unless an exemption applies. The Commission may also

be required to disclose information as required by other
legislation or applicable codes of practice or otherwise as
required by law, including by order of a court of competent
jurisdiction.

Any Applicant must identify to the Commission, within

its Application, any information whichit regards as being
potentially exempt from disclosure by the Commission
under the FOIA. Suchidentification may be either specific
orby class. The Applicant must state the grounds that it
believes exist for potentially exempting the information
fromdisclosure, together with detailed reasoning for each.
The Applicant should alsoindicate whether it considers
that the potential exemption from disclosure applies only
for the period of the Competition or whether the potential
exemption would continue after the conclusion of the
Competition and award of the Fourth Licence.
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Please note that, consistent with the spirit of its obligations
under the FOIA, as ageneral principle the Commission

will seek to prevent or restrict the scope of confidentiality
obligations sought tobe imposed uponit other thanin
accordance with law. As such the Commissionreserves
theright nottoaccept, inwhole orin part, receipt ofany
information marked as confidential or sensitive or to require
further explanation of the reasons why the Applicant
considers confidentiality obligations to be appropriatein
aparticular case.

It should be noted that even where an Applicant has indicated
thatinformation should be exempted, the Commission may
disclose thisinformation followingits own consideration of
the situation. The Commission may, inits absolute discretion,
consult with the Applicant before deciding on arequest for
information. Theinterpretation of the Commissioninrelation
toany exemption shall be final.

6.16
CONFLICTS OF INTEREST

Any conflict of interest or potential or perceived conflict of
interest that may arise in connection with the Competition
(whetherinrelationto an Applicant, the Commission or
otherwise) and including, without limitation, any issue that
may resultin a distortion of competition or the unequal
treatment of participantsin the Competition, that arises or
becomes apparent at any time must be fully disclosed to the
Commission through the portalas soonas such conflict or
potential conflict arises or becomes apparent, accompanied
by the Applicant’s proposed mitigating steps.

6.17
COSTS OF APPLICATION

The Commissionand each Applicant willeach bear their own
costsarising out of or in connection with each Applicant’s
participationin this Competition.

The Commissionreservesits discretion as to whetherit
willgranta Licence as aresult of the Competitionand the
Applicants’ and any Person Relevant to the Application’s
participationinthe process will be entirely at their ownrisk.

To the extent permitted by law, the Commission shall

bear noliability whatsoever for the conduct or outcome
ofthe Competition, whether withdrawn or altered or
recommenced, including but not limited to any loss of costs
as partofany Application, profit or economiclossincurred by
Applicants orany other personarising out of or in connection
with the Competition.
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The Evaluation approach has been designed toidentify the Applicant that delivers the highest credible and deliverable Good
Causes Contributionfor the Fourth Licence whilst first ensuring support for the Commission’s Statutory Duties of propriety
and protecting Participants'interests.

Insummary, the Evaluation approachis designed to assess:

« proposals against the Commission'’s Statutory Duties of propriety and protecting Participants'interests as well as
Applicants’ demonstrated financial strength;

o proposed Licensee’s Proportion of Surplus; and

« thecredibility, deliverability and risks inherent in the Applicant’s Business Plan and Proposed Good Causes Contribution,
inline with the Commission’s Statutory Duties.

The approachis based on four areas:

Propriety, protecting
Participants’ interests

and financial strength

This section will evaluate
Applicants’ responses to
Propriety, protecting
Participants’ interests and
financial strength.

Licensee’s Proportion
of Surplus

This section will evaluate
Applicants’ proposed
Licensee’s Proportion of
Surplus relative to the
lowest Licensee’s
Proportion of Surplus
proposed by any Applicant.

Good Causes
Contribution

Business Plan

This section will evaluate
Applicants’ Good Causes
Contribution relative to
the highest Good Causes
Contribution proposed by
any Applicant.

This section will evaluate
the credibility and
deliverability of Applicants’
responses in each Area,
relative to the Proposed
Good Causes Contribution.

This section is evaluated
using Pass/Fail Criteria.

This section is evaluated
using a relative scoring
mechanism.

This section is evaluated
using a relative scoring
mechanism, in conjunction
with the Business Plan
evaluation.

This section is evaluated
using a relative scoring
mechanism, in conjunction
with the Good Causes
Contribution evaluation.

Figure 5: Four areas of the Evaluation approach
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Propriety, protecting Participants’ interests and
financial strength (Pass/Fail)

Evaluation of propriety, protecting Participants' interests and
financial strength will assess the following on a Pass/Fail basis:

« AnApplicant’s ability to satisfactorily demonstrate that
the National Lottery will be run with all due propriety;

« AnApplicant’'s ability to satisfactorily demonstrate that
inrunning the National Lottery its Proposed Licensee
will protect the interests of all Participants, including
protecting Participant funds; and

« Thefinancial strength of the Proposed Licensee,
demonstrating that it will have sufficient resources
to meet the requirements of Implementationand the
requirements of the Fourth Licence throughout the
Fourth Licence Term.

Applicants must meet the Pass criteria for propriety,
protecting Participants’interests and financial strength.
The Commission will consider the entire Applicationin
determininga Pass/Fail result. Applications must fulfil all
Pass criteriain order to be includedin the final ranking of
Applications following Evaluation.

Licensee's Proportion of Surplus (scored)

Applicants willbe expected to propose alicensee’s
Proportion of Surplus. Applicants will be evaluated usinga
relative scoringmechanism. The Applicant that proposes
the lowest Licensee's Proportion of Surplus willbe awarded
100% in this area of evaluation (prior to application of the
areaweighting), with all other Applicants scored relative to
this. This area of evaluation has a 15% weighting. Applicants
should note that the Licensee's Proportion of Surplus will
needto account for the value of the Fixed Contribution as well
asits own costs that are not shared through the Incentive
Mechanism, therefore the Commission would not expectany
proposals foraLicensee's Proportion of Surplus to be 0%.
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Good Causes Contribution (scored)

The Good Causes Contributionincludedin each Application
willbe evaluated usingarelative scoringmechanism
(following application of a Discount Rate). The Applicant
that proposes the highest Good Causes Contribution will
be awarded 100% in this area of evaluation, with all other
Applicants scoredrelative to this. This scoreis multiplied

by the Business Plan Score to calculate the combined
Business Planand Good Causes Contribution Score, prior to
application of the combined area weighting. The combined
areas have a weighting of 85%.

Business Plan (scored)

The Business Plan willbe evaluated based on written
responses to the five areas below, using marking criteria
between 0-15. Each Business Plan Area carries an equal
weighting.

« Transition
« Branding
« Portfolio
e Channels

« Operations

Applicants willbe evaluated using arelative scoring
mechanism whereby their Business Plan Mark (following
application of a Solution Risk Factor) will be relatively scored
against the highest of all Applicants’ Business Plan Marks.
The Applicant that receives the highest Business Plan

Mark, following application of the Solution Risk Factor, will
be awarded 100% in this area of Evaluation, with all other
Applicants scoredrelative to this. This scoreis then multiplied
by the Good Causes Contribution Score to calculate the
combined Business Plan and Good Causes Contribution
Score, prior to application of the combined area weighting.
The combined areas have a weighting of 85%.
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A summary of thisapproachis set out below:

Statutory Duties

Business Plan & Good Causes Contribution
9
Licensee’s 85% of Total Score

Proportion of Business Plan
Surplus Good Causes

Protecting Contribution Combined with Good Causes Contribution Score
Participants’

Propriety interests Financial
(including 4NL Strength
L Combined with Transition Branding Portfolio Channels s
15% of Total .
Business Plan
Score

Score
Solution Risk Factor (SRF)
(reduction of total Business Plan Mark by up to 15%)

Each Business Plan Area will be given a mark out of 15 against qualitative

Rolativel Tretivrol

Pass/Fail scored 7 scored 4 evaluation criteria, giving a total of 75 marks available (before SRF is applied).
Total Business Plan Mark (following application of SRF) is then relatively scored
No scores. No scores.
Phase One Feedback provided Feedback will ~ Feedback will Mark thresholds do not apply, however feedback will be provided

be provided be provided
Scores and Scores and

Phase Two Pass/Fail feedback will  feedback will Moark thresholds will apply for Business Plan Areas and feedback will be provided
be provided be provided

Figure 6: Evaluation approach
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8
EVALUATION METHODOLOGY

This section sets out the Evaluation methodology for each area of Evaluation as set out in Section 7 (Evaluation approach).

8.1
PROPRIETY

Applicants will be required to demonstrate how their Proposed Licensee will run the National Lottery with all due propriety inline
with the Statutory Duties through a written response to questions set out by the Commission. Applicants must also ensure that
alllITAresponses areinline with the Pass criteria for Propriety and protecting Participants’ interests, else they may risk failing and
beingremoved from the Competition. Further information as to what this includes can be found in Section 10 (Propriety).

Applicants will receive either a ‘Pass’ or a 'Fail’ against the propriety evaluation criteria as set out below. There willbe a minimum
threshold that must be met to Pass.

Definition Description

Pass The Applicant must demonstrate all of the below criteriain order to be awarded a ‘Pass’ for propriety:

« TheApplicant has satisfied the Commission that the Licensee will operate the National Lottery with
alldue propriety.

» TheApplicant'sresponses demonstrate that the Licensee will comply with applicable laws and
Regulations and Directions.?°

» TheApplicant'sresponses arerelevant to the questions asked and deal comprehensively with each
of theissues and/or subheadings under that topic.

« TheApplicant'sresponses are aligned to relevant best practice and/or Commission guidance,
or propose equivalent measures to the satisfaction of the Commission.

» TheApplicant'sresponses are credible when assessed alongside the rest of their Application.

« Whererelevant, the Applicant’s Business Plan and overall Applicationis aligned with their responses
under Section 22.2 (Propriety) of the ITA. There is nothing in the Applicant’s Business Plan or any other
part of their ITA submission that is non-compliant with the Commission’s Statutory Duty to ensure
that the National Lottery, and every lottery that forms a part of it, is run with all due propriety.

» TheApplicant has formedthe SPE that willbecome the Licensee, should they be successfulin their
Application. The Applicant has provided satisfactory evidence that the SPE is established in the UK.

Fail The Applicant has failed to adequately demonstrate to the Commission their ability to deliver against

one or more of the above criteriarequired to Pass.

Table 3: Propriety Pass/Fail Criteria

2 https://www.gamblingcommission.gov.uk/for-the-public/National-Lottery/How-we-regulate-the-National-Lottery.aspx
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8.2
PROTECTING PARTICIPANTS’ INTERESTS

Applicants will be required to demonstrate how their Proposed Licensee will run the National Lottery whilst protecting
Participant'sinterestsinline with the Statutory Duties through a Participant Protection Strategy, which willbe a written
response provided as part of its Application, along with supporting evidence. Further information as to what this should include
canbefoundin Section 11 (Protecting Participants’ Interests).

There willbe aminimum threshold that must be metin order to Pass. The Pass/Fail criteria set out below relates to both
Participant protection across Applications as a whole and the specific protecting Participants’ interests questions set outin
Section 22.3 (Protecting Participants' interests). Technical criteria specifically related to protecting Participant funds is set
outin Section 8.2.1 (Protecting Participant Funds).

Definition Description

Pass The Applicant must demonstrate all of the below criteria in order to be awarded a ‘Pass’ for protecting
Participants'interests:

» TheApplicant has satisfied the Commission that the Proposed Licensee will do everythingit can to
ensure that theinterests of every Participantin the National Lottery are protected.

» TheApplicant'sresponses demonstrate that the Licensee will comply with applicable laws and
Regulations and Directions.?

« TheApplicant'sresponses are relevant to the questions asked and deal comprehensively with each of
theissues and/or subheadings under that topic.

« TheApplicant'sresponses are aligned to relevant best practice and/or Commission guidance, or
propose equivalent measures to the satisfaction of the Commission.

» TheApplicant'sresponses are credible when assessed alongside the rest of their submission.

e Whererelevant, the Applicant's Business Plan and overall ITA submissionis aligned with their responses
under this section of the ITA. There is nothingin the Applicant’s Business Plan or any other part of their
ITA submission thatis non-compliant with the Commission’s Statutory Duty to ensure that the interests
of every Participantinthe Lottery are protected.

Fail The Applicant has failed to adequately demonstrate to the Commission their ability to deliver against

one or more of the above criteriarequired to Pass.

Table 4: Protecting Participants’interests Pass/Fail criteria

21 https://www.gamblingcommission.gov.uk/for-the-public/National-Lottery/How-we-regulate-the-National-Lottery.aspx
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8.2.1 Protecting Participant Funds

Pass/Fail
As part of protecting Participants’ interests, Participants’ funds must be effectively managed and protected to adequately
address therisk that Participants will not be paid amounts to which they are entitled.

Oneway in which this willbe achievedis through the implementation of the 4NL Trust including through the operation
by the Licensee of Funds Protection Policies and the maintenance of a Final Reserve Balance which would be available to the
Trustee to discharge obligations to Participantsin circumstances where the Licensee was unable to do so.

Evaluation of protecting Participant funds forms part of the evaluation of protecting Participants’ interests and will therefore
be evaluated on a Pass/Fail basis. The evaluation will examine whether risks of Participants not being paid willbe adequately
addressed. As part of this, Applicants will be required to demonstrate that they can meet the requirements and obligations
set outat the start of Phase Twoin the Phase Two Trust Addendum. Applicants’ Required Responses and Application Specific
Provisions will be evaluated against the Evaluation Criteria set out below.

Definition Description

Pass The Applicant must demonstrate all of the below criteriain order to be awardeda ‘Pass’ for 4NL Trust,and
ultimately protecting Participants’ interests:

» TheApplicant has satisfied the Commission that the Proposed Licensee willdo everythingit canto ensure
the Funds Protection Outcome (as defined in Condition 16.1 of the Proposed Form of Fourth Licence)is
fulfilled.

« Eachofthe Applicant's Proposed Trustee and Proposed Account Bank fulfils the Trustee Requirementsand
the Account Bank Requirements (as applicable).

o TheApplicant's 4NL Trustresponses demonstrate that the Applicant's proposed approach tothe
protection of Participant funds, including through the operation of the 4NL Trust will comply with applicable
laws and Regulations and Directions. ??

o TheApplicant's 4NL Trust responses demonstrate that the Licensee, Proposed Trustee and Account Bank
willcomply with the applicable requirements set outinin the Long Form Trust Deed and the Proposed Form
of Fourth Licence.

» TheApplicant's ANL Trust responses demonstrate, havingregard to the Commission’s guidance
accompanyingthe Long Form Trust Deed, that the arrangements for the protection of Participant funds
will be subject to appropriate governance, treasury management (includinginvestment, credit and liquidity
framework) andrisk management to ensure it can meet its obligations to fulfil the Funds Protection Outcome.

» TheApplicant’s 4NL Trust responses demonstrate that the arrangements for protection of Participant
funds will fulfil the Funds Protection Outcome in all reasonable worst-case scenarios, including as aresult of
risks created by its portfolio of Games.

o TheApplicant's 4NL Trust responses demonstrate that the Proposed Licensee and Proposed Trustee will
be able to successfully operate the 4NL Trust from the Start Date of the Fourth Licence.

o TheApplicant's 4NL Trust responses to the "Required Responses” set outin Appendix G of the 4NL Trust
Explanatory Note andin Section 22.4 (Protecting Participant Funds) deal comprehensively with each of
theissues and/or subheadings under that topic, providing appropriate evidence that they are credible and
deliverable when assessed alongside the rest of their submission.

Fail » TheApplicant has failed to adequately demonstrate to the Commission their ability to deliver against one
ormore of the above criteria required to pass.

Table 5: Protecting Participant funds Pass/Fail criteria

2 https://www.gamblingcommission.gov.uk/for-the-public/National-Lottery/How-we-regulate-the-National-Lottery.aspx
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Applicants must meet the Pass criteria for protecting 8.3

Participants’interests and funds. In determining a Pass/Fail FINANCIALSTRENGTH

result, the Commission will consider the entire Application,
including the Business Plan.

Applicants should note that the following elements of their
proposals with respect to the 4NL Trust (including as to Funds
Protection Policies) will be evaluated as part of the Business
Plan:

- Evaluation of proposals regarding Portfolio Volatility
and Funds Protection Policies as part of the Portfolio
Business Plan Area: Proposals regarding Portfolio
Volatility and Funds Protection Policies (including the
inherent volatility associated with the portfolio and
reserving and other policies proposed to manage
that volatility) will be evaluated by reference to their
implications for the performance of the National Lottery
and therisks to Good Causes Contributions (noting that
payments to Participants take precedence over Good
Causes Contributions so competing proposals, each
of which adequately protect Participants’interests,
may have differingimplications for Good Causes
Contributions).

These proposals will be evaluated as part of the Portfolio
Business Plan Evaluation using the Business Plan Criteria
setoutin Section 8.6.3.

o Transition from 3NL-4NL Trust as part of the
Transition Business Plan Area: Applicants must provide
within their Incoming Transition Plan, details of how they
will successfully implement 4NL Trust arrangements and
transitionfrom 3NL Trust arrangements to 4NL Trust
arrangements. Applicants mustalso provide a proposed
form of Trust Implementation Agreement with their
Phase Two Applications. These willthenbe evaluated as
partofthe Transition Business Plan Evaluation using the
Business Plan Criteria set outin Section 8.6.3. As above,
all other areas of protecting Participant funds willbe
evaluated on a Pass/Fail basis.
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Financial strengthis highly relevant to each of the
Commission's Statutory Duties, and as suchis evaluated on
aPass/Fail basis. Financial strength evaluation will consider
the SPE described by each Applicantinits Applicationas the
Proposed Licensee, and will examine both how that SPE will
be funded and how its proposed supply chain will be funded.
This assessment willdetermine whether the Applicant

has provided sufficient evidence to the Commission
todemonstrate that the Proposed Licenseeis capable

of establishingand maintaining their financial strength
throughout the Fourth Licence Term.

The financial strength of the Proposed Licensee will be tested
againstarange of scenarios specified by the Commission
that might reasonably occur and that could raise concerns
regarding the financial strength of the Proposed Licensee.
These scenarios are set outin Section 23.7 (Financial
Response).

Applicants’ responses will be evaluated holistically, based
ontheir narrative responses to qualitative questions, the
financialinformation Applicants provide about the Proposed
Licensee and its proposed Key Subcontractors (including
Proposed Trustees), and supporting evidence detailing equity
and debt funding to be provided to the Proposed Licensee.
This may include evidence of equity and debt commitments,
liquidity available and contingency commitments, together
with typical performance, leverage and interest metrics.
Please note that at Phase Two, Applicants will be required to
submit copies of legally binding financing agreements which
should evidence the availability of committed funding.

Furtherinformation onfinancial strength can be foundin
Section 13 (Financial Strength).

Applicants’ responses under this section will receive eithera
'Pass’ ora'Fail’, based on the Evaluation criteria outlined below
and the outcome of the Financial Strength Scenarios. Please
note that, as describedin Section 8.7 (Financial Response),
the Commission will carry out a separate assessment of

each Applicant's Financial Response to supportan
assessment of the credibility and deliverability of the
Applicant’s proposalsin the Business Planand the Applicant’s
Proposed Good Causes Contribution.
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Definition Description
Pass The Applicant must demonstrate all of the below criteria in order to be awarded a 'Pass' for financial
strength:

» Sufficiency ofImplementation and Transition funding. The Applicant has demonstrated that the
Proposed Licensee will have sufficient financial resources to meet the costs it willincur in connection
with Implementation and Transition under all specified scenarios.

« Ability to maintain solvency throughout the Fourth Licence Term. The Applicant has demonstrated
that thereis no material risk that the Licensee would become insolvent during the Fourth Licence Term
under any of the specified scenarios.

» Conditionality of funding. The Applicant has provided clear evidence that funding to meet the costs
of operating the National Lottery and any financial commitments would be available to, and accessible
by, the Proposed Licensee as required and there are no material conditions associated with funding that
may resultin funding delays, or that funding not being available, should the Applicant be successful.

« Deliverability of funding. The Applicant has provided clear evidence that proposed funding canbe
obtained andimplemented and that funding providers have the financial capacity and capability to
support their commitments under all specified scenarios.

« Fundingcovenants. The Applicant has demonstrated that there is no materialrrisk to the Proposed
Licensee's financial strength under any of the specified scenarios due to funding covenants not being
met as per contractual obligations set outin funding agreement terms and conditions.

« Supply chain financial strength. The Proposed Licensee’s supply chainis of sufficient financial standing
thatit does not cause material threat to the Proposed Licensee's ability to deliver their contractual
obligations under the Fourth Licence. The Proposed Licensee and its Key Subcontractors have adequate
processes, procedures and controls in place to ensure supply chain continuity and minimise any adverse
impact on National Lottery operations due to any potential supply chain disruptions.

» Whererelevant, the Applicant’s Business Planand overall ITA submission demonstrates alignment with
the financial strength requirements. There is nothingin the Applicant’s Business Plan or any other part
of their ITA submission that would resultin the Applicant'’s failure to meet the criteria outlined above. In
particular, the Applicant should demonstrate due regard to the potentialimpact of the 4NL Trust and any
potential Portfolio Volatility on the Proposed Licensee's financial strength.

Fail » The Applicant has failed to adequately demonstrate to the Commission their ability to deliver against

one or more of the above criteriarequired to pass.

Table 6: Financial strength Pass/Fail criteria

45 TheFourth National Lottery Licence Competition | Invitation to Apply (ITA) gém;\sﬂlilsl\é%N



VOLUMED OFFICIAL SENSITIVE THE
EVALUATION Eg;!%;%_
LICENCE
COMPETITION
8

4
LICENSEE’'S PROPORTION OF SURPLUS

Applicants will be evaluated using arelative scoring methodology. The Applicant that proposes the lowest percentage
Licensee's Proportion of Surplus will receive 100% for this area, prior to application of the area weighting (15% of the Total
Score). All other proposals will be scored relative to this.

An example of how this will be evaluatedis set out below. Applicants should note that this is for illustrative purposes only.

Licensee’s Proportion Relative scoring Licensee’s Proportion of
of Surplus (%) calculation Surplus Weighted Score
(/15% of Total Score)*

Applicant 1 4.00 4.00/4.00=1.00 1.00x15=15.00

Applicant 2 5.00 4.00/5.00=0.80 0.80x15=12.00

Table 7: Example of Licensee’s Proportion of Surplus relative scoring

*N.B: Only final calculations will be rounded to 2dp. All decimal places from prior calculations will be carried through. Numbers used within this example are for
illustrative purposes only.

8.5
GOOD CAUSES CONTRIBUTION

Applicants will propose a Good Causes Contribution forecast for each Licence Year of the Fourth Licence Term, the ‘Proposed
Good Causes Contribution’ The Proposed Good Causes Contribution will be underpinned by Applicants’ Financial Templates
and supported by their respective Business Plans. The Proposed Good Causes Contribution will consist of a Fixed Contribution
(determined by the Commission to be £75m p.a.) and a proportion of the Surplus. For further information on the calculation of
the Proposed Good Causes Contribution, please see Section 12 (Good Causes).

Applicants should note that the Commission will review the Applicant’s projected Surplus figures and apply a Discount Rate,
that will be set by the Commissionin accordance with HM Treasury Green Book guidance (further details can be foundin Section
8.5.1 (Discount Rate)). The discounted Surplus figure will then be used to calculate the Applicant’s Good Causes Contribution
based upon their proposed Proportion of Surplus to Good Causes (%).

Applicants will be evaluated using arelative scoring methodology. The Applicant that proposes the highest Good Causes
Contributionacross thelife of the Fourth Licence Term will receive 100% for this area. All other proposals will be scored relative
to this. Applicants should note that this score is multiplied by the Business Plan Score prior to beingawarded a percentage in the
overall Evaluation as set out in Section 8.9 (Evaluation mechanics).

Applicants should note that their Business Plan willneed to support the Proposed Good Causes Contribution and Applicants will
need to provide written notes ("Supporting Narrative") alongside their Financial Template response that will demonstrate how
the forecast has been calculated inline with their ITAresponses.

AMBLIN
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Applicants that propose to return profits to the NLDF should factor this into their Proposed Good Causes Contribution.
Proposals for contributions to anywhere other than NLDF will not be credited further in Evaluation.

An example of how this will be evaluated s set out below. Applicants should note that this is for illustrative purposes only.

Good Causes Contribution Relative scoring Good Causes Contribution
(Em) calculation Score (/100%)*
Applicant 1 17,000 17,000/19,000=0.89 0.89x100=289.47
Applicant 2 19,000 19,000/19,000=1.00 1.00x 100=100.00

Table 8: Example of Good Causes Contribution relative scoring

*N.B: Only final calculations will be rounded to 2dp. All decimal places from prior calculations will be carried through. Numbers used within this example are for
illustrative purposes only.

8.5.1 DiscountRate

As described above, the Commission willapply adiscount rate to Applicant's proposed Surplus figures. This Discount Rate
willbe determined prior to the Phase Two Applications deadline in accordance with HM Treasury’s Green Book guidance,
the discountrate willnot be disclosed during competition.

The Discount Rate is commonly known as the rate at which society values the present compared to the future. The Commission
willinclude the following elements, inits consideration of the final Discount Rate to be usedin evaluation, in accordance with the
HM Treasury Green Book guidance;

¢ Socialtime preferencerate - HM Treasury Green Book guidance recommends discounting future cash flows by a social time
preferencerate thatreflects the value to society of cash today rather thanin the future

o Expectedinflation - The social time preferencerateis areal rate. Inflation is added to the social time preference to derive a
nominal social time preferencerate

o Asset-specificrisk premium - The HM Treasury Green Book guidance recommends adding an asset-specific risk premium
to the nominal social time preference rate to reflect that cash flows are uncertain.

8.5.2 Costsincurredinconnection with Implementation and Transition
Intheir Financial Template, Applicants are required to provide details of their Estimated Implementation Costs, including details
of each of the Implementation Cost Categories to which those Estimated Implementation Costsrelate.

This mustidentify those costs which are Transition Costs and those which are Transformation Costs.

For the purposes of evaluation only, to ensure that all Applicants are treated fairly, Transition Costs proposed by each Applicant
willbe removed from the calculation of Good Causes Contribution.

Applicants should note that the Commission reserves the right to not remove any costs from this calculation whichit considers
to not fit under the definition of Transition Costs. Please refer to the Enabling Agreement and Schedule 5 Part B of the Fourth
Licence (Good Causes Contribution) for more details.

8.5.3 Costs fornon-compliant Games

Asexplainedin the Section 6 Licensing Guidance Note, during Phase One, the Commission will make aninitialassessment of
(and provide feedback on) each Applicant’s proposed Game portfolio. This willinclude feedback on whether a proposed Game
would be likely to be awarded a Section 6 Licence. Applicants will then submit final proposed Game portfolios with the benefit
ofthis feedback. If any proposed Games do not meet the Commission’s requirements (i.e. are non-compliant), the Commission
willremove the revenues associated with those Games from the Financial Template prior to Evaluation. The Commission will
not however remove any costs associated with such non-compliant Games and they will remainin the Applicants’ proposal.
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8.6 The Business Plan Evaluation will consider the Proposed
BUSINESS PLAN Good Causes Contribution in parallel. The Business Plan Mark

Applicants are required to develop several artefacts as part of
theirresponse tothe ITA (as set outin Section 22 (Qualitative
Response)). As set outin Section 21.3 (Summary of
Response), some of these artefacts willbe evaluated as part
ofthe Business Plan. The Business Plan will be splitinto five
Business Plan Areas: Transition, Branding, Portfolio, Channels
and Operations (People, Process, Technology).

At Phase Two, Applicants will be provided with a mark per
Area of the Business Plan, and a threshold will apply for each
Business Plan Area.

Applicants will gaina mark between 0-15 for each Business
Plan Area, with the total available mark for the Business

Plan being 75 (Business Plan Mark). A Solution Risk Factor of
0-15% willthen be applied to the total Business Plan Mark.
Applicants must:

¢ Achieve aminimummarkofatleast 6 outof15acrossall5
Business Plan Areas; and

¢ Achieveaminimum mark of 9 outof 15inatleast half (3 or
more) of the Business Plan Areas.

Applicants should note that their Good Causes Contribution
proposal will only be counted if their Business Plan passes the
set threshold marks.

Any Applicant who fails to achieve the minimum mark will
automatically fail the Evaluation.

Across each Business Plan Area, Applicants will continue to be
assessed for due propriety, financial strength and protecting
Participants'interests. If,inaparticular Business Plan Area,

an Applicant'sresponseisinconsistent with, orinvalidates,
the responses for the Business Plan Areas or otherwise fails
to comply with the objectives of due propriety, protecting
Participants'interests and financial strength, the Application
may fail on the Pass/Fail criteria describedin Sections 8.1 to
8.3above.

Applicants should note that as part of the Business Plan
Evaluation, Applications will be reviewed referencing available
market information where possiblein ordertotestthe
credibility of their proposals.
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willreflect the credibility and deliverability of the Proposed
Good Causes Contributionineach Area. Business Plan Area
criteriais outlinedin Section 8.6.3 (Evaluation criteriafor
Business Plan Areas).

The Applicant that receives the highest Business Plan Mark
(including Solution Risk Factor, as set out below) will receive
100% for this area of evaluation. Each Applicant’s Business
Plan Mark (following Solution Risk Factor adjustment) will
be relatively scored against the highest of all Applicants’
Business Plan Marks.

Applicants should note that the Business Plan Mark
(following SRF adjustment) is multiplied by the Good Causes
Contribution Score prior to beingawarded a percentagein
the overall Evaluation as set outin Section 8.9 (Evaluation
mechanics).

8.6.1 Approach to evaluation of risk

In order to evaluate proposals fully, the Commission requires
aview ofrisk across an entire Application. Therefore, as part
oftheir Application, Applicants will be required to provide a
consolidated Risk Register, which should containacomplete
and accurate explanation of each risk identified by the
Applicantand how it willbe mitigated. Applicants should note
that the Commission willalso undertake anassessment of
risk and may identify additionalitems that it may consider

as part of Evaluation. Inthe event that the Commission
identifies additional risks during the Phase One Review, it will
inform the Applicant as part of their Phase One Feedback.

Theway inwhich these risks are evaluated willdepend on
theirimpact onthe proposal. Where ariskis specifictoan
area of Evaluation or anindividual Business Plan Area, it will
be considered as part of that area of Evaluation. For example,
risks associated with Business Plan Areas will be evaluated
as part of the Commission’s assessment of credibility and
deliverability of each Business Plan Area. Where ariskis
consideredto be 'solution-level’, as described below, it willbe
considered as part of Solution Risk Factor (SRF). Further detail
relating to SRF can be found in Section 8.6.2 (Solution Risk
Factor).
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8.6.2 SolutionRisk Factor

A Solution Risk Factor (SRF) will be used to address the impact
of cross-cuttingaspects of the Applicant’s Business Plan.
The SRF willenable the Commission to give consideration
tointeractions between different aspects of the Business
Plan and to anyissue which arises from one or more of

the five separate areas of the Business Plan assessment
(Transition, Branding, Portfolio, Channels, Operations) where,
irrespective of the level of risk that issue presentsinany
single area, thatissue givesrise torisk when consideredin

the context of two or more individual areas (a ‘solution-level’
risk). The SRF will be awhole number percentage between
0-15%. Theresulting SRF willbe applied to the Applicant's
total Business Plan Mark. The higher the SRF, the greater the
reductionin Business Plan Mark. The highest factor that could
be applied willbe 15% (i.e. atotal Business Plan Mark (/75)
could bereduced by up to 15% of that mark based on solution
levelrisks identified in Evaluation).

Applicants willbe asked to provide their view of risks and
mitigationsin a Risk Register, of which 'solution level risks
willbe consideredin thisassessment, all other risks will be
based onthe Commission’s judgement across the overall
Business Plan.

Applicants should note that the Commission will have the
discretion to determine that an Applicant whose SRFis 15%
will Fail the Evaluation.

The Commission will retain the right to request additional

scenarios from Applicants which will be considered as part
ofthe SRF assessment.
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Four solutionrisk areas that will be considered for the SRF are:

¢ DeliveryRisk -any issue which arises from one or more of
the five separate areas of the Business Plan assessment
(Transition, Branding, Portfolio, Channels, Operations)
where, irrespective of the level of risk thatissue presents
inany single area, thatissue givesrisetoariskin
establishing future operations, when considered in the
context of two or more individual areas;

o Operational Risk -any issue which arises fromone or
more of the five separate areas of the Business Plan
assessment (Transition, Branding, Portfolio, Channels,
Operations) where, irrespective of the level of risk that
issue presentsinany single area, thatissue givesrisetoa
riskin running future operations, when consideredin the
context of two or moreindividual areas;

o CostRisk—Anyriskrelatedto overall costs to deploy
or operate the National Lottery. Solutionlevel cost risk
is evaluated at this level to factor in the uncertainty of
Applicant's costs, costs which are not directly attributable
toasingle Business Plan Area, and/or future variability
of costs putting Proposed Good Causes Contribution
projections atrisk;

¢ Resilience Risk—Anyrisk that the Licensee and/orits
Business Plan may not be able to withstand the stress or
pressureinduced by events outside of the normal course
of business. Applicants should note that 'Resilience
Risk'as part of SRF, willbe considered separately from
the financial strength part of Evaluation. Within SRF, the
Commission willbe looking at the operational resilience
ofan Applicant’s Business Plan at a solution level only.

— TheUpside and Breakeven Cases willbe used to
support the assessment of Resilience Risk. Within
the ‘"Upside’ scenario, the Commission will specifically
look at how Applicants will provide assurance that their
proposalisresilientinan Upside scenario where the
National Lottery grows above the proposed Base
Case scenario. The '‘Breakeven' scenario willbe
assessedinthe same way, butinascenariowhere the
National Lottery does not meet forecastsinthe Base
Case scenario.
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An example of how this will be evaluatedis set out below. Applicants should note that thisis forillustrative purposes only

Business Plan Mark Solution Risk Factor Total Business Plan Business Plan Score
(/75) (0-15%) Mark (/75) (/100%)
Applicant 1 75 0 75x1.00=75.00 (75.00/75.00)x 100 =100.00
Applicant 2 70 3 70x0.97=67.90 (67.90/75.00)x100=90.53

Table 9: Example showing the application of SRF to the Business Plan Mark and the relative scoring approach.

*N.B: Only final calculations will be rounded to 2dp. All decimal places from prior calculations will be carried through. Numbers used within this example are for
illustrative purposes only.

8.6.3 Evaluation criteriafor Business Plan Areas

The individual Business Plan Area proposals (i.e. an Applicant’s response to each Business Plan Area) will be evaluated and
provided withamark out of 15. Applicants’ Business Plans will need to align to the Proposed Good Causes Contribution and
demonstrate how the Proposed Good Causes Contribution willbe met. Each Business Plan Area will be evaluated based on
how ‘credible’ and ‘deliverable’ the responseisin the relevant Business Plan Area. Applicants should note that ‘credibility’ of
aBusiness Plan Area will be evaluated based on how likely the proposal for that Business Plan Area willmeet the Proposed
Good Causes Contribution. ‘Deliverability’ will be evaluated based on how likely the proposal for that Business Plan Area will
be achieved and successfully delivered. Within this assessment, the Applicant’s Risk Register, including risks and mitigations,
willalso be considered.

Thecriteria for the evaluation of each Business Plan Areais as follows:

Mark Definition Description
15 Highly credible and This Business Plan Area proposalis highly credible with a high confidence of
clearly deliverable deliverability. The Business Plan Area proposalis supported by high quality

evidence demonstrating how it will deliver the Proposed Good Causes
Contributionin this Business Plan Area. The Business Plan Area proposal
demonstrates a strong understanding of the relevant questions for this Business
Plan Area and has clearly considered all of the suggested points outlined in the
questions. The Business Plan Area proposal clearly demonstrates that it willmeet
allrelevant requirements as setoutinthe ITA.

13 Highly credible and This Business Plan Area proposal is highly credible with confidence of
deliverable deliverability. The Business Plan Area proposalis supported by good quality

evidence demonstrating how it will deliver the Proposed Good Causes
Contributionin this Business Plan Area. The Business Plan Area proposal
demonstrates a good understanding of the relevant questions for this Business
Plan Area and has considered all of the suggested points outlinedin the
questions. The Business Plan Area proposal clearly demonstrates that it willmeet
allrelevantrequirements as setoutinthe ITA.

GAMBLING
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11 Credibleand This Business Plan Area proposalis credible and provides confidence of
deliverable deliverability. The Business Plan Area proposalis supported by reasonable

evidence demonstrating how it will deliver the Proposed Good Causes
Contributionin this Business Plan Area. The Business Plan Area proposal
demonstrates agood understanding of the relevant questions for this
Business Plan Area and has considered most of the suggested points outlined
inthe questions. The Business Plan Area proposal for this Business Plan Area
demonstrates thatit willmeetallrelevant requirements as set outinthe ITA.

9 Credible but low This Business Plan Area proposalis credible overall, however, presents low
confidenceindelivery confidence of deliverability. The Business Plan Area proposalis supported by

reasonable evidence to demonstrate how it will deliver the Proposed Good
Causes Contributionin this Business Plan Area. The Business Plan Area proposal
demonstrates a reasonable understanding of the relevant questions for this
Business Plan Area and has considered most of the suggested points outlinedin
the questions. The Business Plan Area proposal demonstrates that it willmeet
most of the relevant requirements as set outinthe ITA.

6 Credible but very low This Business Plan Area proposalis credible overall, however, presents very
confidenceindelivery low confidence of deliverability. The Business Plan Area proposalis supported

by low quality evidence to demonstrate how it will deliver the Proposed Good
Causes Contributionin this Business Plan Area. The Business Plan Area proposal
demonstrates a reasonable understanding of the relevant questions for this
Business Plan Area but has not considered all of the suggested points outlined
inthe questions. The Business Plan Area proposaldemonstrates that it will only
meet some of the relevant requirements as set outinthe ITA.

3 Low credibility and low This Business Plan Area proposal lacks credibility overalland presents low
confidenceindelivery confidence of deliverability. The Business Plan Area proposal lacks sufficient/

provides low quality evidence to demonstrate how it will deliver the Proposed
Good Causes Contribution in this Business Plan Area. The Business Plan Area
proposal demonstrates a poor understanding of the relevant questions in this
Business Plan Area and has only considered some of the suggested points
outlinedinthe questions. The Business Plan Area proposal demonstrates that it
willonly meet some of the relevant requirements as set outin the ITA.

0 Not credible and This Business Plan Area proposal is not credible and presents very low
undeliverable confidence of deliverability. The Business Plan Area proposalfails to provide/

provides very low-quality evidence to demonstrate how it will deliver this
Business Plan Area. The Business Plan Area proposal demonstrates a very poor
understanding of the relevant questionsin this Business Plan Areaand has not
considered the suggested points outlinedin the questions. The Business Plan
Areaproposal does not demonstrate that it willmeet the relevant requirements
assetoutinthelTA.

Table 10: Evaluation criteria for Business Plan Areas
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8.6.4 Evaluation criteria for Solution Risk Factor

Evaluation of total solution risk will be completed through the application of a Solution Risk Factor, using the four areas outlined
in Section 8.6.2 (Solution Risk Factor). This Solution Risk Factor (%) will then be applied to total combined mark of the individual
Business Plan Areas.

The criteriafor the Solution Risk Factor are as follows:

SolutionRisk Definition Description
Factor (%)
o Minimalrisk When considering the entire Business Plan, the overall proposal presents minimal

incremental risk to one or more of Delivery, Operations, Cost and Resilience.

3 Very low risk When considering the entire Business Plan, the overall proposal presents a very
low risk to one or more of Delivery, Operations, Cost and Resilience and any risk is
likely to be manageable with mitigations proposed by the Applicant.

6 Low risk When considering the entire Business Plan, the overall proposal presents alow
risk to one or more of Delivery, Operations, Cost and Resilience and any riskis
capable of being manageable with mitigations proposed by the Applicant.

9 Moderaterisk When considering the entire Business Plan, the overall proposal presents a
moderaterisk to one or more of Delivery, Operations, Cost and Resilience with
some uncertainty of likelihood of success for mitigations proposed.

12 Highrisk When considering the entire Business Plan, the overall proposal presents a high
risk to one or more of Delivery, Operations, Cost and Resilience that may be
incapable of being entirely mitigated by the Applicant.

15 Very highrisk When considering the entire Business Plan, the overall proposal presents a very
high risk to one or more of Delivery, Operations, Cost and Resilience that s likely
to be unmanageable and incapable of being entirely mitigated by the Applicant.

Table 11: Evaluation criteria for Solution Risk Factor

AMBLIN
52 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA) gOMM|SS|GON



VOLUMED OFFICIAL SENSITIVE THE
EVALUATION Eé\;!l%';elg
LICENCE
COMPETITION
8.7 The Financial Response willbe usedin Evaluation as follows:
FINANCIAL RESPONSE

Each Applicantis required to submit a detailed Financial
Template in support of its Application, alongside Supporting
Financials and Supporting Narrative which combined
comprise the ‘Financial Response’. The Financial Response
willnot be evaluatedinits ownright butit willbe crucial to
the overall Evaluation; it willbe used as a tool to support
evaluation of Applications.

The purpose of the Financial Response is:

« tosupportassessmentofthe credibility and deliverability
ofthe Business Plan and Proposed Good Causes
Contribution;

« todemonstrate thatfinancial projections are well
founded, based onreasonable and properly held
assumptions and are consistent with the proposals set
outinresponseto
thisITA;

o tosupportassessmentoftherisksinherentineach
Applicant’s proposals including both those specific to
Business Plan Areas and solution-levelrisks; and

« todemonstrate the Applicant's financial strengthin
arange of scenarios.

Aswiththe rest of the Application, Applicants must
demonstrate due propriety and protecting Participants’
interests across the Financial Response. If any element of the
Financial Responseinvalidates the Applicant's responses to,
or fails to comply with, Statutory Duties, their Application will
Failand be excluded from the competition.

Further detail relating to the Financial Response
requirements can be foundin Section 23 (Financial
Response).
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8.7.1 BaseCase

Licensee’s Proportion of Surplus

The Applicant’s proposed Licensee’s Proportion of Surplus
will be taken from the Base Case and will be evaluated using
arelative scoringmethodology. See Section 8.4 (Licensee's
Proportion of Surplus) for further detail.

Good Causes Contribution

The Applicant’s Proposed Good Causes Contribution will
be takenfrom the Base Case and willbe evaluated usinga
relative scoringmechanism. See Section 8.5 (Good Causes
Contribution) for further detail.

Business Plan

The Base Case willbe used to support the assessment of the
credibility and deliverability of the proposals in each Business
Plan Area. As part of the Business Plan Evaluation, Applicant’s
proposed cost linesin their Financial Template will be
reviewed using available industry informationin order to test
the credibility of their proposals. See Section 8.6 (Business
Plan) further detail.

Solution Risk Factor (SRF)

Whererelevant, the Base Case will be used to support the
assessment of the impact of ‘solution-level' risks to the
Business Plan. See Section 8.6.2 (Solution Risk Factor) for
further detail.

8.7.2 Breakeven Case

Solution Risk Factor (SRF)

The Breakeven Case willbe used to support the assessment
ofthe 'Resilience Risk’ element of SRF. See Section 8.6.2
(Solution Risk Factor) for further detail.

8.7.3 UpsideCase

Solution Risk Factor (SRF)

The Upside Case willbe used to support the assessment
ofthe 'Resilience Risk’ element of SRF. See Section 8.6.2
(SolutionRisk Factor) for further detail on the other elements
ofthe SRF evaluation.

8.7.4 Financial Strength Scenarios

The Financial Strength Scenarios component of the Financial
Templateincluding the Supporting Narrative will be evaluated
as part of financial strength, whichis a key component of
each of the Statutory Duties. This component of the Financial
Template will therefore be evaluated on a Pass/Fail basis. See
Section 8.3 (Financial strength) for further detail.

GAMBLING
COMMISSION



VOLUMED
EVALUATION

8.8
ANCILLARY ACTIVITIES

The Commission does not require Applicants to submit any
proposals for Ancillary Activities as part of their Application.
However, the Commissionrecognises that Ancillary Activities
may represent an opportunity for meaningfulinnovation

and enhancement of Returns to Good Causes. Accordingly,
shouldan Applicant wish to propose an Ancillary Activity that
they view as material to their Application, and that Ancillary
Activity has the potential to drive material additional Good
Causes Contribution, the Commission will consider such
aproposal.

Inline with the above, Applicants will be required to confirm
whether they are submittingany Ancillary Activities as part
of their Application for the Commission to consider during
the Competition.

Ifan Applicant does not submit any Ancillary Activities as
partoftheir Application, they are only required to provide
confirmation that they are not submitting any Ancillary
Activities and they are not required to complete the other
Ancillary Activities questions. The Commission will evaluate
their Applicationin accordance with the methodology
outlinedin this Section 8 (Evaluation Methodology).

Ifan Applicant proposes an Ancillary Activity as part of their
Application, they must complete all the Ancillary Activities
questions. Such Applicants are encouraged to provide full
details of such Activities in their Phase One Applications,
inas close to final form as possible. This will enable the
Commission to provide feedback on thelikelihood of such
Activities being approved.

Applicants who propose Ancillary Activities as part of their
Application should include the revenues and costs associated
with the Ancillary Activity or Activities in their Financial
Template. The projected revenues and costs associated

with those Ancillary Activities must be fully detailedin the
Applicant’s Supporting Financials and Supporting Narrative.

Any Ancillary Activities proposed as part of an Application are
required to apply the provisions of the Incentive Mechanism
asdetailedin Schedule 5 (Good Causes Contribution) of the
Proposed Form of Fourth Licence. The Commission will not
consider any bespoke revenue and cost allocation models for
Ancillary Activities proposed as part of an Application. This
position willnot affect the Licensee’s ability to propose other
Ancillary Activities with bespoke treatment of revenues and
costs duringthe Fourth Licence Term.
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The Commission will evaluate the Applicant’s response to
Section 22.11 (Ancillary Activities) in order to determine
whether the proposed Ancillary Activity would meet the
requirements, which are designed toindicate whether such
an Activity would be likely to be approved. However, formal
approval of that Ancillary Activity will not take place until the
Implementation Period, in accordance with the application
process set outinthe Enabling Agreement.

Ifthe proposed Ancillary Activity or Activities meet the
Commission'’s requirements, the Commission will evaluate
the Applicant’s Business Plan as described in this Section

8 (Evaluation Methodology), inclusive of the proposed
Ancillary Activities and any associated revenues and costs.
The Commissionwill also consider theimpact that the
proposed Ancillary Activities may have on other aspects of
the applicationincluding the Business Plan and Solution Risk
Factor. The Commission may adjust the Applicant’s scoresin
these sections accordingly.

Ifany proposed Ancillary Activities do not meet the
Commission's requirements, the Commission willremove the
revenues associated with those Activities from the Financial
Template prior to Evaluation. The Commission will also
remove Ancillary Activities Direct Costs from the Financial
Template prior to Evaluation. Ancillary Activities Indirect
Costswillnot beremoved. Applicants should note that

these cost categories are only relevant for the purposes of
competition and evaluation and do not affect the conditions
oftheLicence.

At Phase Two, Ancillary Activities proposals that do not meet
the Commission’s requirements may also adversely impact
the four solutionrisk areas outlinedin Section 8.6.2 (Solution
Risk Factor) of this document, by indicating higher levels
ofrrisk associated with delivery, operations, costs and/or
resilience. Where thisis the case, this willbe reflected in that
Applicant’s Solution Risk Factor.

Applicants should note that if they do not provide sufficient
evidence and detail relating to the costs and revenues
associated with their proposed Ancillary Activities, such

that the Commissionis not able to determine therevenues
and Ancillary Activities Direct Costs to be removed from the
Business Planin the event that the Activity does not meet the
Commission's requirements, the Commissionreserves the
right not to evaluate their Application.

The Applicant must be willing forits Proposed Licensee to be
granted the Fourth Licence without any Ancillary Activities
and the Proposed Licensee must not be dependent on
revenues from the Ancillary Activities in order to maintainits
financial strength or commercial viability.
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The Commission will use the following criteria to determine whether a proposed Ancillary Activity or Activities meets their
requirements:

Definition Description
Meets « TheApplicant hasrespondedto the questions regarding Ancillary Activitiesin full. Responses
requirements arerelevant to the questions asked and deal comprehensively with each of the issues and/or

subheadings under that question.

o TheApplicant has provided satisfactory evidence that the proposed Ancillary Activity is
material to their Application, and therefore should be considered at competition stage.

» TheApplicanthas demonstrated that the proposed Ancillary Activity can be runinaccordance
with the Statutory Duties and the conditions of the Fourth Licence.

» TheApplicant has provided satisfactory evidence that any risks associated with the proposed
Ancillary Activity will be appropriately managed and/or mitigated.

o TheApplicant has provided satisfactory evidence that the proposed Ancillary Activity is viable,
compliant with any applicable laws and/or regulations, and has appropriate approvals in place
from any third parties (if relevant).

o Thetreatment of costs, revenues and Proposed Good Causes Contribution associated with the
proposed Ancillary Activity is consistent with the Incentive Mechanism and the conditions of the
Fourth Licence.

« TheApplicant has provided satisfactory evidence to support any assumptions inrelation to the
costs, revenues and Proposed Good Causes Contribution projected in their Financial Template.

Does not meet o TheApplicant has failed to meet one or more of the above criteria.
requirements

Table 12: Criteria for Ancillary Activities
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8.9
EVALUATION MECHANICS

Applicants must meet the Pass criteria for propriety, protecting Participants’ interests and financial strength (described
in Section 8.1 to0 8.3 above). The Commission will consider the entire Application in determining a Pass/Fail result. Where
the Commissionidentifies any inconsistency or contradiction between responses to Pass/Fail elements and the Business
Plan, which means that it cannot determine the Pass/Fail result, the Commission will submit arequest to the Applicant for
clarification before completing the Pass/Fail evaluation.

Applicants must fulfil all Pass criteria across their entire Application in order to be included in the final ranking of Applicants
following Evaluation.

Given that the Business Plan will take into account the credibility and deliverability of the Proposed Good Causes Contribution,
the two scores willbe multiplied to provide a combined score for the overall Good Causes Contribution and Business Plan
sections.

The Total Score for an Application will be derived from the Licensee’s Proportion of Surplus Weighted Score (15% of the
Total Score) and the combined Business Plan and Good Causes Contribution Weighted Score (85% of the Total Score).

Applicants should note that the value to be used for Evaluation of Good Causes Contribution Score willbe the Good Causes
Contribution whichresults from the application of the Discount Rate to the Surplus and subsequent calculations, not the
Proposed Good Causes Contribution.

The formulaforan Applicant’s Total Score inits most simplistic formis as follows:

Business Total Score

(assumes Propriety,

Licensee’s Proportion Good Causes Plan Score
of Surplus Score Contribution Score (including Solution
Risk Factor)

protecting Participants’
interests and Financial
Strength, Pass)

Figure 7: Total Score calculation
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Anexample of how the Total Score will be calculatedis set out below. Applicants should note that the scores usedin this
example are for illustrative purposes only and only involves the comparison of two Applicants. Again, forillustrative purposes
only, Applicant A achieves the highest score in all 3 areas of the Evaluation.

Licensee’s Proportion of Surplus

15% of Total Score

Business Plan & Good Causes Contribution
85% of Total Score

1.5%

4%

Highest Good Causes
Contribution:

Applicant B
Good Causes
Contribution:

£22,000m

£20,000m

Mark (/75):

* Business Plan Mark

* SRF

Applicant B
n Total Business Plan Mark:

* Business Plan Mark

* SRF

Highest Total Business Plan

72.75
75
3%

65.80

6%

] &

15 / 4

37.50%

Calculation

Score

O [

20,000 / 22,000

90.91%

n Calculation
Score

O [+

65.80 / 72.75

90.45%

Total Score = ( 37.50% x 15% ) + [(90.91% x 90.45% ) x 85% ] = 75.52%

A Lowest Licensee’s
Proportion of Surplus:
2
£
€
]
s Applicant B Licensee’s
< Proportion of Surplus:
£ n Calculation
o
Score
£
| o
Q
H
Applicant A

(highest scoring Applicant)

Applicant B
(for comparison)

Figure 8: Anillustrative example for calculating the Total Score for Applicant B

N.B Numbers used within this example are for illustrative purposes only.

Theillustrative example above for calculating the Total Score, notes the following:

» Applicant B scored 5.63% towards its Total Score, fromthe Licensee’s Proportion of Surplus section of the Evaluation

« ApplicantBscored 69.89% towards its Total Score in the remaining sections (Business Plan x Good Causes Contribution)
ofthe Evaluation

« ApplicantB's Total Score is the summation of these two scores. 5.63% + 69.89% = 75.52%
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Afurther example is shown below. In this example, and for illustrative purposes only, three Applicants’ Total Scores have
been calculated.

Ref Input Applicant 1 Applicant2 Applicant3

A Projected Surplus (Em) 15,284 16,791 16,822

B Good Causes Contribution (Em) 14,596 15,364 15,813

(of Licensee’s Proportion of Surplus (%) 4.5 8.5 6.0

D Business Plan Mark (/75 marks) 61 69 65

E Solution Risk Factor (%) 3 9 6
Total Score calculation

F Licensee's Proportion of Surplus Score (4.5/4.5)x100=100.00%  (4.5/8.5)x100=52.94%  (4.5/6.0)x 15% =75.00%
(relative score, derived from C)

G Licensee’s Proportion of Surplus 100.00%x15%=  52.94%x15%=7.94%  75.00%x15%=11.25%
Weighted Score 15.00%
(15% weighting of Total Score)

H Total Business Plan Mark (61x0.97)=59.17 (69x0.91)=62.79 (65x0.94)=61.10
(DXE)

| Business Plan Score (59.17/62.79)x 100 = (62.79/62.79)x 100 = (61.10/62.79)x 100 =
(relative score, derived from H) 94.23% 100.00% 97.31%

J Good Causes Contribution Score (14,596/15,813)x 100 = (15,364/15,813)x 100 = (15,813/15,813)x100=
(relative score, derived from B) 92.30% 97.16% 100.00%

K Business Planand Good Causes 94.23%x92.30% = 100.00%x97.16% = 97.31% x 100.00% =
Contribution Score (IxJ) 86.97% 97.16% 97.31%

L Business Planand Good Causes 86.97%x85%=73.93% 97.16%x85%=82.59% 97.31%x85% =82.71%

Contribution Weighted Score
(85% weighting of Total Score)

Total Score
(G+L)

15.00% +73.93% =
88.93%

7.94% +82.59% =
90.53%

11.25% +82.71% =
93.96%

Table 13: Total Score calculation—further detail

Fromtheillustrative example given above, the following can be observed:

» Thehighestranked Applicantin thisis exampleis Applicant 3

« Applicant 3 scored 11.25% towards its Total Score from the Licensee's Proportion of Surplus section of the Evaluation

» Applicant 3 scored 82.71% towards its Total Score in the remaining areas (Business Plan x Good Causes Contribution)
of Evaluation

o Applicant 3's Total Score is the summation of these two scores: 11.25% +82.71%=93.96%
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8.9.2 Selecting between equal scores (for all positions)
Inthe unlikely situation that two Applicants have the same score or are within 0.10% of each other, the ranking willbe completed
using the approach below. If thisis not the case, and there is a difference of more than 0.10% between scores, the Applicant with
the highest score would be ranked higher and no further differentiation would be required. The approach below willapply to any

tied Applicants.

Level 1
Total Score

Level 2
Licensee’s
Proportion of
Surplus Score

Level 3
Solution Risk
Factor

Level 4
Good Causes
Contribution Score

Level 5
Business Plan
Score

There is a clear winner in Total Score
(Total Score is at least 0.10% greater
than the next placed Applicant)

THE
NATIONAL
LO

COMPETITION

The Applicant with the highest Total
Score is placed first, provided they
have not failed an element of
evaluation

Two or more Applicants have the same
Total Score (or their Total Scores are
within 0.09% of each other)

The Applicant with highest Licensee’s
Proportion of Surplus Score is placed
first

Two or more Applicants have the same
Total Score (or are within 0.09%) and
the same Licensee’s Proportion of
Surplus Score

The Applicant with the lowest Solution
Risk Factor (%) is placed first

Two or more Applicants have the same
Total Score (or are within 0.09%), the
same Licensee’s Proportion of Surplus

Score and Solution Risk Factor

The Applicant with the highest Good
Causes Contribution Score is placed
first

Two or more Applicants have the same
Total Score (or are within 0.09%), the
same Licensee’s Proportion of Surplus
Score, Solution Risk Factor and Good

Causes Contribution Score

The Applicant with the highest
Business Plan Score is placed first

Figure 9: Approachto selecting between equal scores
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Introduction tothe Statement
of Requirements (SoR)

Propriety

Protecting Participants’ interests
Good Causes

Financial Strength

Protecting Participant Funds
Branding

Channels

Portfolio

The National Lottery operation
Implementation, Transition and Exit
Ancillary Activities
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9
INTRODUCTIONTO THE
STATEMENT OF REQUIREMENTS (SOR)

Each Applicant will be required to demonstrateinits Application how its Proposed Licensee will operate the National
Lotteryinorderto achieve the outcomes and comply with the obligations set out in the Fourth Licence. This Statement of
Requirements (SoR) therefore acts as anintroduction to and overview of the requirements in the Fourth Licence andis not
intended to add to, modify or replace the requirements set out in the Fourth Licence.

Itisimportant thatinresponding to each section of the SoR, Applicants have regard to all of the criteriarelevant toan
assessment of an Application and the requirements of the Fourth Licence.
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10.1
CONTEXT

One ofthe Commission's overriding Statutory Dutiesis to
exerciseits functions inthe manner it considers most likely to
secure that the National Lotteryisrun with all due propriety.
The Commissionwillapply that duty:

« inselectingtheLicensee (inwhichregarditis also subject
totherequirement thatitmust notgrantaLicenceunless
itis satisfiedthat the Licenseeis afitand proper person
torunthe National Lottery)

« indeterminingthe terms of the FourthLicence;and

« inregulatingthe operation of the National Lottery under
theFourth Licence.

Toachieve this objective, the Licensee will be subject to
targeted and proportionate requirements throughout the
Fourth Licence Term.

Applicants should take note ofanumber of key conditions
inthe Fourth Licence that are particularly relevant to
propriety and that will shape the Licensee’s required
structure and operations. Specifically, as explainedin
section 1.4 (Formation of a Special Purpose Entity (SPE)),
the Commissionrequires that the Licensee be an SPE
whichis establishedinthe UK. The Commissionrequires
thatthe Licensee does not do anythingother thanrunthe
National Lottery andits operation without the Commission’s
writtenapproval (see Licence Condition 14 (Activities other
thanRunning the National Lottery)).

Operatingwith all due propriety will require the Licensee
todemonstrate high standards of corporate governance
inkeeping with the UK Corporate Governance Code?.
Good corporate governance should enable the Licensee
toestablishacorporate culture that delivers and supports
asuccessfuland sustainable organisation, recognising
that the objectives of the organisation willbe aligned to the
National Lottery’s purpose in maximising Good Causes
Contribution. The Licensee's approachto corporate
governance should provide the Commission with the
necessary confidenceinthe way the Licensee has set

its strategy and met objectives through the decisions
ithas taken.

Fitand Proper Checks willtake placein parallel with the ITA
Stage. Aspart ofensuring that the Licenseeis fitand proper
to operate the National Lottery, the Commission will seek to
ensure that those who manage the business (or part of the
business) of running the National Lottery —or benefit from
the running of the National Lottery—have undergone Fitand
Proper Checks and meet the required standards regarding
identity, integrity, criminality and financial standing. Inthe
context of the Fourth Licence, those persons are described
as Lottery Beneficiaries, Lottery Supervisors and Critical
Function Employees.

As part of ensuring propriety, Applicants are also required
toidentify persons who willbe members of Transition Staff
duringthe Implementation Period. As those persons will

have access to sensitive informationinrelation to the National
Lottery and Participants, the Commission willalso undertake
Fitand Proper Checksinrelationto those persons.

3 https://www.frc.org.uk/directors/corporate-governance-and-stewardship/uk-corporate-governance-code
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Applicants must remain fitand proper throughout the 10.2

Fourth Licence Term. Under section 10 of the Act, the REQU'REMENTS

Commission must revoke the Fourth Licenceif, atany time,
itis satisfied that the Licenseeis, or neverwasfitand proper.
Applicants should also note that the Licensee willhave a
responsibility to ensure that the National Lotteryis
operated with alldue propriety and by fitand proper
individuals during the Fourth Licence Term, and that this
responsibility extends to Key Subcontractors and their
Connected Parties. For more information, refer tothe
Information for Applicants on Fitand Proper Checks

(which canbe foundinthe VDR Folder 1.14).

Applicants should note that the Incoming Licensee will

be required, during the Implementation Period, to put
further policies and proceduresin place relating to propriety
inorder to ensure compliance with the Fourth Licence on
andfromthe Start Date. Thisincludes a Code of Corporate
Social Responsibility and a Framework for Ethical Business
Decision Making.
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Itisimportant that whenaddressing this themeintheir
Application, Applicants have regardto all of the criteria
relevanttoanassessment ofan Applicationand the
requirements ofthe Fourth Licence, including the following
asaminimum.

10.2.1 Special Purpose Entity
o Thelicenseeisrequiredtobean SPE.
o TheSPEmustbeestablishedinthe UK.

10.2.2 ScopeoftheNationalLottery

» Thelicenseeisrequiredto comply with the scope for
the National Lottery as set outinlegislation, including
geographic scope and the nature of Games.

10.2.3 Corporate Governance

» ThelLicensee mustalways have a system of corporate
governance, internal controland risk management
whichis Fit for Purpose.

e Thelicensee mustestablishan Audit Committee.

o TheboardofDirectors of the Licensee must establish
and operate a Compliance and Risk Management
Committee.

10.2.4 Anti-moneylaundering

¢ Inordertomeetthe standard of Best Practice, the
Commission expectsthe Licensee to have adequate
policies, procedures and controls in place to manage
and mitigate money launderingrisks presentedinboth
transactions with customers and business-to-business
relationships.
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PROTECTING PARTICIPANTS' INTERESTS

11.1
CONTEXT

The Commissionhas a Statutory Duty to ensure that the
interests of every Participant are protected. Inaddition,

the Directions state that nolicence willbe granted by the
Commission whichincludes anauthorisation to promote any
lottery orlotteries which, in the opinion of the Commission,
encourage excessive play or do not provide for sufficient
controls to prevent underage play.

The Commission will therefore, inawarding the Fourth
Licence, take steps to ensure that the Licensee will fulfil its
obligations regarding protecting Participants' interests.
Protecting Participants'interests under the Fourth Licence
includes, butis not limited to, the Licensee doing everythingit
canto protect Participants’ data, protect Participants’ funds,
preventunderage play and not encourage excessive play.

TheLicensee's obligations to protect Participants'interests
cover every person who plays, engages with oris exposed to
the National Lottery.

Whilst the Commission does not seek to provide a
prescriptive definition of those whose interests are
particularly at risk (and therefore are likely to be in particular
need of protection), Applicants should note that they are
likely toinclude (but are not limited to):

» Vulnerable Participants whichis likely to include people
who gamble more than they want to, people who gamble
beyond their means and people who may not be able to
make informed or balanced decisions about gambling
due to, for example, mental health, alearning disability or
substance abuse relating to alcohol or drugs. Vulnerability
may be long-lasting or temporary.

» Problemgamblers, meaning gamblers who experience
severe or serious levels of harm. Problem gambling occurs
when someone gambles to adegree that compromises,
disrupts or damages family, personal or recreational
pursuits.

» Moderaterisk gamblers, meaninggamblers who
experience a moderate level of problems, leading to some
negative consequences.

However, Applicants should also note that Participants may
experience harm from excessive play without meetingall

the clinical criteria to diagnose problem gambling. Gambling
may have an adverse impact on the health and wellbeing
ofindividuals, families, communities and society. Effects
canincludeloss of employment, debt, crime, breakdown of
relationships and deterioration of physicaland mental health.

Research datafromthe latest combined Health Survey
showed that problem gambling rates for National Lottery
Games were the lowest when compared with all other
gambling activities surveyed?’. Ensuring that Games
continue to pose alowrisk of harm to Participants may entail
specific protective measuresinthe Licensee’s approach to
products and channels (see Sections 16 (Channels)and 17
(Portfolio)), marketing and advertising, and engaging with
Participants, including complaints and customer support.
Where new Games or channels are developed, itisimportant
that the Licensee considers any potential risks to Participant
protection and mitigations that might be required. In their
approachto protecting Participants, Applicants should have
regard to the National Strategy to Reduce Gambling Harms?.

Under the National Strategy to Reduce GamblingHarms, the
Commissionis bringing together health bodies, charities,
regulators and businesses to deliver against two strategic
priority areas:

» Preventionand education—making significant progress
towards a clear public health prevention plan which
includes the right mix ofinterventions.

» Treatmentand support—delivering truly national
treatment and support options that meet the needs of
users.

As part of this strategy, the Commission seeks to appoint
alicenseethatis committedto supporting the healthand
wellbeing of those affected by gambling-related harms
(where attributable inwhole or in part to play on the National
Lottery), as wellas their friends, families, communities and
wider society. This willinclude contributions to Research,
Preventionand Treatment of gambling-related harms as
outlined under the requirements section below.

National Lottery products must not be made available to
Participants under the Legal Age Limit and appropriate
measures and controls must bein place to prevent underage
play. Applicants should note that DCMS held a consultation
seeking views on whether to raise the minimum age for
playing National Lottery games between July and October
2019. Theresponses are currently being considered. DCMS
aims to formally respondin Autumn 2020%.

2 https://www.gamblingcommission.gov.uk/PDF/survey-data/Gambling-behaviour-in-Great-Britain-2016.pdf

2 https://www.reducinggamblingharms.org/

# https://www.gov.uk/government/consultations/consultation-on-the-minimum-age-for-playing-national-lottery-games
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11.2
REQUIREMENTS

The Licenseeisrequiredto do everythingit canto ensure that
theinterests of every person who plays, engages with oris
exposedto the National Lottery are protected.

Itisimportant that when addressing this themeintheir
Application, Applicants have regard to all of the criteria
relevanttoanassessment ofan Applicationandthe
requirements of the Fourth Licence, including the following
asaminimum.

11.2.1 Participant Protection Strategy

TheLicensee willbe required to adoptandimplement
aParticipant Protection Strategy coveringatleast the
aspects of protecting Participants'interests setoutin
Sections 11.2.2-11.2.8 below as a minimum.

The Licensee must maintainits Participant Protection
Strategy throughout the Fourth Licence Term, ensuring
ongoingalignment to Best Practice, whichis currently
considered toinclude the National Strategy to Reduce
GamblingHarms.

11.2.2 Preventingunderage play and not encouraging
excessive play

The Licensee must not encourage excessive play

by anyone.

The Licensee must do everything it can toidentify, offer
and provide support to Participants who engage - orare
likely to engage - in excessive play in the National Lottery.
TheLicenseeisrequired to do everythingit can to prevent
underage play and protect those at risk of excessive play.
The Commission anticipates this would include vulnerable
Participants and problem gamblers.

There must be sufficient controls in place to prevent
underage players from participating in Games.
Participants should be provided with information to
supportresponsible gamblingand policies; processes and
procedures should be in place to prevent excessive play.
TheLicenseeis required to provide Participants with
abroad suite of self-control and self-exclusion tools,
including multi-operator national self-exclusion schemes,
that are easily accessible, usable and reasonably
adaptable.

11.2.3 Research, Preventionand Treatment of gambling-
relatedharm

The Licenseeisrequired to provide an annual financial
contribution to one or more organisations (to be approved
by the Commission) that are involvedin Research,
Preventionand Treatment of gambling-related harms.
Alternatively, or in addition to the financial contribution,
the Licensee may contribute through equivalent
measures, which must deliver or supportresearchinto
the prevention and treatment of gambling-related harms,
harm prevention approaches and treatment for those
harmed by gambling attributable in whole orin part to play
onthe National Lottery.
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11.2.4 Gamesandbranding

The Licenseeisrequired to ensure that advertising,
marketingand Game design are not detrimental to
Participantinterests.

The Licenseeisrequiredto ensure that Game tickets and
plays willnot be priced at alevel which the Commission
considers unreasonably high.

11.2.5 UseofLotteryData

11.2.6

The Licensee must not,and must not permit any person
to, use Lottery Datain a manner which might cause
damage to Participants’interests.

Information for Participants

The Licensee must do everythingit canto ensure that
full, accurate and up to date informationrelating to the
National Lottery is made easily available, inavariety of
formats, to any Participant. This mustinclude a telephone
line or other method through which a Participant can

ask questions about the National Lottery without being
charged (whether by way of a premium rate attaching
tothat telephone line or otherwise) by the Licensee.
Information whichis provided in Wales must be made
available in Welsh as well as English.

11.2.7 Complaintsandredress

The Licenseeis required to handle complaints effectively.
Participants should be able to pursue complaints easily
and free of charge and complaints must be dealt with
quickly and openly.

Participants must be provided withaccesstoan
independent dispute resolutionmechanisminline

with Condition 8.10 of the Fourth Licence (Protecting
Participants'Interests).

11.2.8 Prizesandprizewinners

The Licenseeisrequired to make accurate Prize
payments.

The Licensee must do everythingit canto ensure that
Participants can easily find out, free of charge, whether
they have won a Prize and, if so, how they should claimiit.
The Licensee must ensure that the identity of Prize
winners remains confidential, unless the Prize winner
consentsinwriting to theiridentity beingmade public, or
the Licenseeislegally required to disclose theiridentity.
The Licenseeisrequired to provide supportand
assistance to any prize winner who wins a prize that
tothemis potentially life changing. Such supportand
assistance should be cognisant of the possibility that what
constitutes a'life changing’ prize may vary dependingon
participants’ personal circumstances.
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12
GOOD CAUSES

12.1
CONTEXT

12.1.1 Incentive Mechanism

The way inwhich net revenues from the sales of National Lottery productsis shared between Good Causes and the Licensee
is determinedin accordance with the formulae set outin Schedule 5 of the Fourth Licence (Good Causes Contribution), the
“Incentive Mechanism”. The Commission’s approach to designing the Incentive Mechanism s intended to ensure that the
Licenseeisincentivised to maximise Good Causes Contribution throughout the Fourth Licence Term by aligning Licensee
profits to the same measure. The Commission seeks to award the Fourth Licence to the Proposed Licensee identified inthe
Phase Two Application which proposes the highest credible and deliverable Good Causes Contribution for the Fourth Licence
whilst first ensuring support for the Commission’s Statutory Duties of propriety and protecting Participants' interests.

Thelncentive Mechanismis based on a calculation of Surplus. Any Surplus will be shared between Good Causes and the
Licensee according to a fixed formula for the duration of the Fourth Licence Term.

The Surplus for Licence Year t (S ) is calculated as follows:

Surplus for — _ _ _ + Surplus
Licence Yeart - Adjustment

Figure 10: Surplus calculationfor Licence Yeart(S)

For further detail relating to Incentive Mechanism
calculations, please see Schedule 5 of the Fourth Licence
(Good Causes Contribution).

12.1.2 Good Causes Contribution

Theannual payment fromthe Licensee to Good Causesis
knownas the Good Causes Contribution which will be calculated
annually. Itis made up of a Fixed Contributionand a proportion of
the Surplus, as outlinedina simplified formula below.

AMBLIN
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Fixed Contribution

Proportion of Surplus to Good
Causes

Licensee Proportion of Surplus

Figure 11: Calculation of Good Causes Contribution Licence Yeart (St)

The Good Causes Contribution willbe made up of:

a) AFixed Contribution (£) (determined by the
Commissionas set outin Appendix 1 to Schedule 5
(Good Causes Contribution), Table 1 of the Licence)

The Licensee will be required to pay anannual Fixed
Contributionto Good Causes as part of their Good Causes
Contribution. The Fixed Contributionis fixedat £75min each
Licence Year (including during any Contingency Period) and
willbe indexed by CPI. There willbe no requirement for the
Licensee to make payments to Good Causes until Start of
the Fourth Licence. The payment of the Fixed Contribution
willbe made from the quantum of the Licensee’s Proportion
of Surplus (£). Inthe event that the Licensee's Proportion of
Surplus (£) is less than the value of the Fixed Contribution, the
Fixed Contribution willbe equal to the value of the Licensee's
Proportion of Surplus (£).

b)A Proportion of the Surplus (%) to Good Causes

The proportion of the Surplus paid to Good Causes as part
ofthe Good Causes Contribution will be fixed in line with the
Licensee's Proportion of Surplus (%).

Inthe highly unlikely event that the Licensee’s Proportion

of Surplus s less than the value of the Fixed Contribution,

the Good Causes Contribution will be equal to the Surplus.
Applicants should note that they cannot propose a Licensee’s
Proportion of Surplus which when applied to the Surplus, has
avalue lower than the value of the Fixed Contribution.

Applicants should refer to Schedule 5 (Good Causes

Contribution) of the Fourth Licence for the full formula that
should be usedto calculate the Good Causes Contribution.
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Adjustments to the Surplus willapply in certain events during
the Fourth Licence Termas set outin Schedule 5 (Good
Causes Contribution) of the Fourth Licence. For example,
adjustments may be used to address changesin Lottery
Duty and/or changesin VAT arrangements during the Fourth
Licence Term. The adjustments areintended to ensure
appropriate and accurate calculation of the Good Causes
Contribution, and to mitigate the impacts on the Licensee's
costbase from potential changesin Lottery Duty and/or
changesin VAT arrangements.

12.1.3 TaxationRegime

Attime of writing, Lottery Duty is 12% and the standard rate
VAT is 20%. For the purposes of the Competition, these are
assumed toremainthe same.

Applicants should note that National Lottery ticket sales
are currently exempt from VAT, meaning that the Licensee
cannotreclaim VAT on this activity.

12.1.4 PaymentScheduling

As setoutin Condition 15 (Payments to Good Causes)

and Schedule 5 (Good Causes Contribution) of the Fourth
Licence, at the end of each Licence Year, the Licensee will
estimateits annual Good Causes Contribution for the next
Licence Year (the Estimated Annual Payment) based onits
best estimate of the revenue and costs during that Licence
Year. As part of this process, the Licensee willalso produce
aschedule of weekly payments to be made to Good Causes
during the next Licence Year.

The weekly payments willbe based on:

1. anapportionment of the Fixed Contributionamount
thatis due for the relevant Licence Year; and

2. anapportionment ofthe Licensee’s estimate of the
proportion of the Surplus to Good Causes for that
Licence Year, which may vary each week dependingon
the Licensee's best estimates of its revenue and costs
inthat week.
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Following the end of each Licence Year, the estimated
amounts paid weekly will be reconciled against the actual
Good Causes Contribution for that Licence Yearanda
reconciliation adjustment (includinginterest) willbe made.

12.1.5 AnnualOverpaymentsand AnnualUnder
Payments

Given the estimation process described above, the value of
the actual Good Causes Contribution willnot be determined
until sometime after the end of the relevant Licence Year.
Therefore, following a reconciliation process after the end
of each Licence Year, the Licensee may be required to make
an additional payment to Good Causes to address an Annual
Underpayment (plusinterest) in the previous Licence Year.

If, however, the reconciliation process identifies that there
has been an Annual Overpaymentin the previous Licence
Year, Scheduled Weekly Payments made by the Licensee
willbe decreased to reflect that Annual Overpayment (plus
interest). For more details please refer to Licence Conditions
15.3and 15.4 (Payments to Good Causes).

12.1.6 Restatements

Ifthe Licensee's audited financial statements restate figures
reported forany previous Licence Year, or the Licensee
revises the revenues or costs datathatitreportstothe
Commissioninrespect of any previous Licence Year, the
Licensee must promptly provide the Commission witha
report setting out details of the restatement or revisionand
information on theimpact that restatement or revision has
onthe Actual Annual Amount paid in each Licence Year since
the Start Date.

12.1.7 ContingencyPeriod

The Fourth Licenceincludes a provision to allow the
Commission to extend the Fourth Licence twice only,

with the total extension period not extending 24 months.
Thisis currently envisaged to be used in for unforeseen
circumstances, such as where the award of the Fifth Licence
is, for whatever reason, delayed. An extension would be
adecision of the Commission (not a matter requiring
consultation and negotiation) which must be notified to the
Licensee noless than sixmonths before the Fourthlicence
isdue to expire. Inthe case of a contingency extension, the
provisions of the Incentive Mechanism (including the Fixed
Contribution) will continue to apply during the Contingency
Period and willbe a single Fixed Contribution value of £150m
to cover the possible 2 year period, which would be pro-rated
based onthe actual duration of any extension(s).
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12.1.8 Costs

Licensee Costs (minus Excluded Costs) are subtracted

from Licensee Revenue (minus Excluded Revenue) to yield
the Surplus, meaning that the Licensee’s Proportion of

the Surplus (£) (after deducting the Fixed Contribution) is
similar to net profit (subject to Excluded Costs). Therefore,
maximising turnover whilst spending efficiently willmaximise
the Surplus to be shared by Good Causes and the Licensee.

There are several categories of cost that may be incurred
during the Fourth Licence Term that will be excluded from
Licensee Costs and which are described in the Fourth Licence
as 'Excluded Costs'. For the avoidance of doubt, this willmean
that these costs are borne solely by the Licensee. Further
details regarding these Excluded Costs can be foundin Table
3 of Appendix 1 to Schedule 5 (Good Causes Contribution) of
the Fourth Licence.

Any costs that the Commission determines to be Wasteful
Costs willbe Excluded Costs, and therefore borne solely
by the Licensee. Further guidance on thisis providedin the
Regulatory Handbook.

12.1.9 Related Party Costsand Revenues

The Licensee can charge Related Party Costs and Related
Party Revenues throughout each Licence Year as part

ofits Scheduled Weekly Payments. However, as part of

the reconciliation process (undertaken after the end of

the Licence Year), if the Commission is not satisfied that

the Licensee has demonstrated that, inrespect ofany
amount of Related Party Costs or Related Party Revenue, a
reasonable operator of the National Lottery actingon the
basis of information reasonably available toit at the time
the costs orrevenue accrued would have considered that
the amount of costs or revenue represent Good Value for
Good Causes, the Commission may substitute anamount of
costs or revenue determined by the Commission as part of
thereconciliation process. Please see Vol 3. Assurance and
Reporting Requirements within the Regulatory Handbook
for further information on Related Party Costs and Related
Party Revenue and how reporting willbe managed, Volume 2
for further detail on the adjustment process and Condition 5
(Fitness and Propriety of the Licensee) and Schedule 5 (Good
Causes Contribution) in the Fourth Licence.

Any Related Party Costs that the Commission determines
to be Wasteful Costs will be Excluded Costs, and therefore
borne solely by the Licensee. Further guidance onthisis
providedin the Regulatory Handbook.
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12.1.10 LostorStolen Scratchcards

Licence Condition 15 (Payments to Good Causes) requires
the Licensee to ensure that any person who distributes
Scratchcards which are lost or stolen whilstin their custody
must pay the retail face value of such Scratchcards to

the Licensee, who would then pay thisamount to Good
Causes along with the Scheduled Weekly Payment which
immediately follows receipt of that amount. This condition
isincludedto protect Good Causes from an event whereby
Scratchcards are lost or stolen. Although revenues received
by the Licenseeinrespect of lost and stolen Scratchcards are
Excluded Revenue, the costs to the Licensee of recovering
such amounts will flow through the Incentive Mechanismas a
Licensee Cost. Further details can be found under Conditions
15.7-15.8 (Payments to Good Causes) in the Fourth Licence.

12.1.11 Contributions to National Lottery

Promotion Unit (NLPU)

The NLPU s currently partially funded by Distributors, DCMS
andthe Current Operator. This will continue to be the case
under the Fourth Licence, whereby the Licensee will fund one
third (33.33%) of the total NLPU actual spend inrespect of
eachLicence Year, to the extent that such NLPU actual spend
willnot exceed £5 million (including VAT) inany Licence Year.

12.1.12 UnclaimedPrizes

AnUnclaimed Prizeis a Prize that has not been claimed by
aperson entitled to do so within the time period allowed by
therules of the Game. The value of Unclaimed Prizes and any
relatedinterest will be promptly paid to Good Causes.

12.1.13 Ancillary Activities

Ancillary Activities are defined as any activity other than
running the National Lottery andits operation. Any Ancillary
Activities must be consistent with the requirements and
relevant provisions of the Licence under Condition 14
(Activities other than running the National Lottery) and must
be approved by the Commission prior to beingundertaken.
Unless otherwise agreed as part of the Commission’s
approval for specific Ancillary Activities during the Fourth
Licence Term, theincome the Licensee earns fromany
approved Ancillary Activities, and the costs that the Licensee
incursin carrying out Ancillary Activities, will be passed
through the Incentive Mechanism.

12.1.14 Recoverable Implementation Costs

Following Fully Implemented Commencement and once the
amount of Recoverable Implementation Costs has been
approved by the Commission, the Licensee can recover such
costs during the remaining Fourth Licence Term through

the Implementation Adjustment (Schedule 5 (Good Causes
Contribution), Part B, paragraph 9).
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12.1.15 End ofLicence Protection

In order to minimise therisk that the Licensee does not,

oris not able to, make paymentsinrespect of liabilities owed
following the end of the Fourth Licence Term, a financial
commitment will be required from the Licenseeinrespect of
adefined period following the end of the Fourth Licence Term.
This commitment is designed to address the following two
specific scenarios:

Good Causes Underpayment Arrangements

Thefirst of these scenarios arises where thereisan Annual
Underpaymentinrespect of the final Licence Year which
willnot be identified until the reconciliation process has
been completed following the end of the Fourth Licence
Term. Thereis no further Scheduled Weekly Payment to
account for this difference, as there would be for an Annual
Underpaymentidentified during the Fourth Licence Term.
As such,amechanismis requiredfor the Licensee to set aside
sufficient funds during the Fourth Licence Term to ensure
thatany such Annual Underpayment will be paid following
the end of the Fourth Licence Term.

TheLicenseeisrequiredto propose Good Causes
Underpayment Arrangements which address the issue
ofapotential Annual Underpaymentin the final Licence
Year. These arrangements (or such otherarrangements

as the Commission may direct) must be established at
least 48 months before the End Date. The Good Causes
Underpayment Arrangements are therefore to be developed
during the Fourth Licence Termand Applicants are not
required to submit solutions at ITA stage. The Commission
willreserve aposition where, ifit cannot agree an approach
with the Licensee, then the Commission can determine the
Good Causes Underpayment Arrangements.

Forillustrative purposes only, in determining a potential
approachto estimating the appropriate amount tobe set
aside as part of Good Causes Underpayment Arrangements
toaddress any potential Annual Underpaymentinthe

final Licence Year, historical data on the values of historical
underpaymentsinany given Licence Year may be considered.
Inaddition to this, it may be appropriate to also consider
whether an uplift to historical data would be required to
provide Good Causes further protection against a potential
AnnualUnderpaymentin the final Licence Year.
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Outstanding Liability Fund (OLF) 12.2

The second scenario arises if the Licenseeincurs afinancial
penalty as aresult of abreach of the Fourth Licence.
Enforcement action will typically take a period of time to
progress andthereis a possibility that the financial penalty
willnot be determined until after the end of Fourth Licence
Term. In order to ensure allfines and penalties payable by the
Licensee after the End Date are paid, a financial commitment
mechanism will be putin place prior to the end of the

Fourth Licence, which willremainin place until the second
anniversary of the End Date.

The Licenseeisrequiredto propose afinancial commitment
mechanism that will provide protection (e.g. via escrow

or similarly ringfenced or secured capital) to cover these
liabilities to the satisfaction of the Commission by the start
of Licence Year 6. This is therefore to be developed during
the Fourth Licence Term and Applicants are not required to
submit solutions at ITA stage. The Commissionwill reserve
apositionwhere, ifit cannot agree anapproach with the
Licensee, thenthe Commission can determine the form of
Outstanding Liability Fund (OLF) and the OLF Documents.

The OLF proposed by the Licensee should be in ‘cash form'
to cover thevalue of £10m. The Licensee will be expected to
establish the OLF by nolater than the beginning of Licence
Year 7. The protection should have a straight-line profile,
ensuring that the OLF is fully funded by the End Date.

The Commission will also have the ability to adjust the
quantum of the amount to be paidinto the OLF up to
amaximum of £20m. This decision willbe made by the
Commission no later than the beginning of Licence Year 7
andre-visited by the end of Licence Year 9. The decisionon
whether toincrease the amount to be paid to the OLF from
£10m (up to amaximum of £20m), will be dependent on the
Licensee's performance during the Fourth Licence Term. The
Commission may, for example, consider and make a decision
onanincreased quantum which takes into accountany
financial penalties that have beenimposed onthe Licensee
as aresult of enforcement action taken by the Commission
earlierinthe Fourth Licence Term.
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12.2.1 GoodCauses Contribution

« ThelLicenseeisrequiredto make weekly paymentsto
Good Causes, comprised of a Fixed Contributionanda
proportion of the Surplus. Applicants should also expect
to provide forecasts for Good Causes Contribution
Weekly Payments

12.2.2 ContributionstoNationalLottery PromotionUnit
(NLPU)

« ThelLicenseeisrequiredtofundup toonethird (33.33%)
ofthe NLPU's actual spendinrespect of each Licence Year,
tothe extent such actual spend does not exceed £5 million
(including VAT), in accordance with Licence Condition 13.6
(The National Lottery Brand and Reputation). This should
bereflectedin Applicant’s Financial Response.
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13.1
CONTEXT

TheLicensee mustdo everythingit canto ensure thatit
has sufficient financial and operational resources torun
the National Lotteryin accordance with the Fourth Licence
throughout the Fourth Licence Term.

As part of Evaluation, the Commission willassess whether
the Applicant's Proposed Licensee will be financially robust
throughout the Implementation Period and Fourth Licence
Termandthat it willbe able to mitigate any material financial
oroperational risks that may lead to afailure to meet
obligations, including:

« Insolvency or financial distress arising frominability to
meet costsincurred during the Implementation Period;

« Insolvency or financial distress arising frominability to
meet operating or financing costs during the Fourth
Licence Term;and

« Supply chaindisruption to the National Lottery arising
from Key Subcontractors failing to meet contractual
obligations to the Licensee during the Fourth Licence
Term (this should consider both the financial strength of
the proposed supply chainand the Proposed Licensee’s
financial and operational strength to withstand any supply
chaindisruption).

Applicants should note that for the purposes of evaluating
the financial strength of the proposed supply chain of the
Licensee, the Commission will consider the financial
strength of Key Subcontractors (including Proposed
Trustee) which willenter into a Key Subcontract which
relates to any Critical Function. Applicants should note
that Related Parties who will enterinto a Key Subcontract
ofthis nature are Key Subcontractors the Commission
willevaluate as part of this exercise.
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13.2.1 Transition

e ThelncomingLicenseeisrequired to have sufficient
resources toimplement the Application and the Incoming
Transition Plan and prepare to operate the National
Lottery.

13.2.2 FourthLicence Term

» ThelLicensee mustdoeverythingit cantoensure that
it has sufficient resources torun the National Lottery
inaccordance with the Fourth Licence throughout the
Fourth Licence Term.
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PROTECTING PARTICIPANT FUNDS

14.1
CONTEXT

The Commissionand the Licensee have aduty to protect
Participants'interests; akey aspect of thisis to protect prize
winners and other Participants who have paid monies to
enter, or for the purposes of future entries into, Games.

This means taking appropriate steps to ensure that monies
willbe readily available to meet the National Lottery’s financial
obligations to those personsinall foreseeable circumstances
includingifthe Licensee suffers financial distress orin

the event of Portfolio Volatility giving rise to unexpected
multiple prize winnings. Thisincludes through establishing
and maintaining trustand bank account arrangements to
safeguard funds which are paid to the Licensee in connection
with the purchase of tickets in Games (the “4NL Trust”).

The Commissionintends that the 4NL Trust willhave

the same fundamental characteristics and purpose as
the equivalent trust arrangements for 3NL. However,
itisimportant to note that Applicants are not required
toreplicate the 3NL arrangements, rather that the
Commissionwould favour 4NL Trust arrangements that
avoid unnecessary complexity and reduce Licensee
costs (which would otherwise reduce the Good Causes
Contribution) as well as provide greater transparency and
improved regulatory oversight.

With thatin mind, the Commission has developed an outline
ofitsintended approach to 4NL Trust whichisreflectedin
a'Short Form Trust Deed' provided to Applicants with this
ITA. With the Short Form Trust Deed the Commission has
provided an explanatory note and arequest for feedback (the
"4NL Trust Explanatory Note") from each Applicant and from
the party which the Applicantintends should be the Trustee
ofthe 4NL Trust ifits Applicationis successful (the “Proposed
Trustee”). The 4NL Trust Explanatory Note also specifies the
Required Responses to be addressed by the Applicantinits
Phase One Application.
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Under the Fourth Licence, the Licensee willbe required to
establish 4NL Trust arrangements to safeguard funds which
are paid to the Licensee in connection with the purchase
ofticketsin Games. To ensure that the 4NL Trust operates
consistently with the Commission'’s Statutory Duties,
andfulfilsits purpose to protect Participant funds, the
Commission has specifiedin the Proposed Form of Fourth
Licence the Trustee Requirements which must be met by the
Trustee, and the Account Bank Requirements whichmust be
met by the Account Bank.

Each ofthe Short Form Trust Deed and the Long Form Trust
Deed will specify Application Specific Provisions which can
be proposed or tailored by Applicants to reflect the specific
nature of their Application. Please refer to the 4NL Trust
Explanatory Note for further details on Required Responses.

Applicants should note that the Long Form Trust Deed
included in the Application of the Preferred Applicant willbe
the "Approved Form” Trust Deed for the Incoming Licensee,
and entry into that document (and any changes to it) will be
governed by the terms of the Enabling Agreement.

14.1.1 Engagementbetween Applicants and

Proposed Trustees

The Commission has provided a “Supplier Directory” to
Applicantsinthe VDR. This contains contact details of
persons who have expressed aninterestinbecomingthe
Trustee for the 4NL Trust and who have consented for their
contact details to be shared.

It willbe the responsibility of each Applicant to selectits
Proposed Trustee, carry out the appropriate due diligence,
Identify their Proposed Trustee as a Key Subcontractorin
their Application, ensure that the Proposed Trustee meets
the Trustee Requirements and passes the relevant Fit

and Proper Tests for Key Subcontractors (please refer to
the Information for Applicants on Fit and Proper Checks
documentinthe VDR for more information). No reliance must
be placed on Commissionfor theinclusion of any personin
the Supplier Directory. In addition, other persons may be
equally or more suitable to be the Trustee for the 4NL Trust
and so Applicants may consider persons outside of those
providedinthe Supplier Directory.

Itwillbe Applicants’ responsibility to demonstrate that their
proposals meet therequirementsinrelationto the 4NL Trust.

GAMBLING
COMMISSION



VOLUMEE
STATEMENT OF REQUIREMENTS

14.1.2 FundsProtection Policies

Applicants willbe expected to provide “Funds Protection
Policies" as part of their Application. These willinclude a
proposed methodology for the management of moniesin
away which ensures that the “Funds Protection Outcome”
(as describedin Condition 16.1 of the Proposed Form

of Fourth Licence), is met. Those policies mustinclude,
amongst other things:

» treasury,administration andinvestment policies;

« themakingofprovisions and creation of reserves
(includingreservesinrespect of Prizes); and

» theapproachtoreporting, monitoringand measuring
the financial exposures associated with the 4NL Trust.

Please refer to Condition 16 (Protecting Participant Funds)
and the 4NL Trust Explanatory Note for further information.

14.1.3 EuroMillions

Currently, separate trustarrangements areinplacein
respect of monies paid by Participantsin EuroMillions Games.
Ifthe Licensee offers EuroMillions inthe UKasa Gameinits
portfolio, it willneed to accede to those arrangementsin
place of the 3NL Licensee. Details of the EuroMillions trust
arrangements have been made available to Applicantsin

the VDR.

14.1.4 Portfolio volatility

The 4NL Trust willbe animportant mechanism through
whichthe Licensee ensures funds are available to meet
liabilities to Participants, includingin situations where the
Licensee may needto calluponreserve sources of funding,
for example where there are multiple prize winnings
simultaneously or in quick succession.
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Inthe context of the protection of Participants’ interests

the Commissionis, in particular, concerned with the risks of
ascenario occurringin which available funds are exhausted
soliabilities to Participants cannot be met. This willinclude
both proposed management of Portfolio Volatility by the
Licensee and the availability to the Trustee (in the event of
Licensee failure) of funds to meet liabilities to Participantsin
the form of the Final Reserve Balance. Applicants are required
to propose the amount of that balance.

Inaddition, inrelation to the Portfolio Business Plan Area,
the Commission will evaluate the implications of Portfolio
Volatility (and management of this volatility) on the business
performance of the National Lottery and the implications for
Good Causes Contribution.

14.1.5 Treasuryrequirements

The Commission has provided Treasury Requirementsin
Condition 16 of the Proposed Form of Fourth Licence which
mustbe metby the Licenseeinrelationtoits management of
Participant funds. These include the requirement that funds
must be held by the Licensee in sterlingandinbank accounts
inthe UK.

14.2
REQUIREMENTS

« ThelLicenseeisrequiredtoestablisha4NL Trustthat
successfully protects theinterests of Participants.

+ TheProposed Trustee and Proposed Account Bank are
required to meet the Trustee Requirementsand the
Account Bank Requirements. Applicants should refer
totherequirements set outinthe Proposed Form ofthe
Fourth Licence, the Short Form Trust Deed and the 4NL
Trust Explanatory Note for further details.
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15.1
CONTEXT

15.1.1 TheNationalLotteryBrand

The National Lottery has a strongand well-recognised brand,
whichis definedinthe Fourth Licence as being “the National
Lottery Logos, the name “the National Lottery”, the name

of each Game and any and all characteristic get-up or styling
usedin connection with the National Lottery orany Game".

The National Lottery Brandis distinctive, instantly
recognisable and should be associated with core values
including:

Funding of Good Causes: A strong selling point of the brand;
Trustworthy: Operated with trustworthiness and integrity;

Life changing: Offers Participants the opportunity to winlife-
changingprizes;

Safety: A safe place to play and participate;

Positivity: Abrand that engenders positive sentiment
among people;

National profile: Recognised and valued across the UK;

Inclusive: Abrand that engenders diversity andinclusion.

Whilst the Commission owns the National Lottery Brand and
other Core Lottery IP, the Licensee acts as custodian and has
theright touse the National Lottery Brand and related Core
LotteryIP to promote the National Lottery. The Commission
seeks to provide the Licensee appropriate autonomy inthe
use, management and development of the Brand, subject
tomeetingthe Statutory Duties and complying with the
Licence generally including adhering to the Brand-related
specific Licence Conditions 10 (Distributing National Lottery
productsinan appropriate way), 13 (The National Lottery
Brand and reputation) and 19 (National Lottery IP).

15.1.2 ManagementoftheNationalLottery Brand

In order to maximise the Good Causes Contribution, the
Licensee should consider how best to leverage the National
Lottery Brand to both drive sales and, importantly, to
communicate the role of the National Lotteryin the funding
of Good Causes. To facilitate this and to provide autonomy
tothe Licensee, the Fourth Licence doesnotincludea
minimum spend requirement onbrandingand marketing
activities, other than the funding commitment of the NLPU
(as setoutunder Section 12.1.11 (Contributions to National
Lottery Promotion Unit (NLPU)) of this ITA). Brandingand
marketing spendis aLicensee Operating Expense inaddition
tothe commitment tothe NLPU; The Licensee willhave to
invest accordingly throughout the Fourth Licence Termto
effectively manage the National Lottery Brand.
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Management of the Brandis attributable to a series of
elements thatin conjunction, defineandinfluence the
National Lottery Brand. These elementsinclude, but are not
limited to:

« TheNational Lottery Logo(s)

» Driving positive linkages between the National Lottery
and Good Causes

» Collaborating with Distributors to shape theimage of the
National Lottery

« Effective marketing strategies and suitable budget
distribution

» Effective PR strategies—nationally, regionally and locally

« Effective marketing strategiesto supportdistribution
channels.

The National Lottery Brandis applied in several settings
across the National Lotterylandscape, and effective
management of the Brand requires collaboration witharange
of stakeholders.

Forexample, the Brandis used widely inassociation with
funding of Good Causes; the Distributors therefore have a
vestedinterestinthe developmentand management of the
brand. Distributors have a critical rolein ensuring that the
Good Causes Contribution is effectively used in the projects
they allocate funding to, as well as championing the positive
benefits delivered through Good Causes funding.

Anotherimportant stakeholder in the National Lottery
landscape, as describedin Section 2 (Foundations of the
National Lottery), is the NLPU, which was established in
2003 toraise positive publicawareness of National Lottery
funding for Good Causes. Itis governed by aMemorandum
of Understanding between Distributors, the Licensee and
DCMS. Again, thisisanimportant stakeholderin the National
Lottery family, that helps drive the link between the National
Lotteryand Good Causes.

Whilst the Licensee will have appropriate autonomy, it would
not be possible to manage the Brand without reference to
thisbroaderlandscape, and the Licensee willbe required

to engage with Distributorsin order to promote the impact
made by the Good Causes Contribution. In addition, the
Licensee should also engage with the NLPU on Brand
management and promotion of Good Causes funding
throughout the Fourth Licence.

Applicants are required to submit their proposed Brand
Management Plan as part of their Application which should
setout their vision for the National Lottery Brand and
overarching approach to managing the National Lottery

GAMBLING
COMMISSION



VOLUMEE
STATEMENT OF REQUIREMENTS

Brand throughout the Fourth Licence Term. As per Licence
Condition 13.5 (The National Lottery Brand and reputation),
the Licensee will be required to adhere toits Brand
Management Plan throughout the Fourth Licence Term,
unlessit notifies the Commission of its intention to deviate
fromthe plan.

15.1.3 UseoftheNationalLottery Brand

Use of the Brand by the Licensee willbe subject to the
conditions set outinthe Fourth Licence. Forexample, the
National Lottery Brand must be kept separate from the brand
orlogo of any other third party (other thana Good Causes
Distributor), unless otherwise legally required or where
approvedinadvance by the Commission. Use of the National
Lottery Brand for non-National Lottery purposesis also
prohibited without the Commission’s consent.

Whilst there are restrictions on use of the National Lottery
Brand set outinthe Fourth Licence, the Commissionwants
toensure that thereis the opportunity for creative use of
the Brand under the Fourth Licence, aslong as this remains
consistent with the Commission’s Statutory Duties and
regulatory framework. The Commission recognises that
this may involve use of the National Lottery Brand alongside
other suitable brands, for example for promotional purposes
or todrive sales synergies (e.g. Promotional Prizes). As per
Condition 13.2 (The National Lottery Brand and reputation),
prior approval will be required by the Commission, ahead

of co-branding activities, which willentail the Licensee
providing rationale and benefits for the co-branding
propositionand assurance that the co-branding will not
goagainst the Commission’s first two Statutory Duties.

The Commission willagree this approach with the Incoming
Licensee during the Implementation Period. Such approval
willnot be required for use of the Brand inretail outlets where
it willnaturally appear alongside the branding of retail outlets
selling National Lottery products.

Throughout the Fourth Licence, the Licensee willhave the
autonomy toinvestin the National Lottery Brand to ensure
thatitis developedinaccordance with changing consumer
trends and preferences, to ensure that the Brand is protected
and contributes to strong sales, and the promotion of

Good Causes. It should also be noted that the Brand will
continue to beintegral to the National Lottery's success
beyond the Fourth Licence, and this should be animportant
consideration for the Licensee.

15.1.4 MonitoringBrandhealth

The Commissionhas set out anindicative set of Key
Performance Indicators (KPIs) against which it will monitor
the health of the National Lottery Brand throughout the
Fourth Licence, as set outin section 14 of the Regulatory
Handbook and Condition 13 (The National Lottery Brand
andreputation). Applicants also can propose KPIs as part
of their Brand Management Plan which will be incorporated
into the Monitoring Performance Framework during the
Implementation Period. Broadly, the themes covered by
these KPIs shouldinclude:
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o Brandawarenessandrecall;
e Overall sentiment towards the Brand;

« Brandperceptionsrelatedto Good Causes; life-changing;
safety; trustworthiness; positivity; national profile;
diversity andinclusion;

« Brandloyalty;

» Diversityandinclusion.

Additionally, continuity in the method and tracking of Brand
health between the Third and Fourth Licence, in order to
provide benchmarking and trend analysis between the two
Licences, should also be consideredin Applicant responses.
Applicants have access to the current KPl set used to monitor
Brand health and method for tracking the KPl setinthe VDR.
Finally, monitoring of Brand health should include broader
industry benchmarks, market tracking and monitoring.

15.2
REQUIREMENTS

Itisimportant that when addressing this themein their
Application, Applicants have regard to all of the criteria
relevant toanassessment ofan Applicationandthe
requirements of the Fourth Licence, including the following
asaminimum. The Licenseeis required to use, manage and
develop the National Lottery Brand, and associated Core
LotteryIP, inaccordance with conditions specifiedin the
Fourth Licence;

» ThelLicenseeisrequiredtoensurethatthe National
Lottery Brandis used independently from the Licensee’s
brand or the brand of any third party unless one of the
exceptions specifiedin the Fourth Licence applies;

» ThelLicenseeisrequiredto ensure that Participants
can easily accessinformation on the proportion of the
National Lottery Distribution Fund whichis allocated to
expenditure oneach of the arts, sport, communities and
national heritage (or such other areas of expenditure as
arerequired by the Act from time to time);

« ThelLicenseeisrequiredtoactively engage with
Distributors with a view to facilitating Participants'
understanding as to how the Good Causes Contribution
willbe used;

» ThelLicenseeisrequiredtoimplementand maintaina
Brand Management Plan;

» ThelLicensee mustdoeverythingit cantoensure that the
way in which National Lottery products are promoted,
sold,and made available does not damage any of the
Matters to be Protected.
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16.1
CONTEXT

16.1.1 Distributingthe National Lottery

The variety of distribution channels that Participants can
access to play the National Lottery has evolved since the
inception of the National Lottery. Managing the distribution
channelmixwillbe akey factorinthe success of the National
Lottery throughout the Fourth Licence, as Participant trends
changeinthe face of technological and societal developments
(suchasthose presented by the COVID-19 pandemic—further
detail can be foundinthe Monthly Analysis of COVID-19in

the VDR). It willbe imperative for the Licensee to find the

right balance between ensuringits portfolio of Gamesis
accessible to Participants, whilst helping maximise the Good
Causes Contribution.

Whilst the Licensee should maximise the appealandreach
ofthe National Lottery throughout the UK, it must do so
upholding the highest standards of protecting Participants’
interests. All distribution channels operated by the Licensee
must comply with applicable law and regulation, and with the
provisions of the Fourth Licence and the applicable Section
6 Licence. For further details on the legaland regulatory
framework that governthe sale of National Lottery products
pleaserefer to the Section 6 Licensing Guidance Note.

16.1.2 NationalLottery Retailers and Sales Outlets
ASales Outletis definedinthe Fourth Licence as “any
distribution channel at or through which Participants can
purchase tickets or otherwise participateina Game”, which
means that Sales Outletsinclude both online and physical
sales channels. ARetaileris “aperson other thanthe Licensee
who operates a Sales Outlet”. Therefore, a Retailer potentially
covers persons operating various types of Sales Outlet,
including for example online Sales Outlets or physical Sales
Outlets, where these Sales Outlets are not operated by
theLicensee. A Physical Sales Locationis “a terminal, till or
otheritem of physical equipment: (a) at or from which tickets
in Draw-based Games can be purchased; and (b) whichis
branded, promoted or presented as permanent physical
locationfromwhich tickets in Draw-based Games canbe
purchased”, meaninga Physical Sales Locationis atype of
physical Sales Outlet.
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The physicalretail network s a critical element of the National
Lotteryinfrastructure with ¢.70% of sales (prior to COVID-19)
beingmade through Physical Sales Locations with a shiftin
channel preference as animpact of COVID-19 (further detail
can be foundin the Monthly Analysis of COVID-19in the VDR).
TheFourth Licence contains apostcode-based obligation, as
per Condition 9.2 (Ensuring Access to the National Lottery),
fortheretobeatleast one Physical Sales Location per
postcode district (with over 2,000 residents) throughout

the Fourth Licence Term, where tickets in the Draw-based
Game operated by the Licenseeinaccordance with Licence
Condition 11.2 (Having an appealing but safe portfolio of
Games) are available to be purchased. Thisis to help ensure
that those who are unable to play online, or prefer not to,
willcontinue to have reasonable access to the National Lottery.
Asofthe 2011 Census, there were c.2,500 postcode districts
with over 2,000residents.

There willbe no additional requirement to maintain a minimum
totalnumber of Physical Sales Locations, allowing the Licensee
flexibility to determine the optimal channel mix to maximise
the Good Causes Contribution. For the avoidance of doubt,
Physical Sales Locations may be provided by a variety of
different delivery mechanisms at the discretion of the Licensee
(whichmay/may notinclude a dedicated lottery ‘terminal’ as
used by the Current Operator).

16.1.3 Retailermanagement

The effective management of Retailers is necessary for both
promotion of the National Lottery Brand, as wellas maximising
the Good Causes Contribution. To provide the Licensee with
therequiredflexibility to manage its Retailer network, the
Commissionis notimposing prescriptive requirementson
Retailer commissionand management. The Licensee willhave
autonomy to set anappropriate commission structure and
governanceregime thatinturnincentivises Retailers to sell
National Lottery products appropriately and effectively.

The Licensee willalso be required to establishand operate a
Retailer Charter forits communicationand engagement with
its Retailer network. The Licensee has the autonomyto set up
the charter but should considerinclusion of how the Licensee
willengage with Retailers on material contractual points (e.g.
changes toretail commission, methods of communicationand
termination of Sales Outlets).
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16.1.4 Participant protectionsafeguards for channels
There are severalrestrictions on sales channels as per the
National Lottery Regulations:

« NationalLottery products cannot be soldingambling/
bettingpremises;

« NationalLottery products cannotbe soldinastreet;

» National Lottery products cannotbe soldinaperson'’s
home;

« Therearerestrictions onthe sale of National Lottery
products at vendingmachines;and

» National Lottery products cannotbe sold tounderage
Participants.

Any new channels, or changes to channels, thatinvolve the use
of Participant Data (e.g. for personalisation) must also reflect
applicablelaw andregulation and the conditions of the Fourth
Licence.Inaddition, all proposed changes to channel types or
proposednew channel types mustbe assured by the Licensee
throughout the Fourth Licence Term. The specific details

that should be submitted to the Commissionand overarching
principles for managing changes to the channel mix, are set out
in Licence Condition 10 (Distributing National Lottery products
inan appropriate way).
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16.2
REQUIREMENTS

Itisimportant that whenaddressing this themeintheir
Application, Applicants have regard to all of the criteriarelevant
toanassessment ofan Applicationand the requirements of
the Fourth Licence, including the following as a minimum.

16.2.1 Physical SalesLocations

« ThelLicenseeisrequiredtodo everythingit can (taking
account of normal business opening hours, reasonable
maintenance downtimes and unavoidable businesses
interruptions) to ensure that tickets in the Draw-based
Game(s) operated by the Licensee inaccordance with
Licence Condition 11.2 (Havingan appealing but safe
portfolio of Games) are available to be purchased from
aPhysical Sales Locationin every postcode district (a
postcode districtis the first half of a postcode, for example
UB7 from UB7 OEB), which has more than 2,000 residents.
Throughout the Fourth Licence Term, the Licensee will
be expected to meet this requirement accordingto the
latest available postcode district population estimates
published by the Office of National Statistics or equivalent
organisation.

16.2.2 Channelstrategyand management

» Thelicenseeisrequiredtoadoptandimplementa
Distribution and Portfolio Strategy (per Licence Condition
9.6 (Ensuring Access to the National Lottery)).

« Thelicensee mustdoeverythingitcantoensurethat
personslocated outside of the UK cannot participateinthe
National Lottery, unless the Commission has approvedin
writing specific circumstancesin which such access may
be permitted.

16.2.3 Retailermanagement

« Thelicenseeisrequiredto establishand operate a Retailer
Charterforits communicationand engagement withits
Retailer network throughout the Fourth Licence (as per
Condition 10.5 (Distributing National Lottery productsin
anappropriate way)).
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17.1
CONTEXT

17.1.1 Maximisingappeal ofthe National Lottery
portfolio

The National Lottery offersarange of Games. The Licensee
willbe expected to continue to develop the Games portfolio
inline with section 6 of the Act, and evolving consumer trends
andtechnological developments. The Licenseeis required

to seek approvalfor all Games, whether new or continuing,
through the Section 6 licensing process. This willbe an ongoing
requirement throughout the Fourth Licence forany new
Games proposed by the Licensee during the Fourth Licence
Term.When decidingwhether to approve such Games/Game
changes, the Commission will consider each application
againstits Statutory Duties and the National Lottery
statutory andregulatory framework. Inadditionto the Act, the
Commissionwill have regard to the definition ofa “Lottery” in
the Gambling Act 2005, Directions and any other applicable
regulations.

Intheinterest of facilitatinginnovation, the Commission will
establishand, by the Implementation Period have in place,
streamlined governance and approval processes for new
Games and changes to existing Games proposed by the
Licensee, whilst ensuring that appropriate safeguards remain
inplace, particularly inrelation to new or novel Game features.

As part of the Competition, the Commission aims to mitigate
therisk thatan Applicant proposes and bases their Business
Planarounda portfolio of Games that cannot be fully licensed
whenthe Section 6 licensing process takes place during the
Implementation Period. To achieve this, there willbe aprocess
during the Competition to provide feedback to Applicants
ontheir proposed Game portfolios. For additional guidance
onthis process and broader context around the Section 6
licensing process, please refer to Section 3 (Licensing regime)
andthe Section 6 Licensing Guidance Note.
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17.1.2 ProtectionofDraw-based Games

Draw-based Games areintrinsic toand have always beenakey
part of the National Lottery. For this reason, the Commission
has set therequirementforthe Licensee toensure thereisat
least one Draw-based Game for the full duration of the Fourth
Licence, whichis tobe made available throughout the UK
(andthelsle of Man). Thisis to ensure that Draw-based
Games remaina central feature of the National Lottery
portfolioinfuture.

17.1.3 Participant protectionsafeguards

When operatingand developing the portfolio of Games,

the Licensee must comply with applicable law and regulation,
including the Act. Intheirapplications for Section 6 Licences,
Applicants willbe required to identify how they willensure
that the portfolio, and associated pricing, is not harmful

to Participants and that prices are not unreasonably high.
This should include measures to identify at risk Participants
andmitigate the risks to them.

New Games or changes to Games thatinvolve the use of
Participant Data (e.g. for personalisation) must also reflect
applicable law and regulation and the conditions of the Fourth
Licence. Applicants should have in mind the requirements of
the Fourth Licence whichrelate to Participant Protectionwhen
developing their solutions and strategies for the management
ofthe National Lottery portfolio.

17.1.4 Portfolio Volatility

Assetoutin Section 14.1.3, Portfolio Volatility management
isimportant to ensure funds are available to meet liabilities to
Participants. Applicants willneed to demonstrate how they
willmanage Portfolio Volatility for each Game and undertake
statistical analysis to simulate the possible outcomes of their
proposed Game portfolio, as well as identify a Final Reserve
Balance capable of sufficiently mitigating the exposure and
mitigating the risk of Portfolio Volatility. Further information
canbe foundin Section 14.1.3 (Portfolio Volatility), the Short
Form Trust Deed and the 4NL Trust Explanatory Note.
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17.2
REQUIREMENTS

Itisimportant that whenaddressing thisthemeintheir
Application, Applicants have regard to all of the criteriarelevant
toanassessment ofan Applicationand the requirements of
the Fourth Licence, including the following as aminimum.

17.2.1 Protection of Draw-based Games

» Thelicenseeisrequiredtoensurethatatalltimesthe
National Lottery portfolioincludes atleast one Draw-based
Game which;

— hasanational profileacross, andis only available in, the
UK;

— involvesaDraw which occurs at least once aweek; and

— offerslife-changingPrizes.

17.2.2 Management of National Lottery portfolio

» Thelicenseeisrequiredtoadoptandimplementa
Distributionand Portfolio Strategy (per Licence Condition
9.6 (Ensuring Access to the National Lottery)).

« ThelLicenseemustensurethat, onthe Start Date, the
National Lotteryincludes the Start Date Committed
Games (as per Licence Condition 26.2 (Starting torunthe
National Lottery under this Licence)).

» Thelicenseeisrequiredtodo everythingit cantoensure
that the portfolio of Games maximises the appealand
accessibility of the National Lottery to personswhoare
overthe Legal Age Limitand persons who have not self-
excluded, but does not damage any Matter to be Protected.
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THE NATIONAL LOTTERY OPERATION

18.1
CONTEXT

The National Lotteryis acomplex operationand thereare
arange of operational capabilities required to successfully
deliverit. As per Condition 17 (Licensee andits operations to
be Fitfor Purpose), the Licensee must do everythingit can
toensure the National Lottery Operationis Fit for Purpose
throughout the Fourth Licence. Inaddition, the Licensee willbe
requiredto ensure there are sufficient operational resources
throughout the Fourth Licence to operate the National Lottery
inaccordance with the Licence. Below sets out some of the
core capabilities required to deliver the National Lottery
operation:

Operationalresilience: The delivery of the National Lottery
is dependent on effectiveimplementationand management
of strategies, policies, processes and procedures across

the operation. Key operational areasinclude logistics
(warehousing and distribution of National Lottery products),
servicing Participants’ needs, managing Retailers, and
effectively managing cash flow across the National Lottery
(from Participant ticket returns through to the distribution of
prizes and Good Causes Contribution).

Inadditiontoincorporatingresilience intoits operations,

the Licensee willalso be responsible for effective and timely
performance and assurance reportingas per Conditions 23
(Providing Information and Assurance to the Commission)
and 24 (Regulatory Oversight and Performance Management)
ofthe Licence. This willinclude Exception reporting forany
breaches of the Licence (unless the breach falls withina
category agreed with the Commissioninaccordance with
Condition 24.3 (Regulatory Oversight and Performance
Management)), as wellas an Annual Assurance Statementand
AdHoc Assurance Statements (as required by the Licence or
if directed by the Commission). For further detail onreporting
requirements and guidelines please refer to the Proposed Form
of Fourth Licence and the Regulatory Handbook. Applicants
should also note that during the Implementation Period, the
Commission willengage with the Incoming Licensee to define
thereportingregime throughout the Fourth Licence, as per
therequirements set outinthe Monitoring Performance
Framework.

Organisational Management: Throughout the Fourth
Licence, the Licensee willhave to ensure it has sufficient
operationalresourcesinplace torun the National Lottery and
ensure the operationis Fit for Purpose. To deliver this, the
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Licensee willneed to have therequisite capacity and capability
inplace throughout the organisation, underpinned by a
cohesive culture and approach to employee and workforce
managementand development that ensures employees

are competentinundertaking their roles. Additionally, the
Licensee should consider how its recruitment and workforce
management approach contributes to social value (inaddition
to Good Causes Contribution), incorporating practices such
asemploying adiverse workforce, effectively developing
personneland collaborating with the voluntary and community
sectorsacross the operation.

Managing Lottery Subcontractors and Subcontracts:

The National Lottery supplierlandscapeis likely to mirror the
complexity of the National Lottery operation and the multitude
of capabilitiesrequired to deliver it. Where the Licensee enters
into Lottery Subcontracts it willneed to adhere to Fourth
Licencerequirements around the management of Lottery
Subcontractors (as per Condition 21 (Contractors) of the
Licence), whichincludes ensuring Lottery Subcontracts do
notraiserisk orharmto any Matter to be Protected orto the
ongoingdelivery of the National Lottery operation. The scope
of products and services provided by Lottery Subcontractors
willbe dependent onthe Licensee’s operatingmodel but
couldinclude abroadrange of services including technology
(hardware and software), marketing, logistics, property and
vehicle leasing, printing (including specialist design), human
resources and consultancy services (amongst others). [t will
therefore beimportant for the Licensee to effectively manage
its Lottery Subcontractors and supply chain throughout the
Fourth Licence Termto ensureall Lottery Subcontracts reflect
Best Practice.

Applicants should note that all Lottery Subcontracts except
Minor Lottery Subcontracts willbe subject to the requirements
of parts21.4t021.9and21.11to21.13 under Condition 21 of
the Licence (Contractors). Additional requirements specified
inthe Licence apply to Designated Lottery Subcontracts and
toKey Subcontracts. During the Implementation Period, the
Commissionwillengage with the Incoming Licensee to define
which Lottery Subcontracts are defined as Designated and
Minor.

Technology Operation: The Licensee willneed to deliver
anindustry best practice Technology Operationwitha
combination of the appropriate technology, awell-runand
experienced organisation, and high-quality processes.
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18.2
REQUIREMENTS

Itisimportant that when addressing this theme in their
Application, Applicants have regard to all of the criteriarelevant
toanassessment ofan Application and the requirements of
the Fourth Licence, including the following as a minimum.

18.2.1 Overridingrequirement

» Thelicenseemustdoeverythingitcantoensurethatthe
operation of the National Lottery, the performance of any
Ancillary Activity and all Lottery Assets are Fit for Purpose.

18.2.2 Operationalresilience

» Thelicenseemustdoeverythingitcantoensurethatithas
sufficient operational resources to run the National Lottery
inaccordance with the Licence throughout the Term.

o Thelicenseemustadoptandimplementstrategies,
policies, processes and procedures to ensure that business
continuity of the National Lottery operationis maintained
inallforeseeable circumstances.

« Nolaterthan31 Octoberineach Licence Year, the Licensee
must provide to the Commission either:

— anUnqualified Resilience Assurance Statement; or

— aQualified Resilience Assurance Statement.

18.2.3 Employees

« Thelicensee mustdoeverythingit can,inaccordance with
Best Practice, to ensure that each member of Lottery Staff
ishonest, acts with integrity andis competent toundertake
theirrole.

18.2.4 Contractors

» Thelicensee mustdoeverythingitcantoensurethat
no Lottery Subcontract, oractiontakenbythe Licensee,
aLicensee Subsidiary ora Lottery Subcontractorin
connectionwithaLottery Subcontract, givesrise toany risk
orharmto:

— anyMattertobe Protected;or

— theuninterrupted operation of the National Lottery
bothduringandat the end ofthe Term.
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18.2.5 Providinginformationandassurancetothe
Commiission

e ThelLicenseemustdoeverythingitcantoassurethe
Commission, inaccordance with any requirements of the
Commission, thatit has performedits functionsinthe
manner best calculated to achieve the outcomes set outin
Condition 1.2 (Purposes and outcomes).

« Nolaterthan 15 NovemberineachLicence Year, the
Licensee must provide to the Commissionawritten
Annual Assurance Statement certified as approved by the
board of Directors of the Licensee. The Annual Assurance
Statement must confirmthat:

— thelicensee has completed the Compliance and Risk
Management Audit;

— eithertheLicensee'sboard of Directorsis satisfied that
the Licensee has complied with this Licence during the
previous Licence Year or, ifitis not so satisfied, specify
the breaches which have beenidentified and the steps
which have been takentoaddress any matters giving
risetoanybreach;and

— intheprevious Licence Year, the Licensee has
undertakenandimplementedareview of allits
strategies, policies, processes and procedures as
required by Condition 23.2 (Providing Informationand
Assurance to the Commission).

18.2.6

» Thelicensee mustestablish, maintainand operatean
Independent Verification System (“IVS") to ensure the
integrity of all Games and all financial transactions related
to Participants, Sales Outlets,and Good Causes are made
accurately and securely. The VS must ensure the integrity
of:

— Ticket salesby Game andday

Independent Verification System

— Subscriptions paid, by Game, day and Participant

— Prizes paidandto be paid by Game, day and where
known Participant

— Accountbalances by day and Participant
— Sales, prizes andinvoices by day for each Sales Outlet

— Valuedstock positions (e.g. Scratchcards), their
locations, and status.

« ThelLicensee mustensurethatthelVS canbeaccessed
directly by the Commission orits nominee. An example of
when this would be requiredis to enable the Trustee of the
4ANL Trust to manage the distribution of un-played wagers
orunpaid prizes, Retailer settlements, and monies due to
Good Causesinthe event ofa Licensee default.
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18.2.7 Technology Operation

Technology and Data Architecture Strategy

TheLicensee must develop a Technology and Data
Architecture Strategy prior tothe start of the Licence
and maintain this throughout the Fourth Licence Term.
This strategy should support the Licenseeinmeeting

its obligations under Condition 17.4 (Licensee andits
operations to be Fit for Purpose (Technology Operation)).

Security Strategy

The Licensee must develop,implementand maintaina
Security Strategyinrelationto the security of the National
Lottery operation, the Technology Operationand Lottery
Data. This must be aligned with Best Practice and:

— theFourth Licence specifically provides that this will
require alignment with guidance from the National
Cyber Security Centre; and

— the Commission envisagesit would be likely to cover
physical and digital security ofinformationand data,
people and property, governance and policies,and the
overall solutionlifecycle from development through
testingto production.

Applicablelaws and standards

The Licensee must comply with Licence Condition 4
(Compliance Obligations). In the context of the Technology
Operation, compliance with Licence Condition 4
(Compliance Obligations) willinclude data protectionlaws
andthe Payment Card Industry Data Security Standard
(PCI-DSS) or any successor to or replacement of this
standard.

Other Technology Operationrequirements

The Licensee must comply with Licence Condition

17.4 (Licensee andits operations to be Fit for Purpose)
which sets out requirements regarding the Technology
Operation. Some of the factors the Commission considers
arelikely to berelevant to assessing compliance with this
Conditionare:

Sustainability
— Useofsustainable moderntechnologies

— Anappropriate approach to technology maintenance
that ensures that the Technology Operationis fully
supported and maintained (if a failure to maintain or
renew any components of the Technology Operation
resultsin material, adverseimpact uponany of the
required outcomes describedinthe Fourth Licence,
thisislikely toindicate anappropriate approachis
notinplace).
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Flexibility

— Easeofimplementation of changesinusage,
functionality, accessibility or technology tobe
implemented within appropriate timescalesandat
minimal operationalrisk.

Interoperability

— Adegree ofinteroperability which facilitates the
successful operation of the National Lottery.

Availability and Resilience

— Design,implementationand operation which provides
the highlevels of service availability and resilience, as
arerequired to meet the expectations of users, service
levels agreed with Retailers and other partners,and to
deliverthe BusinessPlan

— Appropriate levels of reliability, resilience and
recoverability which ensure that:

« failures of systems orcomponentsarerare;

» whenfailures do occur, key services continue to
function (possibly to areduced level of function or
performance); and

« failuresareresolved,and normal servicesresumed
withinareasonable timeframe.

Capacity andperformance

— Sufficient capacity to ensure adequate system
performance, and throughput, as required tomeet
the expectations of users, meet service levels agreed
with Retailers and other partners, and deliver the
BusinessPlan.

Integrity

— Design,implementationand operation which ensure
the overallintegrity of the National Lottery operation.

- |If:

« aGameis played using software or other technology
thatisknown by the Licensee to be materially
defective orunable to ensure theintegrity of the
National Lottery operation orintegrity is otherwise
compromised; and/or

« thelLicenseefails totake allreasonable steps
toidentifyincidents where integrity has been
compromised as soon as possible after their
occurrence and to minimise theimpact of those
incidents

thiswould be anindication that the integrity standard
hasnotbeenmet.
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IMPLEMENTATION, TRANSITION AND EXIT

19.1
CONTEXT

The Commission attaches greatimportance to the orderly
transition of the National Lottery from onelicence period

to the next with the minimum of disruption, as doing sois
important to protecting the interests of Participants and
maximising returns to Good Causes. Thisis the caseinthe
context of the transition from the Third Licence to the Fourth
Licence. It willalsobe the caseinrelation to the transition from
the Fourth Licence to the Fifth Licence.

19.1.1 Implementation

AssetoutinSection 1.3 (Fourth Licence) above, there canonly
be one Section 5 Licenceinplaceinrespect of the operation
ofthe National Lottery at any time. Therefore, afteran Award
Notification has beenissued, the Incoming Licensee and the
Commissionwillenterinto an Enabling Agreement which

will set out the responsibilities of the Incoming Licensee to
implement its Application and cooperate with the Outgoing
Licensee and the Commissionand confirmthat, subject to this,
they will be formally granted the Fourth Licence.

19.1.2 TransitiontotheFourthLicence

The Third Licence (inthe case of the Outgoing Licensee)
places, and the Enabling Agreement (inthe case of the
Incoming Licensee) will place, obligations onthe Outgoing
Licensee andthe Incoming Licensee to cooperate witheach
otherand the Commission with the aim of ensuringsuchan
orderly transitionis achieved.

It willbeimportant that the transition plans of the Outgoing
Licensee andIncomingLicensee are aligned and work
together. Theframework set outin clause 5 of the Cooperation
Agreement aims to provide a structure for that alignment.

Thearrangements for Implementationand transitionto the

Fourth Licence are further describedinthe Transition Guidance
Note and below.

83 The Fourth National Lottery Licence Competition | Invitationto Apply (ITA)

19.1.3 TransitiontotheFifthLicence

The obligations onthe Licensee for exiting the Fourth

Licence are set outin Licence Condition 27 (Exit), with further
detailinthe Commission's Regulatory Handbook. The Exit
arrangementsinthe Fourth Licence areintendedto ensure

the outcome that at any point throughout the Fourth Licence
Term, thereis an effective Exit Planin place in the event that Exit
occursforareason otherthanrelicensing, such as revocation
or early termination of the Fourth Licence.

As part oftheir Application, each Applicantis required to
submit an Exit Plan which must set out how the Licensee will
propose to manage an exit fromthe Fourth Licenceforareason
otherthanrelicensing, and howit will support the transition
fromthe Fourth Licence to the Fifth Licence.

Thismeans that the Licensee will be required to always
maintain an Exit Plan detailinghow they will support the
transitionfromthe Fourth Licence to the Fifth Licence. The Exit
Plan at the start of the Licence Term will be the plan submitted
as part of the Competition.

19.1.4 ThirdLicence

The obligations onthe Current Operator associated with
transition fromthe Third Licence to the Fourth Licence are set
outin Condition 18 of the Third Licence.

19.1.5 ThirdtoFourthLicence Transition

The Commissionintends to commence the Handover Period
(referredtoin condition 18.5 of the Third Licence), and expects
the Current Operator to execute the Cooperation Agreement,
in Phase Two. This will provide clarity for both the Current
Operatorand the lncoming Licensee and willensure that the
process of cooperationin connection with Transition canbegin
assoonasthe IncomingLicenseeisidentified.

As partoftheir Application, each Applicantis required to
submitanIncoming Transition Plan which must set outhow

it willmanage the transition from the Third Licence to the
Fourth Licence. The Commission expects Applicants to
designarigorous, structured and programmatic approach to
transitioningto the Fourth Licence soto ensure a successful
transfer. Each Incoming Transition Plan should contain detailed
information onhow the relevant ProposedLicensee plans
toimplementandassure all of the deliverables fromthe
Applicationto enable the Fourth Licence to Start. The Enabling
Agreement willrequire the Incoming Licensee toimplement its
Incoming Transition Plan.
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19.2
IMPLEMENTATION AND TRANSITION
DOCUMENTS

This section details the contractual arrangements that will
governthe Implementationand Transition. Itis a condition of
submittinga valid Application that the Applicant executes a
Deed of Commitment. The Deed of Commitment willrequire
thelncomingLicensee to execute the Enabling Agreementand
the Deed of Adherence to the Cooperation Agreement.

o Deed of Commitment (DoC)-Thisisthedeedtobe
executed by each Applicant and provided as part of their
Phase Two Application that would commit that Applicant,
if selected as the Preferred Applicant, to procure thatits
Proposed Licensee executes the Enabling Agreementand
the Deed of Adherence to the Cooperation Agreement. As
described furtherinthe Transition Guidance Note, the DoC
willimposeinitial requirements on the Preferred Applicant
regarding financial strength reflecting the Applicant's
response to Section 22.5 (Financial strength), to ensure that
thelncoming Licensee will have sufficient financial resources
available toit to meet the obligations under the Enabling
Agreement and the Cooperation Agreement.

The DoCalso sets out aReserve Applicant process and how
it willapply, as described in further detail in the Transition
Guidance Note.

« Enabling Agreement (EA)-Thisis the contract between
the Commissionandthe IncomingLicensee setting out
theresponsibilities of the Incoming Licensee toimplement
its Application and Incoming Transition Plan, cooperate
with the Outgoing Licensee and confirming that, subject
tothis, they willbe formally granted the Fourth Licence.
Thisagreement willbe executed by the Commissionand
the Preferred Applicant’s Proposed Licensee, following the
Award Notification.

o Cooperation Agreement (CA)-Thisis the contract
betweenthe Current Operator, the Incoming Licensee and
the Commission, which will provide for the orderly handover
ofthe National Lottery to the Incoming Licenseeinaway
which ensures the continuity of the National Lottery and
minimum disruption to Participants. The agreement willbe
executed by the Commissionandthe Current Operatorin
Phase Two of the Competitionand the Incoming Licensee
willexecute a Deed of Adherence to the Cooperation
Agreement following the Award Notification (see below).

o Deed of Adherence (DoA)-This is the mechanism by which
thelncomingLicensee willagree to be a party to, and abide
by the terms of, the Cooperation Agreement which willhave
already been executed by the Commissionandthe Current
OperatorinPhase Two of the Competition. The Incoming
Licensee willexecute the DoA at the time of executing the
Enabling Agreement. The form ofthe deed to be executedis
setoutin Schedule 6 ofthe Cooperation Agreement.
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19.2.1 Management ofimplementationand Transition
TransitionPlans

TheEnabling Agreement sets outa process and timeline for
thefinalisation and implementation of the Incoming Transition
Plan. The Cooperation Agreement provides details of the
timeline for the development andimplementation of the
Outgoing Transition Plan and how the two transition plans will
bealigned.

After the parties enterinto the Enabling Agreement and the
Cooperation Agreement, the Incoming Licensee and Outgoing
Licensee willexchange their Initial Transition Plans and will
follow a process to agree a Joint Action Plan. The Third Licence
contains anon-exhaustivelist ofitems to beincludedinthe
Outgoing Transition Plan. There are equivalent requirementsin
the Enabling Agreementinrelation to the Incoming Transition
Plan. Theserequirementsinrelationto the Transition Plans are
referencedinthe Cooperation Agreement.

Costs associated with Implementation

The Enabling Agreement, together with the provisions
ofthe Fourth Licence, provide amechanism for the
Incoming Licensee torecover certain costs associated with
implementingits Application through the Implementation
Adjustment appliedin the calculation of the Surplus.

Applicants must provide details of their Estimated
Implementation Costs as part of their Application. Section
8.5.2 (Costsincurredin connection with Implementationand
Transition) describes how these willbe takeninto accountin
Evaluation.

DuringImplementation, the Incoming Licensee willbe required
toreportregularly oncostsincurred. Costs willonly be
recoverable through the Implementation Adjustmentto the
extentthe Commission determines that these are Recoverable
Implementation Costs.

See Section 19.2.2 (Transition Management —Recoverable
and Estimated Implementation Costs) below for further
information.

Fit and Proper Checks and Implementation / Transition
Fitand Proper Checks willtake placein parallel with the ITA
Stage (asdescribedin Section 10.1 (Context)). Inaddition to
identifying the Proposed Licensee’s Lottery Beneficiariesand
(where possible) Lottery Supervisors and Critical Function
Employees, Applicants should (where possible) identify

the Proposed Licensee’s Transition Staffand submit the
relevant declaration forms so that they canundergo Fitand
Proper Checks. Applicants should refer to the Information
for Applicants on Fitand Proper Checks, and clause 9 of the
Enabling Agreement, for furtherinformation.

Applicants should note that delaysinidentifying Transition
Staff, where Fitand Proper Checks are required, may impact
transitionandimplementation (including relevant timeframes).
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Governance arrangements for Implementation

and Transition

The Enabling Agreement and Cooperation Agreement set
outthe governance mechanismsinplacein connectionwith
Implementationand Transition, as wellas the Transition
Governance Boards and Operational Committee forums
whichwillbe established. The terms of reference for these
forums will be drafted by the Commissionand shared during
Phase One of the Competition. The Transition Governance
Boards willbe established to respond to Enabling Agreement
and Cooperation Agreement matters separately with relevant
partiesinattendance.

Operational Committees willbe established as specified

by the Commissionand relate to core operational areas
oftransition. Itis alsointended that both the Incoming
Licensee and Outgoing Licensee willhave a Programme
Managerinplace, as set outin clause 20 of the Cooperation
Agreement, to take primary responsibility for managing
deliverables, communication, and operational coordination.
Notwithstandingthese arrangements, the Commission
retains responsibility for approving or directing certain
mattersandartefacts as set outinthe Agreements.

Relationship with the Commissionin connectionwith
Implementation and Transition

Under the contractual arrangements described above, the
Incoming Licensee will provide the Commission with regular
status updates, evidence of testingand assurance activities,
and milestone reporting to assure the Commission ofa
successful migration of the National Lottery operations and
the IncomingLicensee's readiness to comply withand Start
the Fourth Licence onthe Start Date.

The Commission willuse the Implementation Period and
Transition activity as an opportunity to work with the Incoming
Licensee andits senior management to build confidence that
allparties areready for the Start Date andin readiness for the
moveinto an outcomes focused licence regime.

19.2.2 Transition Management-

Recoverable and Estimated Implementation Costs

The Enabling Agreement (clause 28) and Schedule 5 of
the Fourth Licence (Good Causes Contribution) set out
the process for the management reportingand oversight,
andthe process for the Incoming Licensee torecover,
certain costs which thelncoming Licenseeincurs during
the Implementation Period.
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Recoverable Implementation Costs

The only such costs which the Incoming Licensee canrecover
are, "Recoverable Implementation Costs". These are definedin
clause 28.1 of the Enabling Agreement as costs which:

1.are:

« actuallyincurred, oraccrued withrespect to activities
undertaken, during the Implementation Period by the
IncomingLicensee;or

« costsactuallyincurred after the Start Date which are:
— Implementation Redundancy Costs; or

— costsofundertaking any Outstanding Implementation
Step;and

2.arereasonably, properly and efficiently incurred or accrued
(asapplicable) in connection with the implementation of the
Applicationandthe delivery of the Incoming Transition Plan;
and

3.fallwithinanlmplementation Cost Category, provided that
no additional cost willbe recoverable to the extent that
theaggregate costinany Implementation Cost Category
exceeds therelevant Estimated Implementation Cost (see
below).

Estimated Implementation Costs

Each Applicationmustinclude details of the categories of
cost, and estimated quantum of costs within each category,
expected to beincurred during the Implementation Period,
related to theimplementation of the Applicationand

the delivery of the Applicant’s Incoming Transition Plan.
These Implementation Cost Categories and Estimated
Implementation Costs willbe includedin Schedule 6 of the
Enabling Agreement submitted by each Applicant as part of
their Applicationand Applicants should also include these
costsintheir Financial Template.

Thelncoming Licensee willbe expected to provide regular
updates during the Implementation Period to the Incoming
Transition Governance Board, including details of:

a) allcostswhichit considers willbe Recoverable
Implementation Costs;

b) anupdatedforecastof costs whichitanticipatesitwillincur,
and willbecome, Recoverable Implementation Costs;

c) alldeviationsfrom previously provided forecastsinactual
costs;

d) areconciliationrelatingto (1) to (3) above againstthe
Estimated Implementation Costs.
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Inaddition to the regular monthly reporting described above,
if the Incoming Licenseeincurs oraccrues, or proposes toincur
oraccrue, acost which:

« does not fallwithinanImplementation Cost Category; and/
or

» when considered together with other costsincurred or
accrued, and forecasted to beincurred oraccrued, withinan
Implementation Cost Category would exceed the Estimated
Implementation Cost for that Implementation Cost
Category,

thelncoming Licensee must make a Change Proposalin
accordance with clause 7 of the Enabling Agreement.

Where there are changes to the Estimated Implementation
Costsorthe Implementation Costs Categories as part of

the change control process or pursuant to changes notified
under clause 28 of the Enabling Agreement, this does not
indicate that the Commissionhas determined thatacost
isaRecoverable Implementation Cost for the purposes of
Schedule 5 of the Fourth Licence (Good Causes Contribution).
Whilst the Commission might indicate at the time whereit

has concerns regarding the reasons forincurring, or the scale
of, such additional costs, the finalassessment of the total
Recoverable Implementation Costs willbe confirmed following
Fully Implemented Commencement (as per clause 28.6 of the
Enabling Agreement).

Provisions for the recovery of Recoverable Implementation
Costsare setoutin Schedule 5 (Good Causes Contribution),
Part B, paragraph 9 of the Proposed Form of Fourth Licence
(defined as anImplementation Adjustment). The recovery of
costsvaries dependingonwhether the IncomingLicensee
achieves Fully or Partially Implemented Commencement as of
the Start Date. These two alternative scenarios are covered
separately below.

Fully Implemented Commencementis achieved
asoftheStart Date

Inthis scenario, Recoverable Implementation Costs willinclude
costsincurred during the Implementation Period and any
Implementation Redundancy Costs incurred after the Start
Date.

Within 120 days from the date on which the Commission

has confirmed that Fully Implemented Commencement has
occurred, the Fourth Licensee will provide a final statement of
costsit proposesto betreated as Recoverable Implementation
Costs. Inaccordance with clause 28.6 of the Enabling
Agreement the Commissionwillconductafinalassessment
and will then confirm the totalamount of Recoverable
Implementation Costs within 210 days of receiving that final
statement. For the avoidance of doubt, in principle these
costs mayinclude operating expenditure as well as capital
expenditure.
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The Recoverable Implementation Costs willthen be
apportioned during the remaining Licence Years through

the Implementation Adjustment as part of the calculation

of Good Causes Contribution. The effect of thisis that the
cost willbe shared with Good Causes rather thanbeing

borne by the Licensee alone. For the avoidance of doubt,
“Licensee Costs" (as definedinthe Fourth Licence) willnot
include any depreciation oramortisation related to capital
expenditure incurred during the Implementation Period as
that capital expenditure will (if determined to be aRecoverable
Implementation Cost by the Commission) be recovered by the
Fourth Licensee through the Implementation Adjustment.

Partially Implemented Commencementis achieved
asofthe Start Date

Inthis scenario, Recoverable Implementation Costs may
include both costsincurred during the Implementation Period
up until the Start Date and any additional costsincurred beyond
this date in connection with Implementation Redundancy
Costsor costsincurred by the Licenseein order to complete
the agreed Outstanding Implementation Steps.

Inthe event of a Partially Implemented Commencement,
Recoverable Implementation Costs will only be fully assessed
following completion of the Outstanding Implementation
Steps and after Fully Implemented Commencement has been
confirmed by the Commission.

Following the Start Date, the Licensee willbe expected to
continue toidentify and report on the specific costsrelating to
the delivery and implementation of the agreed Outstanding
Implementation Steps. These willnot flow through the
Incentive Mechanism for the Fourth Licence, but will be treated
asanExcluded Cost. Once the Licensee has completed those
steps and Fully Implemented Commencement has been
confirmed by the Commission, the Commission will follow

the process described above to conduct afinalassessment of
Recoverable Implementation Costs.

The Commission willthen confirm the totalamount of
Recoverable Implementation Costs. For the avoidance
of doubt, in principle these costs may include operating
expenditure as well as capital expenditure.
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Thetotal Recoverable Implementation Costs willbe pro-rated
andrecovered across the remaining term of the Fourth Licence
through the Implementation Adjustment (from the date of
Fully Implemented Commencement, up toandincludingthe
tenth Licence Year). For the avoidance of doubt, Licensee
Costs willnotinclude any depreciation oramortisation related
to capital expenditure incurred during the Implementation
Period, or during the term of the Fourth Licence where this
capital expenditureis attributable to the completion of
OutstandingImplementation Steps as that capital expenditure
will (if determined to be a Recoverable Implementation Cost by
the Commission) be recovered by the Fourth Licensee through
the Implementation Adjustment.

Implementation Redundancy Costs

In certain circumstances redundancy costs associated with
staffthat are transferred to the Fourth Licensee under TUPE
regulations canbe treated as a Recoverable Implementation
Cost.Inaccordance with clause 28.7 of the Enabling
Agreement they willbe limited to costs associated with those
redundancies that are identified during the Implementation
Period andimmediately actioned when the employees transfer
tothelncomingLicensee (i.e. the payment isincurred within
90days of the Start Date). Within 10 Business Days from the
date onwhich the IncomingLicensee notifies the Commission
thatitintends to make redundancies as described above, the
Incoming Licensee must provide to the Commissionits best
estimate of the costsit willincur in connection with those
redundancies, which willbe the Estimated Implementation
Costsforthat category of costs.
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19.3
REQUIREMENTS

This section summarises the headline requirements for
Applicantsin connection with the executionand provision of
documents set outin this section:

Competition
19.3.1 Deedof Commitment

« Applicants are required to provide a signed copy of the Deed
of Commitment with their Phase Two Application.

Implementation Period
19.3.2 Enabling Agreement

» ThelncomingLicenseeisrequiredtoenterintothe Enabling
Agreement with the Commissionas described above.

19.3.3 Cooperation Agreement

« ThelncomingLicensee must execute a Deed of Adherence
atthe sametimeasenteringinto the Enabling Agreement
thereby agreeingto be a party toand abide by the terms of
the Cooperation Agreement as described above.

19.3.4 Incoming TransitionPlan

e ThelncomingLicensee mustimplementtheirIncoming
Transition Plan, which will set out theirapproach to
implementing a successful transition to the Fourth Licence.

FourthLicence Term
19.3.5 FourthLicenceExitPlan

« Thelicenseeisrequiredto maintainanExit Planthat sets
out the arrangements for exiting the Fourth Licence atany
period during the Term ofthe Licence.
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20.1
CONTEXT

The Commissionrequires that the Licensee be an SPE. If the
Licensee, orits subsidiaries, intend to do anything other than
runthe National Lottery andits operation, or use (or allow any
otherpersontouse)any Core Lottery P, Licensee Assets, or
the benefit of any Lottery Subcontract forany other purpose,
thiswould be considered an Ancillary Activity. Ancillary
Activities will only be permitted where the Licensee has first
soughtand obtained written approval from the Commission
(see Licence Condition 14 (Activities other than the National
Lottery)).

While Applicants are not required toinclude any Ancillary
Activities as part of their Application and the primary focus
oftheir Application should be onthe business of running the
National Lottery, if the Applicantintends to carry outany
initiatives or activities which, whilst they may fallunder the
definition of an Ancillary Activity, are material in the context
oftheir Application, they should propose such activities by
respondingto Section 22.11 (Ancillary Activities). Feedback
onany such proposalsincludedin Applicant’s Phase One
Applications willbe provided by the Commissionat the end
of Phase One. Any proposed Ancillary Activities whichare
material in the context of an Application and whichmeet
the Commission’s requirements (as outlinedin Section

8.8 (Ancillary Activities)) above, willbe considered by the
Commission during Evaluation, but will be not be formally
approved until the Implementation Period (see clause 12 of the
Enabling Agreement for further information).

Ifan Ancillary Activity were to be rejected at competition
stage, this would not prevent the Licensee from applying to
the Commission for approval for a similar activity during the
FourthLicence Term, ifthey were able to address any concerns
previously raised by the Commission.

The process for proposing Ancillary Activities during
Competition willnot hinder the Licensee's ability to put forward
further Ancillary Activities for the Commission’s consideration
duringthe Fourth Licence Term, per the Conditions of the
Fourth Licence. However, Applicants must notrely onthe
approval of any future submissions in their Business Plans.
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Any Ancillary Activities proposed must be compliant with
the Fourth Licence. In particular, Applicants should note the
following requirementsif they choose to submit any Ancillary
Activities as part of their Application.

20.2.1 Approvalsandliability

» Thelicenseeandits subsidiaries shallnotundertake an
Ancillary Activity without first seeking and obtaining the
Commission’s writtenapproval.

» TheLicensee mustensure that, in performingany Ancillary
Activity, it does notresultinthe Commission orany
Commission Staff or representatives of the Commission
incurringany liability.

20.2.2 Treatmentofrevenues,costsand
Good Causes Contribution

» ThelLicensee mustensure that,in performingany Ancillary
Activity, it does not reduce the Good Causes Contribution.

 Ancillary Activities proposed at competition stage (because
such Ancillary Activities are materialin the context ofan
Application) must apply the standard approachto Licensee
Revenue and Licence Costs set outin Schedule 5 of the
Fourth Licence (Good Causes Contribution).

» Revenueand costs associated with Ancillary Activities
putforward forapproval during the Fourth Licence Term
willbe treated as Licensee Revenue and Licensee Costsin
accordance with the Incentive Mechanism, unless different
treatment forrevenue and costsis agreedas part of the
Commission’s approval for that specific Ancillary Activity.
Before the Commissionagrees any bespoke treatment
ofrevenue and costs, the Licensee willbe required to
demonstrate clear and compelling rationale for the specific
Ancillary Activity to be treatedin suchamanner.

20.2.3 MatterstobeProtected

» TheLicensee mustensure that, in performingany Ancillary
Activity, it does not damage the Matters to be Protected,
namely:

— theinterests of Participantsinthe National Lottery

— thatthe National Lotteryis runwithintegrity and that
Gamesare, and are perceived as being, honestly andfairly
runand that Prizes are accurately awardedin accordance
withtherules of each Game

— theNational LotteryBrand
— thereputation ofthe National Lottery; and

— theability of the Licensee to otherwise comply with the
Licence.
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YOURAPPLICATION

21.1
INTRODUCTION

Each Applicantis required to submitan Application drawn
upinaccordance with the requirements set outin this ITA.
Applications will consist of a detailed Financial Response and
the Applicant's qualitative ITAresponse that clearly explains
the Applicant's proposed approach torunning the National
Lottery.

Itisimportant thatinformulating their Application, Applicants
haveregardtoallthe criteriarelevant toanassessment of

an Application and the requirements of the Fourth Licence.
Applicants shouldinclude direct references to the relevant
SoR sectionand/or Fourth Licence Condition; provide

detail which clearly evidences how they are meetingeach
requirement; provide evidence that theresponseis credible,
and provide evidence in support of allcomponents of the
Financial Template.

Qualitative Response

TheFourth LicencerequirestheLicenseetohavein place
severalplans, strategies and other specified documents.

The Qualitative Response describedin Section 22 (Qualitative
Response) requires the Applicant to submit a certainnumber
ofthese documents, which will be evaluated. If the Applicantis
successful, those documents willbecome the documents as
referredtointhe Fourth Licence and, without prejudice to the
need to continuously improve and maintain relevance, willform
the baseline against which the Licensee willbe regulated.

The Enabling Agreement will set out the process by which
documents submitted as part of the Application willbe
implemented as part of the Fourth Licence regime.

Inaddition, the Qualitative Responseincludes questionsto
which the Applicant mustrespond. Those responses willbe

consideredin Evaluation.

Further detail can be foundin Section 22 (Qualitative
Response).
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Financial Response

Each Applicantis required to submitaFinancial Template as
partofits Application. The Financial Template will be crucial to
the overall Evaluation. In addition to setting out the Applicant's
financial proposals, it willbe used to assist in the credibility and
deliverability assessment of the Business Plan and Proposed
Good Causes Contribution. Applicants must ensure that

the projections submitted within the Financial Template are
based onthe generalassumptions set outin Section 23.3
(Generalassumptions) of this document as well as their own
assumptions which should be set outin Supporting Narrative.
Projections should also be consistent with all proposals set out
inthe Application.

TheFinancial Template will consist ofaBase Case, Breakeven
Case, Upside Case and Financial Strength Scenarios alongside
financialand non-financial supporting evidence. The Financial
Template has been provided by the Commission via Jaggaer.

Further detail can be foundin Section 23 (Financial Response).

A summary of the required response can be foundin Section
21.3 (Summary of response).
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21.2 Financial Response

INSTRUCTIONS » Applicantsare expectedto provide a Financial Template for

thelmplementation Period, the 10-year Fourth Licence Term
General

« Allquestions must be answered for the Applicationto be
compliant

e Itisincumbentoneach Applicant toensurethatithas
returnedallrelevant documentary evidence toaccompany
its Application. Failure to do so may resultin Applications
beingdeemed non-compliantandthe Applicant concerned
excluded from the competition

« Each Applicant must ensure that allthe information that it
providesis completeandaccurate

« Applications should be returned through Jaggaerin
accordance with theinstructions containedin this document

« The Commissionreservestheright torequestresponses
from Applicants to additional questions at any point during
the Competition

« All Applicants should use the file naming convention:
Applicant Name_Response Section Number_Section Name

« Applicants may provide appendices to their response but
should note that Evaluation will be carried out on the basis of
theresponseto each question set out within the page limit

» Appendices should use the file naming convention: Applicant
Name_Response Section Number_SectionName_
APPENDIX_Filename

» Each Applicant should ensure thatit has completed the full
submission checklistin Section 24.1 (Submission Checklist)
before submittingits Application.

Qualitative Response

» Applicants shouldinclude data or other evidence wherever
appropriatein support of theirresponses

« Responses mustbe providedin Arial 10 point

» Responses,includingany diagrams, must not exceed the
page counts specified in each question

» Any contentincluded beyond the page countwillnotbe
consideredin Evaluation

« Each Applicant should provide itsresponse toeachITA
response sectioninaseparate document

» Pleasestarteachquestiononanewpage

» Applicantresponses should not be converted into PDF
format.
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plus 2-year Contingency Period. Only the Implementation
Period and 10-year Fourth Licence Term will be evaluated

 FinancialResponsetobe completedinline with the general
assumptions set outin Section 23.3 (Generalassumptions)

« Applicants should ensure that a detailed breakdown of all
its projected revenues and costs of deliveringits proposals
are capturedintheFinancial Template. Applicants must
provide the fullbreakdown of projected revenues and
associated costs. For further detail, please see Section 23
(Financial Response), where the Commission has set out
(non-exhaustive) examples of associated revenue and cost
categories.

21.3
SUMMARY OF RESPONSE

Thetable below provides asummary of the components

ofan Application. Itisintended to provide a breakdown of

the questions containedin the following sections, together
withanindication of the principal area of Evaluation it will

be considered as part of, its form of response and useful
(non-exhaustive) reference points across the full suite of
competition documents. Elements highlightedin the ‘Required
for Fourth Licence’ column are those which are also required
duringthe Fourth Licence Termas outlined above.
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Qualitative Response

Response Section

22.2 Propriety

22.3 Protecting
Participants’ Interests

22.4 Protecting
Participant Funds

22.5 Financial
strength

22.6 Branding

22.7 Channels

Question

Ql

Q2

Q3

Q4

Qs

Q6

Q7

Q8

Q9

Qio

Q11

Q12

Title

Evidence of the SPE’s
registration in the UK
Corporate Governance
overview
Financial Crime, Anti-
Money Laundering and
Anti-Terrorist Financing
response

Participant Protection
Strategy

Details of how you plan to
implement, manage,
monitor, and adapt
Participant Protection
Strategy

Phase One feedback on
Short Form Trust Deed

(4NL Trust) Required
Responses

Financing structure

Financial standing of supply
chain

Brand Management Plan

Channel mix component of
Distribution and Portfolio
Strategy

Retailer Charter

Table 14: Summary of response (1)

Notes:

Propriety,
protecting
Participants’
interests,
financial
strength

v

v

N/A

Principal area of Evaluation

Evaluation
Sub-area of i
Good Causes Business Plan . mechanism
Evaluation
Propriety Pass/Fail
Propriety Pass/Fail
Propriety Pass/Fail
Protecting
Participants’ Pass/Fail
interests
Protecting
Participants’ Pass/Fail
interests
N/A N/A
Protecting
Participants’ Pass/Fail
interests
Financial .
strength Pass/Fail
Fi ial
‘nancia Pass/Fail
strength
v Branding Scored
v Channels Scored
v Channels Scored

Req. for Fourth
Licence

Written

Form of response

(*)  Applicants must demonstrate due propriety and protecting participants' interests across their full ITA Response. Applicants that do not do so will ‘Fail’ the relevant section of the ITA.

(**) Section 22.5 (Financial Strength) also requires completion of the Key Subcontractor Financial Strength Template and Financial Strength Supporting Evidence.
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Financial o
Template Other Page limit
1
20
15
40
10
v
Feedback N/A
Form
See 4NL Trust
Completed Explanatory
Trust Deed Note
Y v 30
v v 12
80
50
4
OFFICIAL SENSITIVE

SoR Section

10

10

11

14

13

15

16

Useful references

Licence Regulatory Handbook

Condition(s) /other

14

1,4,5,6,7,14,17,

22,23, 24 9,10, 15, 20, 21, 22

1.8,9,10,11,12, 8,11, 12,13, 20, 21, 22

16,29
16 17,22
18 16, 20, 21, 22
10, 11,13 13,14
9,10, 11 12, Section 6 Licensing

Guidance Note
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Qualitative Response

Response
Section

22.8 Portfolio

22.9 The
National Lottery
Operation

22.10 Transition

22.11 Ancillary
Activities

22.12 Additional
Information

Question

Q13

Qil4
Q15

Q16
Q17
Q18
Q19

Q20

Q21

Q22

Q23

Q24

Q25

Q26

Q27

Title

Distribution and Portfolio
Strategy

Operating Model

Technology and Data
Architecture Strategy

Security Strategy
Technology Operation
Incoming Transition Plan

Exit Plan

Changes to the Form of DoC,
EAand CA

Executed DoC

Confirmation

Details

Risks

Compliance

Risk Register

Changes to the Proposed Form
of Fourth Licence

Table 15: Summary of response (2)

Notes:

Propriety,
protecting
Participants’
interests, financial
strength

*

Ancillary Activities will be Evaluated following guidance set out in

Principal area of Evaluation

Good Causes Business Plan

AN

ANV N N NN

Section 8.8 of the ITA

Sub-area of
Evaluation

Portfolio

Operations
Operations
Operations
Operations
Transition

Transition

Scoring
mechanism

Scored

Scored
Scored

Scored
Scored
Scored

Scored

N/A

N/A
Reviewed

not scored

Reviewed
not scored

Reviewed
not scored

Reviewed
not scored

N/A

Req. for Fourth
Licence

Written

AN

NENEUEGIENEN

Form of response

Financial Template

(*)  Applicants must demonstrate due propriety and protecting Participants'interests across their full ITAResponse. Applicants that do not do so will ‘Fail' the relevant section of the ITA.
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Other

v

Feedback
Form
per Appendix
1 of DoC

v

Feedback
Form
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Page limit

130

80
20

25
25
100
30

N/A

N/A

N/A
15
(per
Activity)
10
(per
Activity)
10
(per
Activity)

N/A

N/A

SoR Section

17

18

19

20

N/A

N/A

Useful references

Licence Regulatory
Condition(s) = Handbook /other
13, Section 6
9,10, 11 Licensing Guidance
Note
12,17, 18, 20,
21,22,23 16
15, 17, Transition
26,27 Guidance Note,
EA/CA
14 22
N/A N/A
N/A N/A
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Financial Response

Principal area of Evaluation Form of response Useful references
Propriety, P
. _— Questi . protecting Scoring l::eoq.rt:r
coponse section seston e Participants’ Good Causes Business Plan Sub-area of L) Li . Written Financial Other  Pagelimit SoR Section Licence Regulatory
interests, Evaluation icence Template 8 Condition(s) Handbook/other
financial
strength
Reviewed in
Q28a Base Case Cover Sheet * v line with v N/A
Business Plan
Base Case Supportin Reviewed in
23.4 Base Case Q28b 8¢ supporting * v line with v v N/A
Financials .
Business Plan
Base Case Supportin Reviewed in
Q28c pporting * v line with v 150
Narrative .
Business Plan
Q29a Breakev::::tse Cover « SRE Re;/:'(egfe:Ris v N/A
23.5 Breakeven Case Rpeviewe das
. . * v
Q29b Supporting Narrative SRF part of SRF 20 12 14, 15, ’s
Q303 Upside Case Cover * SRE Reviewed as v N/A Schedule 5
) Sheet part of SRF
23.6 Upside Case Reviewed as
. . « v
Q30b Supporting Narrative SRF part of SRF 20
23.7 Financial Financial Strength Financial Pass/Fail in line
’ . Q31 Teng v with financial 4 N/A
Strength Scenarios Scenarios strength
strength
Q32 Financial Template . N/A Reviewed not v N/A
assurance scored
23.8 Additi.onal 033 Guidancg tf’ the * N/A Reviewed not v 10
Information Commission scored
Reviewed not
. . « v
Q34 Appointed Individual N/A scored N/A
Table 16: Summary of response (3)
Notes:
(*)  Applicants must demonstrate due propriety and protecting Participants' interests across their full ITA Response. Applicants that do not do so will ‘Fail’ the relevant section of the ITA.
OFFICIAL SENSITIVE GAMBLING
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22
QUALITATIVE RESPONSE

22.1
INTRODUCTION

This section contains several questions which either require the Applicant to submit a writtenresponse or to provide a
documentwhichis required by the Fourth Licence. Where adocumentis submitted which is required by the Fourth Licence,
and without prejudice to the need to continuously improve and maintain relevance, that document as submitted willforma
baseline against which the Proposed Licensee of the Preferred Applicant will be regulatedin this area.

Theanswers to questions which require a narrative response willbe evaluated but those responses willnot be directly
incorporatedinthe Fourth Licence.

All Qualitative Responses are required to be accompanied by supporting materials which demonstrate the credibility
and deliverability of your proposals.

Please note the Commissionreserves the right to clarify, supplement oramend the required responses at Phase Two.
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22.2

PROPRIETY

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 10
Licence Condition(s) 1,4,5,6,7,14,17,22,23,24
Regulatory Handbook Section(s) 9,10,15,20,21,22

Table 17: Propriety references

Q1.

Please confirm and provide evidence that you have formed your Proposed Licensee, this being a Special Purpose Entity
(SPE) establishedin the UK.

Your response should be nomore than one page.
Please respond with one of the following forms of words:

Yes, | have formedan SPE establishedin the UK. This SPE is my Proposed Licensee. | have provided copies of evidence of the
SPE’sregistrationas a corporate entity, suchas a Certificate of Incorporationand Articles of Association.

No, Ihave not yet formedan SPE. lunderstandthat the Commissionwillnot award the Licence toany Applicant who has not
establishedan SPE in the UK and provided satisfactory evidence ofits registration by the end of the Phase Two Response
Period.

If you have formed your SPE, please provide copies of evidence of your SPE's registrationin the UK as part of your Application
and confirm that you have provided details of all Persons Needing to be Checked to the Commission for Fitand Proper Checks
totake place.

Ifyouhave not yet formed your SPE at the time of submitting your Phase One Response, please provide further details of your
plans to establish your SPE, including:

« Confirmationthatyouwillestablishthe SPEinthe UK

« Details of the planned timelines for establishing the SPE

« Organisational charts demonstrating the relationships that your proposed SPE will have with any proposed Lottery
Beneficiaries

« Confirmation that you have provided details of all Persons Needing to be Checked to the Commission for Fitand Proper
Checkstotake place.

Organisational charts may be attached as appendices and are not counted towards the maximum page count.
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Q2.

Please provide an overview of your proposed corporate structure and describe how you will operate and maintaina
system of corporate governance, internal control and risk management that reflects Best Practice.

Your response should be nomore than 20 pages.

Your response should demonstrate alignment with Condition 22 of the Fourth Licence (Ensuring Good Governance) and the
application of the UK Corporate Governance Code to the environmentin which the National Lottery operates.

As aminimum, your response should provide an overview of your proposed:

» Corporatestructure,includinghow your proposed corporate structure, board leadership and company purpose will
supportlong-term, sustainable success and achieve the outcomes of the Fourth Licence.

- Divisionofresponsibilities, includinghow the proposed division of responsibilities will promote constructive challenge,
objective decision-makingand a culture of openness and debate.

« Board composition, including how the composition, successionand evaluation of the board of Directors willdemonstrate
diversity of skills, experience and knowledge.

« Audit, riskandinternal control, includinghow you willadopt a formalised and transparent approach to audit, risk and
internal control, ensuring:
— competency andintegrity in financialand narrative reporting
— fair, balanced and understandable board assessments of the Licensee's position throughout the Fourth Licence Term
— appropriate procedures to managerisk and oversee the internal control network
— how your Audit Committee and Compliance and Risk Management Committee will support good corporate governance.

* Remuneration, includinghow your remuneration policies and practices will be aligned to the purpose, values and long-
termsuccess ofthe National Lottery.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q3.
Please describe how you will detect, manage, prevent and report against therisks associated with financial crime, in
particular money laundering and terrorist financing.

Your response should be nomore than 15 pages.

Your response should address the money laundering and terrorist financing risks presented both by transactions with
Participants and by business-to-business relationships, and arrangements for the identification and reporting of money
launderingand terrorist financing inaccordance with the Proceeds of Crime Act?” and Terrorism Act?®.

As aminimum, your response should:

« Provide amethodology foridentifying the key money launderingand terrorist financing risks relevant to your operation on
anongoingbasis, including:
— Threats: identifying theindividuals or entities that have the potential to cause harm.
— Vulnerabilities: identifying those things that may be exploited by the threat or that may support or facilitate its activities.
— Consequences: theimpact or harm that therisks identified may cause.

o Provide details of the key money laundering and terrorist financing risks you have identified relating to your Business Plan,
using the above methodology, and the associated mitigations.

" https://www.legislation.gov.uk/ukpga/2002/29/contents
B https://www.legislation.gov.uk/ukpga/2000/11/contents
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« Describe how youwilldesignandimplement policies, procedures and controls to manage and mitigate the identified risks

and ensure that known or suspected money laundering and terrorist financing activity is identified and reported, including:

— Responsibilities: including, but notlimited to, appropriate allocation of responsibility for ensuring that, when
appropriate, information or any other matterleading to knowledge or suspicion of money laundering or terrorist
financingis properly disclosed.

— Procedures:including, but notlimited to, reporting mechanisms, prize pay-out procedures and, where appropriate,
termination of business relationships in the event of concerns regarding money laundering or terrorist financing.

— Training and communications: reasonable steps to ensure that employees are aware of risks, procedures, and the
potential consequences of breaches.

« Describe how youwillmonitorandimprove the effective operation of policies, procedures and controls, including:
— Process improvement mechanisms: how you willimplement robust mechanisms to ensure policies, procedures and
controls are carried out effectively and that weaknesses are identified, and appropriate improvements made.
— Changesin circumstance: how you will conductrisk assessments for the introduction of new products or technology,
new methods of payment, changes in Participant demographic and other material changes and ensure that policies,
procedures and controls are reviewed, amended and implemented appropriately.

The Commission considers that each of the above elements must be satisfied as part of providing the Commission with the
necessary assurance that the Licensee will operate the National Lottery with all due propriety.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.3

PROTECTING PARTICIPANTS' INTERESTS

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 11
Licence Condition(s) 1,8,9,10,11,12,16,29
Regulatory Handbook Section(s) 8,11,12,13,20,21,22

Table 18: Protecting Participants'interestsreferences

Q4.
Please provide your Participant Protection Strategy

Your response should be nomore than 40 pages.

The Participant Protection Strategy should provide ajoined up, cohesive strategy to protect the interests of all Participants.
The Strategy should be relevant and appropriate to the Business Plan and proportionate to any risks inherent init. Where
aspects of your Business Plan (such as Gamesin your proposed portfolio) may drive specific orincreasedrisks to participants,
you should include additional protective measures to mitigate suchrisks.

As aminimum, your Participant Protection Strategy must show due consideration of the Licensee's obligations under
Condition 8 of the Fourth Licence (Protecting Participants' Interests). It must containacomplete set of measures to protect
Participants'interests, including:

« Preventingunderage play

« Notencouraging excessive play

« Ensuringthatthe price of tickets is not unreasonably high

» Provision ofadequate informationabout Games

o Complaintsandredress system

o Paymentofprizes

» Protectionand support for prize winners

o Details of the proposed contributions to be made by the Licensee to Research, Prevention and Treatment of gambling-
related harms, with details of the form and value of this commitment.

Whererelevant, the Strategy should demonstrate how you would use National Lottery Dataand Participant Data to
proactively prevent harm.

Youmay wish to refer to the Regulatory Handbook for guidance on the nature of participant protection measures that the
Commission may consider relevant to meeting the requirements to protect Participants’ interests. Please note that for the
purposes of the Competition, the Regulatory Handbook should be used for guidance only and you may propose alternative,
equivalent, or additional measures as appropriate to your Business Plan.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.
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You should also ensure allrisks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q5.
Please detail how you willimplement, manage, monitor and adapt your Participant Protection Strategy to continuously
uphold the Statutory Duties inachanging environment.

Your response should be nomore than 10 pages.

As aminimum, your response shouldinclude the following key elements:

» Appropriate allocation of responsibility (nhamed individual and role) for the Participant Protection Strategy and
compliance with the Licensee's obligation to protect Participants’ interests.

» Aplantoimplementnew participant protection tools, methods or procedures, covering timelines, resource
requirements and mitigations against any risks related to implementation.

« Processesyouwilladopt to monitor, evaluate, andimprove the effectiveness of the Participant Protection Strategy,
including processes to make sure that the Participant Protection Strategy takes account of:

— instances where the interests of Participants have been (or have been at risk of being) harmed;
— past, present or future market, legal or technological developments relevant to the National Lottery; and
— past, present or future developments in regulatory policy.

» Methods to maintain compliance with Condition 8 of the Fourth Licence (Protecting Participants' Interests) when
faced with relevant changes in circumstances. Such changes in circumstances may relate to the external environment
and market conditions, or to changes to the Licensee's own strategy such as changes affecting branding, portfolio or
operations.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedin your Financial Template. In your Supporting Financials and Supporting Narrative you are free to define the
breakdown of projected revenues and associated costs and how these relate to your proposal. For further guidance, please
see Section 23 (Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are included in your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure
they are evaluated correctly.
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22.4

PROTECTING PARTICIPANT FUNDS

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 14

Licence Condition(s) 16

Regulatory Handbook Section(s) 17,22

Other 4NL Trust Explanatory Note, Short Form

Trust Deed (Phase One), Long Form
Trust Deed (Phase Two)

Table 19: Protecting Participant funds references

Q6.
Please provide your Phase One feedback on the Short Form Trust Deed

Aresponse to this questionis required during Phase One only; the deadline for this feedbackis 22 January 2021.

Please provide your responsein the 4NL Trust Feedback Form provided by the Commissionin Jaggaer. You have been provided
with two 4NL Trust Feedback Forms. One should be completed by the Applicant, and the other should be completed by your
Proposed Trustee.

AShort Form Trust Deed is issued alongside the ITA. The Commissionis inviting feedback related to the position describedin
the Short Form Trust Deed, this ITA, Condition 16 of the Proposed Form of Fourth Licence and the Regulatory Handbook from
Applicants and Proposed Trustees during the Phase One Response Period.

If Applicants consider that any provisions of the Short Form Trust Deed released with this ITA require amendmentin order to
ensure the success of the Competitionand of 4ANL Trust operation, they are invited to provide details of the relevant provisions
and proposed changes, with an explanation of the need for the change.

Please note: Any changes proposed shouldrelate to the overall success of the Competition and of 4NL Trust operationand not
tothe position of the Individual Applicant.

Please note that this feedback will not be evaluated, it willbe used to finalise the Long Form Trust Deed that will be drafted by
the Commission during Phase One.

Itisthe Commission’s current intention that the provisions set outin the Long Form Trust Deed that will be provided at Phase
Two willbe unamendable. However, should Applicants or their Proposed Trustees have any fundamental concerns regarding
any technical aspects of the Long Form Trust Deed, they will have an opportunity to make the Commission aware of those, in
writing, by the deadline specified in the Phase Two 4NL Trust Addendum. A template for the communication of those concerns
will be provided by the Commissionin Jaggaer at Phase Two.
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Q7.

Please provide your proposals to the Required Responses set out in Appendix G of the 4NL Trust Explanatory Note
You should respond with input from your Proposed Trustee.

The Short Form Trust Deedissued with this ITA sets out the indicative provisions which will be finalised and set out in the
Long Form Trust Deed, which your Proposed Licensee, Proposed Trustee and Account Bank will be required to agree to.
There areanumber of ‘Application Specific Provisions' that are marked as such within the Short Form Trust Deed with
square brackets that you are required to respond to alongside other Required Responses that are set out in Appendix G of
the 4NL Trust Explanatory Note.

At Phase One, your Required Responses shouldreflect the positionas set outin the Short Form Trust Deed and at Phase
Two the positionas set outinthe Long Form Trust Deed. Please refer to the 4NL Trust Explanatory Note for full details of the
proposals you are required to provide.

Once you have selected your Proposed Trustee, please refer to Condition 16 (Protecting Participant Funds) of the Proposed
Form of Fourth Licence, the Enabling Agreement, the Deed of Commitment and the Regulatory Handbook provided with
this ITAto respond to this question.

Any changes to the requirements or Required Responses at Phase Two will be specified in the Phase Two Trust Addendum.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal

are capturedin your Financial Template. In your Supporting Financials and Supporting Narrative you must provide the
breakdown of projected revenues and associated costs and how these relate to your proposal. For further guidance, please
see Section 3 of thisdocument.

You should also ensure allrisks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure
they are evaluated correctly.
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22.5

FINANCIALSTRENGTH

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 13
Licence Condition(s) 18
Regulatory Handbook Section(s) 16,20, 21,22

Table 20: Financial strengthreferences

Important notice: Before responding to the financial strength questions, please ensure that you have completed
the Financial Template (see Section 23 (Financial Response) of this document) and the Key SubcontractorFinancial
Strength Template. You will be required torefer to thesein yourresponse.

Q8.

Please describe your proposed financing structure and explain how it will support transition, transformation and
ongoing operations and minimise any materialrisk, on financial grounds, that may lead to a failure to meet the
obligations under the Fourth Licence, Enabling Agreement and/or Cooperation Agreement under the Base Case and/or
Financial Strength Scenarios.

Your response should be no more than 30 pages.

Your response should also provide clear reference to page numbers and sections of relevant supportingdocuments from the
equity funding and debt funding sections of your Financial Strength Supporting Evidence.

At Phase Two, your Financial Strength Supporting Evidence mustinclude copies of legally binding financingagreements. These
financingagreements must evidence that sufficient finances are committed and available to the Proposed Licensee to enable
themtomeet the financial strength requirements.

Your response should include a description of your proposed financing structure for the Licensee. If you are proposing any
Ancillary Activitiesinresponse to Section 22.11 (Ancillary Activities), you must also explain any effects of such Ancillary
Activities on your proposed financing structure and financial strength.

Elements of your response to this question, including any Financial Strength Supporting Evidence, may be used to populate
the Applicant Specific Conditions of the Licence (see Section 22.12 (Additional Information)) and Schedule 7 of the Enabling
Agreement (see Section 22.10 (Implementation, Transition and Exit)).

Your response should include the following, with evidence that each requirement would be met under the Base Case and each
ofthe Financial Strength Scenarios, where revenues are lower and/or costs are higher than projectedin the Base Case:

- Sufficiency ofImplementation and Transition funding. Please demonstrate how the Proposed Licensee willhave
sufficient financial resources to meet the costs it willincur in connection with Implementation and Transition under all
specified scenarios.

AMBLIN
103 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA) gOMN“SSIGON



VOLUMEF OFFICIAL SENSITIVE THE

YOUR APPLICATION e
LICENCE
COMPETITION

« Solvency during the FourthLicence Term. Please demonstrate the Licensee's ability to run the National Lotteryin
accordance with the Fourth Licence as a going concern and with sufficient liquidity throughout the period of the Fourth
Licence. Please note that you must demonstrate that the financial resources to be made available to the Licensee will
be adequately protected. Protections proposed by the Licensee will be writteninto the Fourth Licence under Condition
18 (Financial and operationalrresilience). Please also demonstrate, using appropriate financial analysis, that you have
adequate measuresin place to manage theimpact on peak working capital of any Portfolio Volatility identifiedin your
response to Section 22.8 (Portfolio). Please note that you must demonstrate and provide supportingagreements (as
appropriate) evidencinghow the Proposed Licensee will protect against any foreign exchange volatility which would
otherwiseimpact on their funding capacity.

« Conditionality of funding. Please demonstrate that the funding would be made available to the Licensee as required to
meetimplementation costs and support ongoing operations.

« Deliverability of funding. Please demonstrate the proposed financing structure is obtainable and implementable and
funding providers have the financial capacity and capability to support financing commitments. Please note that you must
demonstrate and provide supporting agreements (as appropriate) evidencing how the Proposed Licensee will protect
against any foreign exchange volatility which would otherwise impact on their funding capacity.

« Funding covenants. Please provide details of any covenants and leverage thresholds included in the proposed funding
agreements. This wouldinclude, butis notlimited to:

— Financial covenants andleverageratios
— Projections (e.g. excelfile) of the financial covenants and leverage ratio during the proposed funding period
— ProposedKPIs expected to be used to measure business performance as agreed with shareholders.

« Anyotherrelevantinformation. Please provide details of any other relevant information on how your proposed financial
structure can effectively support the transition andimplementation plan and ongoing operations during the Fourth
Licence Term.

Financial Strength Supporting Evidence (Part 1)

Throughout your response to the above question, you should reference appropriate evidence andinformation as outlinedin
this section. You should provide this evidence alongside your response.

You must provide summary term sheets for each provider of equity and/or debt to the Licensee. The term sheets must be
supported by the key documents listed below, where relevant to your proposed financing structure.

At Phase One, the Commission does not require financing agreements to be legally binding.

At Phase Two, your Financial Strength Supporting Evidence must include copies of legally binding financingagreements. These
financingagreements must evidence that sufficient finances are committed and available to the Proposed Licensee to enable
themto meet the financial strength requirements.

You must also provide any relevant financial analysis to evidence that the Proposed Licensee’s financial strength will not be
adversely affected by Portfolio Volatility.

Equity funding
For equity funding, please provide (where relevant) the following information:

a) Details of providers orintended providers of the Licensee’s equity funding and the amounts of their commitments.

b) Evidence ofthe commitment of each providerto provide the stated funds, any pre-conditions ofinvestment, and the
status of each provider's internal approval process required to confirm the availability of the funding.

c) Evidenceto substantiate the ability of those providers to meet their respective commitments.

d) Copiesofallsubscription, shareholders’ or SPE agreements which concernthe Licensee andits share orloan capital or
where suchagreements have not yet been enteredinto, then the latest available drafts.

e) Copiesofanyguarantees (e.g. parent company guarantee) of the obligations of the Licensee fromits shareholders, or by
ortoany provider of finance to the Licensee, or where such agreements have not yet been enteredinto, then the latest
available drafts.

f) Information concerningthe distribution policy and entitlements of shareholders ofthe Licensee.

g) Details ofanyfees payable to shareholders or connected entities of the Licensee.

104 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA) gém,l?ﬂlilsl\élcON



VOLUMEF OFFICIAL SENSITIVE THE
YOUR APPLICATION NOTTERY
LICENCE
COMPETITION
Debt funding

For debt funding to be provided to the Licensee, please provide (where relevant) the following information:

h) Theidentity of the providers, orintended providers, of the Licensee’s debt funding (including any junior or subordinated
debt), the nature of the facilities provided or to be provided, and the amounts of any facilities orintended commitments.
Thismayinclude, butis notlimited to:

» Overdraftfacilities
Revolving credit facilities
Termloans
» Subordinatedfacilities
Financeleases
Anyloans fromany ofthe Licensee's shareholders.
i) Commitment letters from each debt provider, detailingall conditions precedent to providing such finance and each
provider's internal processes to delivering that funding.
j)  Evidence to substantiate the ability of those providers to meet their respective commitments.
k) Termsheetsrelatingtoany existing orintended facilities, including:
« Facilityamount, type, maturity and extent to which they are drawn down (where applicable);
o Termsincludingany fees and margins to be paid;
o Drawdownandrepayment schedules;
« Financialand any other covenantsincluding specific details of cover or debt ratios;
« Eventsofdefault;
« Anysecurity provided or requiredin support of the facility and charges against company (or any subsidiary) assets;
« Thelength oftimerequiredto put thefacility in place, including details of any due diligence, prior obligations or
conditions precedent which would need to be met for the funding to be available; and
» Thenamesandaddresses oflenders of and guarantors for any of the facilities.
I) Details of any contingent liabilities and off-balance sheet fundingarrangements.
m) Term sheets for any relevantintercreditoragreements.
n) Details of any otherfinancial instruments the Licensee will enterinto, including derivate contracts and/or hedging.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q9.
Please demonstrate the financial standing of your supply chain and describe how you will ensure that supply chain
disruptionrisks are minimised during the Fourth Licence Term.

Your response should be no more than 12 pages.

Your response to this question shouldinclude:

« Acompleted Key Subcontractor Financial Strength Template (excluded from word count), together with supporting
evidence whererelevant (as outlined below).

» Theprocesses, procedures and controlsin place for each Key Subcontractor to ensure that they are sufficiently financially
resilientin the event of supply chain disruptions. This section should be no more than 4 pages.

« Details ofany other financial risks you have identified which might disrupt the supply chain. For each of theserrisks, please
detail what contingency planningisin place to minimise the risk of disruption. This section should be no more than 4 pages.
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Financial Strength Supporting Evidence (Part 2)

Please provide the latest available audited financial statements of each Key Subcontractor as supporting evidence for the
accuracy of the numbers contained in your Key Subcontractor Financial Strength Template. Please note that the ‘Instructions’
tab within the template provides guidance onits completion.

Your response to the question above should also reference the evidence outlined below where relevant.

Turnoverratio
The Turnover ratio (calculated from the Key Subcontractor Financial Strength Template) compares the contract size to the
annual revenue of the Key Subcontractor.

Alower numberisassumedtoindicate the Key Subcontractor canaccommodate the contract more easily and be better

abletodeliver the contract. The Commission deems aratio of above 67% as high risk; however, ahigh-risk score does not

automatically constitute a Fail. In this event, Applicants may identify enhanced information as mitigation. This information may

include, but is not limited to:

a) Extensionofthetesttothe Key Subcontractor's wider group (if applicable) if the Key Subcontractoris supported by, for
example, evidence of aparent company guarantee.

b) Evidence of new contracts won by the supplier since the publication of its latest financial results.

c) Evidence onthe processes, procedures and controlsin place to ensure the relevant Key Subcontractoris sufficiently
financially resilient to reduce financial risk and maintain the supply chainin the event of adverse financial / market
conditions. This should be referencedin your narrative response.

Creditratingscore

ANon-Prime grade score resultin the Key Subcontractor Financial Strength Template willbe deemed as highrisk. A high-risk
score does not automatically constitute a Fail. In this event, the Applicant and the relevant Key Subcontractor should provide
evidence onthe processes, procedures and controlsin place to ensure Key Subcontractor is sufficiently financially resilient to
reduce financial risk and maintain the supply chain in the event of adverse financial / market conditions.

Processes, procedures and controls

As part of your response to the question above, you should provide evidence on processes, procedures and controlsin place
to ensure that your Key Subcontractors individually and collectively will have sufficient financial strengthin the event of supply
chaindisruptions. Evidence may include, butis not limited to:

Key Subcontractorinformation

a) KeySubcontractor's Business Contingency Plans to ensure uninterrupted supply to the National Lottery and its business
continuity approach.

b) Key Subcontractors’ parent company guarantees or any other forms of guarantees which will support the operationand
funding of the Key Subcontractor.

c) Sufficientheadroom available on funding facilities committed and made available to Key Subcontractors, e.g. revolving
creditfacilities.

d) Evidence ofthe extent to which equity / debt providers are willing to commit to additional funding when necessary during
the Fourth Licence Term to support the supply chain.

Applicant information

a) Ahigh-level summary of the commercial arrangements (non-price terms) the Applicant will putin place (if successfulin
their Application) with Key Subcontractors and Related Parties and the impact they may have on the Applicant's financial
strength. In particular, Applicants should provide this evidence where a Key Subcontractor or Related Party is providing the
Applicant with revenue, profit share or other performance guarantees that are material to the Application or the Applicant's
ability to meeting the obligations of the Licence.

b) Evidence of contingency plans to ensure uninterrupted supply to the National Lottery should a Key Subcontractor fail or
becomeinsolvent.

c) Evidence ofyour ability to source supply from a different supplierin the event of Key Subcontractor failure.
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d) Evidence of contingency agreements with third party suppliers.

e) Certifiedcommitmentletters of equity / debt providers to provide financial resources to the Licensee to maintain supplies
tothe National Lottery.

f) Yourfinancial plans to maintain sufficient liquidity in the event of Key Subcontractor disruptions.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.6

BRANDING

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 15
Licence Condition(s) 10,11,13
Regulatory Handbook Section(s) 13,14

Table 21: Brandingreferences

Q10.

Please provide your Brand Management Plan.
Your response should be nomore than 80 pages.

Your response should include the following key elements:

« Approachtomanagingand safeguarding the National Lottery Brand and building Brand value throughout the Fourth

Licence Term, including:

— Visionand Brand positioning for the National Lottery Brand, including a detailed proposal on core Brand positioning,
definition of Brand promise, rational and emotional benefits, target consumer definition, key consumerinsight and
competitive edge

— Communications strategy including key sellingmessages for Participants, including associated imagery and
illustrations to showcase how the National Lottery Brand will be presented. Rationale should be provided as to
how Participants willnot be atrisk as aresult of key selling messages and associated brandingimagery, referring to
Participant Protection Strategy content where relevant

— Brandanalysisincludinganassessment of the National Lottery's current Brand status. Applicants shouldinclude:

« Anassessmentofthe perceivedkey risks and challenges to the National Lottery Brand and proposed mitigation
strategies moving forward

« Anassessmentofthe opportunities for growth of the National Lottery Brand, including timeframes to achieve
these and any associatedrisks, and strategies you willimplement to drive development of the Brand

— Howthe values ofthe National Lottery, as set outin Section 15 (Branding), will be reinforced and developed throughout
theFourthLicence Term

— Safeguardsthe Licensee will putin place to ensure that the National Lottery Brand remainsindependent (as per Licence
Condition 13.2 (The National Lottery Brand and Reputation)) and all Core Lottery IP relating to the National Lottery
Brand remains safeguarded throughout the Fourth Licence Term (as per Licence Condition 19 (National Lottery IP))

— Proposals for co-branding opportunities throughout the Fourth Licence, including rationale and benefits for these
proposals and how you will ensure they adhere to the Commission’s first two Statutory Duties.

— ProposedKPIs for monitoring Brand health, having regard to the indicative Brand KPIs provided by the Commission
inthe Regulatory Handbook, and overarching approach to monitoring proposed KPIs. Continuity in the methodand
tracking of Brand health between the Third and Fourth Licence, in order to provide benchmarking and trend analysis
between the two Licences, shouldalso be consideredin your response. You willhave access to the current KPl set used
tomonitor Brand healthinthe VDR.

— Howtoensurethat Participants understand the link between the National Lottery and Good Causes, as per Condition
13.4(The National Lottery Brand and Reputation). Consideration should be given to how you willmanage collaboration
with Distributors (as per Condition 13.4 (The National Lottery Brand and Reputation) of the Licence) to help drive
understanding of this link between the National Lottery and Good Causes.
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— Yourapproach to managing and maintaining the Brand Management Plan throughout the Fourth Licence Term. This
shouldinclude your approach to leveraging data and the use of consumer insight to guide on-going planningand
development.

» Proposedmarketingapproach, including:

— Marketing strategy, including core marketing objectives, assessment of the customer base, core marketing
propositions and approaches throughout the Fourth Licence Term. This should also include your approach to digital
marketing, including your proposed digital strategy. Please outline the consumer insights that underpin the proposed
strategy

— Proposedoutline of each type of communications campaign required to deliver the proposed strategy, including
purpose of campaigns, analysis of the consumer landscape and an assessment of how each target audience will be
engaged with, campaign targets and measurement framework, creative propositions, imagery/illustrations and
channels for distribution

— Outline the approach for diversity andinclusion in the promotion of the National Lottery and Good Causes

— Rationalefor proposed marketingand advertising spend as set outin your Financial Template. This should include but
notbelimited to:

« Commentary onhow this spend willimpact the sales projections and overall expected ROI

« Approachestodriving efficiency of this spend

e Howvalue-for-money on Brand development and marketing costs willbe delivered

« Whichactivities willbe outsourced to agencies and which keptin-house (please ensure alignment to your marketing
department capability and structure within the National Lottery Operation question set outin Section 22.9 (The
National Lottery Operation))

« Outline the approach tothe selection,engagementand management ofagencies

— Outline approach to marketing and brandinginnovation to ensure National Lottery remains relevant, attractive and
evolves throughout the lifetime of the Fourth Licence.

» Howyouwillmaximise the effectiveness of owned and earned media to complement paid media in delivering your
marketing objectives, including through Search Engine Optimisation (SEO)

» Youroutlineapproach to ensuring Brand safety in paid-for media channels

« Approachtonon-consumer (stakeholder) communicationsincluding:

— Analysis of the National Lottery stakeholder landscape and an assessment of how each stakeholder group should be
engaged with, including (but not limited to) Distributors, the NLPU, DCMS, the Commission and Retailers

— Yourproposed PR strategies (proactive and reactive), including crisis management.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.7

CHANNELS

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 16

Licence Condition(s) 9,10,11

Regulatory Handbook Section(s) 12

Other Section 6 Licensing Guidance Note

Table 22: Channelsreferences

Q11.
Please provide your Distribution and Portfolio Strategy. For this question, please set out your approach to managing the
National Lottery distribution channel mix

Your response should be nomore than 50 pages.

Your response to the channels section should include the following key elements:

« Asummary of your distribution channel mix, including rationale and commercial viability for the proposed channel mix, and
anticipated evolution of the channel mix across the Fourth Licence Term
« Detailed description of your distribution channel mix, detailing channel types, rationale for each channel and evolution of
the channel mix throughout the Fourth Licence Term. For each channel type, please provide the following:
— Adescription of the proposed channel, including detail on key infrastructure and delivery methods required across
online, retailand any other proposed channels
— Rationaleforleveraging this channeland evidence of channel appeal across Participant segments / socio-demographic
groups
— Assessment of potential risks to the Matters to be Protected (as set outin Condition 10.1 (Distributing National Lottery
productsinanappropriate way)) and proposed steps to mitigate theserisks, taking into consideration Condition 8 of
the Fourth Licence (Protecting Participants’ Interests)
— Assessmentof potential risks that your distribution channel mix willnot comply with the Regulations, and how you will
mitigate any suchrisks
— Keycommercial risks and mitigations
— Forphysical channels, breakdown of projected number of Physical Sales Locations across the UK, including
segmentation by Retailer type (Applicants are free to provide their own segmentation, but this could include Retailers
suchas supermarkets, independent, online Retailers). You should also provide commentary on how the proposed
breakdown of Physical Sales Locations satisfies Licence Condition 9.2 (Ensuring Access to the National Lottery).
« Overarchingapproach to governingand managing the channelmix throughout the Fourth Licence Term. This should
include the following:
— Overview ofkey policies that will drive your decision-making with regards to management of the channel mix
— Overview of your proposed channel development andimplementation processes and procedures.
« Overarchingapproach tomanagingand supportingonline and physical Retailers. This should include details on your
proposedapproachto:
— Overview of required standards to be adhered to by Retailers
— Retailergovernance
— Retailer supportandtraining
— Retailer commission/incentivisation.
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Please note: You should ensure that all your projected revenues and costs of delivery associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q12.
Please provide your Retailer Charter.

Your response should be nomore than 4 pages.

Your response shouldinclude the following key elements:

» Methodsandtimings of communication fromthe Licensee to Retailers (across online, physicaland any other retailer types
asapplicable)

» Methodsbywhich Retailers can obtaininformation fromthe Licensee

» How Retailers can make enquiries andraise grievances (including contact channels where appropriate)

o Complaints management processes

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.8

PORTFOLIO

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 17

Licence Condition(s) 9,10,11

Regulatory Handbook Section(s) 13

Other Section 6 Licensing Guidance Note

Table 23: Portfolio references

Q13.
Please provide your Distribution and Portfolio Strategy. For this question, please set out your approach to managing the
National Lottery Game portfolio.

Your response should be nomore than 130 pages.

Your response to the Portfolio Section should include the following key elements:

« Asummary of your Games portfolio, including rationale and commercial viability for the proposed Games, and anticipated
evolution ofthe portfolio across the Fourth Licence Term
» Proposed portfolio of Games, including at least one Draw-based Game which meets the criteria set outin Licence
Condition 11.2 (Having an appealing but safe portfolio of Games), covering the following details for each Game/Game-
type:
— Adescription of the Game, including key features and selling points
— Frequency of Games (e.g. days of the week a Draw-based Game will be delivered) and proposed channel(s)
— Pricepoints
— Keyselling points (Game-specific marketing campaigns should be captured within the Brand Management Planif the
Gameistobelaunchedinthefirst year ofthe Licence.)
— Proposed lifespan ofthe Game (including proposedlaunch dates)
— Proposedprize pay-out percentages
— Proposed management of Portfolio Volatility for your portfolio of Games. This shouldinclude at minimum:

« Evidenceandaform ofassurance that you have undertaken statistical analysis to calculate and simulate the possible
outcomes of Portfolio Volatility risks for each Game and demonstration that you understand the probability risk and
exposure associated with each Game.

« Keyoutputs of the statistical analysis that you have undertaken andits implications for Portfolio Volatility risk for
each Gameandthe portfolioasawhole;

« Howyouintend to mitigate the risk using tools/methods to mitigate prize payout volatility risk (e.g. prize caps for
fixed prize tier draw based games or additional funding sources);

« Anunderstanding ofthe likelihood and exposure of all reasonable worst case portfolio scenarios (e.g. probability of
multiple portfolio capping events occurring (in a given week) and therefore the likelihood of it breaching cumulative
funding sources;

« Themechanisms with reference to those set outin your Funds Protection Policies and the operations of the 4NL
Trust that would address any scenario occurring which would result ininsufficient funds to pay prizes; and

« Reference (ifapplicable) to the relevant elements of your 4NL Trust Required Responses (including the Funds
Protection Policies) both to the extent they are inherently linked to management of Portfolio Volatility and also to
demonstrate anyimplications for the protection of Participants'interests (e.g. as part of your evidence for your
proposed Final Reserve Balance or details of additional reserve funds that are required as a result of your proposed
Portfolio).
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Please note that you shouldinclude Games from the current National Lottery portfolio that you intend to deliver in the Fourth
Licence. Additionally, you should note that those Games to be launched at the start of the Fourth Licence willbe considered
Start Date Committed Games (as per Condition 26.2(a) (Starting to run the National Lottery under this Licence)) and those
Games to belaunched inthefirst year of the Fourth Licence willbe considered First Year Committed Games (as per Condition
26.2(b) (Starting to run the National Lottery under this Licence)) for the purposes of the Fourth Licence and the Enabling
Agreement.

Your response should be broken downinto “existing” Games which form part of the Current Operator’s portfolio of Games
(orvariants of those Games) and new Games (i.e. Games not currently included in the National Lottery portfolio). For allnew
Games or existing Games that you propose making changes to, please include the additional detail:

— Gamerulesand mechanics (e.g. what constitutes a play and win)

— Descriptionofimagery tobe usedforeach Game

— Evidence of Game appeal across Participant segments / socio-demographic groups

— Proposed prize pay-out percentages—broken down by prize tiers

— Assessment of potential risks to the Matters to be Protected (as set outin Condition 10.1 (Distributing National Lottery
productsinanappropriate way)) and proposed steps to mitigate these risks

— Keycommercialrisks for each Game and proposed mitigations

» Overarchingapproach to governingand managing the portfolio throughout the Fourth Licence Term. This shouldinclude

the following:

— Overview of key policies that will drive your decision-making with regards to management of the portfolio

— Overview of your proposed Game development processes and procedures

Please note: You should ensure that all your projected revenues and costs are capturedin your Financial Template. Youmust
provide a breakdown of revenue by specific Game for each year in your Supporting Financials. For further guidance, please
see Section 23 (Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.9

THENATIONALLOTTERY OPERATION

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 18
Licence Condition(s) 12,17,18,20,21,22,23
Regulatory Handbook Section(s) 16

Table 24: Operations references

Q14.
Please provide your proposed operating model for delivering the National Lottery inaccordance with the Licenceand
the Commission’s Statutory Duties, during the Fourth Licence Term.

Your response should be nomore than 80 pages.

Your response should include the following key elements:

« Yourproposed organisation structure, broken down by department, including departmental headcounts, key leadership
positions, geographiclocations and scope of department responsibilities. This organisational overview should then break
downinto the following detail:

— Anoverview of which elements of your organisation will be Critical Functions, as definedin the Licence

— Howyour organisation (including partners and Key Subcontractors) willwork to deliver an efficient and effective
operation, with clear lines of management responsibility, controland accountability. You should reference how your
proposed organisation willensure delivery of the Commission's Statutory Duties

— How operational performance management andissue identification, resolution and escalation willbe managed

— Howyouwillensure continuity of personnelinkey roles

— Anoverview your proposed governance structure.

+ Interfaceswiththe Commission, setting out key meetings/governance forums, proposed attendees (by grade/rank) and
principal matters to be addressed. You should also set out:

— Proposedstructure forthe Annual Assurance Statement required to be submitted to the Commission (as per Condition
23.17 (Providing Information and Assurance to the Commission))

— Indicative set of overarching operational performance metrics to assure the Commission that the operation of the
National Lottery is Fit for Purpose. For further guidance please refer to Performance standards reportin section 22 of the
Regulatory Handbook (Regulatory reporting requirements).

« Anoverview of all proposed key process areas and the associated controls framework you will put in place to ensure the
National Lottery is delivered effectively and in accordance with the requirements set out in the Licence. This detail should
alsoinclude, but not be limited to, how you will ensure that the National Lottery's services and operations are cost efficient
throughout the Fourth Licence Term, including:

— Businessplanningprocesses

— Internalmonitoringand reporting of performance against budgets

— Authorisation processes and controls regarding expenditure and investments.

« Howyouwill provide the appropriate level of cost transparency to assure the Commission that reported profits are
accurate.
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Please note: Applicants should refer to Table 23 of the Regulatory Handbook forinformation required to be provided during
the Fourth Licence Terminrelation to the breakdown of operatingand other costs across functional business areas, and cost
allocations against the different National Lottery types of Game, business activity and/or function.

« Yourapproach to operational risk management. This should be underpinned by analysis of the top 10 operational risks and
associated mitigation strategies.
« Approachtomanaging Lottery Subcontracts, including:
— Anassessment ofthe end-to-end supply chainincluding segmentation of Lottery Subcontracts, approach to supply
chainvisibility, supply risks and proposedrisk-mitigation strategies
— Approachto Subcontractor management, detailing governance, performance management frameworks, controls and
approaches to supplier development and collaboration (where applicable). Focus should be placed on overall assurance
ofthe supply chainandits performance
— Anassessment of Key Subcontractors, detailinganassessment of Subcontractors' track record, criticality of
Subcontractors andidentifiedrisks of proposed Key Lottery Subcontractor base
— AtPhase One—Provide details of your proposed set of Key Subcontracts and any Designated Lottery Subcontracts
you expect to enterinto, including the scope of the contracts and anassessment of the criticality of those contracts to
the ongoing operation of the National Lottery. Designated Lottery Subcontracts shallinclude those already identified
by the Commissioninthe Proposed Form of Fourth Licence and any additional individual or categories of Lottery
Subcontracts that that Commission specifies as Designated Lottery Subcontracts during the competition.
— AtPhase Two—Provide:

» ForKey Subcontracts, evidence that the Key Subcontractors willenter into anagreement inaccordance with
the terms set outin Condition 21 (Contractors) of the Licence and that the agreement is binding (e.g. MOU/
Commitment Letters)

« ForDesignated Lottery Subcontracts identified during the competition phase and/or as required under the
Proposed Form of Fourth Licence, full contract termsinaccordance with the terms set outin Condition 21
(Contractors) of the Licence, and evidence (e.g. MOU/Commitment Letters) that these are binding.

« Inrelationto Designated Lottery Subcontracts
— Theapproachto how you will ensure that your Lottery Subcontractor arrangements willbe aligned to the Statutory

Duties and that any Related Party Arrangements will:

» Beconductedonarm’'slengthterms

» Beoperatedwithalldue propriety

« Beoperatedinawaywhich protectstheinterests of Participants

« Demonstrate Good Value for Good Causes

e Approachtorecruitment, managementand development of employees;including an overview of how you might
incorporate Social Value principlesinto your recruitment and workforce management practices.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q15.
Please provide your Technology and Data Architecture Strategy

Your response should be nomore than 90 pages.

The Technology and Data Architecture Strategy should set out your approach to deliveringand managing the Technology
Operation throughout the Fourth Licence Term.

As aminimum, your response should include the following key elements:
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« Acleardescription ofallaspects of your proposed Technology Operation using annotated diagrams, tables, and
descriptions, coveringas a minimum:
— Drawtechnology and core gaming systems
— Retailer terminalinfrastructure and supporting telecommunication solutions
— Otherproposed sales channelsincluding web and mobile app based
— Infrastructure componentsincluding data centres, server/storage, core network, and any use of cloud services
— Dataarchitecture and where key data elements are mastered, how shared reference datais managed, and how the
requirements of applicable data protection legislation willbe met
— Thelndependent Verification System
— Provision of managementinformation and data analysis
— Back-office systems supporting finance, stock management, Participant/ retailer contact management andinterfaces
withand Lottery Subcontractors who provide these services
— Business continuity and disaster recovery capabilities and the level of Recovery Point Objective (RPO) and Recovery
Time Objectives (RTO) that will be achieved.
« Clearly define what existing technology assets will be transferred from the Current Operator and used as part of your initial
solution at the start of the Fourth Licence Period and how this will evolve during the Fourth Licence Term.
« Foreachmajor component state whether the component willbe built or sourced from a 3rd party supplier and the reasons
forthese decisions.
« Describethe proposed technology maintenance plan, including the overallapproach and the optimum/maximum
replacement periods for each type of technology component of the Technology Operation. The plan must make it clear
how each component will remain up-to-date, maintainable and supportable throughout the Fourth Licence Term.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q16.

Please provide your Security Strategy
Your response should be nomore than 25 pages.

The Security Strategy should set out your approach to protectingand ensuring the security of the Technology Operation. Asa
minimum, the Security Strategy should include the following key elements:

» Riskassessmentapproach

 ldentification of key information assets and classifications

« Cybersecurity strategy—approach for protection of Game systems, back-office systems, cloud systems,and IT
management systems

» Physicalsecurity strategy —for data centres, distribution centres, and office locations

« StaffandLottery Subcontractor security—both vettingand protection of

« Security organisation, governance andtraining

« Security testingand external audits—during development andin production

» Approachtocrisis management.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.
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You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q17.
Please describe the key features of your Technology Operation

Your response should be nomore than 25 pages.

As aminimum, your response should include the following key elements:

« Howyourtechnology development processes will ensure that new releases of functionality do not compromise the
integrity, stability, and availability of the National Lottery operation.

« Howyourtechnology operational processes willensure that incidents, problems, system changes, capacity, performance,
and security are managed in an effective way. Clearly show how the Commission willbe assured that the operational
processes are appropriate to underpin the National Lottery Operation.

« Wheredevelopment or operational processes are delivered by Lottery Subcontractors, provide clarity on how the overall
quality and resilience of the overall service will be maintained.

»  Whendescribing proposed processes, you should make reference torelevant international standards and codes of
practice, or equivalent, stating clearly the extent to which the solution will comply with these, and highlighting areas where
it willnot comply with such standards. You should define when formal accreditation to these standards willbe achieved.

o Descriptions of how your change management capability will cover the management of change to any aspect of the
Technology Operation, including changes to Games, sales channels, processes and personnel.

« How youwillcombine the needforintegrity and continuity of the Technology Operation with the need for responsiveness,
flexibility and maximising Good Causes Contribution.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.10

IMPLEMENTATION,

TRANSITION AND EXIT

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 19

Licence Condition(s) 26,27

Regulatory Handbook Section(s) 15,17

Other Transition Guidance Note, EA/CA

Table 25: Implementation, Transition and Exit references

Q18.

Please provide your Incoming Transition Plan.
Your response should be nomore than 100 pages.

Your response should set out your overall transition strategy and include specific details of how you will organise, plan,
implementandassure transitioninto the Fourth Licence.

This plan needs to be sufficiently detailed to deliver Implementation and Transition as outlinedin the Enabling Agreement and
Cooperation Agreement. It should include details of your approach to governance and the organisational arrangements that
the Incoming Licensee willadopt in connection with Implementationand Transition, including throughits supply chainand an
assessment of the skills required and retention strategies for key staff/roles. Details of the project management methodology
tobe adopted, the controls that the Incoming Licensee willimplement, and the approach that the Incoming Licensee will take
tomanaging change, risk and contingency management, escalations, milestones and product acceptance should alsobe
included.

Toalign withthe Cooperation Agreement and Enabling Agreement, your plan should be splitinto two parts as follows:
Part A—-dealing with the transfer, cooperation, and assistance from the Outgoing Licensee, and
Part B—dealing with the operationalimplementation as set outin your Application
Note: Capitalised terms used below have the meanings given to themin the Cooperation Agreement. Regarding Part A,
Applicants shouldrefer to Appendix 1 in the Cooperation Agreement. Regarding Part B, Applicants should refer to Schedule 3
inthe Enabling Agreement.
As aminimum, your response shouldinclude the following elements for each of the two parts:
« Part A-TransitionPlan coveringtransfer, cooperation, and assistance from the Outgoing Licensee:
— Thetransition programme structure, governance arrangements and allocation of accountabilities and responsibilities
between the Commission, the Incoming Licensee and the Outgoing Licensee
— Thetransition planningand monitoring controls, working arrangements and details of core employees, that will be

established with the Commissionand Outgoing Licensee to ensure an orderly handover, compliance with the transition
planand minimumdisruption to the National Lottery
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— Theproposedapproach, governance, processes and mechanisms to provide assurance of transition delivery in
compliance with the transition plan and with minimum disruption to the National Lottery

— Thesecurity arrangements, including data security, to be putin place through the Implementation Period

— Adescription of how the continuity of the National Lottery willbe maintained, including arisk and contingency
management plan

— Consideration of the items you propose are required to be transferred by the Outgoing Licensee on the Start Dateanda
proposed migration plan, whichincludes:

« Licensee Assets (including scope and use of Lottery IP)

o Licensee Staff

« Licensee Subcontracts

« Licenseeinformation,includingbooks, records, systems, documents, software, scripts, Processes, Procedures,
instructions, databases etc (as definedin the Third Licence)

— Details of the Transition Assistance Services that are required to be provided by the Outgoing Licensee, including the
scope, resources, timetable, processes, critical deliverables and critical controls that will be established to ensure the
delivery of this this assistance

— Consideration of and arrangements for Continuing Obligations (including plans for financial cutover and reconciliation),
and OngoingDisputes

— Whereany ongoingwork or projects are likely to be in progress at the expiry of the Third Licence, plans shouldinclude
details of the processes for the Outgoing Licensee to document the status and training required to achieve transfer

— Identification of Continuing Games, including plans for their transfer and operation

— Proposals forimplementing the 4NL Trust arrangements, including your proposal to transition from the Outgoing
Licensee’s Trust which shouldinclude the following:

» Thekey practicaland operational steps to be taken by the Proposed Trustee and Incoming Licensee during the
Implementation Periodin order to establish the 4NL Trust and manage the transition from the 3NL Trust to the
4ANL Trust. This shouldinclude reference to the milestones that you expect to be describedin your proposed Trust
Implementation Agreement (which will be submitted as part of the 4NL Trust Required Responses at Phase Two).
You shouldrefer to the 4NL Trust Explanatory Note for more information.

» Yourapproachto contingency planning, and the arrangements the Incoming Licensee will putin place to minimise
therisk that the Trust Arrangements cannot be implemented within the timeframes describedin the Trust
Implementation Agreement.

« Reference (ifapplicable) any impacts of your proposed Incoming Transition Plan on 4NL Trust arrangements set out
as part of your proposals for Required Responses regarding the 4NL Trust.

« Theproposed strategy for transitioning existing Technology Solution(s) and Operations from the Outgoing Licensee
(ifrequired)

» Anunderpinning plan which sets out the approach toimplementing your Technology transition strategy andincludes
the following elements (to the extentin each case thisis required in the context of your Application):

Technology and Data Migration

» Retailer networkmigration, including terminals and associated telecommunications
» LotteryDatamigration

» Testingandassuranceactivities

o Cybersecurity controls

Technology Operation Migration

« Knowledge and skills transfer
« Resourceandrelationship transfer.
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« PartB-TransitionPlan covering the operationalimplementation as set out in your Application:

Your approach to developing and implementing new products, services, channels, supplier networks, infrastructure,
operations and other matters during the Implementation Period to implement the proposals set out in your Application,
and tomeet the requirements that are set outin the Fourth Licence, Regulatory Handbook and Enabling Agreement,
including:

— Proposedapproachand timescales for developing andimplementing your Application (giving consideration for
relevant approvals) including:
» Portfolio of Games (Start Date Committed Games and First Year Committed Games)
» Participant protectioninitiatives
« Establishing propriety measures/ plans
» Ancillary Activities (ifappropriate)
« Engagementand communication plans for key stakeholder groups
» Marketing, publicrelations and other brand management activities that are being developed during the

Implementation period, ifapplicable

— Ifyourplanincludes any development of new products, services, channels, supplier networks, infrastructure,
operations and other matters that willbe launched after the Start Date, your transition plan should include the specific
activities, timescales and milestones that will be undertaken during the Implementation period, and the extent to which
the development of these items will be completed during this. This shouldinclude:
» Businessoperations
» Technologyoperations
» Stakeholderengagementand communication

— Theproposedapproach toimplementation of your end-state Technology and Data solution whichincludes:
» expectedtransition state(s) for solutionand operations
o |T service management model
« ITriskmanagement model(s) during the period prior to the Start Date
« onboardingand upskillingapproach for Technology Operations teams and/or suppliers

— Theproposedapproach, governance, processes and mechanisms to provide assurance of operationalimplementation
as setoutinyour Application, in compliance with the transition plan and with minimum disruption to the National
Lottery

— Aschedule of all Estimated Implementation Costs should be included in your Financial Template. You should identify
which ofthose costs are Transition Costs and which are Transformation Costs with a clear split and justification for this

— Details of financial resources to support resource availability assurance (as referred toin Section 8.3 (Financial Strength)
ofthis document and referred to as the Resource Availability Commitmentsin clause 17 of the Enabling Agreement)
shouldbeincludedinyour Application. The financial covenants that will cover the Implementation Period should
beidentified in yourresponse to Section 22.5 (Financial strength) and will be included as Implementation Financial
Covenantsin Schedule 7 of the Enabling Agreement. You should provide a summary of the available resourcesand a
planand timeline forimplementation.

— Details ofany Required Third Party Approvals (as referred toin clause 15 of the Enabling Agreement) which the
Applicant considers will be required to operate the National Lottery inaccordance with their Application should be
separatelyidentifiedin the Applicationand willbe includedin Schedule 5 of the Enabling Agreement.

Please Note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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Q19.

Please provide your draft Exit Plan setting out arrangements to ensure the ongoing running of the National Lottery in
the event of the Fourth Licence expiring or being revoked.

Your response should be no more than 30 pages.

Your response should set out how the Licensee will create, update and maintain the Exit Plan which would support the
migration from Fourth to Fifth Licence.

Your initial Exit Plan should include:

« ThelLicensee'sapproachto ensure that the ongoing runningand operation of the National Lottery willnot adversely impact
the Matters to be Protected or the enduring value of the National Lottery up to andincluding the end of the Fourth Licence
Term

» ThelLicensee's approachto creatingand maintaining complete and accurate registers, documentationand associated
records or information relating to the operation of the National Lottery

» Thelicensee'sapproachtothe effective transfer or novation of allmatters (including Licensee Assets (including IP),
Lottery Subcontracts, Lottery Staff, Lottery Goodwill, Lottery Data and Lottery Information) in connection with Exit,
ensuring that risks are appropriately managed (including ownership) and assurance is provided

« ThelLicensee'sapproachto the effective transfer of Continuing Obligations and On-going Disputes

« ThelLicensee'sapproachtotheremoval, disposaland/ ortermination of any Residual ltems

« ThelLicensee'sapproachto ensuring the continuity of Gamesinto the Fifth Licence

« Theprocessyouwould develop to agree afinancial reconciliation and apportionment process with the Next Licensee
including the approach to Exit costs

« Thesystems, processes and approach you willimplement to ensure the retention of records inaccordance with the Licence

« Yourapproachto theaccessanduse of dataincluding the entitlement to transfer data

o Adescription ofthe assistance services which would be made available to the Next Licensee and the Commissionin
connection with Exit and the Next Competition, includinghow you will ensure that the Commissionis entitled to disclose
Lottery Information

« Details of howthe Exit Plan will be developed, validated and regularly updated throughout the Licence to ensure it remains
Fit for Purpose andimplementable. This should include:

— governancearrangements

— riskmanagement policies, processes and procedures

— change control processes

— timing, scope andtriggers for review

— theapproachtothe capture oflessonslearned

— ExitManagerappointment.
For furtherinformation on the detail to be included in the Exit Plan to be submitted with the Application, see section 17
(Condition 27: Exit) of the Commission’s Regulatory Handbook.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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Q20.

Please provide your proposed changes to the Form of Deed of Commitment, Enabling Agreement and Cooperation
Agreement

Aresponse to this questionis required at Phase One only.

Youmay propose:

« Amendments to the Form of Deed of Commitment, Enabling Agreement and Cooperation Agreement released with this
ITAyou consider are requiredin order to ensure the success of the Competition and of Implementation and Transition.
Pleaseinclude these in your Phase One Applications with details of the relevant provision as well the proposed change, and
anexplanation of the need for the change.

Please provide your responsein the Implementation and Transition Documents Feedback Form provided by the
Commissionin Jaggaer.

The Commission will consider any such proposals fromall Applicants together in the context of generating the most
successful Competition and not by reference to the interests of any individual Applicant.

The Commission willassess comments made on each of the Implementation and Transition Documents. The Commission
may issue revised versions of these documents for Phase Two of the Competition. At this point, the documents willbe
consideredinfinal form, subject to completion of those sections in the Enabling Agreement which willneed to reflect proposals
submitted by an Applicantinits Application, for example, completion of Schedule 5 and 7 of the Enabling Agreement.

Please note: Any changes proposed should relate to the overall success of the Competition and of Implementationand
Transitionand not to the position of the Individual Applicant.

Q21.
Please provide an executed Deed of Commitment (DoC) alongside your Phase Two Application

Aresponsetothis questionis required at Phase Two only.

Please use the Form of Deed of Commitment issued by the Commission at Phase Two.
Per Appendix 1 ofthe DoC, your response shouldinclude:

« theFormofEnabling Agreement, with completed Application Specific Provisions; and
« theFormofFourth Licence, with completed Application Specific Provisions.
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22.11

ANCILLARY ACTIVITIES

In order to prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of
references:

SoR Section(s) 20
Licence Condition(s) 14
Regulatory Handbook Section(s) 22

Table 26: Ancillary Activities references

Q22.

Please confirm whether, as part of your Application, you are proposing any Ancillary Activities.
You should only propose Ancillary Activities as part of your response if these activities are material to your Application.

An Ancillary Activity should be considered material to your Applicationifit has a materialimpact on costs, or revenues and
Proposed Good Causes Contribution. Ifan Ancillary Activity does not meet these criteria, you should notincludeitin your
Application. This will not prevent you from proposing such Ancillary Activities for the Commission to approve during the
Licence Term, if you are successful in your Application.

Please respond with one of the following forms of words:
Yes, |lam proposing one or more Ancillary Activities material to my Application.

No, lamnot proposing any Ancillary Activities as part of my Application. | have not includedany Ancillary Activities (or
associatedrevenues, costs or Proposed Good Causes Contribution) within my Base Case or Business Plan, oranywhere else
inmyITAresponse.

If you are not proposing any Ancillary Activities as part of your Application, you are not required to respond to any other
questions under this Section 22.11 (Ancillary Activities).

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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Q23.

Please provide details of the proposed Ancillary Activity or Activities.
Your response should be nomore than 15 pages per proposed Ancillary Activity.

As aminimum, your response shouldinclude, for each proposed Ancillary Activity:

« Anexplanation ofthe nature of the Activity to be undertaken
« Details of any third parties involvedin the delivery of the Activity and their role
« Therationalefor proposing such an Activity be undertaken by the Licensee
« Justificationas to why the proposed Activity should be considered material to your Application
« Anybenefitsthat the proposed Activity would have for any relevant areas of your Business Plan, including:
— Transition
— Branding
— Portfolio
— Channels
— Operations
» Anyinterdependencies between Ancillary Activities (if more than one Activity is proposed).

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your supporting financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q24.
Please explain any risks you have identified in relation to the proposed Ancillary Activity or Activities alongside details
of how youwould manage or mitigate any suchrisks.

Your response should be no more than 10 pages per proposed Ancillary Activity.

As aminimum, for each proposed Ancillary Activity, your response should include risks and mitigations in relation to:

« Yourability to ensure that the interests of every Participant in respect of playing, engaging with or being exposed to, the
National Lottery are protected

« Theintegrity andreputation of the National Lottery and public perception of the National Lottery as being run honestly and
fairly

« TheNational LotteryBrand

« Thestandingandreputation ofany person who willhave aninterestin the Ancillary Activity

« Procedures that youwould putin place with any third partiesinvolvedin the delivery of the Ancillary Activity in order to
ensure that suchrelationships are appropriately documented, conducted onanarm’s length commercial basis and are
conductedin compliance with the Licence

« Theimpactthatthe Ancillary Activity could have on your financial strength and resources

« Ensuringthatthe Ancillary Activity does not resultin the Commission orany Commission Staff or representatives of the
Commissionincurring any liability

» ProtectingParticipant data

« Yourability to provide Good Value for Good Causesinrelation to any Related Party Arrangements

« Otherwise ensuringcompliance with the Licence.

If you are proposing multiple Ancillary Activities, you should alsoinclude in your response a view of the cumulative risk to the
National Lottery if all proposed Ancillary Activities were to be undertaken.
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Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this questionare includedin your
consolidated Risk Register, details in Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.

Q25.
Please provide evidence that the proposed Ancillary Activity or Activitiesis both viable and compliant with any
applicablelaws and/or regulations.

Your response should be nomore than 10 pages per proposed Ancillary Activity.

Supporting evidence from third parties orlegal advisors may be submitted separately and does not count towards the page
limit.

The nature of the evidence offered in this section will be dependent on the proposed Ancillary Activity or Activities. The
evidence must provide the Commission with the assurance that the proposed Ancillary Activity would not be prohibited by law
orany third party. Examples of the type of evidence that the Commission may require under this sectioninclude:

e Marketresearch
» Legaladvice orassurancesreceived by the Applicant
o Lettersfromthird parties (e.g.regulators; retailers) providing that such activities would be permitted.

Please note: You should ensure that all your projected revenues and costs of delivering associated with this proposal are
capturedinyour Financial Template. In your Supporting Financials and Supporting Narrative you must provide the breakdown
of projected revenues and associated costs and how these relate to your proposal. For further guidance, please see Section 23
(Financial Response) of this document.

You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register, detailsin Section 22.12 (Additional Information) and are appropriately categorised to ensure they
are evaluated correctly.
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22.12

ADDITIONAL INFORMATION

Q26.

Please provide your Risk Register
Please provide a single, consolidated Risk Register which details allrisks identified across your full ITAresponse.

Yourrisk register shouldinclude the following headers:

« Risktitle
o Detall
e Owner

« Category (defined by the Commission below)

« Responsereference (foritemsrecordedinanotherarea ofresponse, Applicants should refer to the question number here)
« Impacttype (cost/time/quality/resilience)

« Impactdetail

« Timing

+ Riskrating (includingadefinition of eachrisklevel used)

« Mitigatingaction.

Risk Register Guidance

The Commissionrecognises thatanumber of the response sections require Applicants to provide details of risks, mitigating
actionsand management strategies relevant to those questions. Risks which are specific to one Business Plan Area willbe
considered as part of the credibility/deliverability assessment of that Area, risks which are cross-cutting willbe considered
under SRF.

We therefore require you to:

« Provideaconsolidated Risk Register, ensuring that a complete and accurate explanation of eachriskidentified in your
Applicationisincluded (including those which are specific to certain questions in this response section) along with the
proposed mitigatingaction

« ProvidereferencestoRisk Registeritems in your writtenresponses/Supporting Narrative where relevant

« Categorise eachriskinthe Risk Registeraccording to the relevant area of your response.

Categorisation of risks in the Risk Register should be as follows:

» Propriety

» ProtectingParticipants'interests

« GoodCauses

« Financial strength

» ProtectingParticipant Funds (risks related to the 4NL Trust)

« Transition (risks related to the Transition Business Plan Arearesponse)

» Branding(risksrelatedto the Branding Business Plan Arearesponse)

« Portfolio (risks related to the Portfolio Business Plan Arearesponse)

« Channels (risks related to the Channels Business Plan Arearesponse)

« Operations (risks related to the Operations Business Plan Arearesponse)

» Ancillary Activities (risks related to any Ancillary Activities proposed as part of the Applicant's response)
» SolutionRisk (risks that relate to more than one other category OR are related to Breakeven/Upside Cases)
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Q27.

Please provide your proposed changes to the Proposed Form of Fourth Licence
Aresponse to this questionis required at Phase One only.

Youmay propose:

1 Amendmentsto the proposed “Unamendable Conditions” which you consider to be necessaryifthe Fourth Licenceis to be
appropriate for the operation of the National Lottery (noting that these amendments should not be associated with your
individual proposal); and

2 Tochangethe designation of any proposed “Unamendable Conditions” (or any elements of such Conditions) to
"Application Specific Conditions”, in order to allow you to tailor the Fourth Licence appropriately to your individual proposal.

Please provide yourresponsein the Proposed Form of Fourth Licence Feedback Form provided by the Commissionin
Jaggaer.

The Commission will consider any such proposals fromall Applicants together in the context of generating the most
successful Competitionand a not by reference to the interests of any individual Applicant. Any changes made to the
Unamendable Conditions at this stage willapply to all Applicants.

Proposed Form of Fourth Licence Guidance

The Proposed Form of Fourth Licence contains two types of conditions:

1 “ApplicationSpecific Conditions” - specific conditions which need to reflect the particular approach which each
Applicant proposes to take to fulfilling particular requirements specified by the Commission; and

2 "Unamendable Conditions"” —conditions which willnot be open to proposed amendment by Applicants. The vast majority
of Conditions are in this category.

Inthe Proposed Form of Fourth Licence (provided in VDR Folder 4.3), anumber of conditions are marked with square brackets
and accompanied by an explanatory footnote toindicate that the Licensee'’s Application willinform the completion of these
conditions. For completeness, these are outlined in the following table.

Condition Category Explanation

1 Application Specific Conditions

Condition 16.13: Protection Excess of Trust Income exceeding Trust Costs to be specified by

of Participant Funds Applicants.

Conditions 17.7 -17.11 (Licensee and The Licence conditions related to the Independent Verification System
its operations to be Fit for Purpose): willbeamendedinline with the Licensee's proposed solution.

Independent Verification System

Condition 18.2 (Financial and operational This condition willinclude the contingency protections proposed by the

resilience): Contingency Protections Licenseeinits Application and approved by the Commission prior to the
Start Date. Itis anticipated these may include shareholder guarantees or
ring-fenced liquidity accounts.
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Condition Category Explanation

Condition 18.9 (Financial and operational
resilience) (b) (ii) Financial Distress Events

Condition 22.6 Audit Committee

Condition 22.10 Compliance and Risk
Management Committee

Condition 31.1 Address for Notices

Schedule 1 (Glossary of words and phrases

usedin this Licence)

Schedule 3, Ancillary Activities

Schedule 5 (Good Causes Contribution),
Appendix 1, Table 4, Licensee’s Proportion
of Surplus

Schedule 6 Financial Covenants

Toreferto the breach of any financial covenants as will be set out
in Schedule 6 (Financial Covenants), which willbe set outinthe
Licensee's Application.

The shareholder representation of the Audit Committee willbe
determined depending on Licensee’s corporate structure.

The shareholder representation of the Compliance and Risk
Management Committee will be determined depending on Licensee's
corporate structure.

Address and contact details for Licensee and Commission to be
completed.

Definitions of Approved Account Bank, Approved Final Reserve Balance
and Approved Trustee to be completed toreflect Licensee’s Application.

Ancillary Activities approved prior to the Start Date will be included in this
Schedule. This Schedule will be updated to reflect any additional Ancillary
Activities approved by the Commission during the Term.

Licensee's Proportion of Surplus will beinformed by the Licensee’s

Application.

This Schedule willinclude financial covenants given by the Licensee as set
outinthe Licensee's Application and approved by the Commission.

2 Unamendable Conditions

All other Licence Conditions

Table 27: Categories of Licence Condition
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In orderto prepare your response to these questions, you may find it useful to refer to the following non-exhaustive list of

references:

SoR Section(s) 12

Fourth Licence Condition(s) 14,15, Schedule 5
Regulatory Handbook Section(s) 22

Table 28: Financial Response references

23.1
INTRODUCTION

You arerequired to submit aFinancial Template as part of
your response to thisITA, inline with the requirements and
conditions set outinthe SoR. The Financial Template will
contain; your projected costs and revenues for multiple
scenarios as specified in this document, additional financial
information relating to the Implementation Period (N.B.
Applicant’s own forecasts only, notinclusive of current
operator financials), the full 10-year Fourth Licence Term,
the 2-year Contingency Period, as well as your responses to
the Financial Strength Scenarios. In addition to this, you will
be required to provide Supporting Narrative and Supporting
Financials as outlinedin this document.

TheFinancial Template willbe used to assistin the credibility
and deliverability evaluation of your Business Planand your
Proposed Good Causes Contribution. The Supporting
Narrative and Supporting Financials that you provide, as well
as theassessment of financial strength, willbe considered
inthis evaluation. You should ensure that throughout this
narrative, you have demonstrated how each element of your
ITAresponse will support the delivery of your Proposed Good
Causes Contribution. For full details of how your financial
response will be evaluated, please see Section 8.7 (Financial
Response).

The Commission has provided forecast figuresinthe
Commercial Vendor Due Diligence Report and monthly
analysis of COVID-19inthe VDR which sets out theimpact
of COVID-19 on sales and channel data. Applicants may use
the Commercial Vendor Due Diligence Report to establish
anappropriate Year 1 starting point. The Commission may
provide updated COVID-19 sales, channel data and forecasts,
if appropriate, two months before the end of the Phase One
Response Period and two months before the end of the Phase
Two Response Period.

129 The Fourth National Lottery Licence Competition | Invitation to Apply (ITA)

You should note that the Commission willuse the data
provided for the purpose of evaluating the credibility of your
Proposed Good Causes Contribution. Itis thereforeimportant
that you ensure every lineitemis completed accurately.

Your financial response will consist of:

BaseCase

The Base Case willact as the principal forecast. It willbe used
totest credibility and deliverability of your Business Plan Area
responses. As part of this, youmust provide:

1 BaseCase CoverSheet

2 Supporting Financials (as additional tabs in the “locked”
Financial Template or as a separate workbook) thatincludes
aP&L, CashFlow, Balance Sheet with all outputs clearly
linked to the Base Case Cover Sheet

3 Detailed Supporting Narrative

BreakevenCase

The Breakeven Case willactas analternative forecastina
breakeven scenario (being the point at which your netincome
/ profitafter tax, is £0) in order to understand the resilience of
your Business Plan. It willbe used to evaluate any potential risk
under Solution Risk Factor. As part of this, you must provide:

1 BreakevenCase Cover Sheet
2 Supporting Narrative that referencesthe Base Caseand
demonstrates how and why the Breakeven Case differs

Upside Case

The Upside Case willact as analternative forecastinascenario
whererevenue or sales volumeis higher than the principal
forecast setoutinthe Base Caseinordertounderstandthe
impactonyourBusiness Plan. It willbe used to evaluate any
potentialrisk under Solution Risk Factor. As part of this, you
must provide:
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1 Upside Case Cover Sheet 23.2

2 SupportingNarrative that references the Base Caseand
demonstrates how and why the Upside Case differs

Financial Strength Scenarios

The Financial Strength Scenarios will model the impact of
decreasesinrevenue orincreasesin costs (as compared
totheBase Case), onthe Licensee's ability to meet its
obligations under the Fourth Licence, Enabling Agreement
and Cooperation Agreement. You are required to complete
thefinancial strength section of the ITAwithreference tothe
outcome of these scenarios. As part of this, you must provide:

1 CompletedFinancial Strength Scenarios (see Section 23.7
for details)

Additional Information
Additional information will also be required to support your
Financial Template. As part of this, you must provide:

Assurance Statement
Auditletter

Guidance tothe Commission
Appointed Individual's details

A WNER

130 TheFourth National Lottery Licence Competition | Invitation to Apply (ITA)

INSTRUCTIONS

AFinancial Template output template has been provided by the
Commissionin Jaggaer, and consists of the following Cover
Sheets/tabs:

1 Instructions

2 Cover Sheets (3)—-tobe populated using pre-defined cellsin
Financial Template
a) BaseCaseCoverSheet
b) Breakeven Case Cover Sheet
c) Upside Case Cover Sheet

3 Financial Strength Scenarios (6) —to be populated using
tabsinFinancial Template

You are required to submit the completed Excel templates
which combined make up the “Financial Template” as well

as Supporting Financials (inclusive of the calculations that
support your completed Financial Template and P&L, Cashflow
and Balance sheet). You will be provided with:

» A’'locked' version: This should be completed withall
financialinformation related to your proposal and should be
completed and submitted. Thelocked Financial Template
Cover Sheets provided by the Commission must notbe
altered beyond the population of cells that are required to
be populated. You will, however, be able to add additional
tabs as part of your Supporting Financials and Supporting
Narrative if youwish; and

* An‘unlocked’ version: This willbe identical to the ‘locked’
version; however, you will be free to use the ‘unlocked’
versionto supportinyourown calculations. Please note
that you willnot need to submit the unlocked version, it is
provided for your ownuse.

You should not change oradapt the locked Financial Template,
andall evidence should support the financials set out in your
completedlocked Cover Sheets.

GAMBLING
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23.3
GENERAL ASSUMPTIONS

You are expected to provide a Financial Template for the
Implementation Period, the 10-year Fourth Licence Term plus
2-year Contingency Period. Only the Implementation Period
and 10-year Fourth Licence Term will be evaluated.

Your Financial Template should be completed based onthe
general assumptions provided below, together withany
additionalassumptions youmay set outinyour supporting
evidence. You arerequiredto ensure that the projections
submitted within your Financial Template are based on
reasonable and properly held assumptions, are consistent
with the financialinformation presented elsewhere in your
response and are consistent with the proposals set outin
responsetothisITA.

The generalassumptions are outlined below. The Commission
reserves theright toupdate these core parameters duringthe
competition:

e Asingle 10-year Licence commencingon 1 August 2023;
plus anImplementation Period ahead of the Start Date
4 October2021-31 July 2023 and a potential 2-year
extension Contingency Periodto 31 July 2035.

« Real GDP growthinthe UKeconomy consistent with latest
published reference rate forecast of the Office of Budget
Responsibility (please note this willnot be provided but
Applicants shouldrefer to the latest published rate at the
time of submission);

« The Commercial Vendor Due Diligence Report willbe
provided, from which Applicants should establish their Year
1 starting point. Applicants may choose nottousethisasa
starting point for their Application, in which case Applicants
must provide adequate rationale for how the starting point
has been calculated;

o The Commissionwillalso provide updated COVID-19 data
andforecasts during the Competition which Applicants can
referto;

« Detailsrelatedto Licensee Assets (as definedinthe
Third Licence) whichmay be selected by the Licensee to
be transferred fromthe Current Operator as part of the
handover of the National Lottery at the start of the Fourth
Licence willbe providedinthe VDR,;

+ Inflation (as measured by the annual changeinthe
consumer priceindex, CPI) consistent with the Bank of
Englandtargetassumption, currently setat 2%;

OFFICIAL SENSITIVE
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« Referenceinterbankborrowingrate and other financing
rates should be taken as the midpointandas at close of
business (London); and Exchange rates should be derived
from the Bank of England daily spot exchange rates
against sterlingwebsite?. For Phase One Applications,
therates shouldbe as of 19 February 2021, and for Phase
Two Applications as of the date whichis four weeks before
submission due date. Please note that the Commission
retainstheright to set the exchangeratesonanalternative
basis should it be deemed appropriate;

« Applicants may use whicheveraccounting standards they
deemappropriateintheirfinancialresponse. The Commission
isaware, and accepts, that different treatmentand/or
allocation of costs may impact the calculation of Surplus;

o Lotterydutyremainsat 12%;

« Licencefeesarenotsubjectto VAT;

» VATisnotchargeable onticketsinany Gamesincetheyare
anexempt supply;

o Salesofticketsin Gamesare limited to the Commission’s
currentjurisdiction (i.e. UKand Isle of Man)

« Theregulatory environment of the National Lottery and
otherrelevantindustries (including society lotteries,
other forms of gaming, and gambling) remains unchanged
(includinginrelation to prize limits and advertising).
Applicants should note that the Government has
committed to review the Gambling Act 2005 and has
consulted on possible changes to the minimum age for
playing National Lottery games andis expectedto makea
decisiononthisindue course;

« Allvaluesinyour projections should be providedin sterling
andinnominal terms;

« Youshould submit your Financial Template based on
the assumptionthatany proposed Ancillary Activity or
Activities willbe approved.

Allassumptions, dates, risks, mitigations and sources should
be providedin each case and set outinthe Supporting
Narrative of the Financial Template. The Commissionreserves
theright torequire assumptions are adjusted where those
applied are not consistent with the above parameters.

2 https://www.bankofengland.co.uk/boeapps/database/Rates.asp?Travel=NIxIRx&into=GBP
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23.4
BASE CASE
Q28.

Please provide your Base Case

Q28a.
Please complete the Base Case Cover Sheet (provided by the Commission)

Base Case Cover Sheet Guidance

You are expected to complete the Base Case Cover Sheet with all financial information for each line item related to your
responses. Completion of your Base Case Cover Sheet should be aligned to your Qualitative Responses/Business Plan. You
should ensure you complete all yellow cellsin the Base Case Cover Sheet.

When completing your Base Case Cover Sheetin the Financial Template, itis crucial that youinclude all costs/revenues related
tothe proposals set outin your Application.

The Commission have provided forecast figures in the Commmercial Vendor Due Diligence Report and monthly analysis of
COVID-19inthe VDR which sets out the impact of COVID-19 on sales and channel data. Applicants may use the Commercial
Vendor Due Diligence Report to establish an appropriate Year 1 starting point. The Commission will provide updated
COVID-19 dataandforecasts during the Competition that Applicants should refer to. If you choose not to use the Year

1 starting point set out in the Commercial Due Diligence Report provided, you must provide adequate rationale in your
Supporting Narrative for how you have calculated your Year 1 starting point for your Application.

Please note: You must complete the Base Case on the assumption that any Ancillary Activity or Activities willbe approved.
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Q28b.

Please provide your Supporting Financials
Please note your Supporting Financials should provide:

o Clearly separated outirrecoverable VAT within eachlineitemwhereitisincurred;
« Aclearbreakdown of variable and fixed costs;

« Additional detailed annual profitandloss accounts;

« Additional detailed cash flow statements;and

« Additional detailed balance sheets.

Allinformation should be provided for the duration of the Implementation Period, Fourth Licence Term and Contingency
Period.

Supporting Financials guidance

The Commission willnot prescribe the form of the supporting financials to be provided alongside your Base Case Cover Sheet.
You are free to define the structure and content, however we would expect that in your supporting financials, you ensure that
all projected values showaclear link to the line itemsin the Base Case Cover Sheet as wellas reference to the relevant ITA
response thatitrelates to. Your financials should clearly demonstrate where they relate to line items in the Base Case Cover
Sheet. Youmay use thelocked version to showlinkages.

For your Supporting Financials, you must provide aline-by-line breakdown of all your costs and revenues associated with all
areas of your response to this ITA. Your Supporting Financials should demonstrate detail as to how each value set outinthe
Base Case Cover Sheethasbeen calculated.

You should provide additional tabs/workbooks in the locked version or provide your own modelling that will form your
Supporting Financials to support your Base Case. You should clearly demonstrate how your additional tabs/supporting
models link to the financial information you have set outin your Base Case Cover Sheet.

Please note Estimated Implementation Costs should be completedin the ‘Cash Flow' sectionunder “Estimated
Implementation Costs" asif these are determined by the Commission to be “Recoverable Implementation Costs" these will
be amortised over thelife of the Fourth Licence. Any costs which you expect to incurin connection with Implementation or
Transition which you are not seeking to be treated as Recoverable Implementation Costs should be putinthe "Operator P&L"
section.

Ifyouare not proposing any Ancillary Activities, you are not required to submit any Ancillary Activities informationin your Base
Case Cover Sheet. If you are proposing Ancillary Activities as these are material to your Application, you should complete the
Financial Template onthe assumption that any proposed Ancillary Activities willbe approved.

The table below sets out alist of non-exhaustive examples of financialinformation and relevant calculations we would expect
you to provide as part of your Supporting Financials for your Base Case. You should provide a clear split between operating
expenditure and capital expenditure in your Supporting Financials. Please note the sections outlined below are not indicative of
the layout you should use; they are purely to provide examples of costs.

AMBLIN
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Section of your Relevant Examples of Supporting Financials required
Application question(s)
Propriety 1-3 o Costsofcarryingout Fitand Proper Checks on Critical Function

Employees e.g. DBS checks
o Auditcosts
« Governance costs
« Senior Executive Remuneration

Protecting Participants’ 4-5 » Costsrelated toimplementing and maintaining the Participant
Interests Protection Strategy.
o Costsrelated tomonitoring, evaluatingandimproving the
effectiveness of the Participant Protection Strategy.

Good Causes = » Breakdown of your Proposed Good Causes Contribution
Contribution « Breakdown of your Proportion of Surplus to Good Causes and your
proposed Licensee’s Proportion of Surplus
o Expected profit before/after tax
« Breakdown ofirrecoverable VAT for eachrelevantlineitem

Protecting 6-7 » FeesofProposed Trustee (including both monthly/annual base fees
Participant Funds and estimated fees for predicted changes to the Trust Deed (e.g.ifa
new Game is set up during the Licence Term)
» Reporting costs (both to the Commission and between the Proposed

Trustee and the Proposed Licensee)

o Costsrelatedtothe operation of 4NL Trust

o Costsrelatedtotheimpact of setting up anew Game during the
Licence Term on the operation of 4NL Trust arrangements

» Costsrelated to Portfolio Volatility arrangements

You should note that:

— Costsrelatedto 4NL Trust during the Implementation Period
should be reflected in your Implementation costs (transfer of
funds from 3NL-4NL should be classed as Transition Costsand
establishmentand set up of 4NL Trust operations should be
classed as Transformation Costs;

— Costsof stafffor 4NL Trust should be reflected in your Operations
costs

Financial strength 8-9 » Financingcosts

Table 29: Examples of Supporting Financials
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Section of your Relevant Examples of Supporting Financials required
Application question(s)
Branding 10 e Marketresearchandnew product development

» Marketing planningand strategy

» Contentcreation

» Mediabuying

» Delivery costs (playout and distribution)

» Marketing spend per channel (such as online, TV, print, social media,
NL website)

« PRcosts(proactive) including partnerships, influencers etc

o PRcosts (reactive & crisis management)

« Brand monitoring and enforcement (monitoring of brand health and
of Brand IP infringement)

» Marketing performance management, auditand assurance

» Costsassociated with Promotional Prizes

Channels and Portfolio 11-12 » Consumables Costs (production, printing)
« Distribution of physical products
» Warehousing
» Retailer commission costs, split by retailer type (e.g. supermarkets,
independents)

13 » Revenue projections per Game broken down by price point, channel
type and player demographic
o Gamedevelopment costs
o Gametriallingand market testing costs
e Quality assurance costs
o |P-related costs

The National Lottery 14-17 » AllStaff costs should be included in the Staff Costs line item of
Operationincluding; the Base Case Cover Sheet and then split out by department and
people, processes and geography (if office sites split across the UK), including all benefits
technology foremployeesin Supporting Financials. If you expect to transfer

employees from theincumbent operator under TUPE, then you must
include the anticipated ongoing costs of the salaries and benefits
(including pensions) of such employees from the start of the Licence
onwards in Staff Costs and provide a clear breakdown in Supporting
Financials.

» HRcosts suchas trainingand development, recruitment,
performance management

o Contract spendbroken down by appropriate categories that youare
freetosetout

» Details of costs associated with Related Party Arrangements,
demonstrating consistent treatment with the conditions of the
Fourth Licence
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Section of your Relevant Examples of Supporting Financials required
Application question(s)
The National Lottery 14-17 « Officeandbuildings costs such as lease costs, facilities management,
Operationincluding; maintenance costs. Please note that the Commission recognises
people, processes and thatlease costs may be recorded differently according to different
technology accounting standards. Theinclusion of a category for lease costs

should not be misinterpreted as a Commission proposal for the
recording of certain costs, or the application of a particular accounting
standard. The Commissionis also aware that different treatmentand/
orallocation of costs may impact the calculation of Surplus. However,
itisamatter for you to determine the appropriate recording of
potential lease costs and the relevant accounting standard consistent
with the Base Case Cover Sheet. You should provide details of the
accounting standard you have usedin your Supporting Narrative.

» Allcostsrelatingto technology (split by internal (i.e. Licensee) and
retailer related cost)

o Terminal purchase and maintenance.

» Retail network connectivity —broken down by support for terminals,
retailers, and back-office.

« Software costs—broken down by gaming software, back-office
operational software, retail software, and technology support related
software.

« Technologyinfrastructure and operations—broken down by
centralised platform costs, retail and internal andlocal office and user-
based costs.

e 3rdpartyoutsourcedIT service costs.

Transition 18-21 o Abreakdown of Estimated Recoverable Implementation Costs,
includingidentifying which of those costs are Transition Costs and
Transformation costs
o TUPE costs. Note that the ongoing costs of salaries and benefits
throughout the Fourth Licence Term should be covered under
resource costs (2.11above).

Ancillary Activities 22-25 » Abreakdown of costs attributable to each Ancillary Activity, clearly
identifying and separating the Ancillary Activity Direct Costs
attributable to each Ancillary Activity. Revenues directly attributable
to each Ancillary Activity;

» Incremental revenues attributable to each Ancillary Activity (for
example, ifthe Ancillary Activity is projected to drive additional
National Lottery sales).
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Q28c.

Please provide Supporting Narrative to your Base Case
Your response should be nomore than 150 pages.

The Supporting Narrative should be provided in Word/PowerPoint format and should clearly explain how the Financial
Template links to the proposed approach set outinyour|TAresponse. In your Supporting Narrative, you should clearly
cross-reference the relevant area of your ITAresponse.

As aminimum, your Supporting Narrative shouldinclude:

« Explanation ofeachlineiteminyour Base Case Cover Sheet with a detailed explanation of your Supporting Financials;

» Anyassumptions and exclusions, inaddition to the generalassumptions set outin Section 23.3 (General assumptions);

« Detailedjustification for allexpenditure projections, including capital expenditure and operating expenditure for both the
Implementation Period and Fourth Licence Term;

» Justification, cost drivers (explanation/description of activities that cause changes in costs) and detail behind your
Proposed Good Causes Contribution, Proportion of Surplus to Good Causes and Licensee'’s Proportion of Surplus and
explanation of how these relate to your proposal using clear labelling/links to your forecasts provided in your Base Case
Cover Sheetandall otherresponsestothisITA;

o Detailsrelatedtoany Related or Third-Party Arrangements or Lottery Subcontractors (including what the arrangements
are, details about who the parties are etc);

« Detailsrelatedtoany proposed Ancillary Activities. If you are proposing Ancillary Activities which are material to your
Application, you should detail the impact on costs, revenues and financing for:

— Anyone ofthose Ancillary Activities being approved;
— Anycombination of those Ancillary Activities being approved;
— Allofthose Ancillary Activities being approved.

Table 29: Examples of Supporting Financials
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23.5
BREAKEVEN CASE
Q29.

Please provide your Breakeven Case

Q29a.
Please complete the Breakeven Case Cover Sheet (provided by the Commission)

Breakeven Case Guidance
You should complete the Cover Sheet for the Breakeven Case for each of Licence Year 3 and Licence Year 7 with total values
thatreflect your financial forecast for each line itemin a breakeven scenario (the point at which your netincome / profit after

tax, is £0). You should note that all general assumptions should remain as stated above.

You are required to provide a breakeven scenario whereby, absent any mitigating actions you, on the basis of your proposed
financial and operating structure, make no profit after tax.

The Breakeven Case willbe used to assess the Licensee's financial strength in the event of a shock event resultingina
breakevenscenario.

You are free to determine the factors that will cause a breakeven scenario and you should ensure these are clearly set out in
your Supporting Narrative. You should use factors that you think are the most plausible.

Please note: Youmust complete the Breakeven Case on the assumption that any proposed Ancillary Activity or Activities
willbe approved.

Q29b.

Please provide Supporting Narrative to the Breakeven Case
Your response should be no more than 20 pages.

The Supporting Narrative should demonstrate how and why the financial information in your Breakeven Case varies from
your Base Case. It should be noted that the Breakeven Case willbe evaluated as part of Solution Risk Factor to evaluate the
overallrisk to your proposed solution.

As aminimum, your Supporting Narrative shouldinclude:

« Commentary onthe mostlikely circumstances (including management decisions and external events) that could result
inthe Breakeven Case occurringand the risk management strategies to be adopted by the Licensee to prevent their
occurrence;

« Thefinancialimpact of such event occurringineach of Licence Year 3 and Licence Year 7 of the Licence, includinga
line-by-line explanation of the impact revenue fall/cost increase has had on the cost base, investment requirements
and constituent elements;

« Mitigatingactions that may be taken to reduce the impact of decreased revenue and to protect the Licensee’s financial
strength;

« Anyrisks and mitigations to the operation of the National Lottery due to a breakeven scenario (e.g.impact on supply,
Lottery Subcontractors, Lottery Staffetc);

« Thefinancialimpact of any mitigatingactions

Please note: You should also ensure all risks and mitigations associated with your response to this questionare included
inyour consolidated Risk Register and are appropriately categorised to ensure they are evaluated correctly.
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23.6
UPSIDE CASE
Q30.

Please provide your Upside Case

Q30a.
Please complete the Upside Case Cover Sheet (provided by the Commission)

Upside Case Guidance

You should complete the Upside Case Cover Sheet toreflect your financial forecastsin an upside scenario complete with
financialinformation for each line item representing the financial circumstances in an upside scenario.

Youare requested to provide an Upside Case to allow the Commission to understand the extent to which your proposed
Base Case may be outperformed, the circumstances under which this outperformance may occur and the extent to whichan
outperformancein salesimpacts the Surplus generated under your planned cost structures.

This Upside Case will be used to analyse your Proposed Good Causes Contribution should such a scenario be achievedand, in
particular, theimpact of such sales out performance on the financialand operating cost structure you have proposed.

You are free to determine your own upside scenario and you should set out the factors which you think are most plausible. You
should note that all generalassumptions should remain as stated above.

Please note: You must complete the Upside Case onthe assumption thatany proposed Ancillary Activity or Activities willbe
approved.

Q30b.

Please provide your Supporting Narrative tothe Upside Case
Your response should be no more than 20 pages.

The Supporting Narrative should demonstrate how and why the financial information in your Upside Case varies from your
Base Case. It should be noted that the Upside Case will be evaluated as part of Solution Risk Factor to evaluate the overallrisk to
your proposed solution.

As aminimum, your Supporting Narrative shouldinclude:

o Commentary onthe most likely circumstances which could result in out-performance, ensuring no negative impact on
protecting participants'interests or propriety;

o Line-by-line commentary ontheimpact onthe costbase, investment requirements and constituent elements resulting
fromthe revenue or sales volumerise/cost decrease;

« Commentary onhow youwould be likely to adjust your Game plan, marketing plan, investment plan or other aspect of your
Business Planin this scenario;

« Anyriskstothe operation of the National Lottery due to an upside scenario.

Please note: You should also ensure all risks and mitigations associated with your response to this question are includedin your
consolidated Risk Register and are appropriately categorised to ensure they are evaluated correctly.
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23.7

FINANCIAL STRENGTH SCENARIOS

Q31.
Please complete the Financial Strength Scenarios (provided by the Commission)

Your response shouldinclude completion of each of the six Financial Strength Scenario tabsin the Financial Template, to reflect
thefollowing scenarios:

AllGames produce only 90% of the revenue projectedin the Base Case

AllGames produce only 75% of the revenue projectedin the Base Case

Allvariable costs are 25% higher than those forecast inthe Base Case

Allnon-variable costs are 10% higher thanthose forecastin the Base Case

Investment costs (Implementation Costs and forecast capital expenditure throughout the Fourth Licence Term) are 50%
higher thanthose projectedinthe Base Case

6 Acombinationoftests1land3

u AW DNRP

Financial Strength Scenarios Guidance
Please ensure that you have completed the Base Case Cover Sheet before completing the Financial Strength Scenarios.

The Financial Strength Scenarios are requiredin order to evidence that you will have sufficient fundingin place throughout the
Implementation Period and the Licence Termin the event that costs exceed forecasts, and/or revenues fall short of forecasts.

Youare notrequired to provide any assumptions in this section as to what may cause such scenarios to occur.

Where a scenario specifies anincrease in costs, you should assume that costs are uniformly higher throughout the specified
period.

Where a scenario specifies adecrease in revenues, you should assume that revenues are uniformly lower throughout the
Fourth Licence Termand Contingency Period.

Allother assumptions should be consistent with your Base Case. You should assume that the Licensee would be required to
finance the same plans and strategies, and maintain the same standards as outlined in your Application (across the Business
Planand the Pass/Fail requirements).

Your proposed Proportion of Surplus must be the same under the Financial Strength Scenarios asin the Base Case.

You should complete the Financial Strength Scenarios based on the assumption that any proposed Ancillary Activity or
Activities willbe approved.

Please note that the Commission retains the right to request additional scenarios from Applicantsif required.

Note: Please ensure that you respond to the financial strength questionsin Section 22.5 (Financial strength) of this document.
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23.8

ADDITIONAL INFORMATION

Q32.
Please provide assurance in support of your Financial Template

To provide the Commission with alevel of confidence and assurance, at Phase Two, your Financial Template mustbe
accompanied by:

a) anAssurance Statement certified as approved by the Board of the Applicant confirming that projections provided have
been properly compiled on the basis of the assumptions stated and that the Financial Template and associated financing
arrangements provide reasonable expectation that the Licensee will have, or willhave available to it, sufficient financialand
operational resources to operate the National Lottery in compliance with the Licence inareasonable range of outcomes.
Evidence of the assurances the Board has undertakenin satisfyingitselfas to this Assurance Statement should also be
provided.

b) ANDaletter fromanauditor whois eligible to be appointed as acompany auditor in accordance with the Companies Act
2006. The letter shallbe addressed to the Commission, providing an opinion that the projections provided have been
properly compiled onthe basis of the assumptions stated (including, for the avoidance of doubt, the information provided
inresponse to other sections of this ITA where appropriate) and prepared in conformity with International Financial
Reporting Standards.

Q33.

Please provide guidance to the Commission on the structure of your Financial Template

Your response should be nomore than 10 pages.

For the purposes of assisting the Commissionin understanding the key drivers and underlying dynamics of the model, you
are required to provide the Commission with guidance on how your Financial Template and supporting material has been

structuredin order to provide clarity for evaluators.

Your response should only include guidance as to the functionality and structure of your financial response.

Q34.

Please provide an Appointed Individual

You are required to nominate and make available an ‘Appointed Individual’ whois able to explain andinterpret your Financial
Template asand whenrequested by the Commission.

You are required to provide the Appointed Individual’s:

* Name

» Jobtitle

o Phonenumber
o E-mailaddress
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24
COMPLIANCE AND DOCUMENT SUBMISSION

Applications should be submitted through Jaggaerinaccordance with the instructions contained in this document.

Please note thatitisincumbent on Applicants to ensure they have returnedall relevant documentary evidence toaccompany their
Applicationand completed all templates with all required answers. Failure to do so may resultinresponses beingdeemed non-
compliant and you may be excluded from the competition.

24.1
SUBMISSION CHECKLIST
Ref Response Question Contents Page Phase One Phase Two Includedin
Section Number limit Submission Submission submission
requirement requirement (Yes/No)

1 22.2 Propriety 1 SPE registration confirmation 1 v v

2 1 SPE evidence or organisational N/A v v
charts

3 2 Corporate Governance overview 20 v v

4 3 Financial Crime, Anti-Money 15 v v
Laundering and Anti-Terrorist
Financingresponse

5 22.3 Protecting 4 Participant Protection Strategy 40 v v

Participants’

6 interests 5 Details of how you planto 10 v v
implement, manage, monitor, and
adapt your Participant Protection
Strategy

7 22.4Protecting 6 Completed 4NL Trust Feedback N/A 22 Jan2021 X

Participant Form
Funds

8 7 (4NL Trust) Required Responses N/A v X
(Phase One)

9 7 (4NL Trust) Required Responses N/A X v
(Phase Two)
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Ref Response Question Contents Page Phase One Phase Two Includedin
Section Number limit Submission Submission submission
requirement requirement (Yes/No)
10 22.5Financial 8 Financing structure 30 v v
Strength
11 8 Financial Strength Supporting N/A v 4
Evidence (Part 1)
12 9 Completed Key Subcontractor N/A v 4
Financial Strength Template
13 9 Financial standing of supply chain 12 v 4
14 9 Financial Strength Supporting N/A v 4
Evidence (Part 2)
15 22.6 Branding 10 Brand Management Plan 80 v v
16 22.7 Channels 11 Distribution and Portfolio Strategy 50 v v
(Distribution Channels element)
17 12 Retailer Charter 4 v v
18 22.8 Portfolio 13 Distribution and Portfolio Strategy 130 4 v/
(Portfolio element)
19 22.9 TheNational 14 Operating Model 80 v 4
Lottery operation
20 15 Technology and Data Architecture 90 4 v
Strategy
21 16 Security Strategy 25 4 v
22 17 Technology Operation 25 4 v
23 22.10 18 Incoming Transition Plan 100 v v
Implementation,
24 Transitionand 19 Exit Plan 30 4 v
Exit
25 20 Implementation and Transition N/A v/ X
Documents Feedback Form
26 21 Executed Deed of Commitment N/A X v
27 21 Form of Enabling Agreement N/A X v
28 21 Form of Fourth Licence N/A X v
GAMBLING
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Ref Response Question Contents Page Phase One Phase Two Includedin
Section Number limit Submission Submission submission
requirement requirement (Yes/No)
29  22.11Ancillary 22 Confirmation N/A v 4
Activities
30 23 Details 15* v/ (ifapplicable) v (ifapplicable)
31 24 Risk 10* v/ (ifapplicable) v (ifapplicable)
32 25 Compliance 10* v/ (ifapplicable) v (ifapplicable)
33 22.12Additional 26 Risk Register N/A v v
information
34 27 Form of Fourth Licence Feedback N/A v X
Form
35 23.4BaseCase 28a  BaseCase Cover Sheet (using N/A v 4
Financial Template)
36 28b  Base Case Supporting Financials N/A v v
37 28c  Base Case Supporting Narrative 150 v v
38 23.5Breakeven 29a  Breakeven Case (using Financial N/A v v
Case Template)
39 29b  Breakeven Case Supporting 20 v v
Narrative
40 23.6UpsideCase 30a Upside Case (using Financial N/A v v
Template)
41 30b  Upside Case Supporting Narrative 20 v v
42 23.7 Financial 31 Financial Strength Scenarios (using  N/A v v
Strength Financial Template)
Scenarios
43 23.8 Additional 32 Assurance Statement N/A X 4
information
44 32 Auditor's Letter N/A X 4
45 33 Financial Template Guidance 10 v v
46 34 Appointed Individual N/A v 4
47 N/A N/A  Applicant presentation supporting N/A v v
materials
48 Declaration N/A  Completed Submission Checklist N/A v v
49 N/A  Completed Declaration N/A v 4
Table 30: Submission Checklist
Notes: * Page counts for Section 22.11 (Ancillary Activities) are per Ancillary Activity
GAMBLING
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24.2

DECLARATION

| declare that to the best of my knowledge the answers submitted, and information containedin my Applicationare correct
andaccurate.

I declare that | have the authority to complete this declaration and submit an Application on behalf of the Applicant.
lunderstand that the information provided will be used by the Commission to evaluate this Application.

lunderstand that the Commission may reject this Applicationinits entirety if there is a failure to answer all the relevant
questionsfully, orif false/misleading information or content is providedinany section.

lam aware of the consequences of misrepresentation.

Applicantname

Contact name for the Applicant

Nature of contact’s authority
tosignonbehalfofthe Applicant

Contact’sjob title

Contact’s phone number

Contact’s e-mail address

Contact’s postaladdress

Signature
(electronicis acceptable)

Date

Table 31: Declaration
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Capitalised terms not defined in this Glossary shall have
the meaning given to those termsinthe Proposed Form of

FourthLicence.

4NL Trust

Account Bank

Account Bank Requirements

Ancillary Activities
Direct Costs

Ancillary Activities
Indirect Costs

Applicant
Application

Application Process
Agreement (APA)

Application Specific
Condition
Application Specific

Provisions

Appointed Individual

Associated Persons

Assurance Statement

Award Notification
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hasthe meaning givento that terminthe 4NL Trust Explanatory Note
has the meaning given to that termin the Short Form Trust Deed

therequirements for the Account Bank as set out in the Short Form Trust Deed at Phase One
andthe Long Form Trust Deed at Phase Two

coststhatare directly related to the delivery of an Ancillary Activity. The goods or services
received in return for such costs are provided for the sole purpose of conducting the Ancillary
Activity. Theremoval of Ancillary Activities Direct Costs should have no detrimental effect
onyour ability to deliver the National Lottery operation or any of the Licensee’s obligations
under the Fourth Licence.

costs thatare indirectly related to and/or not wholly attributable to the delivery of an Ancillary
Activity, including administrative expenses and any incremental costs - incurred as aresult
ofthe Ancillary Activity, where such costs are over and above those that would otherwise be
incurredin delivering against the Business Plan - for goods and services that are requiredin
ordertorunthe National Lottery operation or deliver the Licensee's obligations under the
FourthLicence.

hasthe meaning givento that terminthe Application Process Agreement
any response to this ITA, or the process of submitting that response

the agreement enteredinto between each Applicant and the Gambling Commission which
sets out therules governingan Applicant’s participationin the Competition

specific Conditions of the Proposed Form of Fourth Licence which need to reflect
the particular approach which each Applicant proposes to take to fulfilling particular
requirements specified by the Commission

specific provisions which need to reflect the particular approach which each Applicant
proposes to take to fulfilling particular requirements specified by the Commission

the individual nominated by an Applicant who is able to explain and interpret their Financial
Template

has the meaning giventoitinthe Application Process Agreement (APA)

any assurance statement certified as approved by the board of Directors of the Licensee
(orlncoming Licensee), that the Gambling Commission requires the Licensee (or Incoming
Licensee) to provide, includingany Annual Assurance Statement and any Ad Hoc Assurance

Statement.

has the meaning givento that terminthe Form of Deed of Commitment
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COMMISSION



VOLUMEH
GLOSSARY

Business Plan

Business Plan and Good
Causes Contribution Score
Business Planand Good
Causes Contribution
Weighted Score

Business Plan Area

Business Plan Mark

Business Plan Score

Change Proposal
Channels Business Plan Area

Commercial Vendor Due
Diligence Report

Commission
Competition or Fourth
National Lottery Licence

Competition “4NLC"

Consumables Cost

Contingency Period

Cooperation Agreement (CA)

CostRisk

Credibility and Deliverability
Business Plan Criteria

Current Operator

Deed of Commitment (DoC)

Department for Digital,
Culture, Mediaand Sport
(DCMS)

Directions
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the element of an Application whichis made up of five Business Plan Areas: Transition,
Branding, Portfolio, Channels and Operations. As described in Section 8.6 (Business Plan)

the combinedrelative score for the Business Plan and Good Contribution areas of Evaluation,
as showninthe worked examplein Figure 7: Total Score Calculation

the Business Plan and Good Contribution Score following application of the area weighting,
as showninthe worked examplein Figure 7: Total Score Calculation

each of the areas of an Applicant’s Business Plan described in Section 8.6 (Business Plan)
the total combined mark for all five Business Plan Areas (/75)

the relative score derived from comparison of the Applicant’s Business Plan Mark with the
highest Business Plan Mark achieved by any Applicant, as showninthe worked examplein
Figure 7: Total Score Calculation

has the meaning giventoitinthe Enabling Agreement.

the part of the Business Plan that relates to Channels (of the National Lottery).

thereport produced by L.E.K. Consultingmade available to Applicants viathe VDR

the Gambling Commission

the competition process undertakento award the Fourth Licence

includes costs associated with production of consumables, logistics, and other distribution
costs

period of up to 24 months by which the Fourth Licence Term can be extendedinaccordance
with Condition 3.3 to 3.6 of the Form of Fourth Licence

anagreement, provided for in the Third Licence, between the Current Operator and the
Commissionand/ or the IncomingLicensee

any solution levelrisk related to overall costs to deploy or operate the National Lottery.

the criteriathat willbe used to evaluate Business Plans.

thelicensee underthe Third Licence, Camelot UK Lotteries Limited

adeedto be submitted by each Applicant as part of its Application pursuant to which that
Applicant undertakes to ensure that their Proposed Licensee entersinto the Enabling
Agreement and adheres to the Cooperation Agreement if that Applicant receives an Award
Notification

Department for Digital, Culture, Media and Sport

any directionsissued by the Secretary of State for Digital, Culture, Mediaand Sport to the
Commission
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COMMISSION



VOLUMEH
GLOSSARY

Discount Rate

Enabling Agreement (EA)

Estimated Implementation

Cost

Evaluation

Fifth Licence
Final Reserve Balance

Financial Response

Form of Deed of Commitment

Form of Enabling Agreement

Fourth Licence Term

Funds Protection Policies
Funds Protection Outcome
Good Causes Contribution

(in the context of Evaluation)

Good Causes Contribution
Score

Implementationand
Transition Documents
Implementation Period
Incentive Mechanism
Incoming Licensee
Incoming Transition Plan

Interactive Instant Win
Games

ITA

ITA Stage
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the Discount Rateis commonly known as the rate at which society values the present
compared to the future

the agreement tobe enteredinto by the Commission and the Preferred Applicant's Proposed
Licensee settingoutits responsibilities toimplementits Application and cooperate with

the OutgoingLicensee and confirming that, subject to this, they will be formally granted the
Fourth Licence

estimated quantum of costs expected to be incurred during the Implementation Period,
related to the implementation of the Application and the delivery of the Applicant’s Incoming

Transition Plan

the evaluation process to be undertaken by the Commission at the end of Phase Two, as
describedin Section 7 (Evaluation approach)

the fifth National Lottery Licence awarded under Section 5 of the Act

hasthe meaning givento that terminthe Short Form Trust Deed

the financial element of an Application, as describedin Section 23

the proposed form of the Deed of Commitmentissued by the Commission with this ITA
the proposed form of the Enabling Agreement issued by the Commission with this ITA

the term of the Fourth Licence, being the period from (andincluding) the Start Date to (and
including) the End Date

has the meaning givento that terminthe 4NL Trust Explanatory Note

has the meaning givento that terminthe 4NL Trust Explanatory Note

the Applicant’s Proposed Good Causes Contribution following the application of the
Discount Rate to the Surplus and subsequent calculations (please note that this definitionis
different to that of the Licence and only applies in the context of Evaluation)

therelative score derived from comparison of the Applicant’s Good Causes Contribution
with the highest Good Causes Contribution proposed by any Applicant, as showninthe

worked example in Figure 7: Total Score Calculation

the proposed forms of the Deed of Commitment, Enabling Agreement and Cooperation
Agreementissued by the Commission with this ITA

the period of time from the date of the Enabling Agreement until the Start Date
the mechanism set outin Schedule 5 of the Form of Fourth Licence

has the meaning givento that terminthe Form of Enabling Agreement

has the meaning givento that terminthe Form of Enabling Agreement

a Game available to Participants online, whereby outcomes of the Game are generated
instantly and by chance

the Invitation to Apply (this document)

the second stage of the Competition
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COMMISSION



VOLUMEH
GLOSSARY

Licence, Fourth Licenceor
Fourth National Lottery
Licence

Licensee

Licensee’s Proportion of
Surplus Weighted Score

Licensee’s Proportion of
Surplus

Licensee’s Proportion of
Surplus Score

Mandatory and Discretionary
Exclusion Criteria

NLDF

Operational Committee
Forum

Outcome Notification

Outgoing Licensee
Outgoing Transition Plan

Pass/Fail Criteria

Person Needing to be Checked

Person Relevant tothe

Application

Phase One Application

Phase Two Application
Phase Two Trust Addendum

Portfolio Volatility

Preferred Applicant

Proposed Form of Fourth
Licence
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means thelicence to be granted by the Commission under Section 5 of the Act torunthe
National Lottery following the expiry of the Current Licence
thelicensee under the Fourth Licence

the Licensee's Proportion of Surplus Score following application of the area weighting, as
shownin the worked examplein Figure 7: Total Score Calculation

the percentage share of the Surplus that will cover the Licensee's costs, (subject to specified
adjustments)

therelative score derived from comparison of the Applicant’s proposed Licensee's
Proportion of Surplus with the lowest Licensee’s Proportion of Surplus proposed by any

Applicant, as showninthe worked examplein Figure 7: Total Score Calculation

has the meaning givento that terminthe Selection Questionnaire (SQ)

the National Lottery Distribution Fund

has the meaning given to that termin the Enabling Agreement

the point at which all Applicants are notified of the outcome of Evaluation, and the Preferred
Applicant and the Reserve Applicant are appointed. Standstill Period commences

means the Current Operator

has the meaning givento that termin the Form of Cooperation Agreement

the criteria that willbe used to evaluate propriety, protecting Participants' interests,
protecting Participant funds and financial strength, as set outin Sections 8.1-8.3

has the meaning giventoitin the Information for Applicants on Fitand Proper Checks

any personwho, at the Start of the Fourth Licence, will be:

a) aQualifying Direct Shareholder of the Proposed Licensee;

b) aConnected Party ofa Qualifying Direct Shareholder of the Proposed Licensee;
c) aKeySubcontractor ofthe Proposed Licensee; or

d) aConnected Party of a Key Subcontractor of the Proposed Licensee.

the Application to be submitted to the Commission for feedback (and not evaluation) as
describedin Section5.3

the Application to be submitted to the Commission for Evaluation as described in Section 5.4
has the meaning givento that terminthe 4NL Trust Explanatory Note

ascenario occurringin which available funds are exhausted so liabilities to Participants
cannot be met, for example where there are multiple prize winnings simultaneously or in

quick succession

the Applicant placed first after Evaluation, with whom the Commissionintends to finalise the
Form of Fourth Licence

means the form of the Fourth National Lottery Licence released with the ITA (as may be
updated by the Commission from time to time during the Competition)

GAMBLING
COMMISSION



VOLUMEH
GLOSSARY

Proposed Good Causes
Contribution

Proposed Licensee

Proposed Trustee
Qualitative Response

Regulations (or National
Lottery Regulations)

Representatives

Required Third-Party
Approvals

(4NL Trust) Required
Responses

Reserve Applicant

Reserve Applicant Notice

Resource Availability
Assurance Statement

Resource Availability
Commitments

Restrictive Agreements

Secretary of State
Section 6 Licence

Selection Questionnaire
(SQ) Stage

Solution Risk Factor (SRF)

Special Purpose Entity (SPE)

SQ
StatutoryDuties

Supporting Financials

Supplier Directory

Supporting Narrative

152 TheFourth National Lottery Licence Competition | Invitationto Apply (ITA)

OFFICIALSENSITIVE THE
NATIONAL
LOTTERY®

LICENCE
COMPETITION

the value of Good Causes Contribution proposed by an Applicant as part of their Application
inrespect of any Application, the entity (whether or notin existence at the time of this ITA)
which the Applicantintends willbe the Licensee under the Fourth Licence

the Trustee proposed by an Applicant as part of their Application

the qualitative element to be submitted as part of an Application, as describedin Section 23

the National Lottery Regulations 1994

has the meaning givento that terminthe Application Process Agreement

has the meaning given to that terminthe Enabling Agreement

theresponsesrequired as per Appendix G of the 4NL Trust Explanatory Note

the Applicant who receives a Reserve Applicant Notice pursuant to the Form of Deed of
Commitment

hasthe meaning given to that terminthe Form of Deed of Commitment

has the meaning giventoitinthe Enabling Agreement

hasthe meaning giventoitin the Enabling Agreement

agreements used by one party to restrict the actions of another party as explained in Section
6.8 of thisITA

the Secretary of State for Digital, Culture, Mediaand Sport

alLicence awarded under section 6 of the Act, whichis requiredin order to promote a Game

the first stage of the Competition. Applicants must have passed this stage in order to be
invited torespondto this ITA

therisk factor determined and applied as describedin Section 8.6.2 (Solution Risk Factor)
an entity established for the sole purpose of operating the National Lottery (which
undertakes no other activities without the prior consent of the Commissioninaccordance
with the Fourth Licence)

the Selection Questionnaire

the Commission’s statutory duties as set outin section 4 of the Act

additional quantitative information and calculations to be provided by an Applicant in support
of the Base Case Cover Sheet

thelist of providers of Trustee services that expressed aninterestinbecomingthe Proposed
Trustee for 4NL Trust

additional qualitative information and calculations to be provided by an Applicantin support
ofthe Base Case, Upside Case and Breakeven Case Cover Sheets
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Technology Solution

TheAct

Third Licence

Total Business Plan Mark

Total Score

Transformation Costs

Transition

Transition Costs

Trust
Trustee
Trustee Fees

Trustee Organisational
Requirements

Unamendable Condition

Virtual Data Room (VDR)
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allcomputer hardware, software, data, gaming technology, terminals, telecommunications,
interfaces, data centre(s) and other facilities associated with the Lottery operation whether
operated by the Applicant or athird party

the National Lottery etc. Act 1993, asamended from time to time

the Section 5 Licence to runthe National Lottery granted to the Current Operatorin February
2009 and scheduled to expireon 31 July 2023

the Business Plan Mark following application of the Applicant’s Solution Risk Factor (SRF), as
showninthe worked examplein Figure 7: Total Score Calculation

the score derived from the Licensee’s Proportion of Surplus Weighted Score (15% of the
Total Score) and the combined Business Plan and Good Causes Contribution Weighted Score
(85% of the Total Score) which will be used

any costs associated, orincurred in connection with, any change to the manner of the
operation of the National Lottery, including, without limitation:

a) thecostsofdisposingofanyassets or of making any persons redundant;

b) the costsofinvestinginoracquiringany asset or of recruiting any person exceptineach
casewhere suchasset or persondirectly replaces any asset or personwhichisanltemto
Transfer (as defined in the Cooperation Agreement) but does not Transfer to the Licensee

the process of the handover of control of the National Lottery from the Current Operator to
the Licensee

anticipated costs and expenses specified by the Applicant inits Financial Template to be
Transition Costs and which the Applicant demonstrates to the Commission's reasonable
satisfaction would be reasonably incurred by the Incoming Licensee pursuant to the Receipt
Obligationsin the Cooperation Agreement or by way of professional advisory fees necessary
for the Incoming Licensee to assess, enterinto and implement the Receipt Obligationsin the
Cooperation Agreement but excludes for the avoidance doubt:

a) anyandallcostsincurredinthe ordinary course of the operation of the National Lottery
except to the extent of any amount whichis:

(i) payable undera contract whichisareplacement of a contract whichwasanltemto
Transfer (as defined in the Cooperation Agreement) but does not Transfer to the
Licensee;and

(i) exceedstheamountwhichwould have been payable under that contract whichwasan
ltem to Transfer; and

b) any Transformation Costs;
c) any Continuing Obligations (as defined in the Cooperation Agreement); and
d) anycostsassociated, orincurredin connection with, the preparation of the Application.

refers to the trustarrangements for protecting Participant Funds

isthe name givento the Trust Provider during the Licence Term

feesrelated tothe Trustee

requirements for the Trustee set out in the Short/Long Form Trust Deed

Conditions of the Proposed Form of Fourth Licence which willnot be opento proposed
amendment by Applicants

the electronic site established by the Commission in whichinformationrelating to the

Competition willbe stored and made available for inspection by Applicants

GAMBLING
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Capitalised terms usedin this document are definedinthe
Glossary (Section 25).

Whilst the information containedin this document hasbeen
preparedin goodfaith, itis not comprehensive andhas notbeen
verified independently by the Commission orany ofits advisers,
which shall, for the avoidance of doubt, include N.M. Rothschild
&Sons Limited.

No representation, warranty or undertaking, express or
impliedis or willbe made inrelation to the accuracy, adequacy
orcompleteness of this document or any other information or
document provided by the Commissionin connection with the
Competition, and noreliance may be placed onany information
contained within this document or any other information or
document provided by the Commissionin connection with

the Competition.

No responsibility or liability is or willbe accepted by either the
Commission orits advisers, or by any Commissioners, orany
agents, servants, officers or affiliates of the Commissionand
itsadvisersinrespect of any error or misstatementin or omission
from this document (or any otherinformation or document
provided by the Commission in connection with the Competition),
exceptinthe case of fraudulent misrepresentation. Tothe

fullest extent permitted by law, the Commission willnot have

any liability to any person arising from this document (or any
otherinformation or document provided by the Commission

in connection with the Competition).

Noinformation containedin this document forms the basis
forany warranty, representation or term ofany contract by the
Commission or any of its advisers, with any third party.

Thisdocumentis notintended to form the basis ofany
investment decision or investment recommendation made by
the Commission orany of its advisers and does not constitute
the giving ofinvestment advice by the Commission or any of its
advisers. Each persontowhomthe documentis made available
must make their ownindependent assessment of thisdocument
after making suchinvestigationand taking such professional
advice, as they deemnecessary.

The publication of this document in no way commits the
Commissiontoawarda Licence as aresult of the Fourth National
Lottery Licence Competition. The Commissionreserves the right
to terminate the competition without prior notice, to change the
basis, the procedures and the timescale for the Competition,
ortorejectany orall ofthe Applications and to terminate
discussions with any orall Applicants at any time. Nothingin

this document should be interpreted asacommitmentby the
Commissionto award the Licence toan Applicant.
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Infurnishing this document, the Commissionandits advisers
undertake no obligation to provide Applicants withaccess toany
additionalinformation or to update the document orto correct
any inaccuracies therein which may become apparent.

The Commission expressly excludes any implied contract from
arisinginthe course of the Competition, includingbetween
itselfand any Applicant accessing or responding to the SQand/
orthisITA. Forthe purposes of this document, the Commission’s
advisers are acting exclusively as the advisers to the Commission
and willnot be responsible to anyone other than the Commission
for work carried out by themin connection with this document
(orany other document provided by the Commissionin
connection withthe Competition). Neither the Commission,

nor any of its advisers, shall be liable for any costs or expenses
incurred by any Applicant or other recipient of this documentin
connectionwith the Fourth National Lottery Licence Competition.

Thisdocumentis made available subject to the terms set outin
this notice. Any person who responds to this ITA shallbe deemed
tohave agreedto,andaccepted, the terms set outin this notice.

Allresponses to this document and/or the Competitionare
made at therisk of therelevant Applicant.

Allintellectual property rightsin thisdocument,and the
information contained or referred toinit, shallremain the property
ofthe Commissionand no Applicant shall obtain anyright, title or
interest therein. Applicants should note that the copyrightin this
ITArests with the Commission. This ITAmay not be reproduced,
copied or storedinany medium, inwhole orin part, without the
prior written consent of the Commission, other than as strictly
required for the preparation of aresponse to this ITA.

All Applications, responses and submissions relating to this
documentbecome the property of the Commission uponreceipt
by the Commission. Each Applicant gives the Commissiontheright
touseand/or copy (infullorin part) responsesto this ITAforany
purposesin connectionwith the fulfilment ofits Statutory Duties.

The Commissionis subject to the provisions of the Freedom
of Information Act 2000 and as such may be obliged to disclose
informationit holdsinresponse torequests forinformation,
subject toany relevant exemptions.

The Commission may be required to disclose certaininformation
and/or documentsrelatingto this ITA orto Applications more
broadly to Parliamentin connection withits powers and privileges
orwiththe statutory functions ofits officers,and alsoin the course
oflegal proceedings or to any regulatory body in connection with
thedischarge ofits statutory functions.
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