
vcG_ooo1 _0002.a353 

~: ~~---\.~ ~~- f- °"'"" 
i NSw 

(A~~ · s~ % ~h~---~ -i.h ~~ ~cJ;.j. · 

Jo ~~KG.. ~ VC>AArJ ~~ ~~ ~ 
~fvr-J ~ c0-r ~· 

• v. ~J. 

Crsl-o~ ~~ f1v~ -G...,.sk~ ~ - u..JJ. t>0-~o.J,.~ '16 
a~ /jw~ r rf.,-~ ~ .. 



VCG.0001.0002.8363_0002 

7~ 
r-;-" ~ I b /<o/ ft 
t~~ IP<-R..oJ.. . ~ ~ T~~ ~~J~ 

~ . 
_we. ~ ~ µJl.\.J CC.I'~~ ~J fW<.~:1- . 

C}, f - -~ :&- I~ · 
J. 5' , ~Q.15 [)~.,.!. ;/r.~k.,,...0-'\U.. ~(~~~J~ 

S°~' 3 J\ • A· ~ ·~ • I A ~ ll • -c). .10,~~~~ 

fc...k.&_ J - Ge::.~ (t w~~h~I of- f o.hc..orr 

$--r~ ~~,~ 
~t'~v-J.... ~~I- ~~. 

7~ ~ft~ ~ 136 (c) ).!Sc..J Cc/J ..Ji)./ ~-c.i::s 

~dM~~- -1- T~ 
~~ 

C). 11 (. ) ~JI- ~--i.e. ~ t:...c /4 

r~~~~~ 
~~~~ ~ r/k ~ 

?f ~ .. '" y(') ,.~ ~~~ 
fJ: b ~Sv~~ 



<.,.. 'I v c.-.,. ~) 
60 t_, . 

h··...,.,.. .;. ·,,, .. "' ---

VCG.0001.0002.8363_0003 

. 4<-c ... -~,J .Sitl..s ~.J.I ~ f'C~'~,:;J. <!'~ i/1/cys-
~ _L,t.:le~,I\ <4..A.,_~ J ? 4< ( . r4,(f . 

ll~W C ~ c./-;-._/e-i s;Gu.o..-<'. ,.1/ ;;,< '-'/~r"1 Iv (,~ 
C ~wA:? k c:~ , t. /~ --12 /~ /:I+ ls,,t· .·~c-L/ 1 • .' ~i-'(_ . -C.!~/, 

(. ,_; ,~.,{ J (,,~-ih~ .it- . 
~- C~? c; 

<.._ -~ ~.cl .._'.(' /-'/'-a :·-ic.£.....;>"'{ 4~c.t j.2./- ,:. 

/~"?~-v--<- C-'~- / i_,,,_..__,(0) :S-h-A. ~V'\ 

'~ ~ -tl-<. ~~c_;,;;./t' . 

· c..£ t.-v·e~~.A ~-~ 



VCG.0001.0002.8363_0004 

-~ U/1.../LJ~~Jf ·+_) {_:.L<.~" f>J/,_ ,f.~p;CA...t(._.t>..../'-J ;r­

)v ;:/.\ L . --L<. J. ~JetA c~:i.. 7(~., 

I, l~ .. -·~r~4. (ArJ.'.t>A c~'-V" ,1~ v y.J.r:_;.. t,)1/Jr 
"' I" v'fJj~ 0 

i~)~~(l- ~e ei1~ ,./\1cr ·G_,,; 

-e>::x·>..rh..-:; -~,{.~.) '7 (," ~~ i;- , EJ-k. v j .~,..( ..... 0/<:" 

( e~~/l.--Y\. / ,-{~ l /()··tf.~ -,,J ~/1- ·; _)-._/._ /~ c)f 

< .J/ 1--e"'-- ,1~-4-1 .. / '"' 0 l..., 1 c_ lo:......, Y ,;1 .. .s.s u '< :..~~ Jelj_ 
c;6 ·e· c.,(_ ~~-i_L/ -- .s., ~~Jc.J & _. c~co/~~~ 
t/{7/'~~ le ~ft.. (..~~,7~~ ~j·hd4.n. 

-==>~11'.J''~ 

/~ ~·/'-/.1 k />i!i l .- ~Zt~,./ (°b/"·'~'1 
S." )~ d cL-l'-<' 4~ c~ c.~'-"· ...:.fa rJ ~ Jk '/'c:;,k..,/ J;.'(,~" 

/ . - v.:rJ-: r.kVr . . . . 
. , :r< ~--<"· 'J. / .,:;- h W ._;,...,, <J. . .] · 7 s-- ~11 fb\k::"'11 ;,.J 



, . 
<...-1,:,.' :.. : ::. . 

cAG.tv-AJ/Y~ 

.huA ~r 
-4) c~v---, 

VCG.0001.0002.8363 0005 

U-_,·'-( l:t (.; . J 
> ):. 

J ~ -::.~ 1 "'J-~~ fr·~-J:. 1'-D (t>7/'t~~;_. "> /~~vr- 0/ 

C---t>~ /f-J- ~~c/. #---··i!/ ---H-e ·i ·c.)1-Gl/ / fyJ .v./r 

_.,./ •. "'" .• "< 
- ~ "1· ·<-A-'~ 

,' ./ 
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COMPLIANCE AND :OTHER MATTERS 

COMPLIANCE 

In September 2001 Star ;City appointed a Compliance Manager with responsibility to 

oversee the effective implementation of a compliance program. Ttie holder· of that 

position repo.rts to"both the CEO pl Star City .and the Executive General Manager for 

Corporate, Legal and Complianqe, who also holds the title General Counsel of 

TABCORP. 

The cbmpliance . program has been formulated in accordance with the relevant 

Australian Standard. Its aim is to develop an appropriate compliance culture which 

encompasses legal, ethical and social obligations. 

Star City advises that significant .progress has been made in implementing the first 

two elements, that is the structural and operc:itional elements ·of the AusJralian 

Standard as well as commencing the third, Off . rnain1enance ·of t~e program. 

The developments to date inclu.de: 
. . . . 

- Board· and senior managem~nt commitment to the compliance p(ogram; · 
. . . . . . - ' .. . . . . . . 

- · Establishment of a Management Complian·c~ Committee and -Charter; 

·- Legal .Risk assessment of Star City's key legal risks and prioritisation of 

risks (which includes·illegal/undesirable activity); 

- Introduction of a contin'i.ious and monthly breach reporting system; 

- Education and training of staff; 

- Establist;ment of staff compliance hotline and help desk policy and 
. : ; 

procedure, including whistleblowe·~-protection ; 
. . 

- Establishment of a pr()ject team ·to review and select appropriat~ 
---,'7'""'" ...,.___...,_........__.~ 

software for ·a legal obligations register and electronic· compliance 
-:--.. ·-----... -.. ~---~~ .... ~·~--~ . ____.. ~-

management system; and _ ..... _ .. --...... ~ . 

- Analysis of customer complaints handling system and guest feedback. 

The fact that the program has not yet been "rolled out" to line staff.is reflected in the 

very low awareness by those staff interviewed for this Investigation of the presence 

Chapter Eight 79 



VCG.0001.0002.8363_0007 

of a compliance program or manager. Similarly, use and knowledge of the hotline 

has been very limited, again, no doubt reflecting ttiat the program has not been 

brought to the attention of line staff. This obviously needs to occur and we 

understand, will shortly. 

Measures have not beei'l ·· developed in relation to the compliance program. 

However, applying indicia :broadly accepted as indicating whether an organisation 

has a culture of compliance supports that such a culture is emerging at Star City. 

In particular. and from our interviews with sta_ffand other information available to us, 

compliance is seen to be part of Star ~ity's core business. Management and staff 

· are comfortable reporting issues which are gen.erally acted on promptly and 

appropriately and there is a commitment from senior management to compliance. 

2003' Audit of Compliance Program 
. . . 

. The first erjernal auc;lil .of the c.ornplian~ pro.gram was conduct~d .by KPMG ·in 

October 2003, Many aspects of the P.r~~am including th~ camm~tnent by senior 

management :10:· _the program, mana'.gE;~ent S(.!p'ervision, operating procedures, 

compt;;iint 'tiarjdli,ng system, record. keep\ng, accountability · and capaCity .to ~dentify 

and rectify issues were ;Considered 10-constitute ·sfrorig practice"< 

The audit noted with approval Star City's proposed; 

• Acquisition of an IT based oompliance manag_ement system and a 

resource to administer it; . 

• Development of a program to track training relating to its regulatory 

obligations; 

• Development of a more formal process for reward _and recq:inition in the 

compliaf)ce area; an9 

• Developrne~t of reporting for key performance indicators. 

The areas identified for irnprov~ment concerned aspects of identifying compliance 

issues and following up action items identified by the legal risk assessment. 

Managemen_t Compliance Committee · 
.. 
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A Management Compliance Committee was established comprising the CEO of Star 

City, Executive General Manager for Corporate,~ Legal_ and Compliance of 

TABCORP and the Compliance Manager. It meets quarterly, prior to each Board 

meeting. The Compliance Manager provides detailed ·reports to each meeting on 

matters such as compliance with gaming legislation and regulations, reports of 

illegal and undesirable activity and financial transactions reporting. 

A review of the information provided to each meeting indicates ·that issues including 

the presence of minors. responsible service of alcohol . identifying excluded persons, 

appropriate procedures for a range of gaming related issues as well as harassme.nt 

and bullying receive the attentipn of.senior management. 

Conclusion . · 

There can be no doubt that. Star _City has in place ·a thorough, c?-mpr~hensive and 

impressive system which is overseen in a highly competent and. focussed manner. 

The continued emphasis upon compliance and the: full imple_mentation of the 

program should result .in . the timely identification and resolution of matters which 

may otherwise cause concern to a regulato.r. 

It is our view that the Authority needs to pay close attention to the operation of this 

program. Its continued effective fon<;tioning will be an excellent indication of positive 

cultural change, which was identified as necessary in 2000. : 

. .Integral to its current prospects_ of success: in our view, -is -the cdritinuation of the 

seniority of the position of Compliance Manager, the integrity and qu<!lity of the 

holder of the position and the demonstrated commitment by all members of senior 

management. W~ think it would require some special circumstances. not easily 

imagined, to justify moving away from the current model of a Compliance Manager 

in a senior position given genuine .. S,tipport fror,n the top. 

LAW ENFORCEMENT 
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In earlier chapters we have indicated that the representatives of law enforcement 

agencies with whom we spoke were each approving of the co-operation received 

frqm Star City wl;ten called upon to provide ac~ss or other assistance. 

Part of the reform which followed the 2000 Report was to establish regular meetings 

at various levels between the NSW Police, Star City and the Authority to facilitate 

the exchange of information an9 the timely :e.xclusion of appropriate people. 

Executive Intelligence.· Meetings 

Executive lntelligence Meetings have been held monthly, attended by the Authority's . 

Chief Executive, the Detective Superintendent in charge of.t~e NSW Po~ice Casino 

Intelligence Unit and the Generai Manager, Legal and Asset Protection-,. Star City. 

The first meeting was held in March 2002. 

We understand that these : meetings permit . full and frarik discussions with 

appropriate actiOn being takerl by the casino operator when required. 

Operations intelligence Meetings 

This fortnightly meeting is attended by Sta~ Citls'lnvestigations Manager. staff from 

the Authority" and representatives from: the Police Casino Intelligence Unit. 

·we understand that in the. main, the meeting -achieves its objective, From a perusal . ... . . 

of the minutes of the meetings appropriate matters are raised, information is shared, 

patrons are monitored and Where appropriate:excluded. 

. . . . 
We note · that a rat~nale :behind the structuring of this and the Executiv_e meeting 

was to ensure that the l~tter monitored the effeGti~eness of the Operational ·meeting. 

Acc0rdingly any issues arising from the meeting affront line staff can and should .be 

addressed when they occur by reference to senior members of each . organisation 

representect One matter has caused concern to the police. 

We understand that earlier this year the police provided Star City's Investigations 

Manager with a photograph of persons ir:i whom the police were interested. 

The purpose of supplying the photograph was to display it in the surveillance and 

security rooms and prompt staff to contact police if they were observed. 
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Some months later the photograph or a copy thereof was sent to Star City by a 

solicitor acting for one of the subjects. 

. . .. 

Eac;h of the photographs provided to .the Surveillance and Security Departments had 

been positioned on their respective noticeboards. How~ver, each was missing when 

the Investigator sought.to .access them.' foliowing the letter from the solicitor. 

We accept that for various reasons. including c6nstruction ~ork, the secudfy. rooms 

were not secure during the time the photograph was displayed and that 

arrangements have been put in place to ensure that police information is now 

securely· stored. 

Meetings with Local Police 

Star City's Security Manager and -the Chief Executive and Ope_rations Manager of 
. . . .. 

the Authority meet with police from the City· Central Lc::ical Area Command each 
. . 

month. We understand ttiat 1hey: d.iscuss matters rel.ating to local crime including 
. . 

violence in the retail ar~ade , liquor licensing issues, th~fts, assaults and t_he like. and. 

relevant trends. 

Conclusion 
. . . 

We are satisfied that the structures which are in place':shquld enable appropriate 

communication between. the NSW Police and the casino.operator to ensure that the 

operation o(the casino remains free from criminal influence or exploitation and that 

gaming is conducted honestly. 
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ii. Bill Balgowan ..::;;;J/J/I. f -2""'3'"'7,...03""'1"'·21"1100""'4.t--+J ....,, :~14-A""'lvt-I --------····.... ·,.. 

--
To: Sylvia Grobtuch/OGR@Ogr 
cc: Peter Cohen/OGR@Ogr, Rowena Scheffer/OGR@Ogr, Cate Carr/OGR@Ogr, Lyn 

Comeliusen/OGR@Ogr 
Subject: Re: Casino Agreement - letter from Crown dated 22 March 2004 [J 

Sylvia 

I confirm that I briefly discussed with Peter Cohen my initial comments on the attached letter from 
Crown, just before Peter had to go to the Authority meeting. There were two main points (para 7 
regarding Clause 23 · Inspection of Records and para 9 regarding redundant Clauses 6-12 and 14-20) 
and some other points: 

Cal Clause 23 - Inspection of Records: 

Crown are proposing co delete this clause in their redraft of the Casino 
Agreement. The Notes of the Meeting of 23 February 2004, which were 
prepared by you and me state: 

"RC - Crown believes that this Clause is much too broad in scope. It wants the 
clause reviewed in light of specific legislative obligations. It should be narrowed 
to cover records inspections relating only to the Melbourne Casino. 

BF - That would involve someone making subjective decisions. The Authority 
would want to retain its comprehensive rights of inspection. 

PC - in light of removing the single purpose restriction, this change would make 
sense so Crown's other business/es could not be subject to this regulator's 
scrutiny. The regulator is concerned with what happens on the casino gaming 
floor, which is different from what happens in the multi-deck carpark. The clause 
would have to be amended as a consequence of the removal of the single purpose 
restriction. 

SG - Other records could be relevant to an "associate" inquiry. 

AGREED - Crown will submit a redraft for consideration by the OGR." 

<b i Clauses 6-12 and 14·20 which relate to Development of t he casino 

Crown are proposing to delete all these clauses in their redraft of the Casino 
Agreemenc. The Noces of che Meeting of 2 3 February 2004 state: 

"RC - Crown proposes that all these clauses be deleted. Crown would also like 
to see the OGR's li st of redundant clauses. 

SG - We believe that the matter of redundant clauses could be addressed in a 
comprehensive preamble to the proposed Variation Agreement. 

AGREED that Crown to submit their proposed redraft for consideration." 
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(c) Progress m ade by Crown with Drafting of C la uses 

Crown has not progressed the review of the Casino Agreement very much since our 
last meeting on 23 February 2004. The letter does not contain any new redrafts of any 
clauses and is merely a progress report incorporating a summary of Crown's view of: 
(i) Clauses to be drafted by Crown; (ii) Matters still under consideration; and (iii) 
Clauses to be drafted by the OGR. It advises that Crown anticipates that a revised 
Agreement will not be available for our review until "early next month" 

(d) OGR/Maddocks Initial Draft Deed of Variation 

Bill 

The Working Party briefed Maddocks on Friday 5 March 2004 regarding the initial 
working dra ft of the proposed Deed of Variation. In its letter dated I 0 March, 
Maddocks advised that they expected to have the draft to us by the cob on Monday 15 
March, or more likely on Wednesday 17 March 2004. After we provided Maddocks 
wi th more information on 16 March 2004. it was agreed that Maddocks could have a 
couple more days to complete the draft and they would aim to have the draft to us by 
Friday 19 March. 

Rowena and I both spoke with Maddocks yesterday regarding the availability of the 
draft. It was not sent to us on Friday because Warwick Isherwood was interstate. It 
was not sent to us yesterday because Warwick was tied up in other meetings. They 
now hope to get it to us today. They told Rowena yesterday that they will be 
providing both the proposed draft Deed of Variation and a draft conformed copy of 
the proposed amended Casino Agreement. 

We have had a number of meetings and telephone discussions with our Financial 
Consultants. They are obliged to have their draft report to us by cob on Thursday 8 
April 2004 and their final report to us by Friday 16 April 2004. 

Sylvia Grobtuch 

Sylvia Cirobtuch 
23/03/2004 09:28 AM 

To: Bill Balgowan/OGR@Ogr, Rowena Scheffer/OGR@Ogr, Cate 
Carr/OGR@Ogr, Lyn Corneliusen/OGR@Ogr 

CC: 
Subfect: Casino Agreemenc - letter from Crown 

Copy of letter from Crown is attached. 

Bill, Peter has asked whether it accords with your view of the meeting outcomes. 

Sylvia 

--·-- Forwarded by Sylvia Grobtuch/OGR on 23-03-04 09:25 AM -----

Sylvia 

Peter Cohen 
23-03-04 08:32 AM 

To: Sylvia Grobruch 
cc: 

Subject: Casino Agreement * • Virus Checked by OGR IT*• 
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Rowen rang me late yesterday to advise that he would email me this letter (see attachment). Clearly his 
intention was for me to have it prior to the Board meeting so I could advise the Board that the matter is 
progres.sing. I propose to advise the Board today in my oral report that it has just been received, it 
confirms Crown's position on those matters that have been raised and that we are in the process of 
checking that Crown's position is still as we understood it would be at the 23 February meeting. 

Peter 

····· Forwarded by Peter Cohen/ OGR on 23/03/2004 08:27 AM ····· 

To: 
> 

cc: 
22/03/2004 06:09 PM Subject: Casino Agreement** Virus Checked by OGR IT** 

<<cohen - casino agreemenl . pdf>> 

Regards , 
Jaci:tta 

Jaci:1ta ~llingworth 
Exec~:ive Assistanc to CEO 
Crow:-: :.imited 
Phone : 61 - 3 9292 7234 
facsimile : 61-3 9292 7730 
Mobile : 
E- mail : 
Website : www . crowncas1no . com . au <http : www . c rcwncas i no . com . au> 

~·~~s e - maii ano any attacnmencs arc conf:dcntial . These docu~ents may 
contain iegally privileged inf or ma t i on and copyright maceria l . You should 
not read , copy, us e o r d i sclose them wi thout authorisation . If you have 
rece ived this t r an smission in e rror , please notify the sender immediate ly 
and destroy all cop:es in any form . 
We do not accept liability in connection with comput er virus , data 
corruption , delay, interruption , unauthorised access or ~nauthorised 
a;:tendmer. t . 

cohen - J:J agreemen 
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Date: 

To: 

Company: 

Facsimile No: 

From: 

Subject: 

+61 3 9292 77 
+61-3-9292-77 

Total Pages: (Including this page) 

CONFIDENTIALTY NOTE: 

VCG.0001.0002.8363_0014 

CROWN CASINO PAGE 01/03 

II 
~ -. 2-C:.O~ \ Oc:il ~ ~CIC) "2. & <t 

EXECUTIVE OFFICE 
FACSIMILE 

office of Gambling Regulation 

(03) 9651-4999 

Rowen Craigie 

T~: 61-3 9292 7234 
Facsimie: 61-3 9292 7257 

Proposed Amendments to the Casino Agreement 

3 

The information contained in the facsimile message is conlldel'ltal informalion intended ror the use of tf'le individual or entity named 
above. If the reader of this message is not the Intended recipient, you are hereby notified that any di$Semination, disruption or copy of this 
copy is strictly prohibited. If you have received this copy in error, pleasQ immediately notify us by telephone so that we can arrange for the 
return of the original message to us at no cost to you_ Thank you 
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22/03/2004 17:11 +61- 3-'3292-77 CROWN CASINO 

. . . . .. . 
·.~.;~1i1~:-:.· 

CROWN 

PAGE 02/03 

ROWEN CRAIGIE 
Chief Executive Officer 

Telephone (61 - 3) 9292 7234 
Facsimile (61-3) 9292 7257 

22 March 2004 

Mr Peter Cohen 
Acting Director of Gaming & Betting 
Acting Director of Casino Surveillance 
Office of Gambling Regulation 
Level 5, 35 Spring Street 
Melbourne Vic 3000 

Dear Mr Cohen 

Proposed Amendments to the Casino Agreement 

I refer to our meeting of 23 February 2004 in relation to a number of proposed changes to 
the Casino Agreement. 

Clauses to be drafted by Crown 

We are progressing with the redraft of the Casino Agreement which will include the following 
amendments: 

1. A clause providing that at least 75% of Crown Board meetings will be held in 
Melbourne each year; 

2. A clause providing that at least 75% of Crown's Senior Management meetings will 
be held in Melbourne each year; 

3. A clause providing that a Company Secretary of Crown will be located in 
Melbourne; 

4. A clause providing that the CEO of Crown and those senior executives of Crown 
directly responsible to the CEO will be located in Melbourne; 

5. A clause providing that any changes to the composition or Charter of the Audit 
Committee or the Compliance Committee will be notified to the Authority; 

6. Revisions to clause 22 to delete a number of redundant clauses including the s ingle 
purpose entity provision; 

7. The deletion of clause 23 as section 108 of the Casino Control Act 1991 provides 
the requisite powers for requesting information in relation to the casino operations; 

8_ A revision to clause 29 and a number of other complimentary clauses to narrow the 
focus from "Assets and Rights" to "Casino Assets"; 

9. The deletion of a number of redundant clauses including clauses 6 to 12 and 
clauses 14 to 20 

CROWN LIMITED A$N 46 ooe 973 262 
8 Whiteman Street, Southbank, Melbourne, Victoria 3006 Austral ia 
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CROWN CASINO 
PAGE 03/03 

22/03/2004 17:11 +61-3-9292-77 

• Matters still under consideration 

Confidentiality 

Crown is still considering the ramifications of deleting or revising clause 36 regarding the 
confidentiality provisions surrounding both the Casino Agreement and the Casino Licence. 
At this stage, it is anticipated that an amendment will be made to clause 36 to allow for the 
Casino Licence to become a publicly available document while preserving the confidentiality 
of the Casino Agreement due to the commercial and sensitive nature of various matters it 
contains. 

Market Share of Commission Based Play (CSP) 

It is not possible to guarantee that Crown will maintain a minimum level of CBP or maintain a 
minimum market share in the face of increasing world wide competition. Crown's 
international VIP business will be headquartered in Melbourne. Its future success will be a 
function of the future gaming and taxation policies of international Governments relative to 
those of future Victorian Governments. For example. if a future Victorian government was to 
remove the smoking exemption from Crown's international gaming rooms. Crown would 
become instantly uncompetitive in the Asian high roller market and suffer a massive loss of 
CBP volume. 

Clause 22 - Debt to Equity Ratio 

A preliminary review has been undertaken by Crown· as to whether the debt to equity ratio 
remains the most appropriate financial measure. We are still considering this issue but are 
yet to identify an alternative measure. 

Clauses to be drafted by the Office of Gambling Regulation 

It was agreed at our meeting that draft revisions or additional clauses would be provided by 
the Office of Gambling Regulation in regard to the following matters: 

• Improved Standard for Audit Requirements 
• Management Reports 
• Insurance Requirements 

Given our first hand dealings with the Insurers, Crown will include a revised clause 35 in the 
draft Agreement to take account of the change in the global insurance environment but we 
await your suggestions on the remaining two points. 

I anticipate a revised Agreement will be available for your review early next month. 

Yours sincerely 

Rowen Craigie 
Chief Executive Officer 

2 
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To: Sylvia Grobtuch/OGR@OGR, Bill Balgowan/OGR@Ogr 
cc: 

Subject: Maddocks' Advice on the Casino Agreement 

I have just spoken with Warwick f. and he is happy to make the suggested changes co his letter. 

Rowena. 
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Ctneri1 Mo11J1t t r 
':e>rp & Cu<tOtllef Servi=t 

cu .. tcmcr t'ori1ac.t 
CmttC' Man2gcr' 
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Commercial in Confidence 

CASLNO AGREEMENT REVIE W/RENEGOTIATION 

Draft Notes of Meeting held on 23 February 2004 from 10.30 am in the VCGA Boardroom 

Important Note: T his document was prepared from notes taken at the meeting by Sylvia 
Grobtuch and Bill Balgowan. Comments reflect the general discussion 
only and are not verbatim. They are not Minutes of the Meeting. 

CROWN 
Rowen Craigie 
David Courtney 
Mike Sugrue 
Jack Troost 

VCGA 
Brian Forrest, Chairman 

OGR 
Peter Cohen 
Sylvia Grobtuch 
Bill Balgowan 

(A) Introductory Comments 

BF - We have reviewed your letter of 28 January 2004 and have some comments on it. Are there 
any additional matters that Crown wishes to be raised in the review? 

RC - There are some extra matters, but these are minor. 
RC - The central issue is removal of the single purpose company restriction and whether the 

Minister had any issues. 
RC - Crown management hoped to negotiate a single package of all the proposed amendments 

that they could submit to their Board on a single occasion with a strong recommendation 
that the Board approve the whole package. 

PC- We want to know what the other issues are before we comment on your letter. 
RC - Could you let us know whether the Minister has replied to the Authority's letter and also 

the status of the legal advice that the Authority was seeking? 
BF - We can now deal with the whole package of issues. The Minister has told the Authority to 

proceed to negotiate some additional terms. 
BF - Lets start with the Crown letter of 28 January 2004. 

(B) Comments on Crown's Letter of 28 Januarv 2004 

(1) Location of Crown Board Meetings 

BF - At least 75% of the Board Meetings should be held in Melbourne 
RC - agreed on basis that there are 4 meetings per year. 

AGREED: At least 75% to be held in Melbourne. 

RC to submit the first draft of these provisions to SG. 
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There was then discussion on whether Crown had an electronic copy of the Casino 
Agreement. 
Since Crown had an e-copy of the Casino Agreement, it agreed to forward an e-copy to SG. 
SG-The new Deed of Variation will require a number of appropriate Recitals. 

SG - OGR to work from Crown's e-copy of the Casino Agreement which Crown will e­
mail to us shortly. 

(2) Companv Secretary 

AGREED: At least one to be located in Melbourne. 

(3) Location of Crown's Senior Management 

AGREED -CEO and all of the CEO's "direct reports"/senior management of Crown to be 
located in Melbourne i.e. currently about 9 Crown Management are reporting direct to 
CEO. 

To include Head of Finance and Head of Operations, whatever their fonnal titles are. 
Should be linked to the titles, which are in the ICM. 

(4) Crown's Senior Management Meetings 

BB - We need to also address the matter of the monthly PBL/Crown Management 
Meetings. 
RC - The location of these meetings in either Melbourne or Sydney depend on the 
availability of people. 

AGREED - At least 75% Crown's Senior Management Meetings to be held in Melbourne. 

(5) Audit Requirements 

RC - They have made a change to the audit program so no need for further action. Crown is 
committed to maintaining these improvements going forward. 

BB - Whilst the Authority acknowledges that the situation has improved, it wants to see 
further improvements and wants to formalise these changes by specifying the requirements 
in the Casino Agreement. 

BB & PC - One specific missing issue is what the external auditor's program will comprise 
ie. key issues in the ICM to be addressed on a rotating basis, so that nothing significant is 
missed/ omitted over a period of time. 

PC - Asked Crown for words re audit charter as ordered recently by the Authority to 
continue and Crown agreed to let the regulator know of changes to the composition of the 
Audit Committee or Compliance Committee or to their Charters (in advance if they know 
of changes to occur). 

AGREED - OGR to draft these provisions for Crown's comment. 

I:\LEGAL\Casino Agreement Review\i'vitg Notes 230204b.doc 



VCG.0001.0002.8363_0024 

Commercial in Confiden ce 

(6) Audit & Compliance Committees 

RC - Since submitting the new Audit and Compliance Charters (on 28 January 2004) the 
two Committees have had their first meetings and decided to make some minor changes to 
the two Charters. 

RC - Revised Charters to be submitted after Crown May Board Meeting. The structure 
won't alter, but some clauses will. One other matter that they were considering was 
whether they should be monitoring tenancies compliance. For example what should Crown 
be doing if a tenant loses a liquor licence? Another matter was how should they handle a 
litigation matter that has a significant financial component? They were also considering 
how the Crown Audit Committee interface with the PBL Audit Conunittee. 

BB - If Crown is amending its Audit and Compliance Committee Charters, it should 
incorporate some amendments that the OGR have already identified as being necessary. 
They should note that OGR believes that copies of the Charters should be attached to the 
Casino Agreement and that the Authority should be immediately notified of any changes 
made to these documents. 

BB - In the case of the Compliance Committee Charter, the "Role and Responsibilities" 
should include specific mention of''the other Transaction Documents" and to the "ICM". 

AGREED: Crown will consider adding under the "receive reports" heading, reference to 
the ICM and the Transaction Documents. 

(7) Petelex and Deed of Undertaking and Guarantee 

PC - A new Guarantor's Deed has been received and is going to the Authority meeting 
tomorrow. 

(8) PBL Subsidiaries 

BB - A further letter was sent to PBL on this matter on 20 January 2004. 

(9) Mana2ement Reports 

BF - the reports that the Authority wants Crown to provide or make available were detailed 
in item 11 of the attachment of my letter to Crown dated 18 November 2003. 

RC - Crown will be happy with this wording in the proposed Deed. However, Crown 
would be nervous if the Authority wanted to specify the format and would like the clause to 
be general, so that changes over time can be accommodated. 

AGREED: OGR to draft a clause as per part I I and include any other reports or documents 
or material whatsoever requested by the regulator e.g. exclusions appeals. 

(SG Subsequent Note: Could also include in the clause: the right to inspection; right 
to receive copies; documents relating to or from the Crown Board Meeting or 
PBL/Crown Monthly Management Meetings). 
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AGREE D:-We need to discuss separately what from exclusion order files is released to the 
regulator and Crown and how i.e. psychologist's reports are regarded by the client as highly 
confidential. 

(C) CROWN EXTRA ISSUES 

1. Insurance Management Reports 

The existing requirements are currently too prescriptive in the new insurance climate. 

AGREED: OGR to redraft clause 35. 

2. Clause 29 - Disposal of assets and rights ·without Authority's prior approval. 

DC - Crown believes this clause should be restricted to casino assets eg. exclude the second 
carpark. Who cares who actually owns the second carpark? 

SG- the non-casino assets may be relevant to Crown's obligation to maintain the Complex 
world class standard. There are issues relating assets or parts of the Melbourne Casino 
Complex, which are located on land outside the Site Lease. 

AGREED: Crown to draft a provision here for the Authority's comment. 

(D) DISCUSSION ON WORLD CLASS CASINO 

DC - Crown accepts that it is obliged to maintain the Complex to a world class standard. 
SG - This matter is not part of the negotiation 

RC - Crown is concerned that it is being benchmarked against the large luxury casinos on 
the Las Vegas strip where the tax rate is only 6%. If the world class casinos in Las Vegas 
have child creches, does this mean that Crown should have one? What would people like 
Tim Costello say about Crown if it did have a child creche? 

RC - Crown is happy to open that box, if we want to do so. We need to look at other 
aspects. Crown 's ability to deliver a world class casino is affected by the regulatory 
enviromnent -7 so Crown needs to put an argument about tax rates -7 lower tax rates could 
deliver better entertainment. 

BF - We are not here to speak about tax rates. 
PC - Tax charges are for the Minister. Crown is different from the Las Vegas casinos. 
Firstly it is a monopoly. Las Vegas is not the only model. 
RC - Crown has spent $5 million on its Customer Support Centre. How is this taken into 
account? 
PC - The Foxswood Casino is a relevant comparison because it has a large amount of 
repeat business. 

DC - responsible gambling, technology, customer service are all part of the world class 
casino. 

PC - audit process, breadth of games offered also. 
PC - not an issue for this negotiation 
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(C) CRO'WN EXTRA ISSUES continued 

3. Clause 22 - Appointment of Directors, Share controls, etc 

RC - Crown sees Clause 22 requirements and reports as redundant or duplicating ASIC 
requirements and associate requirements of the Casino Control Act. They are overly 
prescriptive. 

AGREED - Crown will submit a redraft of Clause 22 and the OGR will only look at it, but 
there was no agreement regarding the future content of Clause 22. 

4. Clause 30.3 Consent re Leases and Supplementary Agreement -

RC - Crown believes this Clause should be restricted to Casino Assets only. 

AGREED - Crown will submit a redraft and the OGR will only look at it. 

5. Clause 23 - Inspection of Records. 

RC - Crown believes that this Clause is much too broad in scope. It wants the clause 
reviewed in light of specific legislative obligations. It should be narrowed to cover records 
inspections relating only to the Melbourne Casino. 

BF - That would involve someone making subjective decisions. The Authority would want 
to retain its comprehensive rights of inspection. 

PC - in light of removing the single purpose restriction, this change would make sense so 
Crown's other business/es could not be subject to this regulator's scrutiny. The regulator is 
concerned with what happens on the casino gaming floor, which is different from what 
happens in the multi-deck carpark. The clause would have to be amended as a consequence 
of the removal of the single purpose restriction. 

SO - Other records could be relevant to an "associate" inquiry. 

AGREED - Crown will submit a redraft for consideration by the OGR. 

6. Clause 32 -Complement Agreements 

DC - Possibly all of these agreements have expired or are no longer relevant to the authority. 
In the extreme case, none of them are relevant today. 

BB - The Operations Agreement is one Complementary Agreement that still very relevant 
and important to the Authority. 

AGREED - That Crown will submit a revised draft of this Clause. 
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7. Clauses 6-12 and 14-20 re Development and Completion of the Casino -

RC - Crown proposes that all these clauses be deleted. Crown would also like to see the 
OGR' s list of redundant clauses. 

SG - We believe that the matter of redundant clauses could be addressed in a comprehensive 
preamble to the proposed Variation Agreement. 

AGREED that Crown to submit their proposed redraft for consideration. 

(E) MINISTER'S ISSUES 

1. Confidentialitv of the Casino Licence and Casino Agreement 

RC - Crown were uncertain what requirements may "come out of the Minister's Office". 

SG - The Russell Report in May 2000 recommended that the Government make public all 
Government Contracts or negotiate their release, which was in accordance with the 
Government's policy of increasing transparency. This included the Casino Licence/Casino 
Agreement and Licence. 

BF - The Minister has agreed that the Authority can pursue the issues of negotiating with 
Crown for the release of the Casino Licence and the Casino Agreement to the public. 

RC - Does the Minister really want to initiate a public debate in 2004 on what should happen 
on expiry of the casino licence in 2033? Does the Minister want this to be the subject of 
debate in the media, similar to what is happening now with the gaming licences which expire 
in 2012? 

(Note: SG departed at 12.00 pm.) 

RC - Crown recently had an analyst call them the other day wanting to know what was likely 
to happen when their Casino Licence expired, because he was looking at the matter of 
various gaming operator licences expiring. 

RC - Crown would consider possibly releasing the Casino Licence but not the Casino 
Agreement. 

AGREED: Crown will come back to the OGR with its response. 

2. Retention of High Roller Market Share 

PC - The Minister has a concern about Crown's retention of its current High Roller market 
share. 

RC - Crown has invested much more than all the other Australian casinos to attract and 
retain its market share of high rollers. Clearly its aim will be to continue maintaining its 
market share. But how do you mandate this? The short answer is to cut the tax rate. 

RC - Some of its Asian High Rollers have now been regularly visiting Crown every year for 
several years. But it is a well known fact that players like to "property hop". This is a 
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common occurrence in Las Vegas. If you own more than one property, you can generally get 
the patrons to hop from one of your properties to another of your properties and thus retain 
the business within the group. This is what the big US casino companies work hard on 
achieving. 

RC - The risk for Crown's high roller market is what Matthew Slater going to do in this 
market segment. Whether he is going to reopen Sky City to the high roller market to 
complement the three Jupiters' casinos in Queensland. (He also referred to: 4 _J.. l = 7!) It 
would be ideal to have a network of several casinos in Australia to attract a high proportion 
of the world high roller market. 

RC- lt is a "death sentence" to remain a single property casino company. 

RC - It is clear that Australia is rapidly moving to a single TAB pool. This is expected to 
occur within 5 years. Who would have thought this was possible 10 years ago with each 
State having its own stand alone TAB? If Crown remains a single purpose company, to use 
the TAB analogy, how could it compete against a network of Sydney, Perth, Brisbane and 
the Gold Coast? 

RC - As an extreme point, how could Crown remain a "world class" property against such 
competition? It would get run - over! You only have to look at the Imperial Palace casino in 
Las Vegas. It decided to remain as a single property casino company and has just continued 
to go down hill. 

(F) CONCLUDING COMMENTS 

1. Power to Negotiate 
PC - We have the power to negotiate a package of changes to the Casino Agreement, which 
we will submit to the Authority for its approval. Crown would submit the same package to 
its Board for approval. If both the Authority and Crown agree to the proposals, they will 
then be submitted to the Minister for his written approval. 

2. Measures of Financial Health 
PC - We are giving some consideration to the matter of the on-going financial health of 
Crown, in the event that the single purpose restriction is rt.moved. We would expect Crown 
to be also giving some thought to the changes which may be appropriate for the regulator. 

3. Reporting Requirements 
BF - Just to clarify that it was agreed that the Authority/OGR would progress the matter of 
the reports that it will require going forward. In particular the Authority will require reports 
on (a) Budgets; (b) Capital Expenditure; (c) Audit Matters; and (d) Compliance Matters. 

RC - We understand that but we only ask that the Authority keep the specification of its 
requirements as general as possible to acconunodate changed circumstances. 

4. Next Meeting 
It was agreed that the next meeting would take place shortly after the Authority and Crown 
exchange the above mentioned draft documents. 

SG/WLB 
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Review of the Casino Agreement .. ~-, ').. ·.1> j ~ I ...:..·'I 

List of possible proposed amendments. 

Proposed Amendment to the Casino Agreement Ready for 
discussion with 
Crown Limited 

l . Public availability of the Casino Agreement yes 

..., Public availability of the Casino Licence. yes 

3. Retaining ctu-rent market share of commission based players' 
business in Victoria to maximise gross.gaming .. rev~nue: · , .,, -

4. Mainta in the Casino Complex to world class standards, 
incl uding: 

(a) addressing expenditure on new capital and large 
maintenance capital projects (capital expenses); 

(b) addressing expenditure on ongoing maintenance and 
c leanliness (operating expenses). 

[see also item 16(a)J 

yes 

,__s_. ~rn_d_e_p_e_n_de_n_c_e_o_f_1_he~d-ir_ec_t_o_rs_o_f_c_r_o_~_11_L_i_m_i_te_d_.~~~~~J-y-'e_s~~~--~--j 

16. Audit requirements [see also items J6(b). (c) and (e)] f yes 

I 7. Composition of and reporting structure for the Audit yes 
! Committee [see also items 16(d) and (e)] 

~1position o~ and reporting s;ructurc for the Compliance 
I o. ~~~mittce !see also items !6(t) and (g)] 

., . 

9. Full compliance with the Deed of Undertaking [see also item :. 
16(h)] . 

10. Consequences for non-compliance \\'ith the Deed of 
Undertaking [ s~ also item 1 ~.(h)] · · 

yes 

111. Measures of Financial Health; eg - debt/equity -ratio, reduction ' NO { 
'• of capital [see also items 16(i) and G)] . .,. . 

12. Location of Crown's Board meetings. I Yes 

13. Location of Crown's senior management and management I Yes 
meetings. I 

14. Location of Crown 's company secretary Yes 
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Proposed Amendment to the Casino Agreement 

15. Location of Crown's bank accounts for Melb. Casino .. 
operations. · 

Ready for 
discussion with 
Crown Limited 

I 6. Infonnation/documents to be provided or made available to the yes 
Authori ty, including: 

(a) A report on Crown's capital annual expenditure program 
and reports on actual expenditure; [located with Item 41 I 

(b) A report on Crown's in ternal a~d external aud;t programs I Yes --­
and any changes to the programs [see also item 6] 

( c) A report on adherence to or divergence from the internal and 
external audit programs [see also item 6] r 

( d) Provide detai Is of mem bc~shi p of Crown's A edit Committee I ~cs 
and any changes to the reporting structure and membership , 
of the committee [see also item 7] ; ' 

(e) Make available for inspection, or copies if requested ot: 
Audit Committee agendas, papers and minutes of meetings 
[see also items 6 and 7) . 

(t) Provide detai ls of membership of Crown's Compliance yes 
Committee and any changes to the reporting structure and 
membership of the committee [see also item 8]; 

(g) Make available for inspection, or copies if requested of, 
Compliance Committee agendas. papers and minutes of 
meetings tsee also item 8J. 

(h) Notice of any new subsidiaries of PBL; [see also items 9 
and 10] 

(i) A report on Crown ·s annual budget; [see also item 11] 

(j) A report on adherence to or divergence from the budget; 
[see also item 1 I] 

(k) Continuous Disclosure to the Authority under t,\SX 
guidelines. 

17. Insurance Obligations under Schedule Five. 

18. Quarantining Crown from its-other ventures. 

NO 

yes 

yes 
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Position Paper - Item I 

Public Availability of the Casino Agreement 

What does the proposal describe? 

I. It is proposed that the Authority should negotiate with Crown Limited to 
publ icly disclose as much of the Casino Agreement as possible. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russell. 
Mr E Waterman and Dr N Seddon. entitled Contracting. Privatisation, Probity 
and Disclosure in Victoria 1992 - 1999. dated May 2000, ("the Russell Report") 
recommended that -

"where existing government contracts contain confidentiality clauses which 
prevent their being disclosed in full , the government should negotiate with the 
relevant contractors to secure their consent to disclosing as much of the 
contracts as possible'· (at p. 4). 

What will the proposal fix or change? 

3. If Crown Limited agrees with the proposal, it will end public speculation and ill­
informcd debate about Crown·s contractual obligati ons to the Authority. 

What will happen if the proposal is not adopted? 

4. Nothing. The status quo will remain the same. 
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Position Paper - Item 2 

Public Availability of the Casino Licence 

What does this proposal describe? 

I. This proposal is for the Government to publicly disclose as much of the Casino 
Licence as possible. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russel l. 
Mr E Waterman and Dr N Seddon. entitled Contracting. Privatisation, Probity 
and Disclosure in Victoria 1992 - 1999. and dated May 2000. ("the Russell 
Report'') conducted a case study into the Crown Casino. One of the Report 's 
Principal Recommendations drawn from the case study was that -

"The secrecy surrounding the Casino Licence appears unnecessary, as there is no 
likelihood in the foreseeab le future that a casino licence will be granted to a 
competitor. The Review sees no reason for the cond itions of the Licence to be 
kept confidential and recommends that the terms of the Casi no Licence be 
publicly disclosed" (pp. I 08 and 138). 

3. Transparency of Government actions and decision-making is also a principle 
which the current Government advocates. 

What will the proposal fix or change? 

4. Publ ic disclosure of the Licence will providt: lo the public more practical 
in formation about the 1em1s of the Casino Licence and will end public 
speculation and ill-informed debate about the conditions of the Casino Licence. 
It would also be consistent with the Government's principle of transparency and 
would also. 

What will h appen if the proposal is not adopted? 

5. Noth ing. The status 4uo wil l remain the same. 
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Position Paper - Item 3 

THIS ITEM IS NOT READY TO DISCUSS WITH CROWN AS WAJTING 
FOR THE MINISTER'S RESPONSE TO THIS PROPOSAL 

Proposal: Retaining current market share of, or proportion of revenue 
derived from, the Commissioned Based Players' ("CBP's") 
busin ess in Victoria to maximise gross gam ing revenue. 

What does the Proposal describe? 

I . It is proposed that any amendments to the Casino Agreement preserve the 
benefits currently experienced as a result of the Single Purpose Restriction. 
one of which is Crown's valuable CBP gaming business, so that this source of 
gaming revenue is not lost to the State. 

Why is the Proposa l on the List? 

2. This proposal is on the List because Crown has requested the removal of the 
Single Purpose Restriction. Despite CBP profit margins being the lowest and 
this sector of casino gaming revenue being the most volatile, it is considered 
that the CBP sector is integral to the Melbourne Casino's business. 

3. Government tax revenue derived from CBP's represents around 15% of its 
total revenue (Russell Report). Currently. the tax rate applied is 10% 
including a Community Benefit Levy of l %. The tax rate on EGM's and 
Regular Tables is 22.25% including the I% Community Benefit Levy. The 
Crown CBP gambling sector experiences the lowest margins as the "Return to 
Player" is the highest. Also. Crown has to forgo about one third to one half of 
this margin in commission payments and complementary expenses in order to 
attract this type of patron to Melbourne. 

4. Nevertheless, it has been suggested that the CBP's may also have a substantial 
investment impact on the State economy. 

What is the Proposal go ing to Fix'! 

5. This proposal seeks to preserve the benefits currently experienced as a result 
of the Single Purpose Restriction, two of which are-

• protection of Crown's CB P business and the tax revenue earned by the 
Stale: 

• ensuring that Crown remains sufficiently focused on the Melbourne 
Casino Complex to maintain it to world class standards. 

6. These two benefits are interlinked because it is considered that the Melbourne 
Casino's ability to attract CBP players is integral to the Casino being of world 
class standard. 
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What will happen if the proposal is not adopted? 

7. If Crown were to lose its CBP gambling base or it were to be significantly 
reduced. then this would seriously detract from the Melbourne Casino and 
Entertainment Complex being considered and maintained as a world class 
facility. Importantly, the State's tax revenue base would be detrimentally 
affected. 

6. Either of these results would mean that the Casino Agreement would be failing 
to preserve the benefits currently experienced as a result of the Single Purpose 
Restriction on Crown. 
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Review of Casino Agreement 

Position Paper - Item 4 -

Maintain the Casino complex to world class standards 

I. The obligation on Crown to maintain the Melbourne Casino and the Casino 
Complex to world class standards arises from two clauses in the Casino 
Agreement. 

2. First, the Casino Agreement obliges Crown to operate the casino having 
regard to best practices in international casinos of a similar size and nature 
(clause 28 of the Casino Agreement). 

3. Operati ng a casino. having regard to best practices in international casinos of a 
similar size and nature, creates an obligation on Crown to operate and 
maintain both a casino and a casino complex. with all the usual accompanying 
features of entertainment, retail and hotel fac ilities, to world class standards. 

4. Second , if the Single Purpose Restriction is to be removed. such an 
amendment to the Agreement should nevertheless preserve the benefits 
currently experienced as a result of the Single Purpose Restriction, one of 
which is ensuring Crown remains focussed on maintaining the Casino and 
Casino Complex to world class standards. 

5. The following amendments are proposed to achieve these goals. 

Item 4(A) - Addressing expenditure on new capital and large maintenance 
capital projects (capital expenses) 

What docs the Proposal describe? 

I. It is proposed that the Casino Agreement be amended to regulate Crown 's 
commitment to new capi tal and large mai ntenance capital projects (Capital 
Expenditure). 

Why is the Proposal on the List? 

2. The Authority has an obligation to enforce the Casino Agreement which has 
included a restriction on Crown to remain a Single Purpose enti ty. Removal 
of this Restriction would create a risk of the Casino Operator becoming 
di stracted from its operation and maintenance of the Mdboume Casino and 
Casino Complex, to the detriment of~orld class standards of those businesses. 

~ 

3. To regulate and monitor Crown's compliance with these standards, the 
Authority would require annual Capital Expenditure Budget Summary Reports 
with considerable detail itemising proposed expenditure under the headings 
"' Existing Faci lities" and "Major New Construction"'. All capital 
expend itures, which extend beyond one year. would have to be indexed for 
inflation. Detai ls also need to be provided on the actual amount of capital 
expend iture for each financial year. 
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4. Under Clause 16.6 of the Melbourne Casino Operations Agreement, which is 
a Complementary Agreement between Crown and Crown Management P/ L, 
Crown is obliged to make Capital Expenditure (CapEx) allocations to a 
Capital Reserve Account. This clause states : 

·'The Annual Plans and Budget wi ll, for the financial years commencing on 
and after 1 July 1998, provide for the establishment of a special reserve 
account for Capital Expenditure in accordance with clause 16.2 and 16.4 
(""Capital Reserve Account") by paymenr of cash from the Casino Bank 
Account to a special interest bearing account, the amount to be calculated on 
the basis of -

(a) the percentage allocations of revenue provided in the Financial Projections 
for refurbishment; 

(b) the amount of other annua l capital expenditure at the rate anticipated in 
the Financial Projections; and 

(c) in years later than those dealt w ith by the Financial Projections, a manner 
consistent with the methodology in (a) and (b)." 

5. In a letter to the Authority dated 14 Apri l 1999. PBL made the following 
commitment in Point (e) on Page 3: "'PBL will ensure that Crown expends a 
minimum of $300 million over the next I 0 years to improve and maintain the 
Crown Casino assets. " 

6. It is recommended that the Authority should ensure that these Capital 
Expenditure commitments I requirements arc enforced by amending the 
Casino Agreement. 

What is the Proposal going to Fix? 

7. This proposal will reduce the risk of Crown not spending sufficient funds on 
the upkeep and modernisation of the Melbourne Casino and Entertainment 
Complex in order for it to operate and be maintained as a world class fac ility. 

What will happen if the proposal is not adopted'? 

8. The Mel bourne Casino may lose its position of being considered as a world 
class casino which would breach clause 28 of the Agreement and result in a 
reduction of the benefits that derive from Crown functioning as a single 
purpose entity. 

Item 4(B) - Addressing expenditure on ongoing maintenance and cleanliness 
(Operating Expenses) 

What does the Proposal describe'? 

1. For the reasons discussed above, the proposal is to amend the Agreement to 
expressly oblige Crown to spend suflicien1 funds on : 

• Cleaning. 
• Repairs & Maintenance. and 
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• Refurbishment. 

Why is the Proposal on the List? 

2. The Casino Agreement obliges Crovm to operate the casino having regard to 
best practices in international casinos of a similar size and nature (clause 28 of 
the Ca<;ino Agreement). 

3. Operating a casino having regard to best practices in international casinos of a 
similar size and nature creates an obligation on Crown to operate and maintain 
both a casino and a casino complex. with all the usual accompanying features 
of entertainment, retail and hotel faci lities. to world class standards. 

4. To date, Crown has acknowledged its obligation to maintain the casino as a 
world class facility. 

5. Clause 8.2 of the Operations Agreement, which is a Complementary 
Agreement between Crown and Crown Management P/L, obliges Crown 
Management to -

"supervise and direct the management and operation of the Casino and 
Ancillary Facilities [the hotel. restaurants, car park etc l to a first class 
standard comparable to world class international casinos, hotels and other 
faci lities equivalent to those comprising the Casino and Anci llary 
Facilities and shal l ensure that all gaming is conducted in accordance with 
the highest standards of honesty. integrity and courtesy." 

6 . It is recommended that the Casino Agreement be amended to expressly 
include this obligation so that it becomes more specifically enforceable by the 
Authority. to the same standards and level of detail set out in the Operations 
Agreement. 

What is the Proposal going to Fix? 

7. The amendment wil l ensure that the Melbourne Crown Casino and 
Entertainment Complex is kept well maintained and clean to international 
class standards. 

What will happen if the proposal is not adopted? 

8. The Melbourne Casino may lose its posi tion of not being considered as a 
world class casino which would breach clause 28 of the Agreement and result 
in a reduction of the benefi ts that derive from Crown functioning as a single 
purpose entity. 



VCG.0001.0002.8363_0038 

Confidential - prepared by the Legal and Legislation Branch 

Review of the Casino Agreement 

Pos ition Paper - Item 16(a) 

lnformation/documeots to be provided to the Authority including; a report on 
Crown's annual capita l ex penditure program and quarterly reports on actual 
expenditure; (Sec also item 4) 

I. Crov-m·s quarterly financial reports to the Authority should be expanded to 
provide detail s on its budget and actual l:!Xpenditure on capital works (CapEx). 
These capex reports should provide the level of detail provided in the 
following table. which has been provided by Crown on previous occasions. 
The report should distinguish between expenditure on "Existing Faci lities·· and 
··Major New Constructions··. 

Bud Act Bud Act Bud Act Bud 
'01 '01 '02 '02 '03 '03 '04 

Existing Facilities 
New Upgraded Gaming Machines 1.6 9.0 6.9 8.9 
New and Upgraded Table Games 5.4 3.8 0.9 1.6 
Gaming Equip. Replacement 3.2 0.5 0.3 1.1 
Table Games Equip. Replacement 0.8 0.1 0.2 1.3 
MIS 10.0 12.2 2.7 8.4 
Property Refurb ishment 7.6 10.1 8.8 9.3 
Building Infrastructure 9.6 2.6 1.7 3.9 
Furniture & Fittings I Plant & Equip. 4 .5 4.4 1.5 1.4 

42.7 42.7 23 35.9 
Major New Construction 
Promenade Hotel 3.1 20.6 66 .5 45.8 

Total Capital Expenditure 45.8 63.3 89.5 81.7 

Note: The figures in th is table have been previously provided by Crown. The missing 
figures are possibly available in the OGR files, but would need to be located. 
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Review of the Casino Agreement 

Position Paper - Item 5 

Independence of the directors of Crown Limited 

What does this proposal describe? 

I. This proposal describes including a provision in the Casino Agreement that 
requires Crown to ensure that at least one third of its directors are considered to 
be independent. 

Why has this proposal been made? 

2. Crown has a Board of eight directors. Clause 14.2 of Crown's Constitution 
states that: 

''At any given time at least one third of the Board must consist of persons 
who can be fai rly considered as independent of the Sponsors and their 
respective Associates.·· 

3. Before Crown merged with PBL, Crown's Sponsors included companies such as 
I Judson Conway P/L. Since the merger. Crown no longer has any Sponsors. as 
defi ned by the Casino Agreement. Therefore. clause l 4.2 is no longer effective. 

4. Cro'vvn 's Constitution has not been amended to address this issue and, as a 
consequence. it does not properly regulate the question of the independence of 
its directors. 

5. According to the ASX Corporate Governance Principles 2.1 and 2.2. in order to 
ensure that the Board discharges its responsibilities and duties most effectively, 
it is recommended that the Chairman and the majority of the Board should be 
independent. Guidance as to what may constitute an independent director can be 
drawn from the New York Stock Exchange's definition of an independent 
director. The definition of ·'independence" wil l be the same as that defined by 
the ASX or ASIC. 

6. The Authority identified this as an issue of concern in its Second Triennial 
Review Report of June 2000 (at p.27). After the Second Triennial Review, 
Crown indicated to the Authority that it would be reviewing its Constitution in 
relation to this issue. CrO\·vn subsequently advised the Authority on 18 March 
2003 that it had completed its review of its Constitution and had decided to not 
amend it. 

7. In the Third Triennial Review Report (p. 12) the Authority reiterated its concern 
expressed in the Second Triennial Review Report, that "the proper level of 
decision making for the Crown board, which requires a degree of independence 
from the parent company" has not been adopted by Crown Limited. 
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8. Cntil recently. none of the directors of Crown Limited are independent of 
Crown's executive management or of significant income produced or provided 
by shareholdings in Crown 's parent company, PBL, or as a fee for service (not 
including director's fees). ln late 2003. three new directors were added as 
'·independent" Directors of Crown. However. these three people are only 
"independent" directors of PBL, they are not " independent" for the purposes of 
Crown. 

What will the proposal fix or change? 

9. It would improve the corporate governance of Crown to introduce a portion of 
independence to decisions made by the Crown Board of Directors. 

I 0. By adopting a corporate structure in accordance with the ASX or ASIC 
guidelines, the State could also be assured that there is an effective board that is 
committed to adequately discharging its responsibilities and duties by ensuring 
that decisions are made in the best interests of all of Crown' s stakeholders, 
rather than the holding company. 

What w ill happen if the proposal is not adopted? 

11. The corporate governance of Crown would not be functioning at an optimum 
level or according to the best practice as recommended by the ASX. Perceptions 
could exist that decisions made by the directors of Crovm would not be impartial 
if all the directors of Crown are also directors or executives of the PBL Group of 
companies. 
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Review of the Casino Agreement 

Position Paper - Item 6 

Audit Requirements 

What does the proposal describe? 

1. In the Third Triennial Review Report, the Authority expressed a view that Crown 
should outsource its internal audit function or, alternatively, increase the resources 
in this area and change reporting structures so that the head of the internal audit unit 
reports to the CEO and to the Board and not through any line manager. 

Why has this proposal been made? 

2. In the Third Triennial Review of the Casino Operator and Licence, the Authority 
noted that it continues to be dissatisfied with Crown's inadequate allocation of 
resources f'or its internal audit program. The Authority was also dissatisfied with 
the scope and content of the external audit reports supplied by Crown in that they 
have not demonstrated whether the Internal Control Manual (lCM) is adequate or 
whether Crown has been fully complying with it. Departures by Crown from the 
ICM have also been the subject of disciplinary action by the Authority. 

3. The Authority's dissatisfaction to a large extent stems from the fact that, since the 
Arthur Andersen Report, (commissioned by the Authority in 1999) into the risks 
associated with all the regulator' s statutory functions , Crown has fai led to remedy 
the shortcomings which the Authority had identified in the Second Triennial 
Review Report. One of the recommendations made by Arthur Andersen, in its 
report dated January 2000. was that Crown be required to ·'demonstrate thaL 1heir 
own internal audit programs are risk based and that all key risks are reviewed". 

4. As a consequence, the Authority at its meeting on 2 May 2000 determined that 
negotiations be commenced with Crown with a view to amending the ICM requiring 
Crown to outsource its internal auditi ng functions. Tn a letter of 25 September 
2000, Crown advised the Authority that it was strongly opposed to its internal 
auditing function being outsourced. Based upon Crown's promise that add itional 
staff would be recrui ted to enhance its internal audit funct ion, the Authority agreed 
to not require Crown to o utsource its internal audit function. 

5. However. in an investigation into Crown's internal audi t program for the 2002/2003 
financial year. the Authority found that Crown 's projected allocation of 700 staff 
hours to its internal audit function was quite inadequate. Crown subsequently 
advised that -

"J\dditional areas of audit activity are determined each year based on an 
ongoing risk assessment process and emerging issues. The total amount of 
audit work is for any year. consequently far greater than just the scheduled 
program elements''. 
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What will the proposal fix or change? 

6. More information regarding its audit program will be received from Crown. which 
will result in greater clarity and certainty as to whether Crown is complying with the 
ICM. 

What will happen if the proposal is not adopted? 

7. Insuffic ient info rmation will be available for the Authority to ascertain whether 
problems exist in relation to compliance with the ICM. 
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Review of the Casino Agreement 

Position Paper - Item 7 

Composition of and reporting structure for the Audit Committee. 

What does the proposal describe? 

I. This proposal is to amend the Casino Agreement to address the Authority's concern 
that Crown did not have a separate and independent Audit Committee, especially in 
view of the fact that the Crown Board meets only four times a year. 

Why has this proposal been made'? 

2. Such concern stemmed from that fact that the "Directors' Report'' section of Crown's 
Annual Reports for 200 I and 2002 stated that "the company has three Committees -
the Audit Committee, the Compliance Committee and the Remuneration Committee". 
However, the Authority found limited documentation from Crown's Audit Committee 
during its inspection of Crown · s documents that reflected such a structure. This 
prompted a letter of inquiry from the Authority to Crown. Responding by letter of 27 
March 2003. Crown advised that "the Audit Committee and its functions are dealt 
with by the full Board of Crovm Limited". It also advised that the Crown Board 
considered audit matters only twice in 2000, twice in 2001 and three times in 2002. 

3. In its Submission dated 28 January 2004. Crown has provided a copy of its new Audit 
Committee Charter. The Agreement should also provide that the Authority must 
immediately be advised of any changes made to the Charter or the composition of the 
Committee. 

What will the proposal fix or change? 

4. By having a separate and independent Audit Committee, it is likely that any audits 
conducted would better reflect the standard of casino operations and would be a better 
indicator of whether Crown is complying with the ICM. 

What will happen if the proposal is not adopted? 

5. The Audit Committee will continue to not function independently of the Board. If the 
Internal Auditor is unable to report directly to the Board. rather than through the line 
manager, its views may be compromised or problems or concerns may not be 
detected, or not detected early enough. if those charged with detecting them have 
other, possibly conflicting, interests (for example, as members of another Committee). 
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Review of the Casino Agreement 

Position Paper - Item 8 

Composition of and reporting structure for the Compliance Committee. 

What docs the proposal describe? 

I. The proposal is fo r the Casino Agreement to be amended to address the Authority's 
view. which was expressed in the Third Triennial Review, that­

there should be an independent Compliance Committee; and 
the Compliance Committee should have an appropriate reporting structure that 
renects its obligations under the original Enforceable Undertaking entered into 
with the Australian Securities and Investment Commission ("ASTC"'). 

Why has this proposal been made? 

2. During investigations fo r the Third Triennial Review. the Authority found that. on 
1 March 2000. Crown replaced the Board-based Compliance Committee with a 
management-based compliance committee chaired by Cro\vn·s Chief Executive 
Officer. This diminution in status of the Compliance Commil1ce falls short of best 
practice for a company holding a casino licence and of its previous commitments to 
the Authority when compared to other Casinos around the world. The Triennial 
Re,·icw Report noted that: 

.. By comparison. the Compliance Program fo r Park Place Entertainment Inc, 
v. hich has large casinos in >levada and New Jersey in the USA, states that its 
Compliance Committee must have at least five members and that a majority of 
them must be non-officers of the company." 

By having a management-based compliance committee, any breaches by Crown may 
be inadvertently overlooked or. at worst. concealed from the Board. To this extent. it 
wou ld be difficult to hold the Board accountable. 

3. In October 2002. Crown's external auditors (Ernst & Young) identified two significant 
breaches of the Internal Control Manual relating to failures by Crown's Internal Audit 
Department in the financial year ended on 30 June 2002. It is essential that internal 
failures which lead to problems such as this be identified and add ressed effectively at 
an early stage. 

4. While the Authority accepts that casino operations can be adequately controlled from 
tht: management level. it expects lhat. if Crown is to exercise best practice standards, 
Crown·s Compliance Committee should be returned to Board level. 

5. In it Submission dated 28 January 2004. Crown has provided a copy of its new 
Compliance Committee Charter. The Agreement should also provide that the 
Authority must immediately be advised of any changes made to the Charter or the 
t.:omposition of the Committee. 

What w ill the proposal fix or change? 
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6. By having a separate and independent Compliance Committee, the Committee may act 
as an early warn ing system in identifying serious breaches of the ICM and will be 
better equipped to deal with and report to the Board in an effective manner. 

What will happen if the proposal is not adopted? 

7. With the cut-backs in funding and having the compliance committee at management 
level, Crow11 may not be fully equipped to address internal failures or concerns at a 
sufficiently early stage to avoid breaches of the ICM. 
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Review of the Casino Agreement 

Position Paper - I tern 9 

THIS ITEM REQUIRES FURTHER DISCUSSION WITH THE OGR BEFORE 
OISCUSSION WITH CROWN. 

Deed of Undertaking & Guarantee 

What does the proposal describe? 

1. The proposal describes a need to ensure that Publishing and Broadcasting Limited ("PBL") 
delivers to the Authority and the State New Guarantee Agreements executed by its 
subsidiary. Petelex Pty Ltd (''Pete!ex''). and other relevant subsidiaries, as required by 
clause 6.2 of the Deed of Undertaking and Guarantee ("the Deed'} 

Why has this proposa l been made'! 

2 . Under the Deed, the PBL Group of companies guarantee that the Crown Group of 
companies wi ll meet the 'Guaranteed Obligations' under the 'State Documents', which are 
the obligations under the Casino Control Act 1991, the Casino Licence, the Casino 
Agreement. the Management Agreement. the Site. Lease and the State Charge. 

3. Under c lause 6. l(a) of the Deed, if PBL acquires or creates a subsidiary, it is required to 
del iver to the Beneficiarjes (the Authority and the State) a New Guarantee Agreement if 
the subsidiary, in effect, holds a broadcasting licence or a core title and either holds more 
than 10% of the total assets or has more than 10% of the operating profit of the PBL 
Group. 

4. Pete!ex owns about 65 subsidiaries of PBL. including Nine Network Australia Pty Ltd 
and Australian Consolidated Press Limited. which together control most of PBL · s 
television and magazine interests. 

5. PBL has indicated in a letter to the Chairman of the Authority. dated I 8 March 2003. that 
it does not believe it is required to procure a Nev·.: Guarantee Agreement from Petelex. 
This view is contrary to the legal advice the Authority has received from Maddocks. which 
is that Pctelcx is required to provide a New Guarantee Agreement as it clearly owns more 
than 10% of the assets of the PBL Group and/or contributes more than 10% of the Group's 
consolidated net profit. 

6. The Office of Gambling Regulation has also identified a number of other recently acquired 
or created subsidiaries that may be obliged to provide a New Guarantee Agreement to the 
Authority and the State. 

What is the proposal going to fix? 

7. The proposal to require PBL to deliver to the Beneficiaries New Guarantee 
Agreements from Petelex and other relevant subsidiaries will strengthen the existing 
guarantees given to rhe Authori ty and the State under the Deed. It will address PBL"s 
current d isinclination to comply with the Deed in relation to Petelex. 
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What will happen if the pl"oposal is not adopted? 

8. While Pete I ex is not a party to a New Guarantee Agreement, the strength of the 
exist ing guarantee is reduced. 
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Review of the Casino Agreement 

Position Paper - Item t 0 

THIS ITEM REQUIRES FURTHER DISCUSSION W.ITH THE OGR BEFORE 
DISCUSSION WITH CROWN. 

Consequences for non compliance with the Deed of Undertaking and Guarantee 

What does the proposal describe? 

1. The proposal describes amendment of clause 31.2 of the Casino Agreement to enable the 
Authority to serve a show cause notice on Crown under section 20(2) of the Casino 
Control Act 1991 ("the Act") for PBL's non-compliance with the Deed. 

Why has this proposal been included in the list? 

2. Under clause 4.5 of the Deed of Guarantee and Undertaking ("the Deed"). the Authority 
may issue a notice to Crown Limited under section 20(2) of the Act, but only if PBL fails 
to deliver to the State a letter of credit. There are currently no consequences under the 
Deed if PBL fails to comply with any other ob ligations under the Deed, such as ensuring 
relevant subsidiaries execute a New Guarantee Agreement under clause 6 of the Deed. 

3. There are two options for addressing the problem of non-compliance with Deed. They 
are: 

(i) Amend the Deed to make non-compliance with clause 6 an Event of Default 
under the Deed. This would entitle the Authority to serve notice on the casino 
operator under section 20(2) of the Casino Control /\et requiring the casino 
operator to show cause why disciplinary action should not be taken against it 
for PBL's default under the Deed. This option is not recommended because it 
would require the approval of the Minister for Gaming. PBL, Crown Limited 
and each of the sixteen other guarantors under the Deed to amend the Deed. 

(ii) Amend the Casino Agreement so that that non-compliance with clause 6 of the 
Deed will constitute a breach of the Casino Agreement so as to entitle the 
Authori ty to serve a show cause notice on the casino operator under section 
20(2) of the Act. This option is the recommended option because Crown 
Limited and the Minister have already agreed in principle to amendment of the 
Cas ino Agreement. 

What is the proposal going to fix? 

4. The proposal wou ld fix the current situation whereby the Authority has no statutory or 
contractual power to address or regulate PBI:s non-compliance with clause 6 of the 
Deed. 

What will happen if the proposal is not adopted? 

5. PBL will continue to be able to create or acquire significant subsidiaries without 
procuring a New Guarantee Agreement from them if required by the Deed. This 
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situation reduces the strength of the existing guarantees under the Deed and leaves 
the State vulnerable. It also undermines the Authority's position as a party to the 
Deed and as the statutory regulator of the casino operator. 
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Review of the Casino Agreement 

Position Paper - Item 11 

T HIS ITEM REQUI RES FURT H ER DISCUSSION WlTH THE OGR BEFORE 
DISCUSSION WITH CROWN. 

Measures of fin ancial health 

NOTE: Commercial and financial advice is being sought by the Legal and Legislation 
Branch of the OGR regarding possible alternative and appropriate tests of Crown's and 
PBL 's financial health. 

Why has this p roposal been made? 

I. It is proposed that the Casino Agreement be amended to reduce the maximum amount 
of debt that Crown may cany without approval of the Authority. 

2. Clause 22. 1 (m} of the Casino Agreement currently prohibits Crown's Total Liabil ities 
from exceeding 60% of Total Assets. As pointed out in the Third Triennial Review of 
the Casino Operator and licence. Crown has not breached the 60% debt/equity ratio. 
Following its acquisition of Crown in June 1999. PBL subscribed additional equity 
which resulted in a substantial reduct ion in the ratio from close to 60% to less than 
20%. This, however, increased again in August 2002 when Crown used $1,000M to buy 
back 840.JM shares from PBL, increasing the ratio to 42%. 

3. The 60% debt/equi ty ratio was included in the Casino Agreement to ensure that the 
casino licence holder remained financially stable during the development phase of the 
casino project. when the company would be expected to carry a high level of debt due 
to construction and commissioning costs. Now that the development phase of the casino 
project is complete, it is reasonable to reduce the al lowable debt/equity ratio to ensure 
that Crovvn remains financially stable. 

4. The average solvency rati o for Australian casino and gaming companies for the period 
2001-2003 was 47%. Crown ·s average solvency ratio over this same period was 37%, 
whi lst PBL had an average of 46%. This is in contrast '"·ith the average solvency rate 
for overseas casino companies of 75%. (It should be noted that these figures are for a 
relativt:l y short period of time and no a llowance has been made for the possibility that 
unusual circumstances may have influenced the business of the companies during this 
time.) 

5. It is recommended. therefore, that rhe agreement be amended to reduce the debt/equity 
ratio to 46%. which is considered to be a much more appropriate level and in line with 
PBI:s average during the period 200 1-2003. Alternately, the amendment could be the 
higher ratio of 50%. being roughly equivalent to the average for all Australian casino 
and gaming companies. 

6. Clause 22. 1 (ma) of the Casino Agreement imposes a 60% debt/eq uity ratio on PBL and 
its subsidiaries. We do not intend proposing that this be amended . Although 50% may 
be considered more appropriate, PBL is a large and diversified group and it should not 
be as constrained as Crown. 
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What will the proposal fix or change? 

7. It will ensure that the amount of debt that Crown incurs is maintained at a reasonable 
level and thereby ensure that Crovro remains financial ly stable. 

What will happen if the proposal is not adopted'? 

8. Crown' s debt/equity ratio may, at some time in the future, exceed 50% (this may be 
more likely if the single purpose restriction is removed and Crown acquires other casino 
interests). 
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Review of the Casino Agreement 

Position Paper - Item 12 

Location of Crown's Board meetings 

Why has this proposal been made? 
r 

1. It is proposed that the Casino Agreement be amended to require at least ?Sf of all 
Crown Board meetings to be held in Melbourne. 

2. The Crown Board currently meets approximately 4 times per year, with most meetings 
being held in Melbourne. 

What will the proposal fix or change? 

3. The purpose behind such a requirement is to ensure that Crown is not controlled by a 
remote Board, unfamiliar with the local environment within which the casino business 
operates and unavailable to address urgent issues at the casino. 

What will happen if the proposal is not adopted? 

4. Nothing. The Crown board will continue to meet as at present. 
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Review of the Casino Agreement 

Position Paper - Item 13 

Location of Crown's senior management and management meetings 

Why has this proposal been made? 

1. It is proposed that the Casino Agreement be amended to require Crown to be managed 
by personnel located in Melbourne. 

It is proposed that this requirement apply to all senior management, includ ing the Chief 
Executive Officer, the Chief Financial Officer, the Chief Operating Officers. and other 
senior managers such as the heads of the various operating divisions. 

What will the proposal fix or change? 

3. The purpose of such a requirement is to: 

• assist the Authority to carry out its regulatory functions by providing ease of 
access to relevant company officers, especially where access is urgently 
required: and 

• ensure that senior management maintain a thorough understanding of Crown's 
operations by being colocated with. or based near. the Melbourne casino 
business. 

What will happen if the proposal is not adopted? 

4. Crown may. at some time in the future. decide to locate senior management in a place 
other than Melbourne (this may become more likely if the single purpose restriction is 
removed and Crown acquires other casino interests interstate). 
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Review of the Casino Agreement 

Position Paper - Item 14 

Location of Crown's company secretary 

Why has this proposal been made? 

I . It is proposed that the Casino Agreement be amended to ensure that at least one 
Company Secretary appointed by Crown con tinues to be located in Melbourne. 

2. The Corporations Act 2001 stipulates that a company secretary must ''ordinarily reside 
in Australia" . Crown currently has two Company Secretaries. one based in Melbourne 
and the other in Sydney. 

3. Crown has stated that having a Company Secretary located in both Sydney and 
Melbourne "enhances the focus on corporate governance and ensures the company 
meets and discharges its legal obligations". From the Authority's point of view, having 
at least one of Company Secretary located in Melbourne would also facilitate the 
service of notices etc on Crown. 

What will the p roposa l fix or change? 

4. The proposal would ensure that at least one Company Secretary is located in 
Melbourne. 

What will happen if the proposal is not adopted? 

5. Crown may decide, at some time in the future. to not locate a Company Secretary in 
Melbourne (this may become more likely if the single purpose restriction is removed 
and Crown acquires other casino interests interstate). 
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Review of the Casino Agreement 

Position Paper - Item 15 

THIS ITEM REQUIRES FURTHER DISCUSSION WITH THE OGR BEFORE 
DISCUSSION WITH CROWN. 

Location of Crown's bank accounts for the Melbourne Casino operations 

Why has this proposal been made? 

1. It is proposed that the Casino Agreement be amended to reinforce the requirement that 
Crown either locate all bank accounts for its Melbourne Casino operations in Victoria 
or sweep all non-V ictorian accounts into a Victorian account on a daily basis. 

2. Section 123( I) of the Casino Control Act I 991 requires Crown to keep and maintain 
separate bank accounts at .. an authorised deposit-taking institution in the Stale for all 
banking transactions arising under this Act'' . Any such bank accounts must be 
approved by the Authority. 

3. The Internal Control Manual includes a proced ure for the opening and operation of 
other bank accounts. 

4. The requirement under section 123 is, however, limited to accounts for transactions 
arising under the Act. Crown may have other accounts relating to its Melbourne Casino 
operations that do not fa ll within the scope of section 123. Tt would be desirable that all 
accounts relating to the Melbourne Casino are located in the state. making it less 
onerous for OGR to monitor and inspect the accounts on behalf of the Authority. This 
will also avoid any possible jurisdictional difficulties that may be associated with 
accounts held outside Victoria. 

What will the proposal fix or change? 

5. The proposal will ensure that all bank accounts associated with Cro\N11·s casino 
operations are located in Victoria. or be swept on a daily basis into a Victorian account. 
thereby ensuring convenient access for compliance monitoring and inspection purposes 
and removing any possibility that jurisdictional issues may arise in relation to the 
Authority's enforcement activities. 

6. The proposal wil l also al low the Authority, where Crown is in breach of the new 
requirement. to issue a Notice under clause 3 1.2 of the Casino Agreement requiring 
Crown to remedy the breach. If Crown fai led to comply with the notice, the Authority 
could issue a ··show cause notice" under section 20(2) of the Casino Control Act 1991. 
This process would apply to all bank accounts related to the casino (rather than be 
li mited to those arising under the Act. as at present) and would allow the Authority to 
take as soon as a breach became apparent, rather than having take disciplinary action at 
a much later stage. 

What will happen if the proposal is not adopted? 

7. Nothing. The status quo will remain. 
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Rcl-·icw of the Casino Agreement 

Position Paper - Items 16(b) and (c) 

Information/Documents to be provided to the Authority: 

• A report on Crown's internal and external audit programs 
and any changes to the programs 

• A report on adherence to or divergence from the internal and 
external audit programs 

What does this proposal describe? 

l. To amend the Casino Agreement to require Cro~1n to report on Crown's 
internal and external audit programs. any changes to the programs and on 
adherence to or divergence from the internal and external audit programs. 

Why has this proposal been made? 

In the Third Triennial Review of the Casino Operator and Licence, the Authority was 
critical of Crown 's inadequate allocation of resources for its internal audit function. 
In a letter dated 18 June 2003. Crown responded to the Authority's findings by 
suggesting: 

"that the Authority's conclusions were misinformed. That the Authority's 
fi nding that Crown ·s schedule internal audi t program for the 2002/2003 
financial year amounted to a total of only 700 hours was based upon limited 
infom1ation." 

Crown also advised that the internal audi t program document obtained and reviewed 
by the Authority: 

.. was only part of Crown 's three year internal audit plan. This plan details the 
schedule elements of the internal audit program for each year. Additional areas 
of audit activity are determined each year based on an ongoing risk assessment 
process and emerging issues. During the year ended 30 June 2003, Crown 
conducted in excess of 2400 hours of internal audit not the ' 700 hours' which 
underpins the t\uthori ty"s finding:' 

The Authority· s fi ndings were based upon the information previously provided by 
Crown of the projected internal audit activity. To assist the Authority to assess 
Crown' s audit activities. Crown should provide to the Authority reports on Crown's 
internal and external audit programs. It is also recommended that should there be any 
changes to Crown·s schedule audit programs, the Authority should be advised in 
writing of such changes within 30 days. 

What will the Proposal fix or change? 
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The proposed provision of the above mentioned information should assist the 
Authority in monitoring Crown's compliance with its internal and external aud it 
programs as advised by Crown. 

What will happen if the proposal is not adopted? 

The Authority wi ll not have adequate infonnation on which to base an assessment of 
Crown's internal audit program and any depatiures by Crown from the program. 
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Review of the Casino Agreement 

Position Paper - Items l6(d) and (e) 

Information/Documents to be provided or made available to the Authority: 

• Provide details of membership of Crown 's Audit Committee 
and any changes to the reporting structure and mem bership 
of the Committee and proposed dates of meetings. 

• Make available for inspection, or copies if requested of, 
Audit Committee agendas, papers and minutes of meetings. 

What does this proposal describe? 

I . To amend the Casino Agreement to require Crown Limited to report on 
membership of its Audit Committee. any changes to the reporting s tructure 
and membership of the Audit Committee and to provide the Authority with a 
copy of the Audit Committee agendas. papers and minutes of meetings. 

Why has this proposal been made? 

The Authority is concerned that Crown does not have a separate and independent 
A udit Comm ittee. especially in view of the fact that the Crown Board meets only four 
times a year. 

By requiring Crown to provide the Authority with a list of members on the Audit 
Committee, the Authority is better able to examine and determine the appropriateness 
of the comm ittee's membership. Should there be a change to the membership of the 
Audit Committee. the Authority should be advised in writing within 30 days. 

What will the Proposa l fix or change'? 

The avai labi li ty of the Audit Committee agendas, papers and minutes of meeting will 
assist the Authority to better monitor the activities of the Audit Committee and help to 
alleviate the Authority's concerns in relation to the independence of the Audit 
Committee. 

What will happen if the proposal is not adopted? 

The current unsatisfactory situation will continue. 
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Review of the Casino Agreement 

Position Paper - Items 16(t) and (g) 

Information/Documen ts to be provided or made available to the Authority: 

• Provide details of members hip of C rown's Compliance 
Committee and any changes to the reporting structure and 
membership of the Committee. 

• Make available for inspection, or copies if requested of, 
Compliance Committee agendas, papers and minutes of 
meetings. 

What docs this proposa l describe? 

1. To amend the Casino Agreement to require Crown Limited to report on 
membership of Crown's Compl iance Committee, any changes to the reporting 
structure and membership of the Committee and a copy of the Compl iance 
Committee agendas, papers and minutes of meetings. 

Why has this proposal been made? 

During the period of the Review. the Authori ty identified that Crown had problems in 
ensuring compliance with regulatory requirements relating to corporate governance. 
Crown's external auditors (Ernst & Young) identified in October 2002 two significant 
breaches of the Internal Control Manual relating to fai lures by Crown's Internal Audit 
Department in the financial year ending on 30 June 2002. 

By requiring Crown to provide the Authority with a list of members on the 
Compliance Committee. the Authori ty is better able to examine and determine the 
appropriateness of its membership. Should there be a change to the membership of 
the Compliance Committee, the Authority should be advised in writing within 30 
days. 

The availability of the Compliance Committee agendas, papers and minutes of 
meeting wi ll assist the Authority to better monitor the activities of the Compliance 
Committee. 

What will the Proposal fix or change? 

It will allo\"' the Authority to better scrutinise the function of the Compliance 
Committee and to ensure that Cro\v11 continues to exercise best practice standards for 
a company holding a casino licence. 

What will happen if the proposal is not adopted'? 

The current unsatisfactory situation will continue. 
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Review of the Casino Agreement 

Position Paper - Item 16(h) 

THIS ITEM NE.EDS TO BE RECONSIDERED BY THE OGR AND MAY BE 
DEL ETF.O. NOT TO BE DISCUSSED WITH CROWN AT THIS STAGE. 

Information/documents to be provided to the Authority, including Notice of any 
new subsidiary of PBL 

What does the proposal describe? 

I. The proposal describes amendment of clause 22 of the Casino Agreement (Conditions 
Relating to Company Structure) to make it an obligation on the casino operator to give the 
Authority notice of any new subsidiary of PBL. 

Why has this proposal included in the list? 

2. There is currently no obligation on PBL to advise the Authority of any new 
subsidiaries created or acquired by PBL. This makes it difficult for the Authority to 
monitor PBL·s compliance with the Deed of Undertaking and Guarantee c ·rhe Deed .. ) 
in a timely manner. 

What is the proposal going to fix? 

3. The proposal wi ll fix the type of situation that has arisen in relation to Petelex PTY 
Ltd and possibly in relation to some other recently acquirt:d subsidiaries of PBL where 
Pl3L failed to give the Authority notice of the matters in clause 6. I (1) of the Deed. 

What will happen if the proposa l is not adopted? 

4. If the Authority is not properly notified as to the acquisition or creation of a subsidiary 
by PBL. it adversely affects the Authority's abi lity to monitor PBL' s compliance with 
the Deed and the subsidiary's assets may remain beyond the reach of the guarantees 
under the Deed. 
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Review of the Casino Agreement 

Position Paper - Item 16(i) 

A report on Crown's annual budget 

Why has this proposal been made? 

I. It is proposed to amend the Casino Agreement to require Cro~'Tl to give the Authority a 
report on its annual budget. 

2. Clause 25.2 of the Casino Agreement requires Crown to immediately notify the 
Authority of any information necessary to ensure that the Authority is able to make an 
informed assessment of the assets and liabilities, financial position, profits and losses 
and prospects of the company. Crown must also provide. within 15 days of the end of 
each quarter. a report consisting of: 

• profit and loss accounts and cash fiow statements comparing budget against year 
to date; 

• a balance sheet as at the last day of March , September and December; and 

• budgeted profit and loss and cash flow statements to the end of the current 
financial year. 

3. Section 128 of the Act also requires Crown to submit to the Authority repons relating to 
the operations of the casino containing the information specified by the Authority in 
writing. 

What will the proposal fix or change? 

4. In the past, \.Vhen it was a publicly listed company. Crown was reluctant to provide 
quarterly reports, comparing year to date results agai nst its budget, because it claimed 
this was price sensitive information. Crown was of the view that providing this 
information would breach the ASX Listing Rules on conti nuous disclosure. In response, 
the Authority agreed to waive the requirement under the Casino Agreement to provide 
this information on the basis that Crown would. instead. provide the Authority with a 
copy of its approved budget. which would enable the Authority to make its own 
comparison. 

5. Although from the Authority's point of view it may be desirable to enforce the 
requirement to provide quarterly reports, comparing year to date results against its 
budget. as currently provided for in the Casino Agreement, an alternative would be to 
amend the agreement to reflect current practice. 

What will happen if the proposal is not adopted? 

6. The status quo wi ll remain. with some confusion as to the level of information that 
Crown is required to provide and the time by which such information should be 
provided. 
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Review of the Casino Agreement 

Position Paper - Item 16(j) 

A report on adherence or divergence from the budget 

Why has this proposal been made? 

1. Clause 25 .4 of the Casino Agreement requires Crown to provide Quarterly 
financial Reports to the Authority in the form specified in Schedule Four of the 
Casi no Agreement This specifies the fol lowing items 
• Profit and Loss Account and Cash flow Statement comparing budget against 

actual for the year to date; 

• Balance Sheet al last days of March, September and December; and 
• Budgeted Profit and Loss and Cashflov.- Statements to the end of the current 

fi nancial year. 

2 . In response to letters from Crown dated 19 July 199\ 27 October 1995 and 15 
November I 995, the Authority at its meeting on 2 1 ovember 1995, agreed to 
waive, unti l further notice, the obligations on Crown to comply with certain parts of 
clause 25.4. This decision was conveyed to Crown in a letter dated 24 November 
1995. Paragraph (d) stated that "The requirements to compare 'budget against 
actual" for the year to date and to provide budgets ' to end of current financial year· 
are waived until af1er the permanent casino is opened, when the matter will be 
reconsidered." 

3. It is understood that the Authority subsequently agreed to accept receipt from 
Crown of a copy of its annual budget as satisfying its obligations with respect to the 
provision of budget figures. This matter is currently being researched. 

4. Each year s ince the permanent casino opened. Crown has made a presentation to 
the Director of Casino Surveil lance and other regulatory staff on its budget fo r the 
coming year. This traditionall y occurred in July or August and on three occasions 
coincided with presentations for the three Triennial Reviews. In 2003. Crown 
questioned why it had to provide a copy of its budget prior to the submittal of its 
September Quarterly report in October 2003. It appears that Crown is not so 
forthcomi ng with this info rmation as in the past and that it may in future be 
necessary to fo rmally require such budget information. 

What will the proposal fix or change? 

5. The proposal will clari fy what information is required by the Authority and the time 
by which such information must be provided by Crown. It would . therefore. remove 
the need for requests to be made to Crown for the information. 

What w ill happen if the proposal is not adopted? 

6. There would be uncertainty regarding Crown's obligations to provide the important 
financial information to the Authority leading to uncertainty as to whether Crown is 
in breach of its obligations. 

l:\LEGA L\Casino Agreement Review\Posi tion Papers\PosPaper No. I 6(j).doc 
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Review of the Casino Agreement 

Position Paper - Item 16(k) 

THIS ITEM REQUIRES FURTHER DISCUSSION WITH THE OGR BEFORE 
DISCUSSION WITH CROWN. 

Continuous disclosure 

Why has this proposal been made'! 

I. It is proposed that the Casino Agreement be amended to require Crown to give to the 
Authority some of the same type of information that Crown would be required to give 
the Australian Stock Exchange Limited ("ASX") if Crown were a publicly listed 
company. lt is also proposed that the Casino Agreement be amended to allow the 
Authority to inspect Crown Board or Management Committee minutes and papers as 
required, wi thout having to issue a notice under section 26 of the Casino Con1rol Act 
1991. 

2. Under clause 25 of the Casino Agreement, Crown is required to give the Authority: 

• immediate notice of any in fo rmation necessary to ensure that the Authority is 
able to make an informed assessment of the assets and liabilities, financial 
position, profits and losses and prospects of the company; 

• notice of any event or circumstance which would be material to the company 
having regard to the definition of materiality in Australian Accounting Standard 
AASS; and 

• a copy of any notices or information given to, or received from, the Australian 
Securities and Investment Commission (the notice or information must be given 
to the Authority on the day it given or received). 

3. The Third Triennial Review of the Casino Operator and Licence stated that the 
Authority would like to establish a process whereby Crown will inform the Authority of 
specific matters that are necessary for the Authority to carry out its regulatory function. 
The Authority indicated that its role would be enhanced if Crown were required to give 
the Authority any infom1ation that a publicly listed company is required to give the 
ASX under the continuous disclosure obligations contained in the ASX Listing Rules. 

4. Clause 25.1 of the Casino Agreement requires Crown to give the Authority any 
infomrntion that it would be required to give the ASX if Crown were a listed company. 
Crown is not. however. required to comply with this requirement, as it is not a listed 
company in the normal sense. (Crown does. however. have unsecured notes that are 
listed and. for this reason. must still submit some reports to the ASX. When these notes 
mature in August 2005 there will be a diminution in the amount of information 
available to the public and the Authority.) 

5. Although some of the information a company is required to disclose under the Listing 
Rules is not really appropriate to Crown as a wholly owned subsidiary of PBL, it is 
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proposed that the information Crown should be required to give the Authority under an 
amended clause 25.1 would include: 

• any infonnation that a reasonable person would expect to have a material effect 
on financia l viability or stability of the company; 

• information relating to any share buy-back scheme or other capital reduction 
scheme; 

• any reorganisation of the company's capital, any call on its shares or any 
proposed issue of shares; 

• the outcome of any resolution put to a meeting of shareholders; 
• the contents of any prepared announcement to be presented to a meeting of 

shareholders; 
• a copy of any document sent to shareholders; and 
• details of any ··notifiable interest" of a director and any change to that interest. 

6. It should be noted that although some of the above listed information may not be 
relevant to Crown at present, the Casino Agreement should be amended so that it takes 
into account possible changes to Crown's ownership or structure in the future. For 
example. Crown may sell some of its shares. which would then bring the requirements 
relating to shareholder meetings and notices into operation. 

W hat w ill th e proposal fix or change? 

7. The proposal will ensure that the Authority has access to all the information that is 
necessary to enable the Authority to carry out its regulatory functions. 

What will happen if the proposa l is not adopted? 

8. The status quo will remain. The Authority may not become aware of a change in 
Crown's circumstances until long after the event which could have an adverse effect on 
rhe regulation of casino operations. 
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Review of the Casin o Agreement 

Position Paper No. 17 

THIS ITEM REQUIRES DISCUSSION WITH THE OGR BEFORE IT CAN BE 
DISCUSSED WITH CROWN 

Insurance 

Why has this proposal been made? 

I. It is proposed to amend the Casino Agreement to remove all obligations on Cro'>-'11 
to insure items or events relating to the construction phase of the Casino Projecr, as 
these are now obsolete. It is also proposed to update the remaining prov isions to 
bring them into line with the cover that is available in today's insurance market. 

Background 

2. Clause 35( I) of the Casino Agreement requires Crown to insure and keep insured all 
of its Assets and Rights1 for the risks set out in Schedule 5 of the Agreement for 
both construction phase and operations phase of the casino project. 

3. Schedule 5 also specifies the limits of liability, the amount of any excess and the 
period of cover. Clause 35(1) also requires "the interests of the State, the Authority 
and any Mortgagees to be noted by endorsement on the policy". 

4. It should be noted that the Lease for the Casino site between the Minister for 
Finance for the State of Victoria and Cro\.vn Limited also imposes an obligation on 
Crown to insure and keep insured each and all of its interests and each and all of the 
Minister' s interests in: 

• the Site and every part of the Site; 
• all buildings, structures, extensions and improvements on the Site; 
• all equipment, fixtures, fittings and other assets used in or in connection with 

the Site. 

5. Crown has. therefore. a legal obligation to insure. separate from that imposed by the 
Casino Agreement. albeit an obl igation that is not as specific as that imposed by the 
Casino Agreement. It would appear, on the face of it, that this obligation would 
require Crown to maintain most. if not all. of the insurance cover listed in Schedule 
5. 

6. The most important difference between the obligation to ensure under the Casino 
Agreement and the obligation under the Lease is. however, that a breach of the 
obligation to insure under the Lease is not grounds for the Authority to issue a 
"'Show cause" notice under section 20 of the Act2. If Crown fails to comply with the 

1 
.. Assets and Rights" is defined in clause 2 of the Casino Agreement as meaning "all the present and 

future undertaking, property, assets and rights of or held by the Company". 
~ It is. however, arguable that the Authority could issue such a notice under clause 25.2 of the 
Management Agreement on the grounds the Crown was in breach of clause 4 l(c) of the Management 
Agreement wh ich requires Crown 10 ·'comply with the terms and conditions of each Lease to which it is a 
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obligation to insure under the Lease. the Minister has the capacity to issue a notice 
requiring Crown to remedy the breach and ultimately to regain possession of the 
Site if Crown fails to comply with the notice. 

7. While there commercial imperatives for Crown to maintain appropriate insurance. il 
is also important for either the State or the Authority to monitor and regulate the 
maintenance of insurance as the State has an insurable interest in the Site and the 
Casino Complex. From a regulatory point of view, it is more efficient and 
expedient for the Authority to continue to monitor and enforce Crown's insurance 
obligations because the ~inister has not appointed any other person to do this for 
him. It is also easier for the Authority to enforce Crown's obligations via 
disciplinary proceedings than it would be for the Minister to enforce the lease with a 
threat of regaining possession of the Site. 

What will the proposal fix or change'? 

8. The proposal will remove the regulation of many of the types of insurance policies 
in Schedule Five that the Authority has no interest or jurisdiction to monitor 

Policy excess 

9. As pointed out in lhe advice provided to the Authority by Sparke Belmore, 
solicitors, in March 2003, a number of the insurance pol ices maintained by Crown 
do not comply with the requirements set out the Schedule 5. This non-co mpliance 
mostly relates to the level of the excess applying to each policy. 

I 0. Crown maintains that it has complied with the Casino Agreement. It argues that 
clause 35. 1 (a)(i) requires that Crow11 maintain insurance for the risks and amounts 
set out in Schedule 5, meaning the risks in set out in columns I and 4, and the 
amounts set out in column 2. Crown claims to have complied with these 
requirements. 

I I. Cro\.\.'11 also argue that, even if its interpretation of clause 35 is incorrect, changed 
market conditions mean that some of the policy excesses in Schedule 5 are not 
attainable in today's insurance market. Apati fom1 some concerns about the level of 
excess in relation to Crovm's Directors and Officers insurance and its crime cover. 
Sparke Belmore shares this view. Crown indicated in its letter to the Authority dated 
16 April 2003, that it would make a submission to the Authority seeking 
amendments to clause 35 and Schedule 5. Crown may, therefore, raise these issues 
during the negotiations on the review of the Casino Agreement. 

12. The options in relation to the level of excess prescribed by Schedule 5 are to either: 

• remove the excess limits from Schedule 5; or 
• replace the excess limits from Schedule 5 with levels that arc appropriate 

having regard to today's insurance market. Further advice could be sought 

party where failure 10 do so would have a material adverse effect on the Casino Assets or the operation of 
1he Temporary Casino or the Melbourne Casino" . 
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from Sparke I lelmore on this matter if it is decided to revise, rather than 
delete. the excess requirements. 

Notice of any occur rence that may give rise to a claim 

13. Clause 35(1 )(e) of the Casino Agreement requires Crown to: 

immediate(v after it becomes aware that it has occurred. notify the Authority of any 
occurrence which g ives or might give rise 10 a claim or right to claim under any 
insurance policy. 

14. In theory, this would require Crown to notify the Authority every time a Crown 
owned motor vehicle is involved in an accident with another vehicle or every time a 
Crown employee completes an incident report fonn. 

15. In practice, Crown only provides monthly a Public Liability Insurance Report and 
Claims History Summary. These reports give details of all public liability claims 
and a summary of open and closed claims under the various insurance policies3. 

16. Given the onerous nature of the obligation imposed by clause 35(1)(e) and the fact 
that it is neither being complied with nor enforced. consideration should be given to 
removing this obligation altogether or, alternatively, amending the Casino 
Agreement to reflect current practice in a way that is considered adequate for the 
Authority's purposes. 

What will happen if the proposal is not adopted? 

17. The insurance provisions contained in the Casino Agreement would remain out of 
date and out o f step with the current market. 

~ This reporting arrangement was agreed to by the Authority in November 2000. 
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Review of Casino Agreement 

Position Paper - Item 18 

THIS ITEM IS NOT READY FOR DISCUSSION WITH CROWN 

Quarantining Crown from other ventures - Responding to a removal of the Single 
Purpose Restr iction 

I. Further commercial and legal advice is being obtained by the OGR on how to, 
protect the State's interest in the Melbourne Casino and Entertainment Complex 
if Crown embarks upon other ventures if the single purpose restri ction is 
removed from the Casino Agreement. 
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55 Collins Street, 
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Telephone: (03) 965 l 9320 
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.. 
Brian Forrest · 
Chairman 

' ' ' 

Victorian Casino and Gaming Authority 
5135 Spr..rig-£-tr~et 
MELBOUR.i"'\1E VIC 3000 

DearMr~t~ · 

REVIEW OF CASINO AGREEMENT 

Thank you for your letter dated 18 November 2003 regarding the VCGA's review of the 
Casino Agreement. 

In relation to the terms of agreement referred to in your letter, I would like the Authority to 
include the first two terms of agreement in its negotiations with Crown. These are: (1) 
making the Casino Agreement publicly available, and (2) making tbe Casino Licence publicly 
available. 

With respect to the third term of agreement (requiring Crown to retain current market share of 
the commission based players' business in Victoria to maximise gross gaming revenue), I 
wish to receive further ~dvice from your office regarding tbe enforcement implications of this 
term prior to making a final decision. 

Yours sincerely 

JO~PANDAZOPOULOS 
Minister for Gaming 

--.--s;> ~;/ vui -----
~ ,y{,r&-r,h&?j 
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V IClORIAI\. CASI NO AND GAMING AUTHORl~Y 

1 2 FEB 2004 

Mr Rowen Craigie 
Chief Executive Officer 
Crown Limited 
8 Whileman Street 
SOUTHBANK VlC 3006 

Dear Mr Craigie 

REVIEW OF THE CASlNO AGREEMENT 

VCG.0001 .0002.8363_0090 

I refer to your lener of 28 JanuaI)· 2004 in which you suggest we meet to discuss the 
proposed amendments to the Casino Agreement. 

l will be happy to meet with you with some officers from the Office of Gambling 
Regulation, who wi ll contact you to arrange a sui table time. 

Yours sincerely 

BRIAN FORREST 
Chairman 
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1 ? FEB 2004 

Mr Rowen Crnigie 
Chief Execmive Offi<.:er 
Cro\.\.n Limited 
8 Whiteman Street 
SOUTHBANK VIC 3006 

Dt:ar Mr Craigie 

PAGES 

01 

REVIEW OF THE CASINO AGREEMENT 

RESULT 

OK 0000 

i--10 . 766 

I refer to your letter of 28 January 2004 in which you suggest we meet to discuss th;! 
proposed amendments to the Casino Agreem~nt. 

r will be happy to meet wi (h you with some officers from the Office of Gambling 
Regulation, who will contact you to arrange a suitable time. 

£il01 
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Please find following letter regarding the review of the Casino Agreement. 
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• 
ROWEN CRA!G IE 
Chief Executive Officer 

28 January 2004 

By confidential fax: (03) 9651 4999 
Page 1 of 3 

Mr Brian Forrest 
Chairman 
Victorian Casino and Gaming Authority 
35 Spring Street 
MELBOURNE VIC 3000 

Dear Brian 

Review of the Casino Agreement 

VCG.0001.0002.8363_0093 

PAGE B2/ll 

Te1epnone (61-3) 9292 7234 
~acsimile (61-3) 9292 7257 

I refer to your letters dated 18 November 2003 and 22 January 2004 and the discussions 
held with Office of Gambling Regulation ("OGR") management on 23 December 2003. 

At the meeting with the OGR, it was reiterated that the Authority has yet to determine the 
final list of proposed variat ions and that additional input was being sought from the Minister 
for Gaming. 

Similarly, Crown management has not yet sought input from the Crown Board beyond the 
issue of removing the single purpose restriction. 

Crown management is prepared to recomrnend to the Board of Crown that if the single 
purpose restriction is removed from the Casino Agreement, then the Board should agree 
to the following variations to the Agreement: 

1 Location of Board meetings 

lt is considered reasonable that a majority of these meetings be held in Melbourne 
each year. 

2 Company secretary 

Crown currently has joint Company Secretaries located in Sydney and Melbourne. It 
is reasonable that at least one company secretary be located in Melbourne. 

CROWN LIMffEO A SN 46 006 973 262 
8 W hiteman Street . Southb<1.nK. M e lbourne, V ictoria 3006 Austra11a 
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3 Location of Crown's Senior Management 
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It is reasonable that Crown's senior management be located in Melbourne but the 
Casino Agreement should not specify particular t itles (other than the Chief Executive 
Officer of Crown} as this locks Crown into a particular organization structure. All 
organizations (whether public or private) go through processes of restructure and 
position title changes which inevitably render any prescriptive drafting obsolete. 

4 Location of Crown's Senior Management Meetings 

It is reasonable that almost all of Crown's senior management meetings be held in 
Melbourne. However it was agreed at the meeting with OGR management that this 
requirement did not apply to PBL/Crown meetings which would continue to be held 
either in Sydney or Melbourne as has been the case for the last three years. 

5 Improved Standard for Audit Requirements 

Crown is pleased that the Authority acknowledges the improvement in the scope and 
content of Crown's external audit reports . Crown is committed to maintaining these 
improvements going forward. If the Authority wishes to draft a form of words that 
expresses that ongoing commitment, Crown management would be happy to 
respond. 

At the meeting with OGR management, Crown management undertook to provide further 
information on a number of matters raised in your letter of 18 November 2003. 

This additional information is set out below. 

1 Audit and Compliance Committees 

The composition and reporting structure of the Audit and Compliance Committees at 
Crown has been improved by elevating these committees from management 
committees to Board Committees and appointing a majority of independen1 Directors 
to each Committee. 

The Audit Committee is made up of the following directors: 

• Richard Turner (Chairman/Independent) 
~ Rowena Danziger (Independent) 
• Geoff Kl eemann 

The Compliance Cornmittee is made up of the following directors: 

• Kevan Gasper (Chairman/Independent) 
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• Lawrence Muir (Independent) 
• Peter Yates 

The charters for these committees are attached. 

2 Pete/ex/Deed of Undertaking and Guarantee 
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PBL will be responding directly to the Authority's letter dated 20 January 2004 on this 
matter. 

3 PBL Subsidiaries 

PBL will provide a list of subsidiaries to the Authority in accordance with its 
obligations under the Deed of Undertaking and Guarantee. 

4 Management Reports 

Crown management is always happy to provide reports to the Authority. If the 
Authority wishes to specify the details and frequency of those reports it needs, Crown 
will respond. Crown would however caution against being too prescriptive in a 
Casino Agreement as the Authority's needs and the information available may 
change over~time, rendering such prescriptive clauses obsolete. 

W hile the exchange of correspondence on the Casino Agreement over the last two months 
has proved useful, I believe we are now at the point where face to face negotia1ions over 
proposed drafting variations would be efficient and expeditious. 

I would therefore like to propose that a meeting with the relevant personnel from the 
Authority/OGR and Crown be convened at your earliest convenience to commence the 
drafting process. 

I look forward to discussing this matter with you soon. 

Yours faithfully 

Rowen Craigie 
Chief Executive Officer 

2 attachments 

ICll fft • ca~r.c aore!tnerll.dOc~~: \5 2.Ml\104 
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• 
Crown Limited 

Audit Committee Charter 

Purpose 

The purpose of this charter is to govern the operations of the Crown Limited Aud it 
Committee (Committee). The Committee will review the charter at least annually and 
refer any proposed changes to the Board of Directors of Crown Limited (Board) for 
approval. 

Functions 

The primary function of the Committee is to assist the Board to fulfil its Corporate 
Governance responsibilities in relation to : 

• Financial reporting 

Corporate control and risk management 

• External and internal audit 

Constitution and Membership 

The Board will appoint Committee members (members). Periodically, membership of 
the Committee will be assessed by the Board and alternate members considered. 

The Committee will comprise: 

• a minimum of two Directors independent of the management of Crown Limited 
(Crown); 

• such persons as determined from time to time by the Board. 

The Chief Executive Officer and Chief Financial Officer will attend the Committee 
meetings. 
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The Board wHI appoint an independent Director as Chairman of the Committee. The 
Chairman will have a significant background in accounting and I or financial 
management disciplines. The Chairman may in turn appoint a Deputy Chairman. 

The quorum for any meeting is two members. 

The Committee will maintain direct lines of communication between members, 
Crown's external auditor, Crown's internal audit department and senior management. 

The Committee may periodically engage expert consultants to assist the Committee 
to fulfil its responsibilities. 

Roles and Responsibilities 

Financial Reporting 

The Committee is responsible for overseeing Crown's financial reporting and 
conveying its observations to the Board. Ultimate responsibility for ensuring Crown's 
financial disclosures adequately portray the company's financial condition, results of 
opera tions, plans and long-term commitments rests with the Board. 

In discharging its responsibility the Committee will receive, examine and recommend 
to the Board the half year and full year financial reports of Crown. 

The Committee may recommend to the Board a change or changes to accounting 
policy as appropriate. In doing so the Committee will firstly obtain an opinion as to the 
appropriateness of any change from Crown 's external auditor. 

Corporate Control and Risk Management 

The Committee is responsible for ensuring the adequacy and effectiveness of 
Crown's corporate control and risk management systems. 

In discharging its responsibi lity the Committee will receive and disseminate 
information from Crown's external auditor and in ternal audit department regarding: 

• The effectiveness of Crown's internal control systems 

• Systems established to assess, monitor and m anage key risk exposures 

Systems established to ensure compiiance with relevant legislative and regulatory 
requirements 
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Findings and recommendations made by either Crown's external auditor or 
internal audit department and management's responses including: 

- The report to the Committee and Board by Crown's external auditor 
detailing external audit results 

- The annual report prepared by Crown's internal audit department 
summarising audit work undertaken in the previous 12 months, key 
findings, recommendations and outcomes 

PAGE 07111 

The Committee will report to the Board any significant unresolved differences of 
opinion between management, Crown's external auditor or internal audit department, 
and ensure appropriate resolution of the above. 

External and Internal Audit 

The Committee is responsible for recommending to the Board the appointment, 
reappointment, removal and remuneration of Crown's external auditor. 

The Committee may recommend to the Board the appointment and removal of 
Crown 's Head of Internal Audit. 

The Committee will periodically review and ensure the independence of Crown's 
external auditor and internal audit department. having regard to relationships with 
Crown beyond external or internal audit, which cou ld impair independence or 
judgment of Crown. In particular, the Committee will consider annually any non-audit 
services provided by the external auditor and include a statement in Crown's annual 
report as to whether, in the opinion of the Committee. the provision of those non­
audit services is compatible with the independence of the external auditor. 

The Committee will review the scope and materiality of audit work performed by 
Crown's external auditor, having regard to any areas of identified risk. 

The Committee will ensure the adequate staffing of Crown's internal audit 
department. 

The Committee will approve the annual internal audit plan, including resourcing of 
proposed audit work. 

The Committee may request Crown's internal audit department to perform reviews, 
investigations or other services in respect of matters of interest or concern to the 
Committee. 
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Meetings 

The Committee will meet at least twice annually and additionally as required by the 
Committee or the Board. 

The Committee may meet with either representatives of Crown's e>demal auditor or 
internal audit department, as appropriate. 

Minutes of meetings will be recorded retained and approved by the Board as being an 
accurate record of Committee meetings. 

October 2003 
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• 
Crown Limited 

Compliance Committee Charter 

Purpose 

The purpose of this charter is to govern the operations of the Crown Limited Compliance 
Committee {Committee). The Committee will review the charter at least annually and 
refer any proposed changes to the Board of Directors of Crown Limited (Board) for 
approval. 

Functions 

The primary function of the Committee is to ensure that Clause 19.2 of the Crown 
Limited (Crown) Articles of Association (Duty to Maintain Casino Licence) is fulfilled . The 
Committee also has the responsibility to: 

assist the Board in ensuring compliance by Crown with all other legislative and 
regulatory requirements; and 

.. deal with compliance issues that are brought before it either on its own motion ·or from 
outside the Committee. 

Constitution and Membership 

The Board will appoint Committee members (members). Periodically, membership of the 
Committee will be assessed by the Board and alternate members considered 

The Committee will comprise: 

.. a minimum of two Directors independent of the management of Crown; 

• such other persons, as determined from time to time by the Board. 

The Chief Executive Officer and Chief Financial Officer will attend the Committee 
meetings at the invitation of the Chairman. 

The Board will appoint an independent Director as Chairman of the Committee. The 
Chairman will have a significant understanding of Crown's regulatory obligations. The 
Chairman may in turn appoint a Deputy Chairman. 

The quorum for any meeting is two members. 

The Committee will maintain direct lines of communication between members and senior 
management. 

Compliance Charter.doc 
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The Committee may periodically engage expert consultants to assist the Committee to 
fufil its obligations. 

Roles and Responsibilities 

• The Committee will have an appropriate general understanding of the regulatory 
requirements applicable to Crown under: 

(i) the disclosure, reporting and notification provisions of the Corporations Act 
and ASX listing Rules (by virtue of unsecured notes - ASX Code -
CROHB - which are actively traded); 

(ii) gaming legislation and regula1ions, including the Casino Control Act 1991 
and Gambling Regulation Act 2003; 

(iii) the Management Agreement with the State and Casino Agreement with the 
Victorian Casino and Gaming Authority; 

(iv) liquor licensing legislation; 

(v) fire, safety, smoking and security legislation and regulations; 

(vi) food handling legislation together with Hazards Analysis Critical Control 
Point (HACCP) systems; 

(vli) employment, environmental and privacy legislation; 

(viii) the Australian Standard on Compliance Programs 1998 AS3806; and 

(ix) all o1her legis lation and regulations, as appropriate 

• The Committee will: 

(i) provide advice as to communications to and "from Crown concerning 
compliance matters; 

(ii) review and suggest amendments to announcements, reports and 
notifications made in compliance with or in respect of regulatory 
requirements as appropriate; 

(iii) review compliance with specific financial covenants contained in any of the 
above documents; 

(iv) receive reports as follows : 

Compliance Charter.doc 

Confirmation that all disclosures, reports and notifications have been 
made to comply with the Corporations Act and ASX Listing Rules, if 
applicable. 

An Exception Report on all compliance issues as it applies to: 

gaming legislation and regulations, including the Casino 
Control Act 1991; and 

2. 
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Meetings 

the Management Agreement and the Casino Agreement as it 
applies to the conduct of gaming and ancillary matters 
related to the supervision and monitoring of casino 
operations by the VCGA; · 

An Exception Report on all compliance issues as it applies to: 

liquor licence legislation; 

fire, safety and smoking regulations: 

food handling legislation including HACCP; 

employment, environmental. social and privacy legislation; 
and 

all other relevant compliance matters not expressly otherwise 
mentioned or dealt with by the Board . 

Litigation to which Crown is a party o r on threatened or potential 
litigation involving Crown. 

The Committee w ill meet at least twice annually and additionally as required by the 
Committee or the Board. 

Minutes of meetings will be recorded, retained and approved by the Board as being an 
accurate record of Committee meetings. 

October 2003 

Compliance Ch;;irter.doc 3. 
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WORKING PARTY FOR REVIEW OF THE CASINO AGREEMENT 
Agenda For Meeting at 11.30 am on 21 January 2004 in Meeting Room 1 

l.t. 
1. Feedback from January 04 Authority Meeting re Maddocks' advice. 

2. Second opinion being sought from VGS. 

3. Report back on progress of reviewing housekeeping amendments. 

4. Report back on progress of reviewing Crown's insurance obligations. 

5. Report back on progress of reviewing. 

• statutory and contractual consequences of licensee's financial failing; and 
• engagement of financial consultant for test of Crown's financial health 

and quarantining of Crown Casino business from other activities. 

6. Petelex and other PBL subsidiaries. 

7. Other business. 

I:\LEGAL\Balgowanb\CasAgreeRev-Neg\WP Agenda 21 Jan04.doc 
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CONSULTATION WITH JAMES SYME, VICTORIAN GOVERNMENT 
SOLICITOR, RE PROVIDING HIS ADVICE ON THE CASINO 

AGREEMENT TO MADDOCKS. 

1 spoke to the Chairman on 2 March 2004 to advise that Warwick Isherwood of 
Maddocks had asked whether he could have a copy of the VGS advice. 

The Chairman said it would be OK subject to my contacting James Syme and asking, 
as a matter of courtesy, whether it was OK with him. 

On 3 March 2004, I rang VGS and spoke with Mr Syme's assistant, Cheryl, regarding 
this matter. She spoke with Mr Syme and left me a message saying that he had said it 
was fine to give the advice to Maddocks. 



Email Letter 

From 
Warwick Isherwood 

Direct 

To 
Ms Sylvia Grobtuch 

Our Ref WJl:5023648 

Dear Sylvia 

Date 
2/03/2004 

Email 

Firm!Company 
Victorian Casino & 
Gaming Authority 

Amendments to the Casino Agreement 

Thank you for talking with me yesterday. 

Email 
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Maddocks 
Lawyers 
140 William Street 
Melbourne Victoria 3000 Australia 

Telephone 61 3 9288 0555 
Facsimile 61 3 9266 0666 

Email info@maddocks.com.au 
www.maddocks.com.au 

OX 259 Melbourne 

I confirm a meeting is to be held at our offices on Friday, 5 March 2004 at 10.30am. 

Besides myself. the attendees from our side will be Miriam McDonald and Robert 
Gregory. 

I understand that, besides yourself, Bill Balgowan and Rowena Scheffer will be 
attending. Are there any other proposed attendees? 

I further understand that the purpose of the meeting is to discuss the advices that 
you have received both from ourselves and the Victorian Government Solicitor. As 
mentioned, it would be very helpful to us if we could review the opinion of the 
Victorian Government Solicitor as, without that review, we will not be able to reply 
to the opinion of James Syme in any substantial manner. Naturally, our objective is 
not to criticize the opinion of Mr Syme, who is a experienced and well-respected 
practitioner, but to understand the reasons he has given and to consider the way 
forward in such a manner that protects the Authority and furthers its goals. 

I am particularly interested in seeing the reasons behind any query there may be on 
the power of the Minister to enter into an agreement. It seems to me that Minsters 
have authority to enter into contracts on behalf of the government connection with 
any subject matter which properly comes within their portfolio (see Seddon on 
Government Contracts and Kidman v Commonwealth (1925) 37 CLR 233 at 239-
240). 

[5023648/VVJl/M0246054:1] 
lntorSlate o ffice 
Sydney 

Affifiatod offices 
Adelaide. Be111ng, Snst>ane. Q)lorroo 
01.ba., Hong Kong .. Jakar..a. Kueia Lumpur. 
Manila.. Mumbai. Naw Oethi, Porth, 
Smgapore, Ti~j1n 
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I look forward to hearing from you. 

Yours faithfu lly 
Maddocks 

Transmission authorised by: 
Warwick Isherwood 
Partner 

VCG.0001.0002.8363_0106 
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VJCTORl.l\N CC..Sl NO AND GAMING AUTHORITY 

2 2. JAN 2004 

Mr Rowen Craigie 
Chief Executive Officer 
Crown Limited 
8 Whiteman Street 
SOUTH.BANK VIC 3006 

Dear Mr Craigie 

REVIEW OF THE CASINO AGREEMENT 

VCG.0001 .0002.8363_0107 

J refer to the review of the Casino Agreement and your request, made in a meeting with the 
Acting Director of Gaming and Betting, Acting Director of Casino Surveillance held on 23 
December 2003, for a more detailed description of what the Victorian Casino and Gaming 
Authority is seeking in relation to the following proposed terms of agreement: 

an improved standard for audit requirements; 

• the location of Crown's Board meetings; 

the location of Crown's senior management and management meetings; and 

• the location of Crown's company secretary. 

Further details are provided as follows: 

Improved standard for audit requirements 

In the Authority' s Report on the Third Triennial Review of the Casino Operator and 
Licence (the Triennial Review Report), the Authority noted that it continues to be 
dissatisfied with Crown's inadequate allocation of resources for its internal audit program. 
The Authority was also dissatisfied with the scope and content of the external audit 
reports provided by Ernst & Young because they had not demonstrated whether the 
Internal Control Manual (ICM) is adequate or whether Crown has been complying with it. 

In the Triennial Review Report, the Authority expressed a view that Crown should 
outsource its internal audit function or, alternatively, increase the resources in this area and 
change reporting structures so that the head of the internal audit unit reports to the CEO 
and/or the Board and not through any line manager. 

The Authority acknowledges that, since the Triennial Review Report, the scope and 
content of the external audit reports supplied by Crown have improved. It is suggested 
that, subject to further progress on this matter being made during the ordinary course of 
business, the negotiations regarding the Casino Agreement provide an opportunity to 
clarify, and cement in place, Crown' s obligation to submit to the Authority an improved 
standard of external audit report and more information regarding its audit program. 
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Location of Crown's Board meetings 

This proposal is that the Casino Agreement be amended to require most, or a certain 
proportion (for example, 75%), of Crown Board meetings to be held in Melbourne. 

Location of Crown's senior management and management meetings 

This proposal is that the Casino Agreement be amended to require Crown to be managed 
by personnel located in Melbourne. This requirement should apply to all senior 
management, including the Chief Executive Officer, the Chief Financial Officer, the Chief 
Operating Officer, and other senior managers such as the beads of the various operating 
divisions. It is also proposed that the Casino Agreement be amended to require Crown to 
hold most (for example 80%) of iis senior management meetings in Melbourne. This 
would include the current PBL/Crown management meetings and any similar meetings. 

Location of Crown's corn pany secretary 

This proposal is that the Casino Agreement be amended to ensure that at least one 
Company Secretary appointed by Crown continues to be located in Melbourne. The 
Corporations Act 2001 stipulates that a company secretary must "ordinarily reside in 
Australia". 

The Authority acknowledges that Crown currently has two Company Secretaries, one 
based in Melbourne and the other in Sydney and that Crown has stated that having a 
Company Secretary located in both Sydney and Melbourne "enhances the focus on 
corporate governance and ensures the company meets and discharges its legal obligations". 
From the Authority's point of view, however, it is considered vital .that at least one 
Company Secretary is located in Melbourne in order to facilitate the service of notices and 
other documents on Crown. 

Yours sincerely 

BRIA.~ FORREST 
Chairman 

Cc. 1V1r Mike Sugrue, Compliance Manager, Crown Limited 
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Authority Meeting 
Private Session 

Members considered a paper regarding an application of 31 December 2003 from Cro• r 
c· ited for the opening of two new bank accounts for Crown Resort Ptc Ltd, a w 
own d subsidiary of Crown Limited, in Jakarta, Indonesia. 

Members 1oted that Crown Limited is required to seek the Authority's proval to open and 
operate ban accounts, pursuant to section 123 of the Casino Contro :4ct I 99 I and Section 
1.2 of Part II of the approved system of accounting and interna ontrols (ICM). 

Members also note that: 

• the new account re to be used for office ad inistration; 

• the accounts. to be op 1ed and operate with Bank Commonwealth, Wisma 
Metropolitan 2, JI Jendr Sudrima -9-3 I, Jakarta 1920, Indonesia. have the 
following numbers -

i • ccounts will replace the two existing 

I office adrnini ation bank accounts with Citi k, which are in the name of a local 
company, part of a restructuring of the compan ' overseas marketing operations. 

\ 

Members reed, pursuant to section 1.2 of Part II E of the approv system of accounting 
and int al controls, to approve the opening and operation of the folio · new office 
adt · 1stration bank accounts by Crown Resort Pte Ltd with Bank Commonwe Wisma __ l. etrnpol itan 2, JI Jcndra\ Sudciman 29·3 l. Jakart~~~-~-•·-~ 

~----
4(c) Review of Casino Agreement 

Members considered a paper providing a status report on the review of the Casino 
Agreement by the Authority's Sub-Conunittee. 

Members noted that: 

• the Sub-Committee held its third meeting on 14 November 2003 as a result of 
which-

v' the terms of agreement the Authority may require from Crown Limited in 
exchange for removing the single purpose restriction from the Casino Agreement 
were decided; 

1··policy\VCG:\lminu1cs minH~_ C.doc 
Minutes of Meeting No 232 of20/ l/2004 Page 7 of 38 
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Authority Meeting 
Private Session 

./ the Chairman gave Crown Limited notice of these items, except for three matters 
falling outside the Auchoriry's j urisdiction, in a letter dated 18 November 2003; 

./ the three matters fa lling outside the Authority's jurisdiction were referred to the 
Minister for Gaming for his consideration in a letter dated 18 November 2003; 
and 

./ the list o f items comprising the proposed terms of agreement was also referred to 
a commercial law firm, Maddocks, for advice. 

Min mes of Meeting No 232 of 20/ 112004 Page 8 of 38 
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Authority Meeting 
Private Session 

• Crown Limi ted, at a meeting held 23 December 2003 with the Acting Director of 
Gaming and Betting, requested through its Chief Executive Officer that the 
Authority provide a more detailed description of what the Authority is seeking in 
relation to -

../ an improved standard for audit requirements; 

../ the location of Crown Limited board meetings; 

../ the location of Crown Limited senior management and management meetings; 
and 

../ the location of the Crown Limited company secretary; 

• Crown Li mited has not yet made a submission in response to the Authority' s letter of 
18 November 2003 but has provided oral adv ice that the company expects to have 
done so by 23 January 2004; 

• a number of matters arising out of the legal advice provided by Maddocks have been 
referred to the Victorian Government Solicitor for his opinion; and 

• to expedite the related matter of Petelex Pty Ltd, letters have been prepared for the 
Chairman's s ignature. 

Members agreed: 

• to note the legal advice from Maddocks; 

• to authorise the Chairman to provide Crown Limited w ith the further detai ls 
requested in the form of the draft letter submitted as Attachment 4 of the paper; 

• to authorise the Sub-Cornrni1tee formed to review the Casino Agreement to do all 
things necessary to expedite the review process on behalf of the Authority; and 

• to proceed independently wiLh the matter of Petelex Pty Ltd given the desirabil ity of 
proceeding expeditiously wi th this matter. 

ITEM 5 LICENSING and APPROVALS 

S(a) Controlled Contract - New - Chocolatier (Aust) Pty Ltd 

Members considered a paper regardi ng the proposed control led contract between Crown 
Limited and Chocolatier (Aust) Pty Ltd for the supply of chocolates within the Crown 
complex. 

Members agreed, noting Lhat inquiries have not disclosed any reason why Crown Limited 
should not enter into this contract, that the Authority not object to the proposed controlled 
contract, as required by section 30 of the Casino Control Act 1991. 

i: 'Policy\ VCGA-mi nutcs'.m1n232_ C .doc 
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Your Referen ce: 

When Replying 
Please Quote: 

OGR.0400883 

Mr. J~:CAL 
Tel:--

21 January 2004 

Ms Rowena Scheffer ~ 
Solicitor Rl-'l ~ ,, ... .. 
Office of Gambling ReguL · _ 
PO Box 1988R 
MELBOURNE Vic. 3001 

Dear Ms Scheff er, 

Review of the Casino Agreement 

. ,·.\ ~\!l : 

---- I 
·:.:.;...! 
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VICTORIAN 
GOVERNMENT 

SOLICITOR 

Level 2, 55 St. Andrews Place 
East Melbourne, Vic. 3002 

P.O. Box 4356QQ 
Me lhourne 3001 

Tel: (03) 9651 0444 
Fax : (03) 9651 0449 

DX 300077 
W'eb: www.vgso.vic.gov.au 

ABN: 32 790 228 959 

I refer to your letter of instructions of 19 January 2004. Thank you for your 
instructions to advise on the matters set out in your letter. 

This matter will be handled by me personally. My direct line is- . 

My current charge out rate is $284 per hour plus GST. I note that this rate represents a 
20 per cent discount to the benchmark rate established for partners of private sector 
legal firms undertaking work for Goverrunent as administered by the Director of 
Government Legal Services. From time to time other personnel may be requested to 
provide input or to review work undertaken and this time will be charged at their 
normal hourly rate. I shall let you know if the involvement of other solicitors is likely 
to be significant. Accounts will normally be rendered monthly unless the amounts 
involved are minimal. 

Normally I try and nominate a time for the advice to be provided. However, I think this 
is a little premature because of the volume of material to digest and I note the proposed 
meeting at your premises next Wednesday, 28 January. 

This office's standard terms and conditions for the supply of legal services will apply to this 
engagement unless a variation to those terms is agreed. If you are not familiar with these 
and would like a copy, please let me know and I will be happy to forward them to you. 

Should you have any concerns about any aspects of the service provided by this office, 
please contact me or my Deputy, James Ruddle. 

Jamys Syme 
Victorian Government Solicitor -228861 The Place To Be 



Office of Gambli!1g Regulation 
-----

Mr James Syme 
Victorian Government Solicitor 
Level 2 
55 St Andrews Place 
MELBOURNE VIC 3002 

Dear Mr Syme 

REVIEW OF THE CASINO AGREEMENT 
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Level 5, 35 Spring Street 
Melbourne Victoria 3000 
Australia 

PO Box I 988R Melbourne 
Victoria 300 I Australia 
Telephone:+6 I 3 9651 3333 
Facsimile: +61 3 9651 3777 
website: www.ogr.vic.gov.au 

20 January 2004 

I ref er to my letter of 19 January 2004 on this matter and now enclose for your attention a 
copy of the three memoranda of legal advice by Maddocks, Lawyers, dated 1 December 
2003, 12 December 2003 and 24 December 2003. 

I confirm that you and a colleague will be attending a meeting at this office at 1 l .00 am, 
Wednesday 28 January 2004. The meeting will be held in the Board Room, Level 5, 35 
Spring Street, Melbourne. 

Attending the meeting from this office will be the members of the Working Party for the 
Review, Sylvia Grobtuch, Bill Balgowan, Lyn Corneliusen, Cate Carr, Rowen Harris, Mike 
Lee and myself. 

Yours sincerely 

ROWENA SCHEFFER 
Solicitor 

i:\ legal\casino agreement review\let-vgs#2- jan04.doc 

The Place To Be 
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(Toll)rg~9 "Y;> prosperity 
~ " MARKETS 
~ ~ JAMES CHESSELL 

Just how close are the Victorian 
(;overnnu:mt and Tran surban to 
broke ring a dc<1l that would allow rhc 
City I.ink o perator ro change from a 
S~\Q.le to a nmlli-toll road company? 

Transurifan was unal>le - and a 
spokesman for the transport 
minister unwilling- to talk about it 
ycsrcrday, but speculation suggests a 
decision is not far away. In a recent 
report, S<ilomon Smith Barney 
analyse San jay Magotra tippecl a 
verdict "within the next few weeks". 

To hid for additional 
infrastruccurc projects, Transurban 
JH~t:ds tlw Swtc Government to lif! 
rcsiricri~m s li111i1ing its scope to l.ily 
I.ink a lone. 

Tr;,insurban has se t up an office in 
Sydney nnd a partne rship wi rh' 
Macq1rnrie Bank to bring it closer to 
1ww projects s uch as the Western 
Sydney Orbita l. 

T he tollrond group, whose 
representatives recently visited the 
\Jnited Kingdom, is also looking for 
opporlunilies in Europe and North 
America. So there appears to be a 
good deal of confidence on its part 
1ha1 !he goven11nent will lifr 
rcs1 ricl ions. 

lf 11lis is to occur, however, it is 
be lieved the Bracks Government 

needs to be satisfied that City Link's 
Melbourne commuters will not · 
e ffectively subsidise any other 
developments. The sha res closed 
two cents highe r a t $4.37. 

News 1ha1 Hewlett-Packard 
intends to s rend a whopping 
$US25 billion ($1\47 billion) buying 
Compaq to produce a company !hat 
makes 011!y s light ly less money than 
rnM proved just the ticket for a 
listless stockmarket yesterday 
afternoon. 

With Wall Street taking a break, 
the local share1rnu-ket perked up on 
expec1111'ions rhc deal m ighl provoke 
a much-needed rally on the tech ­
heavy Nasclaq m arket. 

News Corp, which c losed 14 cents 
lower at $l!i.fl0 and usually tracks 
reasonably close to the Nasdaq, is 
expec1ed 10 rise should any ra lly in 
the United Starns materia lise. 

What's this. a stockbroking f1nn 
rhat m akes m oney"{ C'est impossible! 
Well nol q11i1e. Penh outfit Euroz 
reporicd a $750,964 net pro Iii for the 
year to June after lusi11g almost half a 
million dolla rs the year before. Al a 
time when many broking houses a re 
struggling, Euroz, which boasts six 
analysts and 11 advisers, announced 
a dividencl of four cenrs a share. 

"We are not trying to he 
everyt hing to everybody and we have 
kepi our overheads 10 a m inirn111n," 

said executive d irecrm Shane 
Gherbaz. 

But like many others in chc 
industry, the firm exrects 1he tough 
rimes 10 continue. Since mid-July, 
Mr Gherba:t. estimates. trading levels 
have fallen 15 per cent. T he shares 
c losed two cents s ironger at 52 ccnrs. 

Big Kev's stock sank lo 26 cents 
ycsrerclny, m eaning long-term 
shareholde rs. who have watched 
their investment all but halve in 
value since the company lisl(~d at the 
scan nfJ\ngust, <ire in <lespe raw need 
of so1mi solace. 

\'\/'ho better to provide it than I he 
big mau himself. Last week he 
sn:1pped up I 00,000 shares at around 
3 1 CCll lSCach. 

Pcralumn rncovered sligh tl)' after 
shedding s:-1 cents on Monday when 
the premium wine group reveah)d it 
had managed only H per cenl profit 
growrh to $ti.B mil lion for the year ro 
June. Clwirman Brian \.roscr was 
coofidenl Petaluma would li ft net 
prol'it hy a doublu-d igit perce11lilgc; 
in 2001-02. 

Others .11grec, h 11 1 rhe lrnr h11s been 
lowered. UBS Warb11rg cul its 2002 
prolit forecosl' by l IJ per cent to 
$0.2 million ant! 2003 estimates hy 
l !l per cent to $D.4 million due to 
Pc t a lu llla·~ higher-than-expected 
cos! base. 
The reporter holds Transurban 
shares. 



·1·ransurban on 
roac1 to change 
l~t: INFRASTRUCTURE 

Transurban Group, operator of Mel­
boume's City Link tollway, moved closer 
to a planned rcscructure after yesterday 
receiving court aopro~al for a scheme 
Teeting. " 

At the meeting next month Transurban 
will ask securitv t aoorove a 
proposa releasing it from its "sing e 
2urpose" restriction. ~ 

It had akeadv reached agreement with 
the VictorTan Government allowing it to 
undertake activities beyond the operation 
of City Linl<. 

Transurban said last month the 
restructure would allow it to expand by 
taking stakes in other toll road and 
transport infrastructure projects. 

Under tJ1e restructure, t.11.e Citv lin.1< 
businesses would be effectivelv quaran­
tined from Transurban's new operations. 

' ;, /"< . .< ;;;:AAP 
~ IJ-·/O . O/ 
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1 .. ~.\ ~:·~~ · Copyright Acency Umiled (CAL) licenced copy 
·~-::=.-. • ..,.: .., Bin: 0000 

Brief: OFG i5:;,- ·-;~·· 

MEDIA MONITORS 
Phone: 03 9348 9191 

PBLgets 
the OK to 
buy into 
Burswood 
~!~!.Y..~!..~.'! ... _ .............. _ ...... _ ....... . 
f<erry Pac ker's Publishing & 
Broadcasting has reccmd probity 
approval from the WA Gaming 
Com.t'l\is$ion for its invesuneni in 
Burswood less cha.n three IUolllhs 
after ic made a S'Tl.3 million raid 
on the casino and resort opemlOr. 

In October, PBL SMppttl up 
14.2 per cent of the company at 
$1.U a share, valuing Burswood 
ac $543 million and mookerillg 
any rival bidders . The purchase 
lifted PBI!s scalce to 15.7 ~r cent. 

The W\ Gaming Commission's 
swifl approval stands in starlc. 
conrrast wirh the prolonged in­
quiry into Mr Pacl<er's interest in 
Sydney Harbour Casino in 1997. 

Sydney Morning Herald Friday 26112/2003 
Business News Page SO 
Circulation: 253,740 
Sl2e: 359.06 sq.ems. 

NSW's Casino Control Auth­
ority (CCIV was still looking into 
che proposed deal five monrhs 
after PBL said it would pay $342 
million for Sydney casino'$ man­
agement rights and 10 ~r cenr in 
the casino itself. 

k would have bec11 the third 
time, and probably the most 
thorough. Mr Packer had been 
checked by gami!J8 authorities 
and the CCA had estimated it 
could cake as long as six moochs. 

Frustrated ·wich che de.Jays and 
repartedly because he believed 
he had a chance to take over 
John Fairfax Holdings - pub­
lisher of The Sydney Morning 
Herald - Mr Pa~r pulled ouc of 
the Sydney deal in May that year . 

PB!., which owns Mclbourne's 
Crown casino, had been widely 
tipped as the mosr likdy bidder 
for Burswood beause of the po­
tential synttgie.$ between their 
high-roller businesscz. 

Chief executive Peter Yates said 
in October Oar the Burswood bid 
was "strategic" and PBL hlld no 
plans co raise ic:s stalc.e. 

However, some analysu ex· 
pect ir to evenrually launch a full 
bid for Burswood and poss.ib2y to 
split PBL into media and gaming 
operations. 

Burswood shares la.n tnided at 
$1.15. 

PBL rO:SC llc to $12. ll. 

GlltltrlllO prlzr •• • ,SL.,., ,.14 11 1Ms no , 11os to Wild • bi;q•rst.~• io k <>wood hts-•nol!sh •to't so ..... Photo. Jim Rice 

• 

Re f: 10265448 
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Rowena 

Pet er Cohen 

04/12/2003 11:53 AM 

To: Rowena Scheffer/OGR@Ogr 
cc: Sylvia Grobtuch 

VCG.0001.0002.8363_0125 

Subject: Specialist accounting knowledge re casino agreement 

I saw Tim Cave yesterday so asked his advice regarding specialist commercial advice. He doesn't have a 
panel, but he uses Paul Fallon - who may well have provided the original advice used for the casino 
agreement. You will need to check with Phyllis about the rules with respect to engagement, but if Paul 
was involved in the original advice he may be the best person and we may be able to engage him without 
going to tender/quotes on the basis of this specialist knowledge. Tim Cave will have Paul's contact details. 

Peter 
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js. 142 

s. 141(2Xab) 
inserted by 
No.93/1993 
s. 29. 

s. 141(2)(b) 
amended by 
No. 3411993 
s. 17(2){a). 

S.141(2Xc) 
amended by 
No. 3411993 

· -- s. 17(2)(a). 

s. 142(3) 
inserted by 
No. 38/2002 
s. 17. 

142. 

CC1si110 Control Act 1991 
Act No. 4711991 

Part 10-Powcrs and Functions of the Authority 

(2) Without limiting its other functions, the 
Authority-

( a) must oversee the operation and regulation of 
casinos; 

(ab) must consider any system of controls and 
administrative and accounting procedures 
proposed by the Director to ensure that the 
taxes, charges and levies payable under this 
Act are paid and must approve or reject the 
system; 

(b) must advise the Minister concerning policy 
in relation to supervision and inspection of 
casinos; 

(c) must do all things it is authorised or required 
to do under this Act. 

Authority may enter into agreements 

( I) On or after I December I 992, with the approval 
of the Minister. the Authority may enter into 
agreements (on behalf of the State) for or in 
connection with the establishment and operation 
of casinos. 

(2) Such an agreement may provide that all or 
specified obligations imposed by the agreement 
are to be considered to be conditions of the 
relevant casino licence and such a provision has 
effect accordingly. 

(3) The Authority cannot enter into any agreement 
under this section on or after the commencement 
of section 17 of the Gaming Legislation 
(Amendment) Act 2002. 

142 
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1 8 NOV 2003 

The Hon John Pandazopoulos MP 
Minister for Gaming 
Level 15 
55 Collins Street 
MELBOURNE VIC 3000 

Dear Minister 

REVIEW OF THE CASINO AGREEMENT 

refer to the review of the Casino Agreement (the Agreement) by the Victorian 
Casino and Gaming Authority and the request by Crovm Limited (Crown) to remove 
the single purpose restriction from the Agreement. 

The Authority decided that it is prepared to consider Crown's request further. On 
behalf of the Authority, the Acting Director of Gaming and Betting advised Crov.11 
of the Authority's decision and provided Crovm with a summary of the reasons for 
the imposition of the 'single purpose' restriction and the benefits it provides to the 
State. A copy of the Director's Jetter of 26 September 2003 is attached. 

The Authority has decided on a number of the terms of agreement it may require of 
Crown. A list of these proposed terms is attached and this list is also being brought 
to Crown 's attention so it may commence its consideration of the terms . Further 
terms are still being considered by the Authority and these will be brought to your 
attention as soon as they have been further developed. 

Some of the proposed terms of agreement are drawn from the benefits the State 
currently derives from the single purpose restriction, as outlined in the Director· s 
letter referred to above. Others derive from the Authority's findings in the Third 
Triennial Review of the Casino Operator and Licence. 

The list of proposed terms of agreement drawn up by the Authority does not, at this 
stage, include a comprehensive list of the redundant clauses that should be deieted 
from the Agreement. It also does not yet include the Authority's review of the 
insurance requirements for Crown in Schedule Five of the Agreement. 

Terms of agreement referred to you 

The Authority wishes to bring to your attention some additional terms of agreement 
that you may wish to consider should be required of Crown in exchange for removal 
of lhe single purpose restriction. These are: 

~1~,... 
1-o 

t{.i.-r,s f­
,,~ . .,, qs 
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1. Making the Casino Agreement publicly availably; 

2. Making the Casino Licence publicly availahle; and 

3. Requiring Crown to retain current market share of the commission based players' 
business in Victoria to maximise gross gaming revenue. 

Position Papers have been prepared in relation to these three possible tem1s of agreement 
and they are attached for your information. In relation to the first two possible tem1s, the 
Authority has no objection to the Casino Agreement and the Casino Licence being made 
publicly available. Whether or not they shouJd be made public is a matter for Government 
policy and for this reason the Authority is referring these possible tenns to you. 

The third possible term of agreement has been referred to because your powers under the 
Casino Control Act 1991 may be exercised having regard to the objects of the Act, which 
include promoting tourism, employment and economic development generally in the State. 

Please advise me if you want the Authority to negotiate with Crown any of these three terms 
of agreement or other terms of agreement on your behalf. 

Yours sincerely 

BRIAN FORREST 
Chairman 

2 
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Rc,·ie" of the Cas ino Agr ct·m en t by the Yictorian Casino a nd Gaming Authority 

Terms of agreement required by the Authority in exchange for r emoval of the 'single 
purpose' restr iction- Part A 

1. Crown to maintain the Melbourne Casino and Entertainment Complex to world class 
standards, including: 

(a) addressing expenditure on new capital and large maintenance capital projects 
(capital expenses), and 

(b) addressing expenditure on ongoing maintenance and cleanliness (operating 
expenses); 

2. At least one third of the directors of Crown Limjted to be independent ; 

3. Improved standard for audit requirements; 

4. Improved standard for composition of and reporting structure for the Audit 
Committee; 

5. Improved standard for composition of and reporting structure for the Comp liance 
Committee; 

6. Compliance with the Deed of Undertaking and Guarantee: 

7. Consequences for non-compliance with the Deed of Undertaking and Guarantee; 

8. Location of Crown's Board meetings; 

9. Location of Crown· s senior management and management meetings; 

10. Location of Crown's company secretary; and 

11. Crown to provide, or make available upon request, to the Authority specified 
information or documents, within certain time limits, including: 

(a) Reports on Crown's arrnual capital expenditure program and reports on actual 
expenditure; 

(b) Reports on Crown 's internal and external audit programs and any changes to the 
programs; 

(c) Reports on adherence to or divergence from the internal and external audit 
programs; 

(d) Membership of Crovm's Audit Committee and any changes to the reporting 
structure and membership of the committee; 

(e) Audit Committee agendas, papers and minutes of meeti ngs; 

(f) Membership of Crown· s Compliance Committee and any changes to the reporting 
structure and membership of the Committee; 

(g) Compliance Committee agendas, papers and minutes of meetings; 

(h) :-.Jot ice of any new subsidiary of PB L; 

(i) A report on Crown 's annual budget; and 

G) A report on adherence to or divergence from the annual budget. 
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Rt•Yie" of the Casino Agreement 

Position Paper - Item 1 

Public Availability of the Casino Agreement 

What does the proposal describe? 

I. It is proposed that the Authority should negotiate with Crown Limited to make 
the Casino Agreement publicly available. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russell, 
Mr E Waterman and Dr N Seddon, entitled Contracting, Privatisation, Probity 
and Disclosure in Victoria 1992- 1999, dated May 2000, ("the Russell Report") 
recommends that -

"where existing government contracts contain confidentiality clauses which 
prevent their being disclosed in full, the government should negotiate with the 
relevant contractors to secure their consent to disclosing as much of the 
contracts as possible" (at p . 4). 

\Vhat will the proposal fix or change? 

3. It may make the Casino Agree1I1ent avaiJable to the publlc, if Crown Limited 
agrees with the proposal. 

What will happen if the proposal is not adopted? 

4. Nothing. The status quo will remain the same. 
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Review of the Casino Agreement 

Position Paper - Item 2 

Public A Yailability of the Casino Licence 

What does this proposal describe? 

1. This proposal is for the Government to make the Casino Licence publicly 
available. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russell, 
Mr E Waterman and Dr N Seddon, entitled Conlracting, Privatisation, Probity 
and Disclosure in Victoria 1992 -1999, and dated May 2000, ("the Russell 
Report") conducted a case study into the Crown Casino . One of the Report's 
Principal Recommendations drawn from the case study was that -

;'The secrecy surrounding the Casino Licence appears unnecessary, as there is no 
likelihood in the foreseeable future that a casino licence will be granted to a 
competitor. The Review sees no reason for the conditions of the Licence to be 
kept confidential and recommends that the terms of the Casino Licence be 
publicly disclosed" (pp. 108 and 138). 

3. Transparency of Goverrunent actions and decision-making is also a principle 
which the current Government advocates. 

What will the proposal fix or change? 

4. It will make the Casino Licence available to the public. This would be 
consistent with the Government's principle of transparency and would also 
allow more practical information about the tenns of the Casino Licence to be 
provided to the public. 

What wilJ happen if the proposal is not adopted? 

5. Nothing. The status quo will remain the same. 
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Review of Casino Agreement 

Pos ition Paper - ltem 3 

Retaining current market share of Commissioned Based Players' ("CBP's") 
business in Victoria to maximise gross gaming revenue. 

What does the Proposal describe? 

l. It is proposed that the Casino Agreement be amended to safeguard Crown's 
CBP gaming business, so that source of gaming revenue is not lost to the 
State. 

Why is the Proposal on the List? 

2. Despite CBP profit margins being the lowest and this sector of casino gaming 
revenue being the most volatile, it is considered that the CBP sector is integral 
to Crown' s business. 

3. Government tax revenue derived from CBP's represents around 15% of its 
total revenue (Russell Report). Currently, the tax rate applied is 10% including 
a Community Benefit Levy of I %. The tax rate on Egm 'sand Regular Tables 
is 22.25% including the J % CBL The Crown CBP gambling sector 
experiences the lowest margins as the "Return to Player" is the highest. Also, 
Crown has to forgo about half of this margin in commission payments and 
complementary expenses in order to anract this type of patron to Melbourne. 

4. Nevertheless, it has been suggested that the CBP's may also have a substantial 
investment impact on the State economy. 

What is th e Proposal going to Fix? 

5. This proposal seeks to protect Crown's CBP business and the tax revenue 
earned by the State and to ensure that Crown maintains the Melbourne Casino 
Complex to world class standards. It is considered that an integral part of the 
casino being of world class standard is its ability to attract CBP players. 

What will happen if the proposal is not adopted? 

6. If Crown were to lose its CBP gambling base or it were to be significantly 
reduced, then it would seriously detract from the Melbourne Casino and 
Entertainment Complex being considered and maintained as a world class 
faci lity . Importantly, the State' s tax revenue base would be affected too. 
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VICTORIAN CASINO AND GAMING•AUTH OR!TY 

1 8 NOV 2003 

Mr Rowen Craigie 
Chjef Executive Officer 
Crown Limited 
8 Whiteman Street 
SOUTHBA~K VIC 3006 

Dear Mr Craigie 

REVIE W OF THE CASINO AGREEMENT 

VCG.0001.0002.8363_0193 

l refer lo the review of the Casino Agreement ( the Agreement) by the Victorian 
Casino and Gaming Authori ty and the request by Crown Limited (Crown) to remove 
the single purpose restriction from the Agreement. 

The Authority has decided on a number of the terms of agreement it may require of 
Crown. A list of these proposed terms is attached. Further terms are still being 
considered by the Authority and these will be brought to your attention as soon as 
they have been further developed. 

Some of the proposed terms of agreement are drawn from the benefits the S tate 
currently derives from the single purpose restriction, as outlined in the letter of 26 
September 2003 from the Acting Director of Gaming and Betting to Crown. Others 
derive from the Authority's findings in the Third Triennial Review of the Casino 
Operator and Licence. 

The list of proposed terms of agreement drawn up by the Authority does not, at this 
stage, include a comprehensive list of the redundant clauses that should be del.eted? 
from the Agreement. It also does not yet include the Authority's review of the 
insurance requirements for Crown in Schedule Five of the Agreement. 

Yours sincerely 

BRIAN FORREST 
Chairman 
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Review of the Casino Agreement by the Victorian Casino and Gaming Authority 

Terms of agreement required by the Authority in exchange for removal of the 'single 
purpose' restriction- Part A 

1. Crown to. maintain the Melbourne Casino and Entertainment Complex to world class 
standards, including: 

(a) addressing, expenditure on new capital and large maintenance capital projects 
(capital expenses), and 

(b) addressing expenditure on ongoing maintenance and cleanliness (operating 
expenses); 

2 . At least one third of the directors of Crown Limited to be independent; 

3. Improved standard for audit requirements; 

4. Improved standard for composition of and reporting structure for the Audit 
Committee; 

5. Improved standard for composit ion of and reporting structure for the Compliance 
Committee; 

6. Compliance with the Deed of Undertaking and Guarantee; 

7. Consequences for non-compliance with the Deed of Undertaking and Guarantee; 

8. Location of Crown's Board meetings; 

9. Location of Crown's senior management and management meetings; 

10. Location of Crown's company secretary; 

11 . Crown to provide, or make avai lable upon request, to the Authority specified 
information or documents, within certain time limits, including: 

(a) Reports on Crown's annual capital expenditure program and reports on actual 
expenditure; 

(b) Reports on Crown's internal and external audit programs and any changes to the 
programs; 

(c) Reports on adherence to or divergence from the internal and external audit 
programs; 

(d) Membership of Crown's Audit Committee and any changes to the reporting 
structure and membership of the Committee; 

(e) Audit Committee agendas, papers and minutes of meetings; 

( f) Membership of Crown's Compliance Committee and any changes to the reporting 
structure and membership of the committee; 

(g) Compliance Committee agendas, papers and minutes of meetings; 

(h) Notice of any new subsidiary of PBL; 

(i) A report on Crow11's annual budget; and 

(j) :\ report on adherence to or diYergence from the annual budget. 
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REVIEW OF THE CASINO AGREEME~T 

Third Meeting of the Sub-Committee of 

the Victorian Casino a nd Gaming Authority 

AGENDA 

Time: 9.30 am, Friday 14 November 2003, Board Room 

Attendees: Mr Brian Forrest 

Ms Una Gold 

Ms Christine ~eville 

VCG.0001.0002.8363_0197 

Mr Peter Cohen, Acting Director of Gaming and Betting, Acting Director of 
Casino Surveillance 

Members of the OGR Working Party-

Ms Rowena Scheffer, Mr Bill Balgowan, Ms Lyn Comeliusen, Mr 
Rowen Harris, Mr Michael Lee and \.1s Cate Carr. 

ORDER OF BUSINESS: 

Items for Consideration: 

Item I Present/ In Altcndance/ Apologies 

I (a) Present 

I (b) In attendance 

I (c) Apology 

Item 2 Business of the Meeting 

2(a) Minutes of previous meeting (See draft Minutes attached). 

2(b) Draft Position Papers that discuss each possible item that could be negotiated with 
Crown Limited; (see Attachment). 

2(c) Status report to Authority meeting on 18 November 2003. 

Item 3 Other Business 

3(a) Inspection of Casino Complex by Working Party 

Item 4 Next Meeting 
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Victorian Casino and Gaming Authority Confi dential Internal Working Document 

For Sub-Commillee Meeting on 14 November 2003 

Review of the Casino Agreement 

I ,ist of possible items which may be r equ ired in exchange for removal of the 

'single purpose' restriction . 

Suggested Amendment to the Casino Agreement Clause of the 
Casino Agr'mt 

l. Public availability of the Casino Agreement 36.1 
~--·-

2. Public avai labi lity of the Casino Licence. new 

.., 

.) . Retaining current market share of commission based players' 28 
business in Victoria to maximise gross gaming revenue. 

4. Maintain the Casino Complex to world class standards, including: new 

(a) addressing expenditure on new capital and large maintenance I 

capital projects (capital expenses); 

(h) addressing expenditure on ongoing maintenance and 
cleanl iness (operating expenses). 

(c) Quarantining of the Melb. Casino business. 

[sec also item 16(a)) 

5. Independence of the directors of Crown Limited. new 
-·-
6. Audit requirements [see also items 16(b). (c) and (e)] new 

7. Composition of and reporting structure fo r the Aud it Committee new 

[sec also items I 6(d) and (e)] 
- -·-·-
8. Composition of and report ing structure for the Compliance new 

Committee !see also items 16(1) and (g)) 

9. Full compl iance with the Deed of Undertaking [see also item 
I 6(h)] 

10. Con ~quences for non-compliance with the Deed of Undertaking 31.2 

[see also item 16(h)] 
-
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Victorian Casino and Gaming Authority Confidential Internal Working Document 

For Sub-Comm ittee Meeting on 14 November 2003 

11. Yfeasures of financial Health; eg - debt/equity ratio, reduction of 22.1 (m) 
capital [see also items 16(i) and (j)] 

-
12. Location of Crown· s Board meetings. new 

- . -- -
I 
I 13. Location of Crown·s senior management and management new 

meetings. 

I 14. Location of Crown· s company secretary new 

I 15. Location of Crown's bank accounts for Mel b. Casino operations. new 

16. Information/documents to be provided to the Authority, includ ing: 25 

(a) A repo11 on Crown's capital annual expenditure program and 
reports on actual expenditure; r sec also item 4 J 

(b) A report on Crown's internal and external audit programs and 25 
any changes to the programs [see also item 6] 

(c) A report on adherence to or divergence from the internal and 25 
external audit programs [see also item 6] 

I 

I 
(d) Membersh ip of frown ' s Audit Committee and any changes to 1 25 

the repo11ing structure and membership of the committee [see 
also item 7J 

(e) Audit Committee agendas. papers and minutes of meetings 25 
[see also items 6 and 7] 

(f) Membership of Crown·s Compliance Committee and any 25 
changes ro the reporting structure and membership of the 
committee [sec also item 8] 

(g) Compliance Committee agendas, papers and minutes of 25 
meetings [sec also item 8] 

(h) Notice of any new subsidiary of PBL; [see also items 9 and 
i 

I OJ 
·-· 

(i) A report on Crown ·s annual budget; lsee also item 11) 25 

G} A report on adherence to or divergence from the budget; [see 25 
also item 11] 

(j) Other items: cg: l\SX requirements. 25 

. 
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VICTORIAN CASINO AND GAMING AUTHORITY 

COMMERCIAL-IN-CONFIDENCE 

ITEM I PRESENT/IN ATTENDANCE/ APOLOGIES 

- - -.'I- - - - - -- - - ----- - - -- - - -- - -- - - -- - -- - - - - - - - - - -- - -- - - - -------- - - - - - -- - --- - - - - -------- - - - - --------- ----
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VICTORIAN CASINO AND GAMING AUTHORJTY 

COMMERCIAL-IN-CONFIDENCE 

ITEM 2. BUSINESS OF THE MEETING 

2A Minutes of Previous Meeting 

28 Draft Position Papers 

2C Status Report to Authority 

---~--- --------- - - -------------------------------------------- ----------------- ---- - -- ---------------
Doc Ref: KM 1:\rol 1cy' ~cga\,uhcornmittec\agcnda 141103.dc>c 
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VICTORIAN CASINO AND GAMING AUTHORITY 

SUB COMMITTEE 
REVIEW OF CASINO AGREEMENT 

MINUTES O F MEETING NO 2 

HELD IN 
THE BOARD ROOM 

LEVELS 
35 SPRING STREET 

MELBOURNE 

FRIDAY 17 OCTOBER 2003 
COMMENCING 9.45 AM 

ITEM l PRESENT / JN ATT ENDANCE/ APOLOGIES 

1 (a) Present 

Mr Brian Forrest, Chairperson 
Ms Una Gold 
Y1s Christi ne eville 

1 (b) In Attendance 

Mr Peter Cohen, Acting Director of Gaming and Betting 
Acting Director of Casino Surveillance 

Ms Sylvia Grobtuch, Assistant Director Legal and Legislation 
Mr Bill Balgowan, Casino Project Manager 
Y1 s Lyn Comeliusen, Solicitor 
Ms Rowena Scheffer. Solicitor 
Ms Cate Carr, Solicitor 
Mr Michael Lee, Licensing Operations and Po licy Branch 
Mr Kenneth McLeod, Secretariat Officer 

I (c) Apologies 

Mr Rowan Harris, Gambling Operations and Audit Branch 

.. 
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Sub Committee - Review of Casino Agreement 

ITEM 2 Business of the Meeting 

2(a) Minu tes of P revious Meeting 

Members agreed that the minutes of Meeting No l be con finned. 

2(b) Revised List of Items for Consideration 

Members considered a revised list setting out possible items !ha! may be required 
in exchange for removal of the single purpose provisions, copies of which fonned 
part of the papers provided for the meeting. 

Members noted, in respect of the revised list, that: 

• the original list has been expanded and now includes the following major 
matters -

../ public availability of the casino licence; 

../ Authority approval for reduction of capital ; and 

../ compliance with obligation to maintain the casino complex to world class 
standards; 

• the matter of public availability of the casino licence arose out of a 
recommendation appearing in a report on Government contracts by Professor 
Bill Russell ; 

• the matter of Authority approval for reduction of capital relates to alternatives 
to the debt/equity ratio as a useful measure of financial health; 

• the matter of compliance with maintaining the casino complex to world class 
standards relates to observations made as part of the second and third triennial 
reviews of the casino operator and licence; 

• in relation to the independence of Crown directors, emerging new tests 
developed by the New York Stock Exchange may prove useful in clarifying 
what is meant by 'independent' in this context; and 

• the matter of compliance with the Deed of Undertaking relates to capturing all 
future structural changes and providing for consequences for non-compliance in 
the form of disciplinary action. 

Members agreed that: 

• the list be categori sed into matters that are negotiable by the Authority and 
those that arc not; and 

• position papers be provided to the Sub-Committee on the various matters 
proposed to be negotiated by the Authority. 

' Do,;,Rcf: K!\lf ; .. p,1licy" VCGA\$uhcom~11H~c\Agreem~ntRc " ie\\~M IN2vF doc 
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Sub Committee - Review of Casino Agreement 

2(c) Publishing and Broadcasting Limited Subsidiaries 

Members noted a document tabled by the Casino Project Manager containing the 
Group Structure for Publishing and Broadcasting Limited as at 9 August 2002. 

2(d} Results of Research into Solvency Ratios of other Casino Operators 

Members noted a document tabled by the Casino Project Manager containing the 
following infonnation in the form of charts and data in relation to solvency ratios 
for casino and gaming related companies: 

./ Australian casinos and gaming companies for 2001-2003; 

./ Overseas casinos (United States and New Zealand) for 2002-2003; 

./ Crown (Consolidated) for 1998-2003; and 

../ Publishing and Broadcasting Limited. 

2(e) Casino Agreement - Progress Report - Clauses for Deletion or Updating 

Members noted advice that, as part of the review of the Casino Agreement, an 
additional project is being undertaken by the Working Party to identify clauses of 
the document that should be either deleted or updated to reflect the current 
situation. 

Members also noted that the clauses relating to insurances are to be subjected to 
close scrutiny. 

2(f) Audit Issues Concerning the Casino Operator - Progress Report 

Members noted, from an oral report by the Casino Project Manager, that the 
Working Party is in the process of collecting and examining infonnation around: 

./ the Crown Limited audit program; 

./ Nevada Gaming Commission data; 

./ New Jersey Gaming Commission data; and 

../ the Crown Limited ICM. 

Members also noted advice from the Acting Director that Crown Limited is 
proposing to examine its audit and compliance structures at a board meeting 
scheduled to be held Tuesday 21 October 2003. 

2(g) Authority Meeting of 21 October 2003 - Status Report 

Members noted the Status Report paper prepared to infom1 the Authority of the 
progress of the sub-committee, copies of which formed part of the papers provided 
for the meeting. 

' Doa,;Rcf: KM i :\p~licv'VCGAISuhcommincc\AgrecmentRevic'~M·lN2vF doc 
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Sub Committee - Review of Cas ino Agreement 

ITEM 3 Other Business 

3(a) Inspection of Casino Complex by Working Party 

Members noted that the Casino Project Manager intends to e-mail Working Party 
members with optional dates for conducting an inspection of the Melbourne 
Casino. 

Members also noted that the proposed dates, in preferred order, are: 

./ 24 October 2003; 

./ 23 October 2003; and 

./ 30 October 2003. 

ITEM 4 Next Meeting 

Members agreed that the next meeting of the sub-committee be detennined at the 
Authority meeting scheduled to be held on Tuesday 21 October 2003. 

T he meeting closed a t approximately 10.50 am 

' Do~•-Rcr: KM i :\;>Olicy-.VCGA\Suhcommit1cc\AirecmentRcv1cwM IN2~F:doc 
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Review of the Casino Agreement 

Position Paper - Item 1 

VCG.0001.0002.8363_0206 

• . '> /11 f 0·5 
DRAFT of 21/10/03 

Public A \•ail ability of the Casino Agreement 

What does the proposal describe'? 

l . It is proposed that the Authority should negotiate with Crown Limited to make 
the Casino Agreement publicly available. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russell, 
Mr E Waterman and Dr N Seddon, entitled Contracting. Privatisation, Probity 
and Disclosure in Victoria 1992 1999, dated May 2000, ("the Russell Report") 
recommends that -

"where existing government contracls contain confidentiality clauses which 
prevent their being disclosed in full, the government should negotiate with the 
relevant contractors to secure their consent to disclosing as much of the 
contracts as possible" (at p. 4). 

What will the proposal fix or change? 

3. It may make the Casino Agreement available to the public, if Crown Limited 
agrees with the proposal. 

What will happen if the proposal is not adopted? 

4. Nothing. The status quo will remain the same. 

(' '"' &.~. ::. 

11-'; l~~:'\ ( \ ~ 

( / \ / . . ; - ·-<.. '-. J 
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DRAFT or 10/ 11 /03 

Review of the Casino Agreement 

Position Paper - I tern 2 

Public Availability of the Casino Licence 

What does this proposal describe? 

I . T his proposal is for the Government to make the Casino Licence publicly 
available. 

Why has this proposal been made? 

2. The Report to the Government of the Audit Review by Professor E W Russell, 
Mr E W aterman and Dr N Seddon, entitled Contracting, Privatisation, Probiry 
and Disclosure in Victoria 1992 - 1999, and dated May 2000, ("the Russell 
Report") conducted a case study into the Crown Casino. One of the Report 's 
Principal Recommendations drawn from the case study was that -

"The secrecy surrounding the Casino Licence appears unnecessary, as there is no 
likelihood in the foreseeable future that a casino licence will be granted to a 
competitor. T he Review sees no reason for the conditions of the Licence to be 
kept confidential and recommends that the terms of the Casino Licence be 
publicly disclosed" (pp. 108 and 138). 

3. Transparency of Government actions and decision-making is also a principle 
which the current Government advocates. 

What will the proposal fix or change? 

4. It will make the Casino Licence available to the public. This would be 
consistent with the Govenunent's principle of transparency and would also 
allow more practical infom1ation about the terms of the Casino Licence to be 
provided to the public. 

What will happen if the proposal is not adopted? 

5. Nothing. The status quo will remain the same. 

1 
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Draft of I 0111/03 
Review of Casino Agreement 

Position Paper - Item 3 

Retaining current market share of Commissioned Based Players' ("CBP's") 
business in Victoria to maximise gross gaming revenue. 

What does the Proposal describe? 

1. It is proposed that the Casino Agreement be amended to safeguard Crown 's 
CBP gaming business, so that source of gaming revenue is not lost to the 
State. 

Why is the Proposal on the List? 

1~ 

2. Despi te CBP profit margins being the lowest and this sector of casino gaming 
revenue being the most volatile, it is considered that the CBP sector is integral 
to Crown's business. 

3. Government tax revenue derived from CBP's represents around 15% of its 
total revenue (Russell Report). Currently, the tax rate applied is l 0% including 
a Community Benefit Levy of l %. The tax rate on Egrn' s and Regular Tables 
is 22.25% including the 1 % CBL. The Crown CBP gambling sector 
experiences the lowest margins as the "Return to Player" is the highest. Also, 
Crown has to forgo about half of this margin in commission payments and 
complementary expenses in order to attract this type of patron to Melbourne. 

4. Nevertheless, it has been suggested that the CBP's may also have a substantial 
investment impact on the State economy. 

What is the Proposal going to Fix? 

5. This proposal seeks to protect Crown 's CBP business and the tax revenue 
earned by the State and to ensure that Crown maintains the Melbourne Casino 
Complex to world class standards. It is considered that an integral part of the 
casino being of world class standard is its ability to attract CBP players. 

What will happen if the proposal is not adopted? 

6. lf Crown were to lose its CBP gambling base or it were to be significantly 
reduced, then it would seriously detract from the Melbourne Casino and 
Entertainment Complex being considered and maintained as a world class 
facility. Importantly, the State's tax revenue base would be affected too. 

I 

/f.- rt .. 

,J.::. . .., I' t- I 
; 

... 
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Draft of 10111/03 

Review of Cas ino Agreement 

Position Paper - Item 4 

Maintain the Casino complex to world class standards, including : 

Item 4(A) - Addressing expenditure on new capital and large maintena nce 
capital projects (capital expenses) 

What does the Proposal describe? 

1. It is proposed that the Casino Agreement be amended to regulate Crown's 
commitment to new capital and large maintenance capital projects (Capital 
Expenditure). 

Why is the Proposal on the List? 

2. The Authority has an obligation to monitor these projects as it in turn has an 
obligation to report to the Minister in each triennial review under section 25 of 
the Casino Control Act 1991. The Government is responsible for promoting 
economic development and tourism. lt is in the Government's interest that the 
Melbourne Casino and Entertainment Complex be operated and maintained as 
a world class facili ty. 

3. To do this, the Authority would require annual Capital Expenditure Budget 
Summary Reports with considerable detail itemising proposed expenditure 
under the headings "Existing Facilities" and "Major New Construction". All 
capital expenditures, which extend beyond one year, would have to be indexed 
for inflation. 

4. Under Clause 16.6 or the Melbourne Casino Operations Agreement, which is 
a Complementary Agreement, Crown is obliged to make Capital Expenditure 
(CapEx) allocations to a Capital Reserve Account. This clause states : . 

..,.,. "''""- ;....::i c~ ri l"'"""/""''-o..,'-' 
"The Annual Plans and Budget will, for the financ ial years commencing on 
and after 1 July 1998, provide for the establishment of a special reserve 
account for Capital Expenditure in accordance with clause 16.2 and 16.4 
("Capital Reserve Account") by payment of cash from the Casino Bank 
Account to a special interest bearing account, the amount to be calculated on 
the basis of -

(a) the percentage allocations of revenue provided in the Financial Projections 
for refurbishment; 

(b) the amount ofother annual capital expenditure at the rate anticipated in 
the Financial Projections; and 

(c) in years later than those dealt with by the Financial Projections, a manner 
consistent with the methodology in (a) and (b ).'; 

5. In a letter to the Autho1ity dated 14 April 1999, PBL made the following 
commitment in Point (c) on Page 3: "PBL will ensure that Crown expends a 
minimum of$300 million over the next 10 years to improve and maintain the 
Crown Casino assets." 

C:\WINDOWS\TEMP\H.data.notes\PosPaper No.3,4 & I 6(a).doc 
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Draft of 10/ 11 /03 

Review of Casino Agreement 

Why is the Proposal on the List? Cont'd. 

6. It is recommended that the Autho1ity should ensure that these Capital 
Expenditure commitments I requirements are enforced by amending the 
Casino Agreement. 

What is the Proposal going to Fix? 

7. This proposal will reduce the risk of Crown not spending sufficient funds on 
the upkeep of the Melbourne Casino and Entertainment Complex in order for 
it to operate and be maintained as a world class facility. 

What will happen if the proposal is not adopted? 

8. Crown may lose its position of not being considered as a world class Casino 
and Entertainment Complex which would have a negative impact on being a 
tourist destination and could affect its suitability to continue to hold the casino 
licence. 

Item 4(B) - Addressing expenditure on ongoing maintenance and cleanliness 
(Operating Expenses) 

What does the Proposal describe'? 

I. The proposal is to reduce the risk of Crown not spending sufficient funds on : 

• Cleaning, 
• Repairs & Maintenance, and 
• Refurbishment. 

Why is the Proposal on the List'? 

2. A contractual obligation on Crown to expressly maintain the Melbourne 
Casino and Entertainment complex to international standards does not exist in 
any of the agreements between Crown and either the State or the Authority. 

3. The Casino Agreement and the Management Agreement contain obligations 
on Crown-

• to construct the Casino to a high quality, international casino standard 
(clause 13 of the Management Agreement); 

• to ensure that the r etail businesses in the Casino Complex are carried on 
at an international casino standard (clause 20. I of the Management 
Agreement); and 

• to operate the casino having regard to best practices in international 
casinos of a similar size and nature (clause 28 of the Casino Agreement). 

(:'.WINDOWS •TF.M P\H .data.notes\PosPaper No.3,4 & I 6(a).doc 
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Draft of l 0/ 1 I 103 

Review of Casino Agreement 

Why is the Proposal on the List ? Cont'd. 

4. None of these Agreements specifically address the ongoing "maintenance" of 
the Casino or the Casino Complex to world class standards. However, the 
phrase "to operate the casino at international casino standards" implies that it 
should also be maintained to that standard. To date, Crown has acknowledged 
its obligation to maintain the casino as a world class facil ity. 

5. lt is recommended that the Casino Agreement be amended to expressly 
reinforce this obligation so that it becomes enforceable. 

6. Clause 8.2 of the Operations A&>Teement, which is a Complementary 
Agreement between Crown and Crown Management P/L, obliges Crown 
Management to -

"supervise and direct the management and operation of the Casino and 
Ancillary Facilities [the hotel, restaurants, car park etcJ to a first class 
standard comparable to world class international casinos, hotels and other 
facilities equivalent to those comprising the Casino and Ancillary 
Facilities and shall ensure that all gaming is conducted in accordance with 
the highest standards of honesty, integrity and courtesy." 

7. The only way the Authority can enforce the Operations Agreement is through 
clause 32 of the Casino Agreement which provides that: 

"The Company undertakes that it will not, without the prior written 
consent of the Authority: 
(a) Give or recognise any waiver under a Complementary Agreement 

[which includes the Operations Agreement) .. . where to do so would 
have a material and adverse effect on the Company's ability to 
construct or operate the ... Melbourne Casino in accordance with 
this document." 

Why is the Proposal on the List? 

8. Again, the obligation is limited to the "construction and operation" of the 
Casino. There is some doubt whether Clause 32 could be used by the 
Authority to ensure that Crown "maintains" the Casino to world class 
standards. 

What is the Proposal going to Fix? 

9. It will ensure that the Melbourne Crown Casino and Entertainment complex is 
kept well maintained and clean to international class standards. 

What will happen if the proposal is not adopted? 

I 0. Crown may fail to be viewed as a world class international tourist attraction 
and this in turn may affect Government revenue if visitors are lost 

C:\ WINDOWS\TEMP\H.data.notes\PosPaper No.3,4 &l 6(a).doc 
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Draft of I O/l l/03 

Review of Casino Agreement 

Position Paper - Item 4 (C) 

4(C) - Quarantining Crown from other ventures 

1. Further commercial and legal advice is required on how to protect the State's 
interest in the Melbourne Casino and Entertainment Complex if Crown 
embarks upon other ventures if the single purpose restriction is removed from 
the Casino Agreement. 

·~ 
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DRAFT of 1 Oil l /03 

Review of the Casino Agreement 

Position Paper - Item 5 

Independence of the directors of Crown Limited 

What does this p roposal describe? 

I. This proposal describes including a provision in the Casino Agreement that 
requires Crown to ensure that at least one third of its directors are considered to 
be independent. 

Why has this proposal been made? 

2. Crown has a Board of eight directors. Clause 14.2 of Crown's Constitution 
states that: 

"At any given time at least one third of the Board must consist of persons 
who can be fairly considered as independent of the Sponsors and their 
rcspecti ve Associates." 

3. Before Crown merged with PBL, Crown ' s Sponsors included companies such as 
Hudson Conway P/L. Since the merger, Crown no longer has any Sponsors, as 
defined by the Casino Agreement. Therefore, clause 14.2 is no longer effective. 

3. Crown's Constitution has not been amended to address this issue and, as a 
consequence, it does not properly regulate the question of the independence of 
its directors. 

4. According to the ASX Corporate Governance Principles 2.1 and 2.2, in order to 
ensure that the Board discharges its responsibilities and duties most effectively, 
it is recommended that the Chairman and the majority of the Board should be 
independent. Guidance as to what may constitute an independent director can be 
drawn from the New York Stock Exchange's definition of an independent 
director. 

5. Currently, none of the directors of Crown Limited are independent of Crown's 
executive management or of significant income produced or provided by 
shareholdings in Crown 's parent company, PBL, or as a fee for service (not 
including director's fees). 

6. The Authority identified this as an issue of concern in its Second Triennial 
Review Report of June 2000 (at p.27). After the Second Triennial Review, 
Crown ind icated to the Authority that it would be reviewing its Constitution in 
relation to this issue. Crown subsequently advised the Authority on 18 March 
2003 that it had completed its review of its Constitution and had decided to not 
amend it. 

... 
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DRAFT of 10/11 /03 

7. In the Third Triennial Review Report (p. 12) the Authority reiterated its concern 
expressed in the Second Triennial Review Report, that "the proper level of 
decision making for the Crown board. which requires a degree o.f independence 
from the parent company" has not been adopted by Crown Limited. 

What will the proposal fix or change? 

8. It would improve the corporate governance of Crown to introduce a portion of 
independence to decisions made by the Crown Board of directors. 

9. By adopting a corporate structur~' ;~c~~~~~d~d~ t;·;-SX, the ~i~ could 
also be assured that there is an effective board that is committed to adequately 
discharging its responsibilities and duties by ensuring that decisions are made in 
the best interests of Crown, rather than the holding company. 

. " • • : • I ~ 
~fa.. .,. ... \ F'l.:>W ,-. °, ~f<A)~f~t j..:..h 

What will happen if the p roposal is not adopted? 

I 0. The corporate governance of Crown would not be functioning at an optimum 
level or according to the best practice as recommended by the ASX. Perceptions 
could exist that decisions made by the directors of Crovm would not be impartial 
if all the directors of Crown are also directors or executives of the PBL Group of 
companies. 
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DRAFT- 10/11/03 

Review of the Casino Agreement 

Position Paper - Item 6 

Audit Requirements 

What does the proposal describe? 

1. In the Third Triennial Review Report, the Authority expressed a view that Crown 
should outsource its internal audit function or, alternatively, increase the resources 
in this area and change reporting structures so that the head of the internal audit unit 
reports to the CEO and to the Board and not through any line manager. 

Why has this proposal been made? 

2. Jn the Third Triennial Review of the Casino Operator and Licence, the Autho1ity 
noted that it continues to be dissatisfied with Crown's inadequate allocation of 
resources for its internal audit program. The Authority was also dissatisfied with 
the scope and content of the external audit reports supplied by Crown in that they 
have not demonstrated whether the Internal Control Manual (ICM) is adequate or 
whether Crown has been fully complying with it. Departures by Crown from the 
ICM have also been the subject of disciplinary action by the Authority. 

3. The Authority's dissatisfaction to a large extent stems from the fact that, since the 
Arthur Andersen Report, (commissioned by the Authority in 1999) into the risks 
associated with all the regulator's statutory functions, Crown has failed to remedy 
the shortcomings which the Authority had identified in the Second Triennial 
Review Report. One of the recommendations made by Arthur Andersen, in its 
report dated January 2000, was that Crown be required to "demonstrate that their 
own internal audit programs are risk based and that all key risks are reviewed". 

4. As a consequence, the Authority at its meeting on 2 May 2000 detennined that 
negotiations be commenced with Crown with a view to amending the ICM requiring 
Crown to outsource its internal auditing functions. In a letter of 25 September 
2000, Crown advised the Authority that it was strongly opposed to its internal 
auditing function being outsourced. Based upon Crown's promise that additional 
staff would be recruited to enhance its internal audit function, the Authority agreed 
to not require Crown to outsource its internal audit function. 

5. However, in an investigation into Crown' s internal audit program fo r the 2002/2003 
fi nancial year. the Authority found that Crown's projected allocation of 700 staff 
hours to its internal audit function was quite inadequate. Crown subsequentl y 
advised that -

... 

"Additional areas of audit activity are detennined each year hased on an 
ongoing risk assessment process and emerging issues. The total amount of 
audit work is fo r any year, consequently far greater than just the schedu led 
program elements" . 
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What will the proposal fix or change? 

6. More information regarding its audit program will be received from Crown, which 
will result in greater clarity and certainty as to whether Crown is complying with the 
ICM. 

What will happen if the proposal is not adopted? 

7. Insufficient infonnation will be available for the Authority to ascertain whether 
problems exist in relation to compliance with the ICM . 

... 
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Review of the Casino Agreement 

Position Paper - Item 7 

Composition of and reporting structure for the Audit Committee. 

What docs the proposal describe? 

I. This proposal is to amend the Casino Agreement to address the Authority's concern 
that Crown does not have a separate and independent Audit Committee, especially in 
view of the fact that the Crown Board meets only four times a year. 

Why has this proposal been made? 

2. Such concern stemmed from that fact that the "Directors' Report" section of Crown's 
Annual Reports for 200 I and 2002 stated that "the company has three Committees -
the Audit Committee, the Compliance Committee and the Remuneration Committee". 
However, the Authority found limited documentation from Crown's Audit Committee 
during its inspection of Crown's documents that reflected such a structure. This 
prompted a letter of inquiry from the Authority to Crown. Responding by letter of 27 
March 2003, Crown advised that "the Audit Committee and its functions are dealt 
with by the full Board of Crown Limited". It also advised that the Crown Board 
considered audit matters only twice in 2000, twice in 2001 and three times in 2002. 

What will the proposal fix or change? 

3. By having a separate and independent Audit Committee, it is likely that any audits 
conducted would better reflect the standard of casino operations and would be a better 
indicator of whether Crown is complying with the £CM. 

What will happen if the proposal is not adopted? 

4. The Audit Committee will continue to not function independently of the Board. If the 
Internal Auditor is unable to report directly to the Board, rather than through the line 
manager, its views may be compromised or problems or concerns may not be 
detected, or not detected early enough, if those charged with detecting them have 
other, possibly conflicting, interests (for example, as members of another Committee) . 

. ., 
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Review of the Casino Agreement 

Position Paper - Item 8 

Composition of and reporting structure for the Compliance Committee. 

W hat does the proposal d escribe? 

I. The proposal is for the Casino Agreement to be amended to address the Authority's 
view, which was expressed in the Third Triennial Review. that­

there should be an independent Compliance Committee; and 
the Compliance Committee should have an appropriate reporting structure that 
rdkcts its obligations under the original Enforceable Undertaking entered into 
with the Australian Securities and Investment Commission ("ASJC"). 

Why has this proposal been made? 

2. During investigations for the Third Triennial Review, the Authority found that, on 
I March 2000. Crown replaced the Board-based Compliance Committee with a 
management-based compliance committee chaired by Crown 's Chief Executive 
Officer. This diminution in status of the Compliance Commillee falls short of best 
practice for a company holding a casino licence and of its previous commitments to 
the Authority when compared to other Casinos around the world. The Triennial 
Review Report noted that: 

"By comparison, the Compliance Program for Park Place Entertainment Inc. 
which has large casinos in Nevada and New Jersey in the USA. states that its 
Compliance Committee must have at least five members and that a majority of 
them must be non-officers of the company." 

By having a management-based compliance committee, any breaches by Crown may 
be inadvertently overlooked or, at worst, concealed from the Board. To this extent, it 
would be difficult to hold the Board accountable. 

3. In O<.:tob~r 2002. Crown's external auditors (Ernst & Young) identified two significant 
breaches of the Internal Control Manual relating to failures by Crown's Internal Audit 
Department in the:: financial year ended on 30 June 2002. It is essential that internal 
failures which lead to problems such as this be identified and addressed effectively at 
an earl y stage. 

4. While the Authority accepts that casino operations can be adequately controlled from 
the management level, it expects that, if Crown is to exercise best practice standards, 
Crown's Compliance Committee should be returned to Board level. 

W hat w ill the proposal fix or change? 

S. By having a separate and independent Compliance Committee, the Committee may act 
as an early warning system in identifying serious breaches of the ICM and will be 
better equipped to deal with and report to the Board in an effective manner. 
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What wiJJ happen if the proposal is not adopted? 

6. With the cut-backs in fund ing and having the compliance committee at management 
lcvei, Crown may not be fully equipped to address internal failures or concerns at a 
sufficiently early stage to avoid breaches of the ICM . 

. ,. 



VCG.0001.0002.8363_0220 

Draft of 10111 103 

Review of the Casino Agreement 

Position Paper - Item 9 

Deed of Undertaking & Guarantee 

What does the proposal describe? 

I. The proposal describes a need to ensure that Publishing and Broadcasting Limited ("PBL") 
delivers to the Authority and the State New Guarantee Agreements executed by its 
subsidiary, Petelex Pty Ltd ("Petelex"), and other relevant subsidiaries , as required by 
clause 6.2 of the Deed of Undertaking and Guarantee (' 'the Deed"). 

Why has this proposal been made? 

2. Under the Deed, the PBL Group of companies guarantee that the Crown Group of 
companies will meet the 'Guaranteed Obligations' under the 'State Documents', which arc 
the obligations under the Casino Control Act 1991, the Casino Licence, the Casino 
Agreement, the Management Agreement, the Site Lease and the State Charge. 

3. Under clause 6 . l(a) of the Deed , if PBL acquires or creates a subsidiary, it is required to 
deliver to the Beneficiaries (the Authority and the State) a New Guarantee Agreement if 
the subsidiary, in effect, ho lds a broadcasting licence or a core title and either holds more 
than 10% of the total assets or has more than 10% of the operating profit of the PBL 
Group. 

4. Petelex owns about 65 subsidiaries of PBL, including Nine Network Australia Pty Ltd 
and Australian Consolidated Press Limited, which together control most of PBL's 
television and magazine interests. 

5. PB L has indicated in a letter to the Chainnan of the Authority, dated 18 March 2003, that 
it does not believe it is required to procure a New Guarantee Agreement from Petelex. 
This view is contrary to the legal advice the Authority has received from Maddocks. which 
is that Petelex is required to provide a New Guarantee Agreement as it clearly owns more 
than 10% of the assets of the PBL Group and/or contributes more than 10% of the Group's 
consolidated net profit. 

6. The Office of Gambling Regulation has also identified a number of other recentl y acquired 
or created subsidiaries that may be obliged to provide a New Guarantee Agreement to the 
Authority and the State. 

What is the proposal going to fix'! 

7. The proposal to require PBL to deliver to the Beneficiaries New G uarantee 
Agreements from Petelex and other relevan t subsidiaries wi ll strengthen the existing 
guarantees given to the Authority and the State under the Deed. It will address PB L ·s 
current disincl ination to comply with the Deed in relation to Petelex . 

.. 
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What will happen if the proposal is not adopted? 

8. While Petelex is not a party to a New Guarantee Agreement, the strength of the 
existing guarantee is reduced. 

"'' 
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Review of the Casino Agreement 

Position Paper - Item I 0 

Consequences for non compliance with the Deed of Undertaking 

What does the proposal describe? 

I. The proposal describes amendment of clause 31.2 of the Casino Agreement to enable the 
Authority to serve a show cause notice on Crown under section 20(2) of the Casino 
Control Act 1991 ("the Act") for PBL 's non-compliance with the Deed. 

Why has this proposal been included in the list? 

2. Under clause 4.5 of the Deed of Guarantee and Undertaking ("the Deed"), the Authority 
may issue a noti ce to Crown Limited under section 20(2) of the Act, but only if PBL fa ils 
to deliver to the State a Jetter of credit. There are currently no consequences under the 
Deed if PBL fails to comply with any other obligations under the Deed, such as ensuring 
relevant subsidiaries execute a New Guarantee Agreement under clause 6 of the Deed. 

3. There are two options for addressing the problem of non-compliance with Deed. T hey 
are: 

(i) Amend the Deed to make non-compliance with clause 6 an Event of Defaull 
under the Deed. This would entitle the Authority to serve notice on the casino 
operator under section 20(2) of the Casino Control Act requiring the casino 
operator to show cause why disciplinary action should not be taken against it 
for PBL's default under the Deed. This option is not recommended because it 
would require the approval of the Minister for Gaming, PBL, Crown Limited 
and each of the sixteen other guarantors under the Deed to amend the Deed. 

(ii) Amend the Casino Agreement so that that non-compliance with clause 6 of the 
Deed will constitute a breach of the Casino Agreement so as to entitle the 
Authority to serve a show cause notice on the casino operator under section 
20(2) of the Act. T his option is the recommended option because Crown 
Limited and the Minister have already agreed in principle to amendment of the 
Casino Agreement. 

What is the proposal going to fi.x? 

4. The proposal would fix the current situation whereby the Authority has no statutory or 
contractual power to address or regulate PBL 's non-compliance with clause 6 of the 
Deed. 

What will happen if the proposal is not adopted? 

5. PBL wil l continue to be able to create or acquire significant subsidiaries without 
procuring a New Guarantee Agreement from them if required by the Deed. This 
situation reduces the strength of the existing f,TUarantees under the Deed and leaves 
the State vulnerable. It also undermines the Authority's position as a party to the 
Deed and as the statutory regulator of the casino operator. 
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Review of the Casino Agreement 

Position Paper - Item I I 

Measures of finan cial health 

W hy has this proposal been made? 

I. It is proposed that the Casino Agreement be amended to reduce the maximum amount 
of debt that Crown may carry without approval of the Authority. 

2. Clause 22.1 (m) of the Casino Agreement currently prohibits Crown's Total Liabilities 
from exceeding 60% of Total Assets. As pointed out in the Third Triennial Review of 
the Casino Operator and Licence. Crown has not breached the 60% debt/equity ratio. 
Following its acquisition of Crown in June 1999, PBL subscribed additional equity 
which resulted in a substantial reduction in the ratio from close to 60% to 1ess than 
20%. This, however, increased again in August 2002 when Crown used S l ,OOOM to buy 
back 840.3'.'vl shares from PBL, increasing the ratio to 42%. 

3. The 60% debt/equity ratio was included in the Casino Agreement to ensure that the 
casino licence holder remained financially stable during the development phase of the 
casino project, when the company would be expected to carry a high level of debt due 
to construction and commissioning costs. Now that the development phase of the casino 
project is complete, it is reasonable to reduce the allowable debUequity ratio to ensure 
that Crown remains financially stable. 

4. The average solvency ratio for Australian casino and gaming companies for the period 
2001-2003 was 47%. Crown's average solvency ratio over this same period was 37%, 
whilst PBL had an average of 46%. This is in contrast with the average solvency rate 
f(H: overseas casin.ocompanies Of75%. (It should be noted that these figures are for a 
relatively short period of time and no allowance has been made for the possibility that 
unusual circumstances may have influenced the business of the companies during this 
time.) 

5. It is recommended, therefore, that the agreement be amended to reduce the debt/equity 
ratio to 46%, which is considered to be a much more appropriate level and in line with 
PBL 's average during the period 2001-2003. Alternately, the amendment could be the 
higher ratio of 50%, being roughly equivalent to the average for all Australian casino 
and gaming companies. 

6. Clause 22.1 (ma) of the Casino Agreement imposes a 60% debt/equity ratio on PBL and 
its subsidiaries. We do not intend proposing that this be amended. Although 50% may 
be considered more appropriate, PBL is a large and diversified group and it should not. 
be as constrained as Crown. 
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What will the proposal fix or change? 

7. It will ensure that the amount of debt that Crown incurs is maintained at a reasonable 
level and thereby ensure that Crown remains financially stable. 

What will happen if the proposal is not adopted? 

8 . Crown's debt/equity ratio may, at some time in the future, exceed 50% (this may be 
more likel y if the single purpose restriction is removed and Crown acquires other casino 
interests) . 

• 
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Review of the Casino Agreement 

Position Paper - Item 12 

Location of Crown's Board meetings 

Why has this proposal been made? 

I . It is proposed that the Casino Agreement be amended to require all Crown Board 
meetings to be held in Melbourne. 

2. The Crown Board currently meets approximately 4 times per year, with most meetings 
bcingheldin~y. ~.~~ ·• 

What will the proposal fix or change? 

3. The purpose behind such a requirement is ensure that Crown is not controlled by a 
remote Board, unfamiliar with the local environment within which the casino business 
operates and unavailable to address urgent issues at the casino. 

What will happen if the proposal is not adopted? 

4. Nothing. The Crown board wil l continue to meet as at present. 
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Review of the Casino Agreement 

Position Paper - Item 13 

Location of Crown's senior management and management 

Why has this proposal been made? 

I. lt is proposed that the Casino Agreement be amended to require Crown to be managed 
by personnel located in Melbourne. 

2. It is proposed that this requirement apply to all senior management, including the Chief 
Executive Officer, the Chief Financial Officer, the Chief Operating Officers, and other 
senior managers such as the heads of the various operating divisions. 

What will the proposal fix or change? 

3. The purpose of such a requirement is to: 

• assis t the Authority to cany out its regulatory functions by providing ease of 
access to relevant company officers, especially where access is urgently 
required ; and 

• ensure that senior management maintain a thorough understanding of Crown's 
operations by being colocated with, or based near, the casino business. 

What will happen if the proposal is not adopted? 

4. Crown may , at some time in the future , decide to locate senior management in a place 
other than Melbourne (this may become more likely if the single purpose restriction is 
removed and Crown acquires other casino interests interstate). 
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Review of the Casino Agreement 

Position Paper - Item 14 

Location of Crown's company secretary 

Why has this proposal been made? 

I . It is proposed that the Casino Agreement be amended to ensure that at least one 
Company Secretary appointed by Crown continues to be located in Melbourne. 

2. The Corporations Acr 200 l stipulates that a company secretary must "ordinarily reside 
in Australia". Crown currently has two Company Secretaries, one based in Melbourne 
and the other in Sydney. 

3. Crown has stated that having a Company Secretary located in both Sydney and 
Melbourne "enhances the focus on corporate governance and ensures the company 
meets and discharges its legal obligations". From the Authority's point of view, having 
at least one of Company Secretary located in Melbourne would also facilitate the 
service of notices etc on Crown. 

What will the proposal fix or change? 

4. The proposal would ensure that at least one Company Secretary is located in 
Melbourne. 

What will happen if the proposal is not adopted? 

5. Crown may decide, at some time in the future, to not locate a Company Secretary in 
Melbourne (this may become more likely if the single purpose restriction is removed 
and Crown acquires other casino interests interstate). 
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Review of the Casino Agreement 

Position Paper - Item 15 

Location of Crown's bank accounts for the Melbourne Casino operations 

Why has this proposal been made? 

I. It is proposed that the Casino Agreement be amended to reinforce the requirement that 
Crown locate all bank accounts for its Melbourne Casino operations in Melbourne. 

2. Section 123(1) of the Casino Control Act 1991 requires Crown to keep and maintain 
separate bank accounts at "an authorised deposit-taking institution in the State for all 
banking transactions arising under this Act". Any such bank accounts must be approved 
by the Authority. 

3. The requirement under section 123 is, however, limited to accounts for transactions 
arising under the Act. Crown may have other accounts relating to its Melbourne Casino 
operations that do not fall within the scope of section 123. It would be desirable that all 
accounts relating to the Melbourne Casino are located in the state, making it less 
onerous for OGR to monitor and inspect the accounts on behalfof the Authority. This 
will also avoid any possible jurisdictional difficulties that may be associated with 
accounts held outside Victoria. 

W hat will the proposal fix or change? 

4. The proposal will ensure that all hank accounts associated with Crown's casino 
operations are located in Melbourne, thereby ensuring convenient access for compliance 
monitoring and inspection purposes and removing any possibility that jurisdictional 
issues may arise in relation to the Authority's enforcement activities. 

5. The proposal will also allow the Authority, where Crown is in breach of the new 
requirement, to issue a Notice under clause 31.2 of the Casino Agreement requiring 
Crown lo remedy the breach. If Crown failed to comply with the notice, the Authority 
could issue a "show cause notice" under section 20(2) of the Casino Control Act 1991. 
This process would apply to all bank accounts related to the casino (rather than be 
limited to those arising under the Act, as at present) and would allow the Authority to 
take as soon as a breach became apparent, rather than having take disciplinary action at 
a much later stage. 

What will happen if the proposal is not adopted? 

6. Noth ing. The status quo will remain . 

. ., 
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Position Paper - Item 16(a) 

In formation/documents to be provided to the Authority including; a report on 
Crown 's ann ual capital expenditure program and quarterly reports on actual 
expenditure; (See also item 4) 

l . Crown's quarterly financial reports to the Authority should be expanded to 
provide details on its budget and actual expenditure on capi tal works (CapEx). 
These capex reports should provide the level of detail provided in the 
fol lowing tab le, which has been provided by Crown on previous occasions. 
The report should distinguish between expenditure on "Existing Facilities" and 
"Major New Constructions". 

Bud Act Bud Act Bud Act Bud 
'01 '01 '02 '02 '03 '03 '04 

Ex ist ing Facilities 
New Upgraded Gaming Machines 1.6 9.0 6.9 8.9 
New and Upgraded Table Games 5.4 3.8 0.9 1.6 
Gaming Equip. Replacement 3.2 0.5 0.3 1.1 
Table Games Equip. Replacement 0.8 0.1 0.2 1.3 
MIS 10.0 12.2 2.7 8.4 
Property Refurbishment 7.6 10.1 8.8 9.3 
Building Infrastructure 9.6 2.6 1.7 3.9 
Furniture & Fittings I Plant & Equip. 4.5 4.4 1.5 1.4 

42.7 42.7 23 35.9 
Major New Construction 
Promenade Hotel 3.1 20.6 66.5 45.8 

Total Capita l Expenditure 45.8 63.3 89.5 81 .7 

Note: The figures in this table have been previously provided by Crown. The missing 
figures are possibly available in the OGR fi les, but would need to be located . 

C 1WfNDOWS\TEMP\H.data.notcslPosPaper-No.3,4 & 16(a).doc 
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Review of the Casino Agreement 

Position Paper - Items 16(b) and (c) 

Information/Documents to be provided to the Authority: 

• A report on Crown's internal and external audit programs 
and any changes to the programs 

• A report on adherence to or divergence from the internal and 
external audit programs 

What does this proposal describe? 

1. To amend the Casino Agreement to require Crown to report on Crown's 
internal and external audit programs, any changes to the programs and on 
adherence to or divergence from the internal and external audit programs. 

Why has this proposal been made? 

In the Third Triennial Review of the Casino Operator and Licence, the Authotity was 
critical o f Crown's inadequate allocation of resources for its internal audit function. 
In a letter dated I 8 June 2003, Crown responded to the Authority's findings by 
suggesting: 

"that the Authority's conclusions were misinfonned. That the Authority's 
finding that Crown 's schedule internal audit program for the 2002/2003 
financial year amounted to a total of only 700 hours was based upon limited 
information ." 

Crown also advised that the internal audit program document obtained and reviewed 
by the Authority: 

"was only part of Crown's three year internal audit plan. This plan details the 
schedule elements of the internal audit program for each year. Additional areas 
of audit activity are determined each year based on an ongoing risk assessment 
process and emerging issues. During the year ended 30 June 2003, Crown 
conducted in excess of 2400 hours of internal audit not the '700 hours' which 
underpins the Authority's finding." 

The Authority's findings were based upon the information previously provided by 
Crown of the projected internal audit activity. To assist the Authority to assess 
Crown's audit activities, Crown should provide to the Authority reports on Crown's 
internal and external audit programs. lt is also recommended that should there be any , 
changes to Crown's schedule audit programs, the Authority should be advised in 
wri ting of such changes within 30 days. 

What will th e Proposal fix or change? 
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The proposed provision of the above mentioned information should assist the 
Authority in monitoring Crown's compliance with its internal and external audit 
programs as advised by Crown. 

W hat will happen if the proposal is not adopted? 

The Authority will not have adequate infonnation on which to base an assessment of 
Crown's internal audit program and any departures by Crown from the program. 
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Review of the Casino Agreement 

Position Paper - Items 16(d) and (e) 

,::1 ,- ~(u,-~ 
Information/Documents to be provided ito 

the Authority: ' 
-<r'A·"!.LL 

• .r.,. ,i'Membership ot· Crown's Audit Committee and any changes 
to the reporting structure and membership of the Committee. 

• Audit Committee agendas, papers and minutes of meetings. ,-.,, •. "~- ._;~·c-.:-.~\-? i... 

What does this proposal describe? 
Ve'' .:;:.~l'""'~J,;:,, l. '--'--1~ ·'1 
~/\.~ 1 {.\..,,.:: ....,\ t · ~ I '(:-_ .;,\)~ J. (-i.e~ .. ~ 
.j ' ' ( 

l. To amend the Casino Agreement to require Crown Limited to report on 
membership of its Audit Committee, any changes to the reporting structure 
and membership of the Audit Committee and to provide the Authority with a 
copy of the Audit Committee agendas, papers and minutes of meetings. 

Why has this proposal been made? 

The Authority is concerned that Crown does not have a separate and independent 
Audit Committee, especially in view of the fact that the Crown Board meets only four 
times a year. 

By requiring Crown to provide the Authority with a list of members on the Audit 
Committee, the Authority is better able to examine and detennine the appropriateness 
of the committee's membership. Should there be a change to the membership of the 
Audit Committee, the Authority should be advised in writing within 30 days. 

What will the Proposal fix or change? 

The provision of the Audit Committee agendas, papers and minutes of meeting will 
assist the Authority to better monitor the activities of the Audit Committee and help to 
alleviate the Authority's concerns in relation to the independence of the Audit 
committee. 

What will happen if the proposal is not adopted? 

The current unsatisfactory situation will continue. 
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Review of the Casino Agreement 

Position Paper - Items 16(t) and (g) 

Information/Documents to be provided to the Authority: 

• Membership of Crown's Compliance Committee and any 
changes to the reporting structure and membership of the 
Committee. 

• Compliance Committee agendas, papers and minutes of 
meetings. 

What does this proposal describe? 

I. To amend the Casino Agreement to require Crown Limited to report on 
membership of Crown's Compliance Committee, any changes to the reporting 
s tructure and membership of the Committee and a copy of the Compliance 
Committee agendas, papers and minutes of meetings. 

Why has this proposal been made? 

During the period of the Review, the Authority identified that Crown had problems in 
ensuring compl iance with regulatory requirements relating to corporate governance. 
Crown's external auditors (Ernst & Young) identified in October 2002 two significant 
breaches of the Internal Control Manual relating to failures by Crown's Jnternal Audit 
Department in the financial year ending on 30 June 2002. 

By requiring Crown to provide the Authority with a list of members on the 
Compliance Committee, the Authority is better able to examine and detem1ine the 
appropriateness of its membership. Should there be a change to the membership of 
the Compliance Committee, the Authority should be advised in writing with in 30 
days. 

The provis ion of the Compliance Committee agendas, papers and minutes of meeting 
wi ll assist the Authority to better monitor the activities of the Compliance Committee. 

What will the Proposal fix or change? 

It wil l allow the Authority to better scrutinise the function of the Compliance 
Committee and to ensure that Crown continues to exercise best practice standards for 
a company holding a casino licence. 

What will happen if the proposal is not adopted? 

The current unsatisfacto1y situation wi ll continue. 
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Review of the Casino Agreement 

Position Paper - Item I6(h) 

Information/documents to be provided to the Authority, including Notice of any 
new subsidiary of PBL 

What docs the proposal describe? 

J. The proposal describes amendment of clause 22 of the Casino Agreement (Conditions 
Relating to Company Structure) to make it an obligation on the casino operator to give the 
Authori ty notice of any new subsidiary of PBL. 

Why has this proposal included in the list? 

2. There is currently no obligation on PBL to advise the Authority of any new 
subsidiaries created or acquired by PBL. This makes it difficult for the Authority to 
monitor PBL's compliance with the Deed of Undertaking and Guarantee ("the Deed") 
in a timely manner. 

What is the proposal going to fix? 

3. The proposal will fix the type of situation that has arisen in relation to Petelex PTY 
Ltd and possibly in relation to some other recently acquired subsidiaries of PBL where 
PBL failed to give the Authori ty notice of the matters in clause 6.1 (I) of the Deed. 

What will happen if the proposal is not adopted? 

4. lf the Authority is not properly notified as to the acquisition or creation of a subsidiary 
by PBL, it adversely affects the Authority's ability to monitor PBL's compliance with 
the Deed and the subsidiary's assets may remain beyond the reach of the guarantees 
under the Deed. 

·~ 
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Review of the Casino Agreement 

Position Paper - Item 16(i) 

A report on Crown's annual budget 

Why has this proposal been made? 

I. It is proposed to amend the Casino Agreement to require Crown to give the Authority a 
report on its annual budget. 

2. Clause 25.2 of the Casino Agreement requires Crown to immediately notify the 
Authority of any information necessary to ensure that the Authority is able to make an 
informed assessment of the assets and liabilities, financial position, profits and losses 
and prospects of the company. Crown must also provide, within 15 days of the end of 
each quarter, a report consisting of: 

• profit and loss accounts and cash flow statements comparing budget against year 
to date: 

• a balance sheet as at the last day of March, September and December; and 

• budgeted profit and loss and cash flow statements to the end of the current 
financial year. 

3. Section 128 of the Act also requires Crown to submit to the Authority reports relating to 
the operations of the casino containing the information specified by the Authority in 
writing. 

What will the proposal fix or change? 

4. In the past, when it was a publicly listed company, Crown was reluctant to provide 
quarterly reports, comparing year to date results against its budget, because it claimed 
this was price sensitive infonnation. Crown was of the view that providing this 
information would breach the ASX Listing Rules on continuous disclosure. In response, 
the Authority agreed to waive the requirement under the Casino Agreement to provide 
this information on the basis that Crown would, instead, provide the Authority with a 
copy of its approved budget, which would enable the Authority to make its own 
comparison. 

5. Although from the Authority's point of view it may be desirable to enforce the 
requirement to provide quarterly reports, comparing year to date results against its 
budget, as currently provided for in the Casino Agreement, an alternative would be to ·' 
amend the agreement to reflect current practice. 

What will happen if the proposal is not adopted? 

6. The status quo will remain, with some confusion as to the level of information that 
Crown is required to provide and the time by which such information should be 
provided . 
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Review of the Casino Agreement 

Position Paper - Item 160) 

A report on adherence or divergence from the budget 

W hy has this proposal been made? 

I. C lause 25.4 of the Casino Agreement requires Crown to provide Quarterly 
Financial Rep011s to the Authority in the fonn specified in Schedule Four of the 
Casino Agreement This specifies the following items 

• Profit and Loss Account and Cashflow Statement comparing budget against 
actual for the year to date; 

• Balance Sheet at last days of March, September and December; and 
• Budgeted Profit and Loss and Cash flow Statements to the end of the current 

financial year. 

2. In response to letters from Crown dated 19 July 1995, 27 October 1995 and 15 
November 1995, the Authority at its meeting on 21 November 1995, agreed to 
waive, until further notice, the obligations on Crown to comply with certain parts of 
clause 25.4. This decision was conveyed to Crown in a letter dated 24 November 
1995. Paragraph (d) stated that "The requirements to compare 'budget against 
actual' for the year to date and to provide budgets 'to end of current financial year' 
are waived until after the permanent casino is opened, when the matter will be 
reconsidered ." 

3. It is understood that the Authority subsequently agreed to accept receipt from 
Crown of a copy of its annual budget as satisfying its obligations with respect to the 
provision of budget figures. This matter is currently being researched. 

4. Each year since the pcnnancnt casino opened, Crown has made a presentation to 
the Director of Casino Surveillance and other regulatory staff on its budget for the 
coming year. This traditionally occurred in July or August and on three occasions 
coincided with presentations for the three Triennial Reviews. In 2003, Crown 
questioned why it had to provide a copy of its budget prior to the submittal of its 
September Quarterly report in October 2003. It appears that Crown is not so 
forthcoming with this information as in the past and that it may in future be 
necessary to formally require such budget information. 

What will the proposal fix or change? 
5. The proposal will clarify what information is required by the Authority and the time 

by which such information must be provided by Crown. It would, therefore, remove 
the need for requests to be made to Crown for the infonnation. 

What will happen if the proposal is not adopted? 

6. There would be uncertainty regarding Crown's obligations to provide the important 
financial information to the Authority leading to uncertainty as to whether Crown is 
in breach of its obligations. 

"'· 
C:\ W INDOWS\TE:VI P\H .data.notes\P\>>Papcr No. 16(j).doc 
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Draft of 10/ 11 /03 

Review of the Casino Agreement 

Position Paper - Item 16(k) 

Continuous disclosure 

W hy has this proposal been made? 

l. It is proposed that the Casino Agreement be amended to require Crown to give to the 
Authority some of the same type of information that Crown would be required to give 
the Australian Stock Exchange Limited ("ASX") if Crown were a publicly listed 
company. [t is also proposed that the Casino Agreement be amended to allow the 
Authority to inspect Crown Board or Management Committee minutes and papers as 
required. without having to issue a notice under section 26 of the Casino Control Act 
1991. 

2. Under clause 25 of the Casino Agreement, Crown is required to give the Authority: 

• immediate notice of any infonnation necessary to ensure that the Authority is 
able to make an informed assessment of the assets and liabilities, financial 
position, profits and losses and prospects of the company; 

• notice of any event or circumstance which would be material to the company 
having regard to the definition of materiality in Australian Accounting Standard 
AAS5; and 

• a copy of any notices or infonnation given to, or received from, the Australian 
Securities and lnvestment Commission (the notice or information must be given 
to the Authority on the day it given or received). 

3. The Third Triennial Review of the Casino Operator and Licence stated that the 
Authority would like to establish a process whereby Crown will infonn the Authority of 
specific matters that are necessary for the Authority to carry out its regulatory function 
The Authority indicated that its role would be enhanced if Crown were required to give 
the Authority any information that a publicly listed company is required to give the 
ASX under the continuous disclosure obligations contained in the ASX Listing Rules. 

4. Clause 25.1 of the Casino Agreement requires Crown to give the Authority any 
information that it would be required to give the ASX if Crown were a listed company. 
Crown is not. however, required to comply with this requirement, as it is not a listed 
company in the normal sense. (Crown does, however, have unsecured notes that are 
listed and, for this reason, must still submit some reports to the ASX. When these notes 
mature in August 2005 there will be a diminution in the amount of infonnation · 
available to the public and the Authori ty.) 

5. Although some of the information a company is required to disclose under the Listing 
Rules is not really appropriate to Crown as a wholly owned subsidiary of PBL, it is 
proposed that the infonnation Crown should be required to give the Authority under an 
amended clause 25.1 would include: 
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• any information that a reasonable person would expect to have a material effect 
on financial viability or stability of the company; 

• information relating to any share buy-back scheme or other capital reduction 
scheme; 

• any reorganisation of the company's capital. any call on its shares or any 
proposed issue of shares; 

• the outcome of any resolution put to a meeting of shareholders; 
• the contents of any prepared announcement to be presented to a meeting of 

shareholders; 
• a copy of any document sent to shareholders; and 
• details of any "notifiable interest" of a director and any change to that interest. 

6. It should be noted that although some of the above listed information may not be 
relevant to Crown at present, the Casino Agreement should be amended so that it takes 
into account possible changes to Crown's ownership or structure in the future. For 
example, Crown may sell some of its shares, which would then bring the requirements 
relating to shareholder meetings and notices into operation. 

What will the proposal fix or change? 

7. The proposal will ensure that the Authority has access to all the information that is 
necessary to enable the Authority to carry out its regulatory functions. 

What will happen if the proposal is not adopted? 

8. The status quo will remain. The Authority may not become aware of a change in 
Crown 's circumstances unti l long after the event, which could have an adverse effect on 
the regulation of casino operations . 

... 
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From: Sylvia Grobtuch on 22/10/2003 06:25 PM 

To: Bill Balgowan/OGR@Ogr, Rowena Scheffer/OGR@Ogr, Lyn Corneliusen/OGR@Ogr, Michael 
Lee/OGR@Ogr, Rowan Harris/OGR@Ogr, Cate Carr/OGR@Ogr 

CC: 
Subject: Position Paper for the Sub-Committee 

Good Afcernoon All. 

As you will recall, the Sub-Committee has asked us for a Position Paper which covers each proposal in our 
table. 

I have allocated the proposals to you as detailed on the attached updated version of our table. 

Table of Propo;t WP tasks - 22 

I only need a few paragraphs on each proposal. Please address the following in your paragraphs: 

(a) What does the proposal describe?/ Why has this proposal been included in this list? 
(b) What is the proposal going to fix? 
(c) What will happen if the proposal is not adopted? 

The Authority decided yesterday that items I, 2 and 3 on the table will be more appropriately dealt with 
by the Minister. However, we will still be addressing them in the position paper, so the Authority can 
give the Minister the benefit of work done to date. 

May I have your draft material on email to me (with a copy to Rowena) by no later than cob Tuesday 28 
October. Don't hesitate to send material as you prepare it, instead of waiting til it is all ready. 

Thanks 
Sylvia 



VCG.0001.0002.8363_0240 

VICTORIAN CASINO AND GAMING AUTHORITY 

SUB COMMITTEE 
REVIEW OF CASINO AGREEMENT 

MINUTES OF MEETI~G NO 2 

HELD IN 
THE BOARD ROOM 

LEVELS 
35 SPRING STREET 

MELBOURNE 

FRIDAY 17 OCTOBER2003 
COMMENCING 9.45 AM 

ITEM I PRESENT/IN ATTENDAt~CE/ APOLOGIES 

1 (a) Present 

Mr Brian Forrest, Chairperson 
Ms Una Gold 

"'- Ms Christine Neville 

1 (b) 1"7r;~ ,.~;endance:. 
- ;> t .. ,. 

Mr Peter Cohen, Acting Director of Gaming~ana Betting 
- JIU.7"""" Acting~cJgr of Casin.9 SurV'eillance 

Ms Sylvia Grobtuch, Assistant Director Legal and Legislation 
Mr Bill Balgowan, Casino Project Manager 
Ms Lyn Comeliusen, Solicitor 
Ms Rowena Scheffer, Solicitor 
Ms Cate Carr, Solicitor 
Mr Michael Lee, Licensing Operations and Policy Branch 
Mr Kenneth McLeod, Secretariat Officer 

1 ( c) Apologies 

Mr Rowan Harris, Gambling Operations and Audit Branch 

ITEM 2 Business of the Meeting 
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Sub Committee - Review of Casino Agreement 

2(a) Minutes of Previous Meeting 

Members agreed that the minutes of Meeting No 1 be confirmed. 

2(b) Revised List of Items for Consideration 

Members considered a revised list setting out possible items that may be required 
in exchange for removal of the single purpose provisions, copies of which formed 
part of the papers provided for the meeting. 

Members noted, in respect of the revised list, that: 

• the original list has been expanded and now includes the following major 
matters -

./ public availability of the casino licence; 

./ Authority approval for reduction of capital; and 

./ compliance with obligation to maintain the casino complex to world class 
standards; 

• the matter of public availability of the casino licence arose out of a 
recommendation appearing in a report on Government contracts by Professor 
Bill Russell; 

, • the matter of Authority approval for reduction of capital relates to alternatives 

: ~ to tb.~debt/e:u.~ty r~tio as a _useful. me~-ure of fina~cial heal~h;: .. : ... ~(}---.. ' 

... l·.· l the ma~~-rn~han~~~7tam!Ilg.the ~smo compjex, to ~orld:~~s.s. / 
.i.. , .., ... standards relates to obse.tY hons ma~ part of the second and third tn~11ai' '""'<<it~· .A~ f · ~- .. ' ~ 

"~review:§-0f tile casino o . ,era tor and li~~e; . ,,,. -
~-. ~- ~-· """' b 

• in relation to the independence of Crown directors, emerging new tests 
developed by the New York Stock Exchange may prove useful in clarifying 
what is meant by 'independent' in this context; and 

• the matter of compliance with the Deed of Undertaking relates to capturing all 
future structural changes and providing for consequences for non-compliance in 
the form of disciplinary action. 

Members agreed that: 

• the list be categorised into matters that are negotiable by the Authority and 
those that are not; and 

• position papers be provided to the Sub-Committee on the various matters 
proposed to be negotiated by the Authority. 

2(c) Publishing and Broadcasting Limited Subsidiaries 

Members noted a document tabled by the Casino Project Manager containing the 
Group Structure for Publishing and Broadcasting Limited as at 9 August 2002. 

Do~ Ref: KM i: po licy VCGA Subcomm i u.:~ Agr~~m~111 Ro:vi cw.VllN2vF.doc 

Minutes o f Meeting o f 17/ 10/2003 Page 2 of 4 
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Sub Committee - Review of Casino Agreement 

2(d) Results of Research into Solvency Ratios of other Casino Operators 

Members noted a document tabled by the Casino Project Manager containing the 
following information in the form of charts and data in relation to solvency ratios 
for casino and gaming related companies: 

../ Australian casinos and gaming companies for 2001-2003; 

../ Overseas casinos (United States and New Zealand) for 2002-2003; 

../ Crown (Consolidated) for 1998-2003; and 

../ Publishing and Broadcasting Limited. 

2(e) Casino Agreement- Progress Report- Clauses for Deletion or Updating 

Members noted advice that, as part of the review of the Casino Agreement, an 
additional project is being undertaken by the Working Party to identify clauses of 
the document that should be either deleted or updated to reflect the current 
situation. 

Members also noted that the clauses relating to insurances are to be subjected to 
close scrutiny. 

2(t) Audit Issues Concerning the Casino Operator - Progress Report 

Members noted, from an oral report by the Casino Project Manager, that the 
'•. :vWorking Party is in the process of collecting and examining informafu».karound: 

'll:• - ~- ,., '_,,/ 

~ • ../ the CroWii ~~it~g audi~am· ~ - [,.,.- ~ '. . 
~ ../ Nevada Oai;njng Comnussion data; ~-t / 

../ Ne,w Jersey"'Gaming d>mmissiondata; anj .,..,., _ . .. 

../ the Crown Limited rcNt- "' ~ 

Members also noted advice from the Acting Director that Crown Limited is 
proposing to examine its audit and compliance structures at a board meeting 
scheduled to be held Tuesday 21 October 2003. 

2(g) Authority Meeting of 21October2003 - Status Report 

Members noted the Status Report paper prepared to inform the Authority of the 
progress of the sub-committee, copies of which formed part of the papers provided 
for the meeting. 

ITEM 3 Other Business 

3(a) Inspection of Casino Complex by Working Party 

Doc Ref: K\il i: po licy VCGA Subcommiucc AgrccmcntReview.Vil N2vF.doc 

Minutes o f Meeting of l 711 012003 Page 3 o f 4 



VCG.0001.0002.8363_0243 

Sub Committee - Review of Casino Agreement 

Members noted that the Casino Project Manager intends to e-mail Working Party 
members with optional dates for conducting an inspection of the Melbourne 
Casino. 

Members also noted that the proposed dates, in preferred order, are: 

./ 24 October 2003; 

./ 23 October 2003 ; and 

./ 30 October 2003. 

ITEM 4 Next Meeting 

Members agreed that the next meeting of the sub-committee be determined at the 
Authority meeting scheduled to be held on Tuesday 21 October 2003. 

The meeting closed at approximately 10.50 am 

Doc R~r: K:'vl i: polic~ VCGA Suhw111111i11c~ AgrecmcmRcv i~w'\>llN2vF.doc 

Minutes of Meeting of l 7 / l 0/2003 Page 4 of 4 



REVIEW OF THE CASINO AGREEMENT 

Second Meeting of the Sub-Committee of 

the Victorian Casino and Gaming Authority 

AGENDA 

Time: 9 .30 am. Friday 17 October 2003, Board Room 

Attendees: Mr Brian Forrest 

Ms Una Gold 

Ms Christine Neville 

VCG.0001.0002.8363_0244 

Mr Peter Cohen, Acting Director of Gaming and Betting, Acting Director of 
Casino Surveillance 

Members of the OGR Working Party -

Ms Sylvia Grobtuch, Mr Bill Balgowan, Ms Rowena Scheffer, Ms 
Lyn Corneliusen, Mr Michael Lee. 

Assisting the Working Party - Ms Cate Carr, Solicitor 

ORDER OF BUSINESS: 

Items for Considera tion: 

Item l PresenU In Attendance/ Apologies 

I (a) Present 

1 (b) In attendance 

l (c) Apology received from Mr Rowan Harri s 

Item 2 Business of the Meeting 

2(a) Minutes of previous meeting (See draft Minutes attached). 

2(b) Tabling of a revised list of preliminary ideas of possible items required in exchange 
for removal of the 'single purpose' restriction; (see Attachment). 

2(c) PBL subsidiaries and the Deed of Undertaking. 

2(d) Results of research into solvency ratios of other casino operators. (document to be 
tabled at meeting "Benchmarking Analysis of Gearing Ratios - Overseas and 
Australian Casinos"). 
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2(e) - Progress report on preparation of a list of clauses in the Casino Agreement that 
could be deleted or updated. 

2(f) - Progress report on audit issues concerning the casino operator. 

2(g) - Status report to Authority meeting on 21 October 2003. (Board paper is attached for 
reference). 

Item 3 Other Business 

Item 4 Nex t Nteeting 
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VICTORIAN CASINO AND GAMING AUTHORITY 

SUB COMMITTEE 

REVIEW OF CASINO AGREEMENT 

MINUTES OF MEETING NO 1 

HELD IN 

THE BOARD ROOM 

LEVEL 5 

35 SPRING STREET 

MELBOURNE 

WEDNESDAY 8 OCTOBER 2003 

COMMENCING 9.30 AM 

ITEM 1 PRESENT/ IN ATTENDANCE/ APOLOGIES 

1 (a) Present 

Mr Brian Forrest. Chairperson 

Ms Una Gold 

I (b) In Attendance 

Mr Peter Cohen, Acting Director of Gaming and Betting 

Acting Director of Casino Surveillance 

Ms Sylvia Grobtuch, Assistant Director Legal and Legislation 

Mr Bi ll Balgowan, Casino Project Manager 

Ms Lyn Corneliusen, Solicitor 

Ms Rowena Scheffer, Solicitor 

Ms Cate Carr, Solicitor 

Mr Rowan Harris, Gambling Operations and Audit Branch 



Mr Michael Lee. Licensing Operations and Policy Branch 

Mr Kenneth McLeod, Secretariat Officer 

1 (c) Apologies 

Ms Christine Nevil le 

ITEM 2 Introduction of Working Party Members 

VCG.0001.0002.8363_0247 

The Assistant Director Legal and Legislation introduced the members of the 
Working Party to the Sub-Committee members in her capacity as Chair of the 
Working Party. 

ITEM 3 Business of the Meetin2 

3(a) Tabling of Documents (Agenda - Items for Consideration 1 and 2) 

Ms Scheffer tabled copies of the fo llowing documents -

• letter of 12 September 2003 from the Minister for Gaming to the Chairman of 
the Authority in response to the Authority' s advice as to the proposed review 
of the Casino Agreement; and 

• letter of 26 September 2003 from the Acting Director of Gaming and Betting 
to the Chief Executive Officer of Crown Limited regarding the proposed 
removal of the "single purpose"' provision in the Casino Agreement. 

3(b) Role of the Sub-Committee (Agenda - Item for Consideration 3) 

Members noted that, in establi shing the Sub-Committee, the Authority has not 
delegated any of its powers to the Sub-Committee. 

Members agreed that the Sub-Committee should operate on the basis of 
identi fy ing all matters re levant to the review, progressing those matters as far as 
possible and making recommendations to the Authority as appropriate. 

Members also agreed that status reports as to the progress of the review be 
provided to the Authority from time to time. 
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3(c) Role of the Working Party (Agenda - Item for Consideration 4) 

Members noted that the role of the Working Party, comprised of staff of the 
Office of Gambl ing Regulation, would be to research and investigate the matters 
identi fied as relevant to the review and submit options and proposals to the Sub­
Committee for consideration. 

3(d) Review Process and Timcframe (Agenda - Items for Consideration 5 to 10) 

Members noted advice from the Assistant Director Legal and Legislation that the 
review. excepting consideration of the Crown Limited proposal to remove 
paragraph 22. l(p) of the Casino Agreement, which is a priority matter. could take 
between six and fifteen months to complete. 

3(d) Review Process and Timcframe (Agenda - rtems for Consideration 5 to 10) 

Members agreed, in respect of the review process, that: 

• the review be undertaken with a view to recommending that the Authority 
reach a position of being able to clearly indicate to Crown Limited all the 
matters the Authority is proposing including changes to the Casino 
Agreement and undertakings required from the casino operator or Publishing 
and Broadcasting Limited; 

• the Authority limit its negotiations wi th Crown Limited to the regulatory 
matters identified on the list with all non-regulatory matters, in which the 
Government may have an interest, to be referred to the Minister for Gaming 
for his consideration at an appropriate future stage in the process; 

• once all the matters proposed for negotiation have been identified and 
approved by the Authority, they be referred to a fi rm of commercial lawyers 
for proper drafting of descriptions and development as a Heads of Agreement 
document; 

• the list of matters for consideration by the Sub-Committee be re-cast to 
provide brief generic descriptions and each matter be identified as regulatory 
or non-regulatory; and 

• the list of matters to be re-cast and further developed by the Working Party is 
to include any issues identified as appropriate that arise from the third 
trienn ial review of the casino operator and licence. 
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ITEM 4 Other Business {Agenda - Item for Consideration 11) 

Nil. 

ITEM 5 Next Meeting {Agenda - Item for Consideration 12) 

Members agreed that the next meeting of the sub-committee be held on Friday 
17 October 2003 . commencing 9.30 am. 

The meeting closed at approximately 10.35 am 
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ATTACHMENT 

Review of the Casino Agreement 

List of possible items required in exchange for removal of 'single purpose' 
restriction. 

Suggested Amendment to the Casino Agreement Clause of Refer to 
the Minister 

Casino for 

L. I 
Agr'mt Gaming 

-·-· 

136.1 I I. Public availability of the Casino Agreement 

2. Public availability of the Casino Licence. . new 
I 

--
... 
.) , Review maximum permissible debt/equity ratio - and/or 22. l(m) 

restriction on Joans by Crown. 

4. Authority approval for reduction of capital. new 
' 

5. Independence of the directors of Crown Limited. new 
I --

6. Compliance with the Deed of Undertaking. new 
-···· 

7. Consequences for non-compliance with the Deed of 31 .2 
Undertaking I 

I 

8. Ongoing market share of Commission based players ' business new 
in Victoria 

--
9. Compliance with obligation to maintain the Casino Complex new 

to world class standards. I 

10. Location of Crown's Board meetings. new 
- --

11. Location of Crov..n' s senior management. new 

12. Location of Crown' s senior management meetings new 
- - - -

13.Location of Crown's company secretary new : 

14. Location of Crown's bank accounts for Mel b. Casino ne~ operations. 

IS. Audit requirements. new I 
--~· 
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I Suggested Amendment to the Casino Agreemen t Clause of Refer to 

I 
the Minister 

Casino for 
Agr'mt Gaming 

i 
I t · Composition of and reporting structure for the Audit new 

Committee. 

I 

l 
17. Composition of and reporting structure for the Compliance new 

J 

Committee. 

~Information/documents to be provided to the Authority, . 25 

including -+.-
(a) Notice of any new subsidiary of PBL: __ - - - - ··--

- · - - -- -
(b) A report on Crown 's annual budget; 25 

>--· 

(c) A report on adherence to or divergence from the 25 
budget; 
. I 

(d) A report on Crown ' s capital annual expenditure 25 
program and reports on actual expenditure; 

; 

(e) A repo11 on Crown· s internal and external audit 25 
programs and any changes to the programs; 

- ·- -·--- · 
(f) A report on adherence to or divergence from the 25 

internal and external audit programs; 
-· 

(g) Membership of Crown's Compliance Committee and 25 
any changes to the reporting structure and membership of 

l the committee; 
' 

(h) Compliance Committee agendas, papers and minutes 25 

I of meetings: 
-

I 

I (i) Membership of Crown 's Audil Committee and any 25 
changes to the reporting structure and membership of the 

I 
committee; and 

I (j ) Audit Committee agendas, papers and minutes of meetings. 25 
I ·----
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OFFICE OF GAMBLING REGULATION 

REVIEW OF THE CASINO AGREEMENT- STATUS REPORT 

PURPOSE 

1. To provide Members with a status report of the review of the Casino Agreement by 
the Sub-Committee. 

BACKGROUND 

2 At its meeting on 23 September 2003, the Authority established a Sub-Committee 
to assist it in reviewing the Casino Agreement. Members of the Sub-Committee are 
the Chairman, Vis Gold and Ms Nevi lle. The Authority agreed that the Sub­
Committee is to -

(a) gather necessary information to progress this matter; and 

(b) identify outcomes that are desired by the State and the Authority and develop 
options, in conjunction with external legal advice, that could achieve the 
desired outcomes. 

3. To assist the Sub-Committee. the Director of Gaming and Betting (the Director) has 
established a staff based Working Party, which is chaired by Ms Sylvia Grobtuch, 
Assistant Director, Legal and Legislation. 

4. By letter of 26 September 2003, the Director advised Crown of the Authority's 
decision and provided a summary of some of the reasons for the imposition of the 
single purpose restriction in the Casino Agreement and the benefits it provides to 
the State. A copy of the letter is attached. 

5. By letter of 12 September 2003, the Minister for Gaming wrote to the Authority 
advising that he approves of the Authority's intention to review the Casino 
Agreement. 

COMMENTS 

6. The Sub-Committee held its first meeting on Wednesday 8 October 2003. Subject 
to approval of the minutes of that meeting, the Members of the Sub-Committee 
agreed-

• the review be undertaken with a view to recommending that the Authority 
reach a position of being able to clearly indicate to Crown Limited (Crown) 
all the matters the Authority is proposing (including changes to the Casino 
Agreement and undertakings required from the casino operator or PBL); 
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• to recommend that the Authority limit its negotiations with Crown to 
regularory matters and refer to the Minister for Gaming, at a future stage in 
the process, for his consideration, non-regulatory matters in which the 
Government may have an interest: and 

• that the list of regulatory matters, when agreed upon by the Authority, arc to 
be referred to a commercial law firm for advice. 

7. The Sub-Committee also considered a draft list of items prepared by the Working 
Party that might be negotiated with Crown Limited in exchange for removal of the 
single purpose covenant. 

8. The Sub-Committee agreed to meet again on Friday I 7 October 2003. 

RECOMMENDATION 

9. That Members agree -

• that the review be undertaken with a view to the Authority reaching a position 
of being able to clearly indicate to Crown all the matters the Authority will be 
proposing (including changes to the Casino Agreement and undertakings 
required from the casino operator or PBL); 

• that the Authority limit its negotiations with Crown to regulatory matters and 
refer to the Minister for Gaming, at a future stage in the process, for his 
consideration, non-regulatory matters in which the Government may have an 
interest; and 

• which items the Authority should propose be part of the negotiation with 
Crown and which items it will submit to the Minister for Gaming for his 
consideration, the list of which will be presented to the Members at the 
meeting. 

Recommended: 

PETER COHEN 
Acting Director of Gaming and Betting 

Acting Director of Casino Surveillance 



REVIEW OF THE CASINO AGREEMENT 

First Meeting of the Sub-Committee of 

the Victorian Casino and Gaming Authority 

AGENDA 

Time: 9.30 am, Wednesday 8 October 2003, Board Room 

Attendees: Mr Brian Forrest 

Ms Una Gold 

Members of the OGR Working Party 
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Ms Sylvia Grobtuch, Mr Bill Balgowan, Ms Rowena Scheffer, Ms 
Lyn Comeli usen. Mr Rowan Harris, Mr Michael Lee. 

Assisting the Working Party - Ms Cate Carr, Sol icitor 

(Please note there are no meeting papers apart from this Agenda and the Attachment) . 

ORDER Of BUSINESS: 

Introduction of Working Party Members 

Items for Consideration: 

1. Tabling of Minister's response to the Chairman's lerter advising of the Authority's 
proposed review of the Casino Agreement. 

2. Tabl ing or the Acting Director's letter of26 September 2003 to Crown Limited. 

3. Role of the Sub-Committee, including relationship lo the Authority. 

4. Role of the OGR Working Party. 

5. General Process to be fo llowed fo r the Review/General Time frame for the Review. 

6. Time frame for consideration of Crown 's request for deletion of clause 22. l (p) 
relating to Crown required to be a single purpose company. 

7. Liaison with Gaming Policy Unit (GPU)/Liaison with the Minister/Use of external 
commercial lav:yers. 

8. Inquiries with interstate casino regulatory agencies 

9. Brier outline of preliminary work wh ich has been carried out to date by Working 
Party members 
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I 0. Tabli ng of the Working Party' s preliminary ideas of matters (including significant 
amendments to the Casino Agreement) to be possible negotiation points in exchange 
fo r removal of ·single purpose' restriction. (see Attachment). 

11. Decision as to which possible matters are to be -

• further researched by the Working Party; 

• recommended by the Sub-Committee to the Authority; and 

• referred to GPU for consideration as Government policy. 

11 . Other business. 

12. Date of nex t meeting. 
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ATTACHMENT 

OGR Working Party for Review of The Casino Agreement 

Preliminary ideas of possible matters (including amendments to the Casino 
Agreement) to be points for negotiation in exchange for removal of 'single purpose' 

restriction. 

Suggested Amendment 
l 
I Refer to 

GPU? 

1. Removal of the Confidentiality requirement of the Casino Yes 
Agreement ("'CA") [cl. 36. 1] 

b 
Reduce maximum permissible debt/equity ratio from 60% to? [cl. Yes Ac 

22.1 (m)] within a specified time frame. J.v 
~ 

3. 
o,..~ro\ o ~ ~ ~;;;.-~q.... Require) directors of Crown to be independent. 

I 
4. PBL lo ensure all relevant subsidiaries execute a New Guarantee No 

Agreement in acc~j. with the Deed of Undertaking (problem - PBL 
is not a party to th CA . 

5. Add to groun¥of possible DIA under cl. 31.2 if PBL doesn't No 
ensure all relevant subsidiaries execute a New Guarantee Agreement in 
accordance with the Deed of Undertaking 

6. Crown to retain current market share of Commission based ~ Yes 
players· business in Victoria 

7. All Board meetings of Crown to be held in Melbourne. No . . ,, 

I 
.. ,,......, ~·r 

8. All senior managerne~t of Crown to be based in Melbourne. No 

~ All Crown bank account:_, to be ba~ in Melbourne. No 
I :Y -~ <.o· S..c.r~ s~-~~ 

Yes 

~ 
:1} I e.>f. 
f'ko 
~ 

u. Q.v 

I I 0. - Any gammg interests outside ictoria not to be used as leverage L for the Government's or Authority's determination of any tax rates or ·~r 
fees. I 

I 
11. The following information to be provided to the Authority No 

(a) any new subsidiary of PBL, to be provided within 30 days of each 
creation or acquisition 

(b) A report on Crown 's annual budget, to be provided by 15 July of the 
financial year to which the budget applies. 

l 
(c) Annual report by (date')) of each year on Crown 's internal and 

_J external audit programs and any changes to the programs, to be 

I provided within 30 days of each change. 
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Suggested Amendment Refer to 
GPU? 

(d) Quarterly reports on adherence to or divergence from the budget 
and the internal and external audit programs. 

- .. 

(e) Membership of Crown's Compliance Committee and any changes 
to the reporting struc.:ture and membership of the committee, to be 
provided within 30 days of each change. 

(f) Compliance Committee agendas, papers and minutes of meetings, to 
be ~d within 30 days of each meeting. 

~~~ J.oO°'I...~. 

l ~-i.. .. )-(A"\ f'Ao.~.r- ~ ~"'~~ 

l > . ~T~ ~~ '° ~ CA_ Boo..rr)...... 
~ ~~ ~ ~';,..~ 

~ ~ v..~ ~~,... -c_ckr- . 

~re+ ~ k ~ v-11-o~\- ~~,- ~ 
a..rr~ :)F- fk ~~. 
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From: Sylvia Grobtuch on 091I0/2003 0I:16 PM 

To: Bill Balgowan/OGR@Ogr, Rowena Scheffer/OGR@Ogr, Lyn Comeliusen/OGR@Ogr, Michael 
Lee/OGR@Ogr, Rowan Harris/OGR@Ogr, Catherine Carr/OGR@Ogr 

cc: Ken Mcleod/OGR@Ogr, Peter Cohen/OGR@Ogr 
Subject: Review of Casino Agreement - che confidentiality of Sub-Committee material 

Thanks for attending the Sub-Committee meeting yesterday and for all of your contributions to date. We 
are making some good progress, and I will organise a time for the Working Party to meet again shortly. 

Peter and I have discussed issues of confidentiality which arose from yesterday's Sub-Committee meeting. 
The Sub-Committee made it clear that its role is distinct from that of Government and that, if there are 
matters they identify as suitable for referral to the Minister, they will formally refer them to him (and not 
to GPU directly). 

Accordingly, please do not discuss any of the matters under review with GPU or any other external 
persons or bodies, unless the Authority has approved this occurring on its behalf. You may of course 
continue to obtain information from other regulators on the usual confidential basis. 

Sylvia 
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Review of the Casino Agreement ("CA") 

Minutes of Meeting of the OGR Working Party on Wednesday l October 2003 

Attendees: 

Action Items 

Sylvia Grobtuch (Chair), Bill Balgowan, Rowena Scheffer, Rowan 
Harris and Mike Lee. 

l . Mike to compare 8111 Deed of Variation of the CA with the previous CA to prepare a 
list of the amendments effected by the Variation and to check any errors in the 
confonned copy. 

2. Rowena to chase up letter from Minister to Chairman approving review of Casino 
Agreement 

3. Rowena to liaise with Secretariat Manager to arrange first meeting of the Sub­
committee next week. 

4. Rowan to research debt/equity ratios of other casino businesses. 

5. Bi ll to start identifying issues that the Sub-Committee should be recommended to 
consider when rev iewing the CA. 

6. By next meeting, each member of working party to be familiar with the Triennial 
Review Report and the Report of the Commercial Compliance Working Party. 

7. Rowena to dig out ' pre-signed' versions of the CA that describe the info rmation the 
casino operator must submit to the Authority. 

Still to do: 

• Draft letter to Maddocks, Lawyers. 

• Inquiries with interstate casino regulatory agencies regarding any contractual or 
statutory restrictions on conduct of casino business or competing businesses (by 
letter from Chairman or by phone inquiry first?) 

• Draw up agenda for Sub-Committee meeting on 8 October 2003. 

Next Meeting: 2.00 pm, Monday 6 October 2003 (brought forward from 8 October 
because of Sub-Committee Meeting on that day). 
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Mr Rowen Craigie 
Chief Executive Officer 
Crown Limited 
8 Whiteman Street 
SOUTHBANK VIC 3006 

Dear M~e f2.ow-&1.,. 
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Level 5, 35 Spring Street 
Melbourne Victoria 3000 
Ausiralia 
PO Box 1988R Melbourne 
Victoria 300 I Austra lia 
Telephone:+61 3 9651 3333 
Facsimile: ·t61 3 9651 3777 
website: www.ogr.vic.gov.au 

PROPOSED VARIATION OF THE CASINO AGREEMENT - REMOVAL OF 
THE 'SINGLE PURPOSE' RESTRICTION 

The Victorian Casino and Gam ing Authority has considered the request of Crown Limited 
(Crown) to delete paragraph 22.1 (p) of the Casino Agreement and thereby remove the 
restriction on Crown's ability to conduct non-complementary businesses without the 
Authority's approval. 

At its meeting on 23 September 2003, the Authority decided that it is prepared to consider 
Crown's request further. 

The Authority has establ ished a sub-committee to review the Casino Agreement, with a 
view to amending it, and has agreed that the Sub-Committee will give priority to 
consideration of Crown's request regarding clause 22. l (p) as part of the whole review. 

To assist the Sub-Committee I have been asked by the Authority to establish a working 
party of Office of Gambling Regulation officers, which I have done. 

You have requested infonnation as to what matters need to be considered when 
determining how best to approach the removal of the 'single purpose' restriction. I am not 
yet in a position to advance proposals as lo these matters. However, I can advise that the 
Working Party will be considering proposals which produce the same or similar outcomes 
for the State as provided by the 'single purpose ' restriction. In this regard, r am happy to 
provide you with a summary of the reasons for the imposition of the 'single purpose' 
restriction and the benefits it provides to the State. They are: 

• maintaining the Melbourne Cas ino and Entertainment Complex as a world quality 
fac il ity and as an Asset of the State; 

• to maximise for Victoria the employment benefits generated by a large business; 

• preservation of Victoria's significant share of the gaming market in Australia; 

-The Place To Be 
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• preservation of Victoria's significant market share of the commission based player 
business; 

• lo ensure the casino operator does not have a conflict of interest between its 
obligations to Victoria and obligations that would arise from operating a competing 
business in another State or Territory; 

• retention of the State's reputation, and the reputation of the Melbourne Casino and 
Entertainment Complex in particular, as a premier tourist destination; and 

• to ensure !he casino operator remains focussed on managing and operating the 
Melbourne Casino at a best practice standard . 

This is not a comprehensive list of the Jeasons and benefits that may be considered by the 
Authority and the Minister for Gaming when deliberating Crown's request. 

The Working Party will be in contact with you shortly regarding any information it may 
require you to provide to assist it in determining Crown's request as quickly as possible. 

Y OUJS sincerely 

J "'TER COHEN 
Acting Director of Gaming and Betting 
Acting Director of Casino Surveillance 

i :\ legal\casino documents\casino agreement\ lct-dgb to crown sep03.doc 2 
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'TO: 
I I FAX NO: 

I FROM: 

I 
! I FAX No: 

DATE: 

SUBJECT: 

Office of Gambling Regulation 

-

FACSJMILE COVER SHEET 
OFFICIAL CORRESPONDENCE 

Mr Rowen Craigie, 
Chief Executive Officer, Crown Limited 

9292 7257 

Mr Peter Cohen 
Acting Director of Gaming and Betting 
Actin2 Director of Casino Surveillance 

26 September 2003 

I Review of the Casino Agreement 

J ~o. Pages including cover sheet 
I 

I Three 

MESSAGE: 

CONFIDENTIALITY NOTE: 

---· ·-

---- --

This facsim ile message (fax) contains information. which is only intended for the addressee. If you arc not the 
in tended recipient. you must not use. disclose, disseminate, or copy this fax. Any views expressed in this fax and any 
auachrnenis are those of the individual sender, except where otherwise stated. The recipient will assume all risk of 
use and absolve the OGR entirely of all responsibility for consequences of their use. If you receive this fax in e1Tor 
please notify the Office of Gambling Regulation immediately by telephone and return it to the address given below. 

This organisation has a Privacy Policy. which is avai lable at www.ogr.vic.gov.au or from th is office. 

Dijjiculties: /fyou experience a11y dijjiculty with tile receipt of tit is transmission, 
please telephone (03) 9651 3333 

Level 5, 35 Spring Street, Melbourne 3000 
Postal Address: PO Box 1988R, Melbourne 3001 

Telephone: (03) 9651 3333 Facsimile (03) 9651 3777 
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OFFICE OF (;AMBLING REGULATION 

REVIEW OF THE CASINO AGREEMENT 

PURPOSE 

1. To inform Members of the Minister's response to the Authority's indication that it 
intends to review the Casino Agreement ("the Agreement") and to recommend a course 
of action for reviewing the Agreement. 

BACKGROUND 

2. By letter of 5 August 2003 , the Chairman asked the Minister for Gaming for his 
initial approval of the Authority's intention to commence a review of the terms of the 
Casino Agreement as soon as possible, with a view to renegotiating those terms with 
Crown Limited. A copy of the Chairman's letter is at Attachment 1. The Director of 
Gaming and Betting made a similar request or the Minister with a Briefing Note of 28 
July 2003 that explained the purpose and contents of the Casino Agreement. 

3. In response to the Briefing Note the Minister agreed to this request. At the time of 
writing this paper, the Minister's affirmative response to the Chairman's letter had 
been drafted, as requested by the Minister. 

COMMENTS 

4. Jn seeking lhe Minister's approval on behalf of the Authority, the Chairman 
undertook that the Authori ty will seek the Minister's prior written approval of all 
proposed changes to the Agreement, in accordance with clause 4 of the Agreement, 
and will also liaise with the Director, Gaming and Racing, in relation Lo any matters 
that might be relevant to Government policy. 

5. A review of the Casino Agreement will require-

• an assessment of the purpose, scope and deficiencies of the Agreement; 

• an assessment of what the Authority would like the Agreement to achieve ; 

• consideration of what changes Crown would like to be made to the Agreement; 

• liaising with the Director, Gaming and Racing, regarding the effect of 
Government policy on proposed changes to the Agreement; 

• negotiation with Crown regarding proposed changes to the Agreement; 

• submission of the proposed amendments to the Minister for his approval in 
writing; and 

• execution of the amended Agreement. 

6. It is suggested that an efficient approach to managing this project will be for the 
Authority to establish a sub-committee, to be assisted by a working party comprising 
some appropriate members of staff of the Office of Gambling Regulation. 

Meeting VCGA MTG No 228 ! 23 September 2003 
Source: R. Scheffer, Solicitor. Legal & Legislation Branch 

Page I 
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Specific. Request From Crown Regarding Single Purpose Restriction 

7. By letter of 25 August 2003 to the Chairman of the Authority, Crown has asked for 
the "single purpose entity restriction'' to be deleted. A copy of Crown's letter is at 
Attachment 2. Copies of tbe relevant clauses in the Casino Agreement are at 
Attachment 3. Crown also wrote to the Minister with the same request. A copy of 
that letter is at Attachment 4. 

8. Crown has indicated to the Director of Gaming and Betting that it would like the 
Authority to determine this request as soon as possible, ahead of the Authority's 
proposed review of the whole Agreement. 

9. Crown states it does not know the original reason for this restriction and is unaware 
of any other casino or gambling operator in Australia that is limited in this way. The 
reasons for the restriction are explained below. 

History of clause 22.1 (p) 

I 0. ln an early draft of the Casino Agreement, drafted by Minter Ellison, Solicitors in mid 
i 993for the VCCA. the relevant clauses provided: 

' ·(q) tht! Company must not carry on or conduct any business other than the 
businesses contemplated by or authorised under this document [the 
Casino Agreement] and the Ca<>ino Licence except with the prior written 
approval of the Authority; and 

(p) the Company must not establish or acquire a Subsidiary except with the 
prior written approval of the Authority." 

11. On 9 August 1993, Crown's solicitors. Blake Dawson Waldron ("Blakes"), asked for 
these two clauses to be amended (as underlined) to read as follows: 

"(p) the Company must not carry on or conduct any business other than the 
businesses contemplated by or authorised under this document and the 
Casino Licence or incidental to or complementary with those businesses 
except with the prior written approval of the Authority; and 

(q) the Company must not establish or acquire a Subsidiary unless it relates to 

an incidental or complementarv business referred to in paragraph (p) 
except with the prior written approval of the Authority." 

For the purposes of paragraphs (p) and (g). a business is incidental or 
complementarv to the contemplated businesses if a dominant purpose of the 
business is to operate in suppon of or in conjunction with the contemplated 
businesses .. , 

[l:..xplanation - further clarification of meaning of incidental ur compiememwy 
as requested of Blakes by .Hinter Ellison.] 

12. Blakes' suggestion was accepted by the VCCA after the VCCA made the fo llowing 
amendment to the third paragraph (underl ined). 

"22.4 For the purposes of paragraphs (p) and (q) a business is incidental or 
complementary to the contemplated businesses if a dominant purpose of the 
business is to operate in support of and in conjunction with the contemplated 
businesses in order to increase or preserve the revenue of those contemplated 
businesses." 

- - ----------------------------------·----
Meeting VCGA MTG No 228 I 23 September 2003 
Source: R. Scheffer, Solicitor, Legal & Legislation Branch 
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13. The Agreement was signed in that form by Crown and the VCCA on 21 September 
1993, after the Minister had given his written consent. 

14. When Publishing and Broadcasting Limited ("PBL") merged with Crown in June 
1999, the Casino Agreement was amended with the addition of the fo llowing 
paragraph immediately after paragraph (q): 

"(r) the Holding Company Group [the PBL Group of companies], if it pursues 
anywhere in Australia a business similar to that of Lhe Company !Crown], 
will use its best endeavours to ensure that such business is conducted in a 
manner: 

(i) which is beneficial both to that business and to the Company and 
which promotes tourism, employment and economic development 
generally in the State of Victoria; and 

(ii) which is not detrimental to the Company' s interests." 

15. The purpose of this amendment was to acknowledge that, while PBL would not be 
stopped from purchasing a casino interstate, if it did, it could not operate that casino 
to the detriment of the Melbourne Casino. The restriction on Crown remained in 
place. 

Reasons for the Single Pumose Restriction 

16. There are a number of reasons for the Single Purpose Restriction on Crown and PBL: 

I . To ensure that the employment benefits of operating a large casino remain in 
Victoria. The Restriction ensures that Crown does not shift management of the 
Melbourne Casino interstate where it might otherwise own and operate another 
casino. It was reported in the media that, when permitting Tabcorp Holdings 
Limited to buy Jupiters Casino, the Queensland Government made it a condition 
that Tabcorp operate its Casino Division from Brisbane. 

2. To prevent the casino operator from shifting or threatening to shift significant 
sources of casino revenue, such as the high roller business, to an interstate or 
overseas casino, as a bargaining tool for reduced tax rates or to gain a 
com mercial advantage from the Government. 

.). To ensure the casino operator avoids having a conflict of interest in operating a 
competing casino and is not distracted from focusing on ensuring the Melbourne 
Casino and Entertainment Complex does remain an impoitant world quality 
tourist attraction and generates maximum revenue for the State. 

4. In the event of disciplinary action requiring the Authority to suspend or cancel 
the casino licence and appoint a manager under section 22 of the Casino Control 
Act 199 I, the process could be hampered by the likelihood of such an action 
hav ing an adverse impact on some other entwined casino business ovmed by 
Crown and probably using the Crown name. 

ComQarison with other casino operators and Victorian gaming operators 

17. Crown's comparison wich Tabcorp and Tattersall 's fails to take into account that the 
Melbourne Casino is constructed on land owned by the State and leased to Crown for 
99 years. Crown is obliged to maintain and update the entire Complex for the term of 
the lease. The lease does not contain a right of renewal. 

---·-·-- ·-----·--.. ·--------------- ----
Meeting VCGA MTG No 228 ! 23 September 2003 
Source: R. Scheffer, Solic itor, Legal & Legislation Branch 
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I 8. The State does not have a vested interest in Tabcorp·s and Tattersatr s gaming capital 

infrastructure in Victoria. Tabcorp's interstate expansion does not create a conflict 

with the source of revenue its gaming operations provide to the State. 

19. Crown asserts that no other Australian casino is subject to the Single Purpose c lause. 

This is not correct. It is believed that the Star City Casino is subject to a virtually 

identical "single purpose" clause in its casino operations agreement, although this still 

needs to be confirmed. (Note that this is confidential information of which Crown 

may not be aware and it should not be publicly disclosed.) 

RECOMMENDATION 

20. That Members agree -

(a) to establish a sub-committee lo review the Casino Agreement, with a view to 
amend ing it: 

{b) to request the Director of Gaming and Betting to allocate appropriate members 
of OGR stafT to assist the Authority· s sub-committee in this task; and 

(c) in relation lo Crow11's request to remove the single purpose restriction -

Recommended: 

(i) to advise Crown that the Authority is prepared to consider Cro\·Vn's 

rc4uest further, for which the letter to Crown is to be settled by the 
Chairman; 

(i i) that this item be the first order of business of the sub-committee; 

(iii) that the sub-committee is to gather the information required to 
progress this issue. such as research into the position of other 
casinos interstate and a detailed submission from Crown on its 
plans; and 

(iv) that the sub-committee is lo identify outcomes that are desired by 
the State and the Authority and develop options. in conjunction 
with external legal advice. that could achieve the desired outcomes. 

PETER COHEN 
Acting Director of Gaming and Betting 
Acting Director of Casino Surveillance 

·--····-····-·-·------------
Meeting VCGA MTCi No 228 / 23 September 2003 
Source: R. Scheffer. Solicitor, Legal & Legislation Branch 
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C:CN?~;.{ ·. 200 '\ \ C)\ L\ \ \ DrX..0 \I 

l\.'linister For Gaming 
----------·· 

l 2 SEP 2003 
r ·· .. ·-r~· 

• ! 

~ 

Mr Brian Forrest \ 
Chairman ~ 

Victor.Ian Casino and Gaming Authority Jl 
Level 5. 35 Spring Street l 

16 SEP 2003 

MELBOURNE VIC 3000 t;,:_-·- , ... ..;;....:;.;~ :.:.:.:.:.::.:..:.;;.;.:.::.: .. ···················· 

DearMrFo£~ 
7~~1 :1 

REVIEW OF THE ~ASINO AGREEMENT 

55 Collins Streel. 
Mdoourne, Victoria 3(·00 

GPO Box 4509RR 
Melbouroc, Victoria 3001 
Telephone: (03) 9651 9320 
Facsimile: (03) 965 1 9915 

r refer to your letter of 5 August 2003 -a&vising of the intention of the Victorian Casino 
and Gaming Authori ty to commence a review of the terms of the Casino Agreement 
with a view to renegotiating those terms with Crown Li mited. 

I approve of such a course of action. noting that the Authority will seek my prior written 
approval of any proposed changes to the Agreement and will liaise wi th the Director. 
Gaming and Racing, in relation to any matters that might be relevant to Government 
policy. 

Yours sincerely 

JOHN PANDAZOPOULOS MP 
Minister for Gaming 

. ~ ~ 
l 
I 

.. :-~ 
nmlm 
The !ltace To Be 
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+61 3 9292 77 
+51 -3-9292 -77 CROWN CASINO I / PAGE 01/@3 

'A:J.vnl~ 
e Whitaman SD'eel 
~VIC3006 

llCNOO> 973 262 

Date: 

To: 

Company: 

Facsimile No: 

From: 

Subject: 

Total Pages: (Including this page) 

CONFIDENTIALITY NOTE: 

• 
C.. tH-J._'. 2-t:>iCJ11007 f ooc:>g 

EXECUTIVE OFFICE 
FACSIMILE 

Tuesday, 26 August 2003 

Peter Cohen 

Office of Gambling Regulation 

(03) 9651 4999 

Rowen Craigie 

Proposed Variation of the Casino Agreement 

3 

T~:61 J92927Z34 
Facsimie:61392927730 

The lnformallon cont:Jlned in the facsimile message is confidential information inlended for the use of the inelividual or entity named 
above. If the reader of this message is not the intended recipient. you ate hGreby notified tti~t any dis$Ominatlon. disruption or copy or 
this copy is strictly prohibit.Gd. If you have ri::cdved this copy on error, please immedialely notify us by telephone so that we can arrange 
12! the return ot the original message to us at no cost to you. Thank you 

Of 

Document2 Page f 26/08/2003 
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?6/08'~003 12 :29 +&1-3-9292-77 CROWN CASINO PAGE 02/03 

ROWEN CRAIGIE 
Chief Executive Office r 

Telephone (61-3) 9292 7234 
Facsimile (61-3) 9292 7257 

25 August 2003 

Mr. Brian Forrest 
Chairman 
Victorian Casino and Gaming Authority 
Level5 
35 Spring Street 
MELBOURNE VIC 3000 

Dear Brian 

Proposed Variation of the Casino Agreement - Removal of the "Single Purpose 
Restriction'' 

The purpose of this letter is to request a variation of the Casino Agreement by deletion 
of paragraph 22.1(p}, which is referred to generally as the "single purpose entity 
restriction ... 

That restriction prevents Crown from conducting any business other than the 
Melbourne Casino without the prior written approval of the Victorian Casino and 
Gaming Authority. 

Crown does not know the original reason for this restriction and is unaware of any 
other casino or gambling operator in AustJ:alia that is limited in this way. For example, 
TABCORP and Tattersall'shave extensive and diverse gambling operations 
throughout Australia and have publicly flagged an interest in overseas diversification. 

Further, given the Victorian Governmenfs stated commitment to promote the export 
oriented development of Victorian companies and industries, it is incongruous that 
one of Victoria's most successful companies should be restrained from competing 
both nationally and internationally. 

At present. Crown is recognised as one of the best casinos in the world. Crown 
currently has the greatest market share of international high roller business of any 
casino in the world_ This segment of Crown's operation generates hundreds of 
millions of dollars of foreign revenue and the resultant taxation revenue to the State. 
The flow on benefits from tile associated high end international tourism to Victoria are 
also significant. 

The gambling industries in Australia. USA and Asia worldwide are competing 
worldwide to be at the forefront of technology, marketing, training and expertise_ In 
particular, it is seen currently that there are significant advantages to be gained by 
broadening the activities of a gambling operator beyond a single property or gambting 
product. 

Forrlilst..Caslno Agreement 6:20 a20/p20 25100/2003 
CROWN LIMITED ABN 4 6 006 973 262 

8 Whiteman Street, Sovtht><inl<, Melbourne, Victor i<i 3006 Australia 
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• . . . . . 
.. ·:\~;if::;: .. 

Mr. Brian Forrest 
Victorian Casino and Gaming Authority 

CROWN Page2 
25 AUgust 2003 

Crown w ishes to retain its current leadership position. To do so, Crown considers that 
it needs to be able to respond to rapid industry and tecfmofogicaf changes that are 
taking place. Should Crown find it necessary to expand its operations so as to both 
protect and grow its market share, Crown submits that it is in the interests of both the 
State and Crown that Crown be allowed to do so. 

The Australian and international casino markets are currently undergoing a period of 
rationalisation of the number of operators, even though new markets are emerging. 
Crown believes that there is an appreciable risk that the size and scale of merged 
operations both in Australia and worldwide will make it difficult for Crown to continue 
to compete effectively in key areas, which in time, will see Crown's position and 
market share eroded. 

Accordingly, Crown requests that the single purpose entity restriction is deleted from 
the Agreement. 

I have separately written to the Minister for Gaming seeking his approval.to this 
request, in accordance with clause 4 of the Agreement. 

Should you require any additional information I would be happy to discuss this further. 

Yours sincerely 

Rowen Craigie 
Chief Executive Officer 

Forres1-Casino Agreement 6 :20 a2(1/p20 2510812003 
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PAGF.-S (i11cl. r.his page) 

SUBJECT 

Sylvia Grobtuch 

Kerri Hereward 

3 September 2003 

Three 

Crown letter 
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Sylvia, Niki requested that I provide you with a copy of this (though you may have already seen it). 

cheers, 

Kerri Hereward 
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• 
RECEIVED ! 

OFFICE OF THE MINISTER i 

ROWEN CAAIGIE 
Ch i e f Executive O fficer 

25 August 2003 

The Hon John Pandazopoulos MP 
Minister for Gaming 
Level 15 
55 Collins Street 
MELBOURNE VIC 3000 

Dear Minister 

2 g AUG 2003 
p /CHASE # 

T eleph o':'e (61 - 3) 9~~i ~i~j 

Proposed Variation of the Casino Agreement - Removal of the "Single Purpose 
Restriction" 

I am writing to advise that Crown has wntten to the Victorian Casino and Gaming 
Authority to request a variation of the Casino Agreement by deletion of paragraph 
22.1 (p), which is referred to generally as the 'single purpose entity restriction' . 

That restriction prevents Crown from conducting any business other than the Melbourne 
Casino without the prior written approval of the Victorian Casino and Gaming Authority. 

Crown does not know the original reason for this restriction and is unaware of any other 
casino or gambling operator in Australia that is limited in this way. For example, 
TABCORP and Tattersall's have extensive and diverse gambling operations throughout 
Australia and have publicly flagged an interest in overseas diversification. 

Further, given the Victorian Government's stated commitment to promote the export 
oriented development of Victorian companies and industries, it is incongruous that one 
of Victoria's most successful companies should be restrained from competing both 
nationaliy and internationaily. 

At present, Crown is recognised as one of the best casinos in the world. Crown 
currently has the greatest market share of international high roller business of any 
casino in the world. This segment of Crown's operation generates hundreds of millions 
of dollars of foreign revenue and the resultant taxation revenue to the State. The flow on 
benefits from the associated high end international tourism to Victoria are also 
significant. 

The gambling industries in Australia, USA and Asia worldwide are competing worldw:dt::l 
to be at the forefron t of technology, marketing, training and expertise. In particular, it is 
seen currently that there are significant advantages to be gained by broadening the 
activities of a gambling operator beyond a single property or gambling product. 

CROWN LIMITED ABN 4 6 006 973 262 
8 W niteman Stree t . Sovtl"lb1'nk. M elbou rno. V ictoria 3006 Aust ralia 
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• The Hon. John Pandazopoulos MP 
Page 2 

25 August 2003 

Crown wishes to retain its current leadership position. To do so, Crown considers that it 
needs to be able to respond to rapid industry and technological changes that are taking 
place. Should Crown find it necessary to expand its operations so as to both protect and 
grow its market share, Crown submits that it is in the interests of both the State and 
Crown that Crown be allowed to do so. 

The Australian and international casino markets are currently undergoing a period of 
rationalisation of the number of operators. even though new markets are emerging. 
Crown believes that there is an appreciable risk that the size and scale of merged 
operations both in Australia and worldwide will make it difficult for Crown to continue to 
compete effectively in key areas, which in time, will see Crown's position and market 
share eroded-. · -

Crown has proposed to the VCGA that the single purpose entity restriction is deleted 
from the Agreement. 

Accordingly, we seek your approval pursuant to clause 4 of the Agreement for the 
variation to the Agreement. 

Should you require any additional information I would be happy to discuss this further. 

Yours sincerely 

Rowen Craigie 
Chief Executive Officer 
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The Hon John Pandazopoulos MP 
Minister for Gaming 
Level 15 
55 Col lins Street 
MELBOURNE VIC 3000 

Dear Minister 

REVIEW OF THE CASINO AGREEJ\.fENT 

VCG.0001.0002.8363_0275 

In the Report of 30 June 2003 regarding the Third Triennial Review of the Casino 
Operator and Licence, the Victorian Casino and Gaming Autho1ity recommended that 
the Casino Agreement with Crown Limited should be reviewed. 

The purpose of this letter is to seek your initial approval of the Authority's intention 
to commence a review of the terms of the Casino Agreement as soon as possible, with 
a view to renegotiating those terms with Crown Limited. 

The Casino Agreement was entered into by the Authority, under section 142 of the 
Casino Control Act 1991 (" the Act"), on 21 September 1993. 

Under section 142(4) of the Act, the Authority may amend or vary an existing 
agreement into which it entered before 19 June 2003 (the commencement date of 
section 17 of the Gaming Legislation (Amendment) Act 2002). 

Clause 4 of the Casino Agreement states that "Subject to the prior approval in writing 
of the Minister, the parties may from time to time by agreement in writing vmy any 
provision of this document." 

The reasons for a review, as outlined in the Third Triennial Review Report, are: 

• to realign Crovm 's obligation as the casino licensee to provide infon11ation to 
the Authority with the Authority's obligation to regulate certain minimum 
corporate standards for Crown; 

• to provide for the removal of redundant clauses relating to the construction of 
the Casino and Casino Complex; 
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• to make the Agreement more relevant by reflecting the changed corporate structure 
of the casino operator; and 

• to make Crown's insurance obligations under Agreement more relevant in light of 
the altered insurance environment since 1993. 

In accordance with clause 4 of the Agreement, the Authority will seek your prior written 
approval of any proposed changes ta the Agreement. The Authority will also liaise with 
the Director, Gaming and Racing in relation to any matters that might be relevant to 
Government policy. 

Yours sincerely 

BRIAN FORREST 
Chairman 

2 
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Authority Meeting 
Private Session 

./ that che Authority supports the Crown Limited policy as set out in its 
correspondence and recommends that the policy as it relates to unidentifiable 
monies and identi fi able jackpot monies bt: implemented immediately: 

./ that the Authority will be recommending legislative amendment to 
implement the suggested policy in relation to identifiable non-jackpot 
winnings of excluded persons and minors; and 

• the Chairman wri te to the Minisier for Gaming suggesting legislative amendment to 
implement the policy in relation to identifiable winnings, both jackpot and non­
jackpot. 

4(b) Crown Limited - Insurance Policies under the Casino Agreement 

Members considered a paper regarding correspondence received from Crown Limited in 
response to an invitation from the Authority to provide an explanation in relation to 
spcci fied aspects of the casino operator's compliance ,.,.·ith its insurance obligations under 
clause 35 of the Casino Agreement . 

Members noted that: 

• the Crown Limited correspondence suggests that the casino operator is fu lly 
compliant with the provisions of the Casino Agreement; 

• in the report for the Third Triennial Review, the Authority endorses the Crown 
Limited request to review the Casino Agrnc.:ment, including the requirements relating 
to insurance policies for the Ylelboume building and business; w.< 

. ..sfii . • 
• under section'.142 of th~Easi;i.~. Control Act 199 I the Auth2.[1Y may, with. the 

approval of the Ministei:, _pnte'r'i'n1o agreements (on behalf <if.;U-ie State) fqr or jn 
Xi_·: • r . conrcction. with the est~tiltshment and operation of casino~~~ · ·.·' 

"':.j~~~.,.... , ,..I' • ..... ,;::&. .... 

• clause 4 of the Casino Agreement states that "Subject to the prior approval in writing 
of the Minister, the pa11ies may from time to time by agreement in writing vary any 
provision of this document''. 

4(b) Crown Limited - Insurance Policies under the Casino Agreement (continued) 

Members agreed thac: 

• pursuant to the provisions of section 142 of the Casino Control Act I 991 and clause 
4 of the Casino Agreement, the approval of the Minister for Gaming be sought to 
review and update the Casino Agreement; and 

• a decision regarding whether Crown Limited is sufficiently compliant with clause 35 
of the Casino Agreement be deferred until after the Minister for Gaming has 
received the report of the Third Triennia l Review and responded to the Authority's 
r~quesl for approval to review and update the Casino Agreement. 

--·-------------
Minuics of :Vh:cling No 225 of24!6.'2003 Page 6of17 
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Crown seeks an amendment to the Casino Agreement. This Agreement is 
between the Crown and the Authority and may be amended by the Authority 
at any time with the consent of the Minister for Gaming (i.e. no legislative 
change is required). 

The amendment Crown seeks is to remove clause 22. l (p ), which prevents 
Crown from conducting any business other than the Melbourne Casino 
without the approval of the Authority. 

The original rationale for this clause was to ensure that during the 
development and construction oft.he casino the operator remained focussed on 
the provision of a world class casino facility for Victoria. 

Crown asserts that no other Australian casino is subject to this clause. This is 
not correct. At least one other major Australian casino is subject to a virtually 
identical "single purpose" clause in its casino agreement (note that this is 
confidential information of which Crown is probably not aware, and it should 
not be publicly disclosed). 

Crown also argues that this objective is no longer appropriate given the 
rationalisation and consolidation of the gaming industry. 

fn its recent triennial review report, the Authority recommended that the 
Government consider renegotiation of the Casino Agreement in its entirety. lt 
is recommended that you consider this proposal and the other amendments to 
the Casino Agreement sought by Crown (see below) in the context of a 
complete review of the Agreement. The post 2012 review of gaming operator 
licences may be an appropriate framework in which to conduct a review of the 
Agreement. 

Recommendation - That you agree to a complete r eview of the Casino Agreement 
in which all issues raised by Crown will be considered 
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Ms Sarah Harvey 
Gambling Legislation Review Unit 
Department of Justice 
Level 7 
452 Flinders Street 
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Dear Sarah 

CASlt'O AGREEMENT 
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L~vc! 5, 35 Spring S:reet 
Melbourne Victoria 3000 
AUSU'3lia 
PO Box 1988R Melbourne 
Victoria 3001 Australia 
Tclephone:-61 3 9651 3333 
Facsimile: +61 3 965 1 3 777 
website: \WIW. ogr. vic.go,·.au 

11 AUG 2003 

Please find enc losed a copy of the Casino Agreement to assist you in advising the Minister 
for Gam ing on the recent submission from Crown Limited that the Casino Agreement 
should be amended. 

Please note that the Casino Agreement is confidential. You are requested to not divulge 
the Agreement or any part of the Agreement to any person other than the N1inistcr's staff 
or persons directly assisting the Minister in his consideration of Crov.11 's submission. You 
are also requested to not copy the Agreement. 

It would be appreciated if you could return this copy of the Agreement to the Office of 
Gambling Regulation when you have no further use for it. 

Yours sincerely 

Acting Director of Gaming and Betting 
Acting Director of Casino Surveillance 

-The Place To Be 
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Ministerial Brief - Minister for Gaming ,,,69 
Cover Sheet 

Subject: REVIEW OF THE CASINO 
AGREEMENT 

The Minister for Gaming 

RECE;VED I 
Wllf:E OF THE MINISTER i 

z q ll !L 2003 I 
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Name: Position: Extn: Signature: Date: 

Author 

Supported 
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Supported 
by: 

Rowena Scheffer 

Margot Johnson 

Peter Cohen 

Approval Required By: N/ A 

Rccommcndation/s 

~~~~~~~~~~~ 

Solicitor, Legal and 
Legislation Branch 

Acting Assistant 
Director, Legal and 
Legislation Branch 

Aeling Director of 
Gaming and Betting 
Acting Director of 
Casino Surveillance 

----·- ---···· 

'hat you give inili al approval to the Victorian Casino and Gaming GY' Approved 
Authority commencing a rt'view of the Casino Agreement with a , ·iew to I 0 l'\ot 
mending the Agreement. I Approved 

By the Minister for Gaming: 

Minister for Gaming 
Date: : 1 i · 
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Ministerial Brief - Minister for Gaming 

- - - ·---- -- ---- - - ---- -···--·-.. --····-· ....... --------------·-

Subject: REVIEW OF THE CASINO AGREEMENT 
- --- ---- ----------------- - ·-···-··----·····-·--········-----

Purpose: 

I. To provide you with background information regarding the Casino Agreement, 
which the Victorian Casino and Gaming Authority has recommended be 
reviewed with a view to amending it. 

Background: 

2. In the Report of 30 June 2003 regarding the Third Triennial Review of the 
Casino Operator and Licence. the Authority recommended that the Casino 
,A.grcement. with Crown Limited ("Crown' ') should be reviewed. 

3. The Casino Agreement was entered into by the Authority, under section 142 of 
the Casino Control Act 1991 (" the Act"). on 21 September 1993. Tt is one of 
about twelve "'Transaction" agreements that suppo1t the licensing. construction 
and regu lation of the Melbourne Casino. 

4. A copy of the Casino Agreement is attached. It is a confidential document 
(clause 36) and has never been released to the public. Disclosure to you is 
permitted under clause 36.1 (c) as it is necessary for the purpose of obtaining 
your consent for an amendment to the Agreement. 

5. The parties to the Casino Agreement are the Authority and Crown. The matters 
that the Agreement deals with include: 
• The development of the Melbourne Casino, to the point of completion. 

• Provision of facilities for the Authority's casino inspectors. 
• Warranties and conditions relating to the Crown's corporate structure and 

corporate governance, some of which re4uire the Authority" s approval 
before they can be changed. 

• The Authority's power 10 inspect company records upon demand . 
• Automatic disclosure to the Authority of specified information relevant to 

an ongoing assessment of Crown's assets and liabilities. financial position. 
profits and losses and the prospects o f Crown. 

• Grant of the casino licence and rights of certain exclusivity. 

• Limits on encumbrances over the assets and rights of Crown. 
• A breach of the Agreement that is not remedied with in a specified ti me 

can be a ground for disciplinary action under the Act. 
• Specified minimum insurance requirements to be maintained by Crown 

and approved by the Authority. 

6. Under section 142(4) of the Act, the Authority may amend or vary an existing 
agreement into which it entered before 19 June 2003 (being the commencement 
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dare oC section 17 of the Gaming Legislation (Amendmentj Act 2002). This 
includes the Casino Agreement. 

7. Clause 4 of the Casino Agreement states that "Subject to the prior approval in 
writing of the Minisrer, the parties may from time to time by agreement in 
wriling vmy any provision of this document." 

8. Since 1993. the Casino Agreement has been amended eight times. The majority 
of amendments have been to clause 22 relating to Crown Limited's corporate 
structure and corporate governance. 

Issues/Comments: 

9. The main reasons for a review, as outlined in the Third Triennial Review Report. 
are: 

• to realign Crown's obligation to provide information to the Authority with 
the Authority's function to regulate certain minimum corporate standards 
fo r Crown; 

• to provide for the removal of redundant clauses, such as those relating to 
the establ ishment of the Temporary Casino and the construction of 
Melbourne Casino; 

• to make the Agreement more relevant by reflecting the changed corporate 
structure of the casino operator; and 

• to make Crown's insurance obligations under Agreement more relevant in 
light of the altered insurance environment since 1993. The Authority has 
been waiving Crown's obligation to comply with some specified levels of 
insurance cover and excess as the Authority accepts that these aspects of 
insurance cover art: not avai lable in today's tougher insurance market. 

I 0. There are many other minor aspects of the Agreement that need updating to 
reOect Crown's ownership by Publishing and Broadcasting Limited ("PBL") and 
the fact that Crown is not a publicly listed company. Only a few consequences 
of these changes were acknowledged when the Agreement was last amended on 
2 June 1999 when PBL bought Crov:n. 

Proposed Procedure 

11. In accordcu1ce with clause 4 of the Casino Agreement, the Authority will seek 
your prior ,,.,.-ritten approval of all proposed changes to the Agreement. 

12. The Authority will also liaise with the Director, Gaming and Racing in relation 
lO any matters that might be relevant. to Government policy. 

Options: 

13. You have two options. Option 1. The first oprion is to advise the Authority that 
yo u will not approve any changes to the Agreement. which will tenninate the 
proposed review. 

14. Option 2. The second option is for you to give initial approval to the Authority 
lo commence a review. This will allow you to be subsequently briefed in detail 
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about exactly wh ich amendments might be proposed and why. Even though you 
will have given initial approval for a review, you retain the power under clause 4 
of the Casino Agreement to veto any specific proposed amendments you do not 
agree should be made. This is the recommended option. 

Consultation 

15 . Crown Limited requested in its submission to the Authori ty for the Third 
Triennial Review that the Casino Agreement be reviewed and updated. 

Recommendation 

16. Thal you give ini tial approval to the Victorian Casino and Gaming Authority 
commencing a review of the Casino Agreement with a view to amending the 
Agreement 

Author: Rowena Scheffer 
TelExtNo: ­
Oate: 28 July 2003 
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1. 

2. 

l I 
VICTORIAN CASINO CONTROL AUTHORITY 

STRICT! Y PR/VA TE AND CONFIDENTIAL 

CORPORATE, OWNERSHIP AND FINANCIAL STRUCTURE 

POLICY PAPER 

OBJECTIVE 

The objective of this paper is to recommend policies for adoption by the 
Authority regarding corporate , ownership and financing structure requirements 
for the Melbourne Casino. 

The primary objective for the Authority should be to determine corporate, 
ownership and financial structures for the Casino which are financially viable 
and sustainable. This will allow the Authority to meet its statutory requirements 
for probity assessment and performance review and to retain appropriate 
controls over the Casino Licence and operations. 

ISSUES 

There are three major issues involved: 

(i) financial and corporate structuring issues including: 

(ii) 

allowing flexibility to submit commercially viable financial 
structures; and 

restrictions on mortgaging the Casino Licence to financiers; 

the controlling shareholders of the owner/operator of the Casino must be 
subjected to the appropriate probity checks; and 

(iii) restrictions to be placed on foreign ownership of the Casino. 

3. CORPORATE STRUCTURE 

3.1 Objective 

The Authority has the ultimate control of the Casino, its Licence and 
operations through the specific powers provided under the Act and the 
terms which it may require in the Management Agreement with the 
entities holding the Casino Licence and operating the Casino. 

The structures adopted by the consortia should not detract from that 
ultimate control. 

VCCA Agenda Item 7 for Meeting No. 9 Page 1 of 11 
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3.2 Structure 

The Registrants should be free to submit structural alternatives which 
suit their particular needs. Nonetheless, the Authority should have a 
preference for a structure of the type illustrated in Attachment 1. From a 
structural perspective, the diagram illustrates a separation of the Licence 
ownership from the management or operational activity involved in the 
Melbourne Casino Project. It also envisages that ownership of the 
licensee entity ("Licensee") and the operator entity ("Operator"} may not 
necessarily be identical. The purpose of this split structure is to provide 
the Authority with greater flexibility in ensuring that the Casino, its 
operations and ownership are maintained at the standards which are 
prescribed by the Act and by the Authority from time to time. These 
matters are more fully described in Attachment 1. 

In the event that the Preferred Finalist requires an alternative structure, 
the Authority should ensure that it is still capable of effectively 
controlling the Licence and the operations of the Casino through the 
Management Agreement and the power to appoint a manager in place of 
the Licensee. 

A structure which does not separate the rights and obligations of the 
Licensee and Operator, whilst effectively reducing the flexibility that the 
Authority may have to deal with the various potential breaches of probity, 
(as outlined in Attachment 1) may still be an appropriate structure. The 
powers vested in the Authority to control the Licence and operations of 
the Casino are equally as effective where the Licensee is also the 
Operator of the Casino. 

3.3 Legal Implications 

The Act has been drafted so as to ostensibly exclude the preferred 
corporate structure as outlined above. The Act does not contemplate a 
structure whereby the Licensee and the Operator are separate entities. 

It is envisaged that a Management Agreement between the Licensee and 
the Authority will be legislated and that potentially this agreement could 
facilitate amendments to the Act to address the preferred corporate 
structure. 

Clearly if the Preferred Finalist does not require any amendments to the 
Act to accommodate its preferred corporate structure and that, in the 
opinion of the Authority, the structure is appropriate then amending 
legislation for this purpose will not be required. 

3.4 Form of Legal Entity 

The Registrant should be free to adopt whichever form of entity best 
suits their f inancial and operational parameters. In this context, 
Registrants could use as the Licensee or the Operator any of the 
following entities: 

VCCA Agenda Item 7 for Meeting No. 9 Page 2 of 11 
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(i) a public or private company; 
(ii) a limited or unlimited partnership; 
(iii) a listed or unlisted unit trust; 
(iv) direct ownership by founding or principal investors ("Founding 

Shareholders"); or 
(v) an incorporated or unincorporated joint venture 

It is noted here that the recent Federal Budget altered the tax treatment 
of partnerships which may reduce their relevance to the Casino project. 
Whichever form of entity is adopted, the Authority must: 

(a) be able to satisfy itself that it is able to identify the individuals 
who ultimately control the investment in the respective entities; 

(b) require the lodgement of six monthly financial accounts and 
annual consolidated audited accounts for both the Licensee and 
the Operator; 

(c) be able to prohibit or restrict the transfer of interests in both the 
Licensee and the Operator (discussed further under Section 4 
Ownership Structures, below); 

Cdl if any party having an interest in the Licensee or Operator fails to 
satisfy probity or other relevant requirements, be able to ensure 
the disposal of that party 's interest. 

3.5 Recommendations 

• The corporate structure proposals from Registrants will require 
independent accounting/legal opinion that the structures are viable 
and satisfy legal requirements, including those required by the 
Authority, particularly so far as they relate to probity issues. 

• The Authority should indicate to Registrants that it has a preferred 
corporate structure as detailed in Attachment 1 but that it is prepared 
to negotiate alternative structures where necessary. 

• The Licensee and the Operator must be capable of lodging with the 
Authority six monthly financial accounts and annual consolidated 
audited financial accounts and be required to do so. 

• The corporate structure must be in a form such that the Authority can 
be satisfied that it can trace ultimate ownership (control) of interests 
or shares in either the Licensee or Operator and, if need be, to effect 
a sale or transfer of those shares or interests. 

• The Authority should be prepared to promote amending legislation to 
allow for the separation of the Operator and Licensee functions if 
requested to do so by the Preferred Finalist. 

VCCA Agenda Item 7 for Meeting No. 9 Page 3 of 11 
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• The Authority should insist that the Management Agreement include 
clauses which restrict the activities of the Licensee to those 
associated with owning and operating a Casino. 

4 OWNERSHIP STRUCTURES 

4. 1 Objective 

4.2 

There are several issues to be pursued by the Authority as follows: 

(i) maintenance of effective control of the Licence and operations of 
the Casino even if there is a dominating shareholder; 

(ii) participation by the general public in a share float; 

(iii) considerations of restrictions on foreign ownership. 

Control 

Commercially, it is important to commence with a scenario of sufficient 
flexibility to allow for one or more Founding Shareholder(s) to have 
corporate control of the Licensee. Both the financiers and the Authority 
will benefit if a reputable dominant Founding Shareholder is primarily 
responsible for the development of the Casino Project giving comfort (or 
even guarantees) that it will be constructed on time and within budget. 
However, this does raise some issues in relation to corporate control. 

The Founding Shareholder(s) should be permitted to introduce additional 
founding shareholders during the formative years of construction 
development. Control of the Casino Licence by the Authority is capable 
of being maintained by use of the appropriate probity and supervision 
mechanisms. 

It may also be appropriate for one or more of the Founding Shareholders 
to hold a controlling interest in the Operator, (where the Operator is a 
separate entity to the Licensee as contemplated in 2.2(b) above). 

The principal concerns for the Authority of a dominating shareholder are 
as follows: 

(i) 

(ii) 
(iii) 

Probity risks; 
Commercial management; 
The Authority 's ability to maintain adequate control for whatever 
reasons, if a conflict developed with the dominating shareholder. 

These concerns have been addressed by other states, especially recently 
in Queensland where it was stipulated that the Licensee should have no 
fewer than three Founding Shareholders who would have equal Board 
representation regardless of the relative size of each of their investments. 
Furthermore, the Queensland Government stipulated that a maximum of 

VCCA Agenda Item 7 for Meeting No. 9 Page 4 of 11 
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40% of the Licensee was to be offered to the Australian public by way of 
a share float . Restrictions on foreign ownerships were also imposed. 

It is important to explore the reasoning behind and the outcome of the 
Queensland experience before concluding on an appropriate shareholding 
structure for the Melbourne Casino. 

The Brisbane Licence was awarded in the second quarter of 1992 to 
Jupiters - an established publicly listed, Australian Unit Trust. It appears 
that the selection process decision making by the Queensland 
Government became heavily influenced by the need to achieve the 
particular ownership structure and in so doing may have significantly 
disadvantaged some contenders for the licence. 

The major problems encountered by the tenderers for the Brisbane casino 
appear to have been centred on securing the required three Founding 
Shareholders and maintaining foreign ownership at only 40% of the 
founding shareholding. Australia, generally, has an insignificant number 
of investors who are willing to commit the necessary sums required of a 
Founding Shareholder and furthermore such investors are usually 
unwilling to commit to a tenderer's proposal until such time as they are 
awarded the casino licence. This creates the classic •chicken and egg" 
dilemma. 

The Queensland Government apparently recognised this problem during 
the final stages and in an attempt to rectify the position the Government 
proposed to the finalists that the Queensland Public Trustee would be 
available to act as a Founding Shareholder provided that it was funded 
into its investment by the "real" founding shareholders. 

Another outcome of this process was the development of a number of 
creative and, in some instances, artificial structures which were designed 
to technically comply with the Government's requirements. 

It appears that in the final analysis the choice had to be made on the 
basis of which structure would stand the rigours of public scrutiny -
clearly any technical or artificial structures would have failed this test. 
To re-open the tender process with different ground rules was apparently 
not an option. 

The final decision to award the licence to Jupiters was made despite the 
Queensland Government's stated preference to promote competition 
between operators within the South East Queensland region . The final 
decision appears to have included this compromise and notwithstanding 
that Jupiters' bid may have been superior in other aspects. the 
compromise appears to have been forced upon the Government by it 
stipulat ing an unnecessarily rigid ownership structure at the outset. 

In order to avoid a similar situation in Victoria, the Authority should rely 
upon the powers provided to it under the Act - particularly in relation to 
probity, supervision and control - rather than stipulating a particular 
ownership format. These powers are sufficient to ensure that a 
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shareholder who is a controlling shareholder cannot abuse its position to 
the detriment of the Victorian Government. The Authority can retain 
control of the licence notwithstanding that corporate control of the 
Licensee or Operator is vested in one or two controlling shareholders. 

4.3 Founding Shareholder(sl 

4.4 

In relying upon its powers the Authority should establish a flexible 
approach to the Founding Shareholder issue by allowing up to 100% 
ownership by a single founding shareholder, who may be foreign, but 
with strict requirements to comply with all other State and Federal laws -
particularly as they relate to foreign ownership of Australian assets or 
corporations. 

By adopting this flexible approach, the Authority may remove many of 
the financial obstacles which will confront consortia in securing investors 
for the project. It may also materially enhance the chances of success of 
the project and the revenue to the Government. 

So as to ensure that commercial ownership and control of the Licensee 
and Operator remain acceptable for the purposes of the Act, the 
Authority should also establish strict guidelines covering the transfer and 
change of ownership of the shareholding of the Licensee and the 
Operator. In this regard the Authority should be concerned with changes 
in shareholding or directorships which may lead to a change in control of 
either the Licensee or Operator. 

The Act requires that the Authority be notified of all changes in 
shareholding or control and specifically that all major changes be 
approved by the Authority. The Act does not define "major" but it is 
reasonable to adopt a similar approach as that used by the Australian 
Stock Exchange (ASX) in dealing with "substantial shareholdings" 
whereby the ASX is notified of all shareholdings in excess of 5% of the 
issued capital. The 5% threshold would appear to be a reasonable level 
at which the Authority can establish its approval requirements, whilst 
retaining its rights to investigate any share transfer or series of transfers. 

It would also appear appropriate for the Authority to adopt guidelines 
contained in the Corporations Law in dealing with "interested parties" or 
"associates" for the purposes of determining the 5% threshold. 

All changes in directorships should be approved by the Authority and be 
subject to the appropriate probity checks. 

Public Ownership 

The issue of public ownership by way of a public share offering may well 
prove to be more of a political issue than a commercial or financial issue. 
If Founding Shareholders are judged to be "suitable" persons to own and 
operate a casino and they wish to retain 100% ownership of the 
Licensee, (and are capable of doing so). then there appears to be little 
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However, for many of the reasons which have been presented above, the 
Authority should resist any unnecessary restrictions upon foreign 
Founding Shareholders. 

Foreigners will need to comply with the requirements of the Foreign 
Acquisitions and Takeovers Act. However, to t he extent that they are 
able to meet the requirements imposed upon them by the Foreign 
Investment Review Board, no further requirements should be insisted 
upon by the Authority. The Authority will need to ensure that a foreign 
bid complies with the various requirements of the Foreign Acquisition and 
Takeovers Act and that it is assessed as financially viable prior to any 
final decision being made on the granting of the Casino Licence. 

4. 6 Recommendations 

It is recommended that the Authority adopt a flexible approach to the 
ownership structures whereby: 

• A single Founding Shareholder who owns and controls up to 100% of 
the Licensee and/or the Operator be permitted ie. no maximum 
shareholding limit to be specified. 

• There should be no restriction on foreign ownership other than as 
imposed by the Foreign Investment Review Board. 

• The Authority should not insist on the public listing of the Licensee 
unless this is a political imperative. However, in the event that a 
public listing is deemed essential, then it should take place no later 
than eight years after commencement of casino operations with a 
preferred option of five years. The share offering to the public be set 
at a preferred minimum of 30% of the issued capital. However, the 
Authority must be willing to consider a Registrant's request to vary 
this minimum requirement if a particular consortium's circumstances 
dictate an alternative requirement or if prevailing market conditions 
appear likely to make it uncornrnercial for a public float to occur. 

• Founding Shareholders be permitted to dispose of up to 100% of their 
shareholding provided that the Casino is developed and operating to 
the satisfaction of the Authority and provided that the transferee(s) 
meets the required standards (including probity) as established by the 
Authority. 

• A share allotment or transfer representing 5 % or more of the issued 
capital of the Licensee or Operator will require the Authority's 
approval prior to registration in the Licensee's/Operator's share 
register. Transfer of shares by associates (as defined in the Act) of 
5% or more of the issued capital (when grouped) or transfers which 
may give rise to a shareholding of 5% or more (when grouped) will 
also require the approval of the Authority. 
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5. FINANCIAL STRUCTURES 

The financing structure is likely to include separate construction and post 
construction finance facilities. The characteristics and risks attaching to each 
facility are different and accordingly the bankers' requirements will also differ. 

5.1 Objective 

The Authority should ensure that whatever financial structures are 
proposed they: 

are bankable and deliverable within the proposed time frame; 

do not create inappropriate financial risks for the Project; and 

do not impinge on the Authority's capacity to control the Licence. 

5 .2 Issues 

The issues to be considered when assessing the financing structures 
include the debt :equity ratio, timing and return from any planned public 
float, tax consequences of the proposed structure, likely sources of 
funding and the loan security requirements . 

It is important that the Authority establish policy guidelines in relation to 
the debt:equity ratio and the loan security requirements so far as they 
relate to the Casino Licence. Brief discussion of the other issues is 
included below. 

5.3 Debt:Eauity Ratio <Gearing) 

The gearing which will be acceptable for each stage of the development 
may differ. For example, construction finance may be largely debt with 
minimal initial equity contribution on the proviso that subsequent equity 
funding (to replace much of the debt) is assured. Furthermore, the 
acceptable gearing ratio may vary from proposal to proposal depending 
upon the relative financial strengths of the sponsors and the level of 
support they are willing to provide in the form of guarantees, collateral 
security etc. 

The issue of whether the Authority should nominate a maximum gearing 
ratio needs some consideration (eg. maximum 75% debt). 

Whilst there is some evidence elsewhere in Australia which may indicate 
that a 50:50, debt:equity ratio is desirable, there is little justification to 
suggest that this ratio should be set as a mandatory minimum. It is 
highly likely that commercial judgements and prudence will lead to a 
50:50 ratio, but in some instances it may be that a higher or lower 
gearing ratio is more appropriate. 
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The State Government's cash flow position should be protected by 
insisting that its fees and taxes are paid prior to interest payments and 
therefore in the event that there is insufficient cash flow to meet interest 
payments. the guarantor (if any) would be expected to make appropriate 
payment. 

It is highly likely that the Financier would want to ensure that all 
payments of tax, fees etc to the Authority are made on time so as to 
protect the Licence. However, this degree of protection, whilst useful 
will not prevent the financial collapse of an over-geared Casino Licensee. 

In the assessment of the proposals submitted by Registrants, the Finance 
Advisory Panel will rank proposed gearing ratios relative to the overall 
cash f lows of the project and to the risk of non-payment of taxes and 
fees to the Authority. This review will give a low ranking to any 
proposals which are deemed to be risky. 

In consideration of the foregoing it would seem inappropriate at this point 
for the Authority to stipulate a maximum permissible gearing ratio. 

5.4 Mortgaging the Licence 

The Act in effect permits the licence to be mortgaged subject to approval 
by the Authority. As a general proposition, the ability or otherwise of a 
consortium to mortgage the licence could affect the bankability of the 
project. Nonetheless, alternative forms of security to enable a financial 
structure to be considered bankable could be provided by the principal 
investors (Founding Shareholders). Collateral security could be effected, 
for example, by way of guarantees provided by such investors. 

If the Licence is mortgaged in favour of financiers there is a risk, albeit a 
small risk, that the Licence could fall into the hands of an inexperienced 
operator, for example, a financier. At a practical level, however, that risk 
is minimal given the powers held by the Authority under the Act to 
suspend, to cancel or to vary the terms of the Licence. Because of the 
existence of those powers, the intrinsic value of a mortgage over the 
Licence must be regarded as questionable and the existence or otherwise 
of a mortgage assumes lesser importance from the point of view of the 
Authority. 

The other consequence of these powers is that financiers are likely to 
approach the Authority and seek to negotiate cure periods to enable them 
to remedy any actual or loan default. 

5.5 Other Issues 

Matters relating to a public float were discussed in Section 4 above. 
However, a thorough review of the terms and conditions of any proposed 
float will be undertaken by financial consultants for the Authority to 
determine the likely market acceptability thereof. 
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Debt funds are likely to be sourced both domestically and internationally. 
It will be important for the Authority to assess the credibility of the 
Registrant's financial advisor and financial arranger to ensure that they 
are capable of delivering the proposed financing package. 

The tax consequences of any proposed structures will be thoroughly 
assessed and, if necessary, Registrants will be requested to obtain tax 
rulings from the Commissioner of Taxation. Tax based financing should 
be acceptable provided all risks have been adequately identified and are 
borne by the Registrants. 

Recommendations 

The Authority should adopt a flexible approach to proposed financing 
structures:-

• That no limits on the gearing ratio be specified. The Authority should, 
however, indicate that the level of proposed equity in the Licensee 
will be regarded as having a direct bearing on the Authority's 
assessment of the financial viability of the project. 

• The Authority should not permit a mortgage to be created which 
encumbers the Licence but should be prepared to negotiate with 
financiers regarding appropriate loan security. 

• Accept tax based financing structures provided the Registrant bears 
all risks and is willing to provide tax indemnities to the Victorian 
Government if necessary and provide appropriate tax rulings. 

CONCLUSIONS 

The Authority is asked to note the advice of its financial advisors contained 
herein and to support the recommendations made in Sections 3.5, 4.6 and 5.6. 

P J Connolly 
Chief Executive Officer 

20 August 1992 
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Attachment 1 
PREFERRED CORPORATE STRUCTURE 

Coroorate Structure Diagram 

The diagram on Page 3 illustrates the recommended arrangements for the 
Authority's preferred corporate structure. 

The principal feature of this recommended structure allows for the 
separation of the Licensee and Operator functions and provides for 
separate ownership structures for the Licensee and the Operator. "P" 
references on the diagram refer to potential breaches of probity outlined 
under "Operation of the Preferred Structure". 

Operation of the Preferred Structure 

The Authority is able to pursue its rights under various scenarios as 
outlined in Section 4. 

By providing for a structure that separates the Licensee and the Operator 
structure the Authority is able to "quarantine" its actions to remedy any 
breaches of probity which may arise and thereby reduce the impact of a 
breach on innocent parties and minimise any loss of tax revenue to the 
Government. 

The financiers may well require a similar structure under the terms of any 
financing arrangements so as to clearly identify and possibly mitigate any 
opportunity for loss. 

Shareholding Structures of Operator 

The Operator may be: 

(i) A wholly owned entity (subsidiary) of the Licensee 

(ii) A partly owned entity of the Licensee 

(iii) An entity which is either partly or wholly owned by one or more of 
the Founding Shareholder(s) 

(iv) A totally arms length entity which has no other ownership or 
management connection with the Licensee or the Founding 
Shareholder(sl (ie. a contract operator) . 

4. Operations of the Preferred Structure 

P1 The Founding Shareholder(s) is found to have breached probity 

The remedy available is for the Authority to appoint a manager to control 
the shares or units held in the Licensee with a view to securing a 
purchaser thereof . 

Attachment 1 to Agenda Item 7 Page 1 of 3 
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It is envisaged that, from a practical view point, the Authority would 
instruct the Founding Shareholder to remedy the breach of probity or sell 
its shares in the Licensee in a designated time-frame, to a person suitable 
to the Authority, failing which the Authority will take control of the 
shares. 

Some interaction w ith financiers is likely whereby they may require "step­
in" rights so as to protect their rights. 

P2 The Licensee is found to have breached probity 

The remedy in this instance will be for the Authority to have the right to 
appoint a manager to assume full control and responsibility for the 
Licence and business of the Casino Licensee pending remedy of the 
probity breaches or cancellation of the licence and issue of a new licence 
to a new Licensee/owner. 

Breaches of probity by the Licensee are considered t o be f inancially the 
most serious of offences as both financier and shareholder may be 
substantially disadvantaged. 

The Authority should also require the assignment of the Licensee's rights 
under the Casino Operating Agreement with the Operator. This will 
ensure continuity of operation. (Some negotiations may be necessary in 
relation to rent etc). 

In order to reduce the likelihood of financial problems arising from other 
business dealings which may lead to the Licensee becoming an 
unsuitable person to hold a Licence the Authority should insist that the 
Licensee's activities are limited by the Management Agreement 
specifically to the ownership and operation of the Casino and related 
approved activities. 

Financiers, if any, are likely to insist on similar restrictions. Therefore, 
the Authority should insist that the Licensee be a sole-purpose entity. 

P3 The Casino Operator is found to have breached probity 

In this instance the Authority will have the right to appoint its nominee as 
operator and assume all rights and/or reduced obligations under the 
Casino Operating Agreement. Matters relating to the rights of staff 
would need to be clearly addressed but it is envisaged that all Casino 
staff would be retained by the Authority's nominee (some disruptions 
would be inevitable). The Authority should insist that the Operator be a 
sole-purpose Australian based entity. 

P4 A Shareholder(sl who owns more than 20% of the Casino 
Operator breaches probity 

The remedy is similar to that described in P1 above. Additionally, the 
Authority would reserve the rights to act in accordance with P2 or P3 as 
described above in the event that it was unable to rectify the position. 

Attachment 1 to Agenda Item 7 
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It was agreed that for the next Authority meeting a paper addressing the 
impact of confidentiality and FOi on Probity Investigations, be prepared. 

CORPORATE OWNERSHIP AND FINANCIAL STRUCTURE 

The CEO outlined the background to the development of the paper by 
Westpac and the key structural aspects of separation of the Casino Licensee 
from the Operator. The matter was "discussed and various issues raised, 
including legislative powers to endorse such an arrangement and the 
benefits/complexities involved in sending further information to Registrants 
on the preferred corporate structure. 

It was agreed to defer consideration of the second recommendation under 
paragraph 3. 5 in the paper and to amend the 5th recommendation by 
including the words "seek advice on" in lieu of "be prepared to promote". 

The Authority adopted the following recommendations: 

fa) The corporate structure proposals from Registrants will require 
independent accounting/legal opinion that the structures are viable 
and satisfy legal requirements, including those required by the 
Authority, particularly so far as they relate to probity issues. 

{b) The Licensee and the Operator must be capable of lodging with 
the Authority six monthly financial accounts and annual 
consolidated audited financial accounts and be required to do so. 

{c) The corporate structure must be in a form such that the Authority 
can be satisfied that it can trace ultimate ownership (control) of 
interests or shares in either the Licensee or Operator and, if need 
be, to effect a sale or transfer of those shares or interests. 

{d) The Authority should seek advice on amending legislation to allow 
for the separation of the Operator and Licensee functions if 
requested to do so by the Preferred Finalist. 

The CEO briefly addressed issues relating to ownership of the 
Licensee/Operator referring to experiences in Queensland and the 
implications for the Melbourne Casino Project. 

After discussion, it was proposed by the Chairman that the specific 
recommendations in this area did not need to be approved at this time and 
that the main consideration was the emphasis on the Authority adopting a 
flexible approach in assessing Registrant's proposals. 

It was resolved that the Authority adopt a flexible approach to the ownership 
structures and that the issues listed in the paper under paragraph 4. 6 
Recommendations be noted. 

On the matter of financing structures, the Authority considered that a similar 
approach to that determined for ownership structures should apply. 
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5.8 It was agreed that the Authority endorse the recommendation to adopt a 
flexible approach to proposed financing structures and note the specific 
issues listed under the recommendations in paragraph 5.6 of the paper. 

ITEM 6 DRAFT ANNUAL REPORT 

6.1 The Chairman advised that for security reasons photographs of Authority 
Members or Authority staff would not be included in the report . Any other 
photos included in the report had to be carefully selected to ensure that the 
subject matter did not give any false impressions or were misleading on 
issues of site location or casino structure etc. 

6.2 The CEO apologised for the inadequate quality of the draft, explaining that he 
had been unable to spend sufficient time editing the format due to the crisis 
caused by Westpac. 

6.3 It was agreed that any comments Members had on the draft should be 
submitted to the CEO by early next week fie week commencing 31 August). 

6.4 The Authority agreed that a meeting of the Finance and Audit Committee be 
arranged in the second week of September to approve the financial 
statements. It was resolved also, that the Chairman and Chief Executive be 
authorised to finalise the Report in time for printing and presentation to the 
Minister by 30 September 1992. 

ITEM 7 CHIEF EXECUTIVE'S REPORT 

7 .1 Sections 1 to 4, 6 and 7 of the report were noted. 

7. 2 Section 5 - Marriner 

7.2.1 

7.2.2 

The CEO elaborated on the situation regarding Mr Marriner's 
proposal and referred to the legal opinion outlined in the paper on 
"Consultative Evaluation Process" (Item 7 of the Agenda) . 

Considerable discussion was generated on the implications of that 
legal opinion and the treatment of any applications received after 
December 1992 as well as its relevance to the notification 
previously given to non-conforming registrants. 

7. 3 Section 9 - Gaming Casinos 

7.3.1 

7.3.2 

\Irr 6. M<><>tinn Nn <:\ 

The CEO read the reply received from St Kilda Football Club whict 
contained a reluctant agreement to cease the use of the word 
casino in their advertising. 

The Chairman relayed the nature of the response received from 
the Chief Executive of the Gaming Commission on the matter, 
This suggested that the Commission's newsletter be used as a 
vehicle to alert other venues with gaming machines to the proble1 
of referring to their facilities as casinos. 

Held on 25 Auoust 1992 Page 6 of 8 
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Transurban Group Investor Report 

Transurban is an international pioneer in the development and operation of advanced electronic tolf roads and 
acknowledged as a leader in the global market for intelligent transport solutions. 

Overview 

Transurban is an international pioneer in the development and operation of advanced electronic toll roads and 
acknowledged as a leader in the global market for intelligent transport solutions. Transurban developed and now 
operates electronic tolling on Citylink, a 22-kilometre urban motorway in the Australian city of Melbourne. Built 
entirely with private funding, Citylink is the first fulty electronic toll road in Australia .. Its successful completion 
changed the face of the transport system in Melbourne, a city of 3.5 million people and 2 million vehicles. The 
company transformed toll road travel into an, 'open-road' experience. 

Product Uniquness 

Over 650,000 electronic toll transactions are processed daily on Citylink. The complex technology and systems 
integration needed to achieve this are central to Citylink's success and a key component of Transurban's expertise. 

The sheer scale and complexity of Citylink's operations established a benchmark in multi-lane freeflow electronic 
toll road systems, and signalled the arrival of Transurban as a major player in this growing international market. 

With its 'cornerstone asset' now successfully established, Transurban actively pursues new business opportunities 
1· governments, cities and communities to tailor and deliver transport solutions. 

One such opportunity is the company's latest project, the 39-kilometre Western Sydney Orbital (WSO), which, 
when completed in 2007, will be Australia's longest electronically tolled road. Transurban will also deliver and 
operate the new road's tolling system. The design and construction will cost AUD$1.5 billion. 

The Orbital represents the first major step in Transurban's expansion into new markets, where it aims to leverage 
its leadership in toll road operation, technology and customer service . 

Transurban have a 40 per cent stake in the Westlink Consortium Limited, which will build and run the Westlink 
M7 . . 

End-to-end capability & expertise 

Transurban's unique end-to-end capability is backed by a team with deep knowledge and understanding of wf:lat is 
needed to successfully develop major transport infrastructure projects. 
Transurban's key areas of expertise include: 
• Acknowledged leadership in toll road customer service models and management 
• Experience in operating a major tol l road which is a test bed for innovation 
• Integration of the technologies required to make advanced electronic tolling work 

· • Traffic projection and modelling 
• 1elopment management 
• ....... ncession & risk management 
Transurban listed on the Australian Stock Exchange in 1996 and is now one of the Top 100 companies on the 
exchange. At August 2003, Transurban had an enterprise value of $4.4 billion and a Standard & Poors credit rating 
of A-. 

August 2002 
Total market cap 3162.174 
Net profit -79. 300 
EPS - $ -0.132 
P/E ratio 2001 -46.97 
Dividend - $ 0.0525 
EV/EBITDA -126.93 
Yield 0.85 
Franking N/A 
Net Asset Value 2068.46 
Bvps 4.06 
Price to book 1.53 
Debt/Equity ratio 78.71 
Return on Equity -3.83 
Return on Capital Employed - 1.51 

http://www.australianinvestor.eom.au/magazine.asp l 7/09i2003 
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Historical Financials /" 

Transurban started t he year 2002 as~e-purpose ~legally restricted to the business of developing and 
operating Melbourne Citylink. The Group reported a net loss of $67 .2 million for the 6 months ended 30 June 2002. 
The loss before tax for the year was $161 million . The result for the year included several one-off items: revenue 
of $153.6 million from the settlement of the company's dispute with Transfield Obayashi; recognition of $235.5 
million of costs associated with debt refinancing; the effect of a change in the assumptions used to value the 
Concession Note liability; and the additional depreciation of $35 million from a revaluation of the Citylink asset 
recorded in the financial statements of Transurban Holdings Limited and the Transurban Holding Trust. Excluding 
these items, the result was a loss of $79.3 million. 

During the year, in line with its restructuring strategy, Transurban reduced its monthly customer service and 
marketing costs to $2 .5 million, down from $3.S mill ion a year earlier and $4.5 million 18 months earlier. In 
Sydney, one of the biggest markets in the world for greenfield toll road project~ 

:J;fie Group secured positions in consortia bidding on three major developments in that city: 

The Western Sydney Orbital, and 

Transurban, like other large-scale infrastructure projects with huge up front investment costs, Melbourne Citylink 
will run a paper loss for a number of years, however, the company is cash-flow positive, and able to make 
distributions. In March, the company made a 10 cent distribution as part of the proposed 20 cent distribution. The 
second instalment should come August 2003. 

l ent State of Market Sector 

The private sector must change its approach to delivering road infrastructure or governments will stop handing it 
responsibility for new projects, according to Kim Edwards, managing director of Australian toll road developer, 
owner and operator, Transurban. 

Speaking at a national infrastructure investment finance forum in Sydney recently, Mr Edwards said that it was 
important that industry understood and responded to major changes in the way that governments and 
<:ommunities viewed private investment in transport. 

"Unless we adapt, we in the private sector will not continue to be given the responsibility for v ital infrastructure we 
have enjoyed in recent years," he said. 

Mr Edwards said many governments worldwide were still reluctant to embrace private funding and that much of 
the Australian community remained unconvinced. 
With the benefits of hindsight the toll road industry now recognised that too little focus had been placed on the 
operational phase of new projects. 

A "focussed, robust owner and operator with a long -term view is important to all stakeholders," said Mr Edwards./ 

~ -dwards said that Transurban had developed an understanding of the things that mattered to government, and 
h, to deliver on them. 

"r would go as far as saying we have realised we are not just in the roads business," he said. 

"Transurban are helping deliver better social, economic and environmental outcomes for the community - and we 
are making money for investors by doing it. " 

The company believes the best way to attract new customers and ma intain strong relationships with existing ones 
is to continuously review and refine the range of tolling products and services to keep up with market needs. 
Since its inception, Citylink has become a testing ground for new technologies and innovation in the development 
and delivery of toll ing products and services. 
Transurban believes that Australia, as an early adopter and innovator, has a competitive advantage in private 
sector involvement in the provision of infrastructure. 

Because of the success in pioneering the Citylink proj ect, the company is a recognised world leader in the 
implementation of electronic toll collection. In addition, it has one of the largest skill bases in Intelligent Transport 
Systems {ITS) in Australia. 
Transurban is therefore in a strategic position to exploit g lobal opportunities on t hese fronts. I n the year to June 
2002 alone, Citylink hosted more than 20 groups from Europe, Asia, South America and North America looking at 
ways of involving the private sector in road proj ects. 
Right now, the worldwide market for ITS is exploding and Australia is currently one of the largest international 
markets for this type of activity. 

http:i/www.australian.investor.eom.au/magazine.asp 17/09/2003 
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Analysts' Recommendations 

Despite inherent reluctance, increasingly governments are turning to the private sector to help provide 
infrastructure, as they are either unable, or unwilling, to raise the funds required for new projects. As a result the 
demand for private sector investment continues to expand. 

Privately financed electronic toll roads allow governments to provide the fast , efficient transport systems their 
communities require without increasing public debt. 

According to Wilson HTM Investment Group, the 12 month target share price has increased 12 per cent to $5.60 
while cash-flow and distribution forecasts have also increased. 

Due to the high depreciation charge it is well anticipated that negative NPAT figures should be recorded for the 
next few years. However, free cash flow is forecast to stay at high levels ( $ 100 million in 2003 and $120 million in 
2004) as Citylink revenues grow while operating costs and interest expense are contained. 

Risk profile 
Toll road projects require substantial investment up front. But once operating, they provide low risk, predictable 
income streams, which are typically protected from inflation : 
• There are risks in all investments, but in toll roads the risks decline dramatically once construction is complete; 
• Toll roads are built and operated on the basis of a 'concession agreement' wit h a government. Concession 
agreements typically allow tolls to rise in line with local consumer price indexes, and so revenue streams - and 
therefore distributions to investors - are protected from inflation; 
• In developed countries, traffic levels on major urban roads have historically grown faster than the economy 
<'" · rail. 

; $2.23 billion Western Orbital to be built by Westlink consortium includes Transurban (40%), Leighton (10%), 
Abigroup (10%) and Macquarie Infrastructure Group (40%). 

Under the contract the Transurban Group has invested $392 million in the project. The investment is funded from 
the recent $430 million issue of convertible adjustable rate securit ies (CARS). 

The Western Sydney Orbital provides Transurban Group with increased diversification and exposure to another toll 
road as well as the Sydney market. 

Transurban provides a relatively low risk investment wi th a strong revenue growth outlook from its core activity, 
the Citylink toll road in Melbourne and its second major project, the Western Sydney Orbital toll road (WSO). 
Wilson HTM Investment Group recommends Adding on the basis of: 

• Attractive valuation and indicated 12 month return 
• Increasing, +5.0 per cent distributions (tax deferred) 
• Revenue growth virtually assured from the compound impact of toll increases and traffic growth 
• ? ? WSO value to Transurban of 37cps with excellent upside 
• Ability to participate in new projects, t he immediate prospects being Melbourne's Mitcham Frankston FreewayKey 
to Transurban's success is its understanding of risk and how to manage it. The greatest risks in any toll road • 
project are in the early years of development. 

l . .e risks were clearly demonstrated on the Citylink project, as was Transurban's ability to manage them and 
deliver solutions : 
• When a dispute between two major construction contractors threatened to delay the project, Transurban stepped 
in to ensure a settlement; 
• When companies contracted to manage customer service failed to meet expectations, Transurban took the job on 
itself and delivered the service customers expected ; 
• When design and construction issues with the contractor led to major problems in the Burnley Tunnel, a key 
section of the Link, Transurban again stepped in to ensure the problems were fixed. 
For Transurban, the challenge does not end with the successful completion of a project. 

There is further potential for growth in the Australian market. One estimate indicates Australia is spending about 
$2 billion less per year than is needed to keep up with the transport needs of business. 
Solutions to traffic problems are increasingly involving Intelligent Transport Systems (ITS ), 'smart' traffic 
technologies that improve infrastructure performance and make it more convenient for customers to use. 

Transurban has an edge in the field, having implemented purpose-designed technologies across all Citylink 
operations, from traffic incident detection to electronic tolling to customer management. As one of the pioneers in 
ITS, the company has gained valuable knowledge and skills through continually consulting with users and other 
stakeholders on the elements that make a road smart, safe and also simple to use. 

Balance Sheet Strengths 

http ://www.australianinvestor.eom.au/magazine.asp 17/09/2003 
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Quart.:-rly increases in tolls have had no demonstrable effect on traffic levels. Revenue on Citylink is projected to 
be abc.ut AUD$230 mill ion for the 2002-03 financial year, and the concession from the Australian state of Victoria 
extends for 34 years. 

This is typical of the long life of this asset class. The combination of long life, low operational risk and the 
protection of the concession agreement make Transurban an attractive company for many investors. 

The support for Transurban among Australia's major financial institutions reflects the relative maturity of 
infrastructure as an investment sector in the country 
What makes Transurban particularly attractive to investors is the company's end-to-end approach. The skills and 
expertise put the company in a unique position to manage risks and extract the maximum value from each project 
for its security holders. 
Operating performance 
The most recent indications of performance, for theyear ending 30 June 2003, have been positive. 
Average daily transaction volumes on Citylink grew 6.8 per cent for the year while average weekday transaction 
volumes were up 6.6 per cent. Toll and fee revenue for the same period was $232.1 million (net of GST), an 
increase of 11.2 per cent over the previous year. 

The average daily t ransaction volume for the June quarter 2003 was 566,187 a 5 per cent increase over the June 
quarter 2002. This is a good result as there were 61 weekdays in the June quarter 2003 compared to 62 in the 
June quarter 2002. Traffic levels are higher on weekdays than on weekends. 

Toll and fee revenue for the June quarter 2003 was $58.6 million net of GST, an amount that includes year-end 
revenue adj ustments of $0.6 million relating to prior periods. Excluding these adjustments, the revenue for the 
<"' • .,.rter was 8.8 per cent higher t han for the June quarter 2002. 

Earnings outlook 

Transurban generated free cash flow of $54 million in the first half 2003 and paid a distribution of 10 cents per 
secu rity. Wilson HTM Investment Group have forecast a free cash flow of $60 million for the second half and a 
distribution of 10 cents per share. 

Earnings and cash flow are forecast to increase again in FY04, to be capable of supporting an increase in 
distribution to 23 cents for the year. 

At this point, it appears that cash flow in FYOS will be reduced by approximately $45 million by t he expiry of the 
infrastructure bonds, leading to a reduced distribution of 24 cents per share. 
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