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Advanced Portfolio Management:

Solving the Dilemma
of $1 and $2 Games

One and $2 scratch games have long been an industry
staple, due in part to higher returns for lotteries. It's
no secret consumer demand for both price points

has been waning. In the U.S,, sales of $1 games have
plummeted 64% since their height of popularity in
2006 - down from $4.5 billion to $1.6 billion in 2022.
In 2007, S2 games reached sales of $6.9 billion vs. $3
billion in 2022, a 56% decrease.

As players choose to purchase
higher price point games, lotteries are
taking a hard look at their lower price
point games. But revising the mix of
lower price points in isolation creates
an incomplete view of the portfolio.
Managing a strategy for the entire
portfolio ensures that product inter-
dependencies and a well-rounded
view of player demand and changes in
the market are considered.

“Lotteries are asking for a data-
driven strategy for their $S1 and
S2 categories. In answer to that,
Scientific Games takes a holistic
approach encompassing all games
and price points within the portfolio
through the lens of 15 Determinants
of Demand to responsibly maximize
sales and gross gaming revenue,”
explains Angela Saviano, Principal
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Marketing Specialist for Scientific
Games, who's studied industry sales
and retail trends for 15 years.

This next evolution of portfolio
management provides a deeper level
of product understanding by taking a
multifaceted approach using in-depth
analysis, predictive analytics and
research to understand and meet the
needs of the market and the wants of
the consumer.

A Closer Look

In reality, across the entire supply
chain, there’s just about as much
effort in product planning, working
paper creation, logistics, and sales
and marketing efforts for a $1 game as
there is for a $5 or $10 game. So, the
lost opportunity cost of launching a $1
game over another price point must

be considered. This is especially true
as the industry continues to try to
ease the pain points retailers associ-
ate with selling lottery products.

“The solution might appear to be
to remove S1 and $2 games; however,
our research and analysis over the
past year provide evidence of the
critical roles these games play for
consumers and in a lottery’s portfo-
lio,” shares Saviano.

New players are definitely en-
tering the instant game category at
higher price points - specifically the
S5 - than existing players. But when
asked the cost of the first scratch-off
they ever played, Scientific Games
researchers found that 23% of new
players still say $1vs. 16% at $5.

“It’s easy to understand why a
first-time player would be willing to
risk a dollar or two to see if they like
the product vs. spending $5,” Saviano
says.

Some lottery directors and prod-
uct managers believe S1 games are
required for new player entry; while
others say they are seeing players
entering at the S5 price point, so they
aren't concerned.

“Our research shows that both are
correct. While S1 games are not nearly
the requirement they used to be,
eliminating $1 games may not show a



decrease in sales initially but might discourage some from
entering over time,” Saviano explains. “A player entering
with a $1 game doesn't know whether that game is new or
old. The takeaway is that you don't need a lot of novelty at
this price point.”

Play Experience and Motivations

The question on many minds is whether $1 games are
the best play experience for new players, with payouts
so low. But if this logic is followed to its ultimate end, the
best play experience for new players would be a $50 or
$100 game given the evolution of products.

“We all know that the majority of new players aren’t
going to enter at $50 or $100. The play experience for new
players is critical. Which is why Scientific Games has un-
dertaken a deep discovery process through research and
prize structure analysis to truly understand how different
win amounts are perceived by players at different price
points,” she says.

A major component of that research is the company’s
ONE Segmentation study, which categorizes consumers
by groups or segments based on shared player/non-player
characteristics and motivations. It helps determine which
products to offer, where to reach the player segment and
what messaging will resonate best. Scientific Games Chief
Marketing Officer Jennifer Welshons innovated the study
during her 23 years leading analytics and insights at the
company, and it was recently refreshed. Fourteen lotter-
ies have incorporated the ONE study in their marketing
strategies.

“The entry point for new players really comes down to
motivations. With the latest
generation of ONE, we have
explored the influx of new
players, the role each instant
price point plays and much 550
more,” shares Welshons. “It's
important that lotteries under-
stand that motivation is critical
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to product development and 520
marketing. They must know 510
the 'why' to effectively reach .

consumers. But for a full view
of players, they also need to
overlay the ‘what’ or the be-
havioral aspects.”

The company’s research
shows that 65% of lower
price point players would prefer to win between $11 and
S50 more frequently than a chance to win a bigger top
prize. This doesn’t mean lotteries shouldn’t have games in
market with higher top prizes, it simply means that they
should have the proper balance of value propositions at

Anchoring the Instant Portfolio

* Average selling price increased $0.46 in CY22
* Should this change in consumer behavior move our left anchor?

each price point to reach the largest audience. And keep
new players coming back with what they perceive as fun
and exciting play experiences. As an example, S1 games fill
the roles of winter holiday games and gifting.

“The play experience itself for a S1 or $2 game hasn’t
necessarily decreased. Players can’t buy as much with
their winnings but maybe that’s cause for reinvesting
those winnings in the chance at a bigger prize with the
next game,” Saviano shares.

Advanced Portfolio Management
Scientific Games takes a multifaceted, data-driven
approach to portfolio management using four pillars:

1. Data Analytics - Sales, GGR, games in market, five-
year CAGR, and SCiQ market basket analysis.

2. Existing Consumer Research - ONE Segmentation
refresh.

3. Primary Research - Additional consumer research,
including a nationally representative sample and
branding questions, both specific to the $1and $2
categories, and another extensive study on consumer
roles across all price points.

4. New Tools like Predicative Modeling Tool and
Feature Engineering - Assists in revenue and GGR
projections based on changes to the portfolio and
helps define the most sales impactful game interac-
tions.
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To properly evaluate changes happening throughout
the portfolio, lotteries need to define price point anchors
at the high and low end of their products. The right-
side anchor has been sliding up for decades. In fact, the
average selling price increased by 46 cents in calendar

ASP $6.84

* How do we respond with the proper offerings for each price point?
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year 2022. While this ongoing change in consumer behavior
might lead to the easy conclusion of shifting the lower price
point anchor from $1 to $2, the entire story isn’t that simple.
“The $1 price point still fills a critical role in the portfo-
lio. The answer isn’t to remove it altogether but, instead,
to strategically realign its purpose within the portfolio and
consider the role of each of the price points within the port-
folio,” Saviano explains.

Data Analytics

The company’s analytics show that $1 games accounted
for only 2.5% of sales and 3.7% of GGR nationally in calendar
year 2022. Across all U.S. jurisdictions, the S1 category has
a five-year CAGR of -6.7%, down more than 1% from 2021.
Weekly per capita sales ranged from $0.03 to $0.22 with a
mean of $0.09. The number of $1 games in market ranged
from two to 17 with a median of six.

“In general, what we witness across the country is that
more mature lotteries tend to have fewer $1 games in mar-
ket and those games are responsible for a lower percentage
of sales and GGR,” Saviano points out.

The $2 price point accounted for 4.8% of U.S. retail sales
last year, which represented 7.2% of GGR. Similar to $1
games, the five-year CAGR for $2 games is -6.2%. Weekly
per capita sales for $2 games ranged
from $0.64 to $0.09 with a mean
of $0.19. The number of games in
market ranged from three to 15 with
a median of six.

$16 $2 SCIQ Market Basket Analysis

games produced but represented only 8% of sales and 11% of
GGR in the US. In contrast, $20 or higher price point games
accounted for only 12% of games produced but represented
43% of sales and 39% of GGR. From calendar year 2019 to
2022, the number of $1 and $2 games has decreased by 17%
while the number of $20 games or higher increased by 47%.

A level of purchase behavior analysis - possible via
market basket data from SCiQ (Scientific Games’ retail
ecosystem) - finds that S1 games are included in 13% of all
transactions. Of those S1 transactions, 29% bought only one
game and 65% purchased only $1 games. But the most criti-
cal takeaway is that 58% of all S1 purchases consisted of only
the same game.

The numbers are very similar for $2 basket purchases,
with 24% of baskets including $S2 games. Of those transac-
tions, 31% purchased only one game and 65% of $2 baskets
consisted only of $2 games. And, similar to the $1 category,
59% of all $2 ticket purchases consisted of only the same
game. This data provides strong support that fewer $1 and
$2 games on market will complement current purchasing
behavior.

As a point of reference, $5 games are purchased most
often at 36% of baskets, followed by $10 games and $2 games
at 24%.
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Similar to the $1 category, more m  $1 games are included in m  $2 games are included in
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$2 games in market and those games m  $1 customers buy one game ®  $2 customers buy one game
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A quick look at what’s happen-
ing with U.S. market share for the
Sl and $2 games combined, vs. $20
and higher games, shows that the
ROI on the lower price point games
is not comparable to higher price
points. In calendar year 2022, S1
and $2 games made up 34% of total

Calendar Year 2022 US Market Share by Price Point

$1and $2, >$20
$1 and $2 Games =

B 34% of total games produces
B 8% of total instant sales

= 11% of GGR ®  39% of GGR
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consist of only $1 games

®m  58% of all $1 purchases L]
consist of only the same game

>$20 Games =

B 12% of total games produces

®m 3% of total instant sales

consist of only $2 games

59% of all $2 purchases
consist of only the same game

This data indicates that fewer $1 and $2 games in market will

complement current purchasing behavior

Because $1and $2 price
points play an important

role for consumers and in
lotteries’ portfolios, changes
in the overarching $1and $2
strategy must take these
roles into account to avoid

a negative impact on sales,
GGR, the lottery’s brand, and
alienating players.
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Lower Price Point Research

Scientific Games research shows that $1 and $2 games
have broad appeal across both new and existing players.
Eighty-two percent of new players and 76% of existing play-
ers reported they typically purchase $1 tickets, and 85% of
new players and 78% of existing players report they typically
purchase S2 tickets.

$1 6 $2 Games Have Broad Appeal

$1& $2 games still have the highest reach across most of our player groups

“Which price points do you typically purchase?”
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$1 and $2 Games Play an Important Role in Portfolio g—

Entry Level Price Point
Impulse Purchase

‘Spare Change’ Purchase
Part of a Family of Games
Winter Holiday Games
Gifting

an unplanned purchase of?” 25% of players said they
would be most likely to purchase a $1 game on impulse.
Tied for second were $2 and S5 games, at 20% of players
each.

3. Good Use of My ‘Spare Change’ - 57% of light players

and 37% of core players said that they buy $1and $2
games because it was good use of spare change.

G

4. Part of a Family of Games - 72% of
respondents said $2 games should be in-
cluded as part of a family and 61% said S1
games should be included. These games
came in second and third, respectively,
behind S5 games, which 82% of respon-
dents selected to be part of the family.

5. Winter Holiday-Themed Games -
Very popular with players, in fiscal year
2023 these games indexed higher than
other $1 games in all but eight states,
with a U.S. average of 124.

27%

|‘ 10%

$30

24%

||7%

$50

6. Gifting - Lower price point games
are popular as gifts. The most frequently
gifted price point is S5 followed by S1
and S2 at second and third, respectively.
The most common gifting occasion was
the winter holiday season, with 92% of
“lottery gifters” giving at this time and
birthdays coming in second. In total, 67%
of scratch players report that they have
gifted a $1 or S$2 game for one of these
two occasions.

“When creating prize structures for
each of these occasions, it is import-

ant to remember to have the intrinsic
value meet expectations,” says Saviano.

Scientific Games conducted extensive research and
analysis of the needs and wants that $1 and $2 games fill for
players and distilled these findings into the six most import-
ant occasions for these lower price point games:

1. Entry Level - 43% of all respondents answered $1 when
asked, “What was the price of the FIRST instant scratch-
off game you ever purchased?”

2. Impulse Purchases - When asked “Which price point for
instant scratch-off games are you most likely to make
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“For example, 65% of lower price point
players stated that they would rather win
smaller prizes more frequently than have a large top prize at
these price points. So, a holiday gift tag would be the perfect
occasion to offer a prize structure with many smaller prizes.’

Scientific Games’ nationally representative $1 and $2 sur-
vey took a closer look at S1 and S2 player frequency behavior.
Responses indicated that $1and $2 players are highly en-
gaged, and these price points are also popular with all player
segments in the ONE Segmentation.

In total, one in three respondents said that they have
played instant scratch games in the past year. Of these re-
spondents, 61% said they play $1 games at least monthly and

?



58% reported that they play $2 games at least monthly.

A deeper dive into the purchasing habits of “Heavy
Players” at the S1 and $2 price points showed that they pur-
chase a lot of games but with limited variety.

$1 & $2 Players are Highly Engaged

$1and $2 Games Are Popular with All ONE™ Instant Game Player Segments

1in 3 report playing instant scratch-off games in the past year

Of these, 61% say they play $1 games at least monthly
= Daily = 15%

= Weekly = 24%

= Monthly = 22%

Of these, 58% say they play $2 games at least monthly
= Daily = 9%

= Weekly = 26%

= Monthly = 23%

Heavy Players Purchase a Lot of Games, But with Limited Variety g—

Heavy $1and $2 Players Account for $3 Billion Annually

58% of Heavy $1 Players purchase 3 to 5 games per session
= 16% Heavy $1 Players purchase 6 to 9 games
= 25% Heavy $1 Players purchase 210 games

67% of Heavy $2 Players purchase 3 to 5 games per session
= 17% Heavy $2 Players purchase 6 to 9 games
= 16% Heavy $2 Players purchase 210 games

These players account for more than $3 billion in annual
S1and $2 sales, or 64% of industry-wide sales. The findings
indicate that 58% of Heavy S1 Players purchased three to five
games per session, with 25% purchasing 10 or more games
per session. And 67% of Heavy S$2 Players purchase three to
five per session, with 16% purchasing 10 or more tickets per
session.

“While Heavy Players are a very active segment, it'’s
important to remember that through market basket analysis
we know that they aren’t buying a large variety of games,”
says Saviano.

Strategies and Recommendations

“We're all aware that S1 and $S2 games are problematic
for most of the industry and some lotteries have started to
adjust their strategies accordingly. But lotteries risk losing

sales if they remove S1 and S$2 products altogether,” she
cautions.

Supporting this position, Scientific Games research found
that 7% and 8% of players indicate they would no longer play
scratch-off games if the S1 and S2 price
points were eliminated, respectively.

“Now that we understand the weighted
importance of $S1 and $2 games, we are de-
veloping new practices for execution that
consider those weights. We are shifting
the balance of effort to match the balance
of consumer buying and thus helping
lotteries increase their return on invest-
ment,” explains Welshons.

Adjusting a strategy for one or two
price points is not the solution; the inter-
dependencies of all price points must be
considered.

“The $1and $2 dilemma everyone is
talking about is not solved with just a low-
er price point strategy. Consumers don’t
view instant products siloed by price point
- they view games across the entire lottery
product portfolio,” Saviano reiterates.

Understanding what role each of these
price points plays for consumers and
determining how to clearly establish value
propositions between and within price
points is necessary to create a strong and
sustainable lottery portfolio.

“We know several lotteries are experi-
menting with S1 and $2 games, and others
are watching closely because there really
isn’t an easy, one-size-fits-all answer. Our
recommendation is to stay tuned. We are
following the analytics and applying the
research to help evolve and manage the entire portfolio to
protect returns to good causes,” advises Welshons. ll
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NOTES: A new player was defined as someone who started
playing lottery in the last two years, and an existing player as
someone who started playing lottery more than two years ago.

Heavy players are defined as players who play at least weekly
and purchase three or more games on occasion, or monthly
and purchase six or more games; they make up 27% of S1
players and 20% of S2 players.

ONE Segmentation and SCiQ are trademarks of Scientific
Games. © 2023 Scientific Games, LLC. All Rights Reserved.
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