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Decoding the Myth of Redemption Percentaging

By FRANK SENINSKY

Frank is president of the Alpha-
Omega group of companies
[Amusement Entertainment
Management LLC, Alpha-Omega
Amusements, Alpha-BET
Entertainment and Alpha-Omega
Sales)

f late, the AEM Team

has been focusing

heavily on our consult-
ing business. That’s good, be-
cause it’s a sign of an im-
proved economy and the fact
that investment dollars are
looking to get into this indus-

try. Meanwhile, in our opera-
tions, we are still concentrating
on the higher end revenue
share locations and working
hard to keep our core operating
discipline in place and with a
positive cash flow each quar-
ter.

On the manage-
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ment side, | have
been developing a
new way of tracking
and grading em-
ployee (technicians)
performance and lo-
cation revenue en-
hancement by fo-
cusing on individual
redemption game
ticket payout per-
centages that fall
within my estab-
lished guidelines
(See the Chart A at
left).

What [ did was
opposite to the nor-
mal grading that we
are all used to in
school, where our
grades were based
on the percentage of
correct answers.
Grades are based on
the fewest redemp-
tion and merchan-
dise dispensing
games that are out
of the established
also dependent on
the overall average
cost of sales (re-
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| demption percentage) being in
| the 25% range. Each location
- was graded from A-F, with the

least number of demerits being
an A and with each technician
being able to compare his re-
sults with his fellow techni-
cians on a weekly basis.

As you can see from the ac-
tual data (see Chart B), once
the competition started, the
grades of the locations all im-
proved during a very short
time period and the overall
game revenues also increased.
It all proves that if you can ac-
curately and fairly track some-
thing, the results should im-
prove as most people sincerely
desire to see the direct feed-
back from their work.

We sent them a lot of direc-

| tion on how to properly set the

ticket and prize payouts for
each machine and also took in-
to account the skill level of the
customers in the location. [
have been teaching my “theory
of redemption” for many years
with great results, sometimes a
revenue increase of up to 40%,
but realize that most redemp-
tion locations don’t have the
time or the knowledge base to
implement the correct game
settings.

This, of course, brings me
to the topic at hand, that being
the conventional wisdom on
ticket payouts (i.e., percentag-
ing). I look at the game charts
in RePlay every month and see
a range of payouts listed for
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each of the games (L, M H), but quite hon-
estly don’t understand what they mean or
what they are based on. It would be much
more practical to give payout percentage
ranges because everyone's ticket value and
token value is different, Moreover, consid-
ering that these values are polied from the
same locations that rate the earnings, there
is still a void of information needed to
make this input meaningful.

That’s why 1 have established an over-
all goal 0of 25% payout based on actual
tickets redeemed, understanding that the
number of tickets awarded with each indi-
vidual game is inversely proportional to
that game’s intrinsic “entertainment value.”
My definition of entertainment value is the
summation of a game’s time of play and
every sensory and physical interaction that
a player encounters while playing a time
(all the bells and whistles).

The RePlay chart tells you how many
tickets are being paid out in a range of Low
Minus through Medium to High Plus.
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Low is defined as four tickets or fewer per
game. Medium is five to eight. High is
nine fickets or more. But that doesn’t mean
anything unless you know the value of the
ticket, the average value of a token and
how many tokens per play each game is.
What are the assumptions of the RePlay
payout ratings? Most likely they are based
on a ticket being valued at 1 cent and a 25-
cent token value.

However, very few locations have a
ticket value of one cent (they may think
they do but don’t) or have a token value of
25 cents. First off, if they provide dis-
counted tokens for birthday parties and
groups, their token value is always less
than a guarter — ranging anywhere from
18-24 cents, depending on the number of
discount tokens issued each week. And de-
pending upon the prize point formula stat-
ing how the prize points are marked up, the
ticket value can range from one-fifth of a
cent to nine-tenths of a cent, Ticket value is
a direct function of how you mark up your

items. Chart 2 shows the effect that the
mark-up formula can have on the ticket
payout percentage, changing it from 20%
all the way to 7.5% with a 25-cent token
value, and changing it from 25% down to
9.4% with a 20-cent token value.

The formula that works best for my op-
eration creating a ticket value of 3/4 cent
by marking up the invoiced cost of an item
by 50% (1.5 x invoice cost excluding tax
and shipping costs). As you can see from
Chart 1: Real Redemption Ticket Value, an
item invoiced at $1 actually cost you
$1.125. You will recover the 12.5% that
accounts for your sales tax and shipping
costs when you multiply 150 points times
3/4 cent (80.0075) to convert tickets re-
deemed back to actual cash value of the
prize(s) redeemed.

The other fallacy is that all locations
can be run the same way with the same
games. There is real fine-tuning that must
be put into play based on that mix of games

| and the level of skill of the player base. In






