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CHAI RPERSON JAMES: M. Smth?

MR SM TH: Madane Chair, Conmm ssioners, it's a
pl easure for ne to here before you today. | had the opportunity
in January at your first neeting to speak with you in Atlantic
City about the social and econom c inpacts of gamng in Atlantic
City and I'm pleased to be here today to talk about regulation
actually the third part of the report that we had previously
presented to this Conmm ssion.

And | know that you're all glad to see ne here today,
not because of anything that |'ve ever done in ny life or
anything that I'mgoing to say to you this afternoon, but because
| happen to be the |ast speaker on the |ast panel of the | ast
public hearing that you' re going have to sit through. And having
been a public official for over 20 years, | do recognize the
i nportance of public hearings and appreciate them But | also
recogni ze the stamna and the perseverance that it takes to sit
t hrough those hearings. And | think you're all to be comended
for the fine job that you' ve been doi ng.

During the course of ny tenure as chairman of the
Casino Control Commission in New Jersey over the |ast four years,
| had the opportunity and the pleasure to neet wth nany
del egations from jurisdictions throughout the United States and
t hroughout the world that were interested in establishing gam ng.

Usual |y they had either been to Nevada before com ng
to New Jersey or when they were done in New Jersey they were
going to Nevada to review both systens of regulation.

And there is one thing that | learned in talking to
all these different groups that cane to New Jersey and that was
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that each jurisdiction is different, they have different needs,
they have different expectation, they have different social and
political circunstances that they have to deal wth. So we
didn't say to any of the groups exactly what | thought the best
formof regulation for them woul d be.

| sinply laid out the options. Many of the options
for exanple relate to tax structure. Wat kind of rate, tax rate
are you going to assess the industry? WlIl that depends perhaps
on whether it's a nonopoly situation or a non-nonopoly situation.
Are they going to dedicate the taxes to any particular use, like
we do in New Jersey to prograns for senior citizens and disabl ed
citizens. O wll those revenues go to the general state
treasury. WIl you have a separate tax for inter-structure
i mprovenents, for exanple like we do in Atlantic City to inprove
the city.

And then there were other options that | would set
forth related to regulation and there are two basic nodels of
regulation in the United States and that's the Nevada Model and
New Jersey Mbdel . And nost jurisdictions don't follow either
nodel precisely but they take bits and pieces of both to, to best
suit their particular circunstances.

Al'l regul ation, however, focuses on two things; that
is maintaining the integrity of the industry and that is as |
refer to it keeping the bad guys out, keeping out the crimnal
el enents; and setting the rules of the ganmes and procedures to
control the ganes so that the people have confidence that when
they go into a casino in your particular jurisdiction that they
are not being cheated. And the other aspect which was nentioned
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earlier was keeping proper account of the revenues so that the
state gets its full and fair share.

New Jersey has the | argest, nost expensive system of
casino regulation in the world. Over 700 enpl oyees regulate 12
casi nos. The budget between the Casino Control Comm ssion and
the Division of Gaming Enforcenent is approaching $55 nmillion per
year and none of that cones fromtax dollars it all cones from
the industry that we regul ate.

Now why was the New Jersey system set up to be so
strict, it was because the legislature back in the late 1970's
when they were formulating the system to regulate gamng were
extrenely concerned about keeping out organized crinme. And, New
Jersey was starting with a clean slate. There was no gam ng when
the basic regulatory and statutory structure was put into place.

Now why is New Jersey system so expensive? Well in
my view there are two basic reasons for that. New Jersey
requires the presence of inspectors in casinos 24-hours a day and
New Jersey registers or |icenses every business entity that does
business with a casino whether it's gam ng or non-gam ng.

The inspectors at the Casino Control Conm ssion
represent just about 50 percent of the enployees there, 160
i nspect ors. W have a booth, a presence on the floor of each
casino and what the inspectors do are a nunber of things. They
track the revenues. They are on the floor of the casino when the
nmoney is collected fromthe slot nmachines, the bill changers, and
the tables. They are in the soft count room 100 percent of the
time. They are in the hard count roomw th high the denom nation
t okens are being counted. And they certify the count each day.
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They are trained in the ganes. They observe the
ganmes being played on the floor to be sure that the casinos are
pl aying by the rules. And they also nediate disputes between
custoners and t he casi nos.

The Casino Control Commi ssion also has a financial
evaluation unit that regularly audits each and every casi no.

The licensing is the other key elenent of the
regul atory system The front door of the industry as | put it,
is closed to crimnal elenents by |licensing everyone involved in
gam ng, from dealers to cocktail waitresses, to the nbst senior
official in the casino conpanies. M. Lanni knows well the
scrutiny which these officials undergo.

They nust neet the standards of honesty, integrity,
good character, financial stability, and responsibility. There
are benefits fromthe enployee licensing system beyond integrity,
beyond keeping out crimnal elenents.

For exanmple, in New Jersey a dealer cannot be
licensed if he has outstanding taxes to the state of New Jersey
or to the federal governnent, or if he owes child support or if
he owes student |oans that are in default or if he owes a debt to
the Motor Vehicle Departnment or a welfare agency. Those people
must make arrangenents to pay those debts often in the form of
wage attachnents before they are able to be |icensed.

The back door of the industry as | refer to it, is
closed to crimnal elements in New Jersey by licensing the
entities that do business with the casinos. W refer to them as
casino service industries or for short, CSI's, and that is gam ng
and non-gamng entities. You can't sell a pencil to a casino in
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New Jersey unless you are at least registered with the Casino
Control Conm ssi on. And once you reach a certain financial
t hreshol d, for exanple, $75,000.00 worth of business in one year
with one casino; then you nust be |icensed and undergo conplete
and t horough scrutiny of the regul ators.

The inportance of that system was driven hone to ne
about two years ago when we had a whol esal e seaf ood conpany t hat
was selling seafood to sone of the casinos and reached one of the
financial thresholds, we told them you nust now apply for
i censure or you nust stop doi ng business.

They applied for |licensure and the background
i nvestigation done by the Division of Gam ng Enforcenent showed
that one of their sales representatives was the reputed head of
an organi zed crine famly in Phil adel phia. Wat we did was issue
an order to the casinos that they could not do business with that
conpany and the back door of the industry was affectively closed
to that conpany.

There are also restrictions on the regulators
t hensel ves. They mnust under-go thorough background checks by the
state police and the attorney general's office. There are
pre-enployment and prelimnary restrictions, and post-enpl oynent
restrictions.

Every enployee of the Casino Control Comm ssion and
the Division of Gamng Enforcenent except for clerical and
secretarial, mnust file annual financial disclosure statenents
with the state.

Al enployees are restricted from ganbling in
Atlantic City. They are restricted from taking active part in
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political canpaigns and the Conmm ssioners thenselves have even

nmore restrictions. For exanple, we cannot eat in a casino
restaurant. W cannot stay in a casino hotel. W cannot even go
to a show in a casino. There are very clearly defined |ines

bet ween casi nos and regul ators.

You may have noticed that | have not said New Jersey
is the best system of casino regulation because there is no one
system that is best for every jurisdiction. Every jurisdiction
is different.

Could you imagine if Nevada tried to put inspectors
in each casino, 24-hours a day, like in New Jersey. Nevada would
have to have 10,000 or nore inspectors on staff. Now what if
Nevada tried to license non-gamng entities doing business wth
their casinos? They would have to hire literally thousands and
t housands of investigators to do the background checks.

New Jersey system is just not practial when applied
to Nevada's circunstances. But New Jersey's system fit New
Jersey's needs when it was put in place and it has evolved and
changed over the years so that it fits New Jersey's needs today.

Finally I wish to enphasize that | believe that
Nevada's system New Jersey's system and other states' systens
that are in place are effective for maintaining the integrity of
gam ng operations and no one system can be applied universally.
Thank you.

CHAI RPERSON JAMES: Thank you, M. Smth
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