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CHAI RPERSON JAMNES: I'd like to
open it up now for questions from our Conm ssioners as
well as interaction anong our panelists and, please,
feel free to engage in that kind of dialogue and
debat e.

The Chair recogni zes Conm ssioner W1 helm

COWM SSI ONER W LHELM | have one for each.
Do you want ne to--

CHAI RPERSON JAMES: Just junp right in.

COW SSI ONER W LHELM First, 1 have a
question for M. DePhillippo, and I want to preface it
with an observation, and that is although |I share sone
of the concerns that have been expressed by others
about both aggressive |lottery advertising and al so sone
of the newer instant fornms of lottery activity.

Nevert hel ess, I do think it's worth
pointing out that for those who | ook upon participants
in the lottery as sonehow, you know, poor fools who
wander around doing irrational and stupid things, it is
interesting to note that the state that has the hi ghest

by, as | wunderstand it, by a significant margin, has
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the highest Ilottery payout, also has the highest
|ottery participation, which, | think, ought not be
| ost si ght of . Perhaps sonme of the lottery
participants are not quite as irrational as sone people
say.

It was observed yesterday, M. DePhilli ppo,
with regard to the Mssachusetts lottery, that the
| egislature, or it was inplied, that the legislature
dramatically reduced or nearly el i m nated t he
advertising budget for the Massachusetts lottery, and |
have a twofold question related to that. One, is that
true? And two, if it is true, what has been the inpact
on lottery sales of that change if it happened in
adverti sing budget?

MR, DePHl LLI PPQO well, vyes. Over the
years from 1993 to 1994, right before | becane
director, the budget was cut from a high of about $12
or $14 mllion down to $400, 000. The inpact has not
been seen on the top line yet. This year, we wll
experience our first sales decline ever and if it
wasn't for some of the initiatives we've done from an
expense point of view, it would be a year or first year

of a net state revenue decline as well.
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The gains that you used to get advertised
and again, | was not the director then, this is what
|"ve read and seen, were what we call the on-line
ganes, which are the lotto type ganes and the daily
nunbers ganmes and those all have experienced severe
declines in the past three or four years. They' ve
stabilized finally, but through the years that 1've
been here, they've had significant declines.

The reason that the state has not shown a
sales decline is, one, at the sane tine the |legislature
cut advertising, they introduced Keno. So, that offset
a lot of that drop and that's probably the major reason
plus there was an increase of the price points of our
scratch tickets. Those were the two things that hel ped
to of fset any of the drop.

COW SSI ONER W LHELM Al right. And the
second question is for Dr. Brenner, right? You are, |
really appreciated your testinony, you are |iving proof
of the proposition that is often presented, that we
Americans lack a sense of the long reach of history.
And | was interested in sonme of your comments, which |
think go to show that history teaches that those who
talk about prohibition and ganbling are probably

barki ng up the wong tree.
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observation that, if |I heard you right, that over tine
and in different situations the rate of ganbling
addiction is both small and seens, if | heard you
right, relatively constant. Could you expand on that a
little bit?

MR. BRENNER: Well, let ne answer first the
guestion that you raised to M. DePhillippo, then I'll
come back to addiction. | think that all the, because
that was an inportant point and | didn't get to it in
nmy presentation. The answer to the question when the
governnent is in the business of ganbling is just how
much this industry, how large this industry should be.
Wen the sector is conpetitive, then it nust be
financed sonehow. So if you financed already 10 or 20
casi nos or 100 casinos and the next one wants to open,
it must go and raise noney and if it cannot because the
financial backers feel that this, there are no nore
returns to be expected there, then you know that that
i ndustry shoul dn't expand anynore.

The problem is when the governnent is in
the business that you don't have this financial market
check on just how l|large, how well the lotteries are

managed, how nmany businesses you should have in that
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i ndustry? So, | think the question that you raised is
a very inportant one that today it's really not clear
because it is not a conpetitive business, just mybe
t he

government overreaches it, this source taxation. Maybe
it spends too nuch on adverti sing. Maybe it is not
efficiently managed. W just don't know.

| would say that one of things that cane
out in all of the countries, it was not clear just how
large this industry would have been under conpetitive
circunstances, but that's in response to your first
questi on.

To the second about addiction, yes, all the
results whether, you know, there have been comm ssions
on ganbling going back to the 19th century in Engl and,
and al though all the town peopl e spoke about addiction,
it seenmed an insignificant nunber. First of all, yes.
You have a lot of what | would call patterns of
addi ction, who get noney from various sources or want
to extract them who exaggerate the clains and they say
that six percent of the population is addicted and
things like that. You just don't find those nunbers

anywher e.
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For exanple, | know what little research
that | have | ooked at was one done in Connecticut, if |
recall, and they found altogether that 150 people
register in this treatnent for, | don't know what it's
call ed, Ganbling Anonynous, it's simlar to Alcoholics
Anonynmous, all the other research that | am famliar
wWith came up with simlar nunbers.

Now, you have a problemw th how you define
exactly addiction. | would say the only way you can
define it is when either the guy goes bankrupt or ends
up in prison or ends up in treatnent, otherwise if he
doesn't get there, then it neans that he's self-
corrected in one way or another.

So, the research | renmenber, | don't
remenber the author who |ooked at prison population,
what percentage of the prison population arrived there
because of ganbling that led to crinme and sonething
like that, and it found at the tinme that it was about
two percent of the prison population. But even that two
percent, they found that it was really just one aspect
of that dissolute life

Now, | would say the reason that addiction
has such powerful affect 1in discussion about this

industry is because of the nedia. Because if | value
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that 99 percent of the people are petty ganblers, very
basi cally spend, net, about $10 to $20 on ganbling, al
the people go from New York to Atlantic City spend a
day and have cheap food, well, that's not an
interesting story and no newspaper will put it on the
front pages, it's boring.

But the sad effect, what is interesting is
the exceptional cases when you have sonebody who, is
running around that is addicted to ganbling, abandons
their wife, steals, then conmts suicide, well, that's
a fascinating story and you can nake a novie out of it.

Just to give you an historical exanple,
many people refer to Dostoyevsky's The Ganbler, it's
one of those books in the literature that is frequently
quoted, it's really about a ganbler who gets addicted
and kills for noney. What is interesting is that
Dost oyevsky hinself was a ganbl er and he went bankrupt.
But he wote The Ganbler after he went bankrupt. He
t ook hinself, disciplined hinself, never ganbl ed again.

In fact, he wote nost of his books when he
was bankrupt to save hinself from bankruptcy, including
The Ganbl er. So, he received two types of reactions.
In real life he went toward the entrepreneurial thing.

In his literature, he went toward the c¢rimna
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direction. But | think these are the types of things
t hat the novies, the books, the headlines, that sonehow
have exaggerated the fact why discussion on addiction
IS so inportant.

But the findings are that it's mnimal,
even, let nme have just one nore saying, there is only
one research that really | ooked at whether of those who
treated thenselves, how nmany relaxed and they found
that, in fact, 65 percent of those who at one point or
anot her were addicted, they later killed thensel ves.

So, | would say that there is just a non
issue in the follow ng sense, that you cannot judge
just like you don't judge the drinking industry by
| ooking at the small percentage of alcoholics, and you
don't look at driving because of a few people who drive
at 200 kiloneters an hour. It's the sane thing about
ganbl i ng.

That said, you can solve the problem of
addi ction, of problem ganbling either by allocating a
certain percentage of the tax revenues to treat them or
i f sonebody is known to be an addict, then you nake the
casino or the ganbling establishnent |iable for serving
him just Ilike alcohol, and you have this type of

arrangenent. So both sol utions coul d work.
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COW SSI ONER W LHELM Madam Chair, 1"l
pass nmy third question to give other Comm ssioners
time.

CHAI RPERSON JAMES: Certainly.

Dr. Dobson.

COWMM SSI ONER  DOBSON: | thank the three
panel nenbers for your excellent presentations.

M. Karcher, in your book on lotteries, |
think, and correct nme if I'm wong, | think you
indicated that the state or rather the National
Association of State Lotteries has an advertising code
of ethics, but that it is largely ignored. Do you have
any hypotheses as to why it's not applicable?

MR. KARCHER: Let ne answer that in just a

nmonent . First, let ne do sonething else by way of
preface of the answer. | want to comment on ny
col l eague, M. DePhillippo's, testinony and | want to

say also in ny book, you notice there are three
reconmendat i ons. Among all of the recommendations
there are three that Massachusetts has inplenmented and
| want to conplinent them for that. I think the fact
that they share the revenue, and there is a fornmula so
that from where the noney cones, it is sent back on a

formulitic basis. | think every state should do that.
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If you're going to exploit a certain area, certainly
you should have the noney, and | think send back in
sone ratio and | think that's very good.

| think the second thing is that they do
prove the point that the higher the payouts are, the
nore people play and you get an upscal e ganbler to play
if you have nore payouts.

Anot her recomendation, the third one is
that they do enforce, they have a program to enforce
t eenage ganbli ng. In my state, [|'ve never seen a
prosecution of a lottery agent for selling to soneone
under age. Yet, if | go in and try to buy a newspaper
at a place that sells lottery tickets in the norning,
the kids waiting for the bus to go to school are there
tying up the counter because they're buying lottery
tickets and nobody enforces it. The sane thing is true
about kids who are inebriated. Nobody enforces it.
Yet, if you go into a casino in New Jersey and they |et
you ganble while you are inebriated, that you have
fines in the hundreds of thousands of dollars, yet
nobody every enforces it in the lottery.

Now, let me give you an advertisenent that
was on the air this year in New Jersey, to give you an

exanpl e of what | consider to be extraordinarily tacky.
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What was preval ent when the book was witten was and
what | never understood is why we allowed taxpayers'
money, if we spend billions and billions and billions
of dollars on education to inculcate our youth with a
work ethic, then we had this whole range, this panoply
of advertisenent that made work seem nenial. You know,
that all you had to do was be |ucky and you coul d wal k
away from your job.

Show nme any advertising, ever, for the
|ottery where a doctor or a |awer or an engineer was
portrayed, it was always soneone in a nenial position
who then disparaged that position once they won.
That's wong. How can we have this kind of conflict in
our society where we try so hard, spend so much noney
inculcating the work ethic and then bash it wth
adverti senent.

Let nme just conclude by telling you the one
we had this year in New Jersey. It started with a
woman receiving a call from apparently, her spouse
saying that he had been kidnapped and was being held
for ransom a mllion dollars. How am | going to, she
says: "How am | going to get that?" He says: "Play the
lottery.” She then goes out and plays the lottery and

wins. She is then seen checking into a hotel in Europe
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or Mexico and being asked whether she has any baggage
and she says, "No. 1've gotten rid of him"
(Laughter)

MR.  KARCHER: Now, that's just wong. I
mean, what's the nessage there? That nurder is all
right. That kidnapping is all right. How can we have
this kind of conflict? And that's nmy big gripe, it's
that we have this m xed nessage continually being sent.
We have this bashing of the work ethic which has been
nost preval ent in Jlottery advertisenent. Then
secondly, we have this new kind of advertisenent which
|, you know, is just horrible, just horrific what that
nmessage was that was being sent.

COW SSI ONER  DOBSON: So, the code of
ethics is--

MR. KARCHER Is honored in the breach

MR. BRENNER: Can | answer, may | answer on
this point?

CHAI RPERSON JAMES: Wiy don't we do this.
Let Dr. Dobson finish his [ine of questioning. Let Dr.
Brenner respond, and then I'll cone down to you.

COW SSI ONER  DOBSON: This should be a

qui ck one. | just want to check ny mth, M.
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DePhi | I'i ppo. | had hoped to do better than Chairman
Janmes, but--

CHAI RPERSON JAMES: I went to Sam We're
on a first nanme basis now.
(Laughter)

CHAI RPERSON JAMES: |'mnot sure if | heard
you right or if I've got nmy math right, but 19 percent,
we're tal king about the local sales comm ssion, in 19
percent of the one dollar out of three--

MR, DePHI LLI PPO. Which translates to
approxi mately six, six--

COW SSI ONER DOBSON: Si x percent. Al
right, six percent comm ssion. If the average incone
for an outlet is $23,000, 23,000 is six percent of
$383, 000 per year, so the average outlet sells $383, 000
worth of lottery tickets per year.

MR.  DePHI LLI PPQO Ri ght. Once again, |
want to tell you when you have a 70 percent prize
payout, you create an incredible anmount of churn. So,
what happens is, sonmeone wal ks into a convenient store
with $10. He may buy five $2 scratch ganes and wi n $6.
He could take the $6 hone or he could decide to buy $6
nore. Now, it records as $16 in sales. Then he w ns

$8 and maybe he turns that in. That now cones in as
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$24 worth of sales. Oay? And maybe he wins two nore
and out of 26, that is recorded on our books as $26
worth of sales, but at a $10 expenditure.

COWM SSI ONER W LHELM  Does that, pardon ne
for interrupting, does that also lead to a skew ng of
the per capita ganbling figure?

MR. DePHI LLIPPO. Definitely. Here, in our
state?

COW SSI ONER W LHELM Yeah. The sanme
chur ni ng.

MR.  DePHl LLI PPQO Absol utely. | mean, |
think I try to nmake that clear that our, that our $525
is what is the gross sales, what people actually | ose
per average. It's about $160. Now, when the d obe
series cane out and they kept talking about this
community doing $1,000 for every man, wonan and child,
the point I was trying to make is that the net spending
was a lot different than that, a lot different in our
state.

Now, sone states who pay 50 percent have a
different ratio. Some states, where the instant
quantity is not as a big piece of the business as ours
is, has a different ratio, but that's what our ratio

is.
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CHAI RPERSON JAMES: Dr. Brenner.

MR. BRENNER Il just want it resolved.
Wth due respect and | have to disagree with what his
view of what the advertising reflects and about the
work ethic and so forth and here it is relates with
sone findings that | didn't have tine to nention. Wen
you look at who is playing the lotteries, you find
that, yes, it is true that it is poorer people who play
it.

Now, poorer is not necessarily reflected
| know a lot of research that |ooked at, according to
the incones, it doesn't |look |like the poor, but that's
not true. When you adjust to the age and nunber of
children, sonmebody who has $30,000 when he is 20, he
may be relatively rich. If you are 50 or 55 and you
have still $30,000, you are relatively poor and what
you find is that it is in general the older, the ol der
people with small children who play.

However, there is, what you find is that
when this obviously, then the w nners are these sane
people and there is, | look then, at the tinme, how did
this wi nner spend the noney and what you find is, yes,
obvi ously when you are 55 and you were a janitor al

your life, what do you want when you've won suddenly $2
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mllion. Qovi ously, you would retire from work, but
that's not, it doesn't nean that sonehow that is a
contradiction with the work ethic.

What you find is that these people, wth
very few exceptions, they allocate then the winnings to
the education of their children, they spend on hones
and they spend on vacations. That's one.

The second, obviously, if these are the
pl ayers of the lotteries, it is the relatively poor and
the relatively old and wth many children, then you
wll not advertise lotteries to physicians and to the
rich because they are not playing. You will advertise
to the group that is playing to rem nd them of probably
their only option, at the age of 50, of ever getting
rich. | mean, that's what lotteries, infact, represent
for them chance of getting rich when in the |abor

markets they didn't do it and they have no hope of

doing it.

COW SSI ONER LEONE:  Excuse ne.

MR. BRENNER:  Yes.

COWM SSI ONER LEONE: | don't understand how
studying mllions winners tells us anything since the

nunbers involved are trivial.

MR. BRENNER: No. They aren't--
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COW SSI ONER LEONE: | nean, if you want,

they're trivial

MR.  BRENNER: No, they are not. el |,
first of all there are tw -- | shall answer you
exactly. | don't renenber the nunbers. You can find

it here how many over the years you can |ook at. First
of all--

COWM SSI ONER  LEONE: | nmean, that's what
the nedia does. That's what you were criticizing here,
the people who nake a mllion dollars, not the mllion
peopl e who | ost a dollar.

MR.  BRENNER: No. No. That's no, then
maybe | was m sunder st ood. There are, first of all
you can look at all the players, both in the US., |
have |ooked in Canada, around the world, you do find
that the players are relatively older and with snall
chi |l dren. You find that. So, obviously, if the gane
IS not rigged, then the wnners wll be a
representative sanple of the popul ation who is playing.
And that's exactly what you find, and at the tine, that
was ten years ago, so ganbling was not all prevailing
as it is now, | don't renenber how many hundreds were

in the sane. So in the sanple you find the sane thing,



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

48

it isrelatively old, with small children. That's what
| mentioned.

COW SSI ONER  LEONE: 111 ask you a
di fferent question. The panel is to talk about who
wi ns and who | oses.

MR. BRENNER: That's true.

COW SSI ONER LEONE: | had hoped we m ght
get at the redistributive aspects of this form of
taxation in the lottery.

MR. BRENNER: Ckay.

COW SSI ONER LEONE: Al right. It's a
very high tax. Peopl e get very excited about sales
taxes and incone taxes which are not nearly as high as
this tax. It is an attractive activity to people
obvi ously or otherw se you wouldn't be able to inpose a
tax of this magnitude although we sweeten it by saying
even though it's a little naughty, we're going to give
the noney to little old ladies or to schools and so
it's not so bad, but it is a very high tax and it has
re-distributive aspects.

Al an Karcher, who cones from a state where
politics is softball, New Jersey, where he's a great
hero to a great many peopl e because during his years in

the legislature and as speaker, he was plain spoken
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about these kinds of tax issues, issues which are
al nost never discussed honestly. And the lottery, by
any reasonable standard, is a regressive tax, and
therefore, when you talk about who wins and who | oses,
we mght get at sonme of those issues of regressivity.
And since, let's stipulate that Alan is right and it's
here to stay, given it's regressive nature, given the
fact that people apparently want to do it anyway and
are wlling to pay this very high tax in order to
engage in this activity legally, then what m ght we do
to the redistribution and other things in order to
affect who w ns and | oses?

I'"'m not, by the way, sonebody who is

delighted to hear what lotteries are spending only on

conpul sive ganblers. | nmean, | think that's nice, but
that's like Phillip Mrris spending noney trading on
coll eges, that wouldn't change mnmy opinion of Phillip
Morris. | mean, | think they ought to do it. In this

case, who wins and who | oses could be affected perhaps,

by how you spend the noney, as well as how you
structure the gane and how you advertise it. Now,
Al an's book gets at sonme of those issues. | would |ike

to start wth M. DePhillippo, if |I can, and ask--
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CHAI RPERSON JANES: I"m going to allow you
to do that, but the Chair does recognize that | had
prom sed M. MCarthy to go next so as soon as you're
done- -

COW SSI ONER LEONE: I'"'m following up on
this question--

CHAI RPERSON JAMES: That's fi ne.

COW SSI ONER LEONE: --and | really wonder
how you address that in Massachusetts. How you address
the redistribution issue?

MR. DePHI LLI PPO By the formula that was
j ust spoken about.

COWM SSI ONER LEONE:  So, geographical ly?

MR, DePHI LLIPPO Well, it's geographic and
it's also based on property values. So, those markets
that have a high density of people in low property
val ues receive even nore than what they spend. There's
a town in Massachusetts called Waltham which is a very
mddle class and actually right now is one of the
hottest boom ng towns, known for it's great restaurants
and real estate developnent in the last two or three
years, that is anong the top two or three towns per
capita in lottery play. | f you take another town I|ike

New Bedford, which is probably one or two in per
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capita, New Bedford will get a | ot nore noney back than
VWaltham will because property values are less in New
Bedford than they are in Waltham even though they both
play about the sanme and even though they both have
about the sane density.

COW SSI ONER LEONE: M. Brenner?

MR,  BRENNER: | think | answered vyour
guesti on. Maybe | wasn't very clear about it when |
said at the very beginning that, in fact, the way to

ook at lotteries is that the revenues go into the
general funds and that the governnent really allocates
it in that general fund. So, what | inplied by it, is
that there was no reason to look differently at just
how t hese revenues are assi gned because the evidence is
that the governnent |ooks at the whol e--

COW SSI ONER  LEONE: The point vyou're
making is the noney is fungi ble and even though--

MR. BRENNER: That's true.

COWMM SSI ONER LEONE: --it my seem to be
earmarked, in fact, sonething el se--

MR. BRENNER: So, that's why | said that
the regressivity is decided at that |evel.

COW SSI ONER LEONE:  Yes.

MR. BRENNER: Maybe | wasn't clear.
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CHAI RPERSON  JAMES: One of the things
that's baffling to ne though is that | hear on one hand
that the noney is fungible and it's not earmarked and
it goes into the general fund, and then | see a chart
that says this is what the states do wth the noney.
The states use it specifically for education. It's
used specifically for, vyou know, social prograns.

VWhich is true?

MR, DePHI LLIPPO Well, it depends upon the
st at e. In our state, it's cities and towns. In the
state of Pennsylvania, it's senior citizens. In the

state of CGeorgia it's education.

CHAI RPERSON JAMES: Now, | saw, | think,
can we go back to the earlier chart that showed where
the states put the noney.

MR. DePHI LLIPPO. | think there's about 13
states that use general funds, naybe one--

CHAI RPERSON JAMES: As an exanple, | see on
the chart primary and secondary education and | see
Virginia there and I thought that in Virginia the noney
went into the general fund.

MR.  DePHI LLI PPO. Because as | said, in

proportion of the general noney, 12 states send it all
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to the educational funds. The other six states that
are listed here, | think they at |east send a portion.
CHAI RPERSON JAMES: Well, | think we asked

our research staff to, and sone of the presenters
yesterday to get us sonme of that data and that'll be
hel pful to | ook at because so often--

MR. DePHI LLI PPO W' d be happy to--

CHAI RPERSON JAMES:  Yeah.

MR. DePHI LLIPPC. W' |l have that sheet for
you.

CHAI RPERSON JAMES: And | think sonetines
wi th | anguage when we say it goes into the general fund
and then when we say it's earmarked and it gets very
confusing, it would be good to have sone real clean
data to look at to see what actually does happen wth
t he noney.

MR. BRENNER: Ms. Janmes, | have the quote
for you, fromtwo directors of fiscal studies here in
the state. Here it is, Stephen Gold, he was at the
time, the director of fiscal studies for, in Denver and
he said the follow ng, that because of the gain from
| otteries, educational prograns |ost equal anmounts from

t he general appropriations.
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Then to the sane effect, sonebody called
Bob Roy, who was director of the budget studies for the
Senate Finance Commttee in New York, he said the
followwng, the primary debate in New York has been
whet her lottery fundi ng becones a suppl enentary source.
The truth is that it is just one of the funding
sources, but if we didn't have the lottery, taxes would
have been increased by $650. And you find that

repeatedly noney was fungi bl e.

CHAI RPERSON  JAMES: | have one nore
question, but I'm going to reserve it until after M.
McCart hy.

COWMM SSI ONER  MCCARTHY: M. Karcher, |

wanted to thank you about your comment about how the
advertising done by many state lotteries is so directly
contradictory to the values we supposedly try to
inculcate into our children in the school systens.
That's exactly the reason why | oppose the lottery in
California. Wien it was presented by Scientific Ganes,
who funded putting it on the ballot as an initiative
funded its canpaign and then | think got the first
contract to run it.

The question | wanted to ask you is in your

book. | only glanced at your book when we received it
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a week ago, do you break down, you nmade a statenent 85
percent of every dollar ganbl ed goes to governnent. Do
you break that down in your book?

MR, KARCHER: No. It's based upon a study
that was done, | believe, in New York, and if you just
calculate it, and it's pretty easy to calculate the
anount of take out, as they say or the anount kept
Then you have to add to that the anount of federa
taxation that is inposed.

Then the truth of the matter is, yes, the
nmoney that is won, discretionary as M. Brenner,
Professor Brenner said, is wused for things |I|ike
vacations, things for high luxury, high ticket itens
that usually carry a sales tax, et cetera, when you add
that all in and you figure what is really left over
with noney in the pocket, it's very little. It's a
smal |l amount. |If | understood M. DePhillippo earlier,
he used, said there was 70 percent. Is that what the
calculation is is that 70 percent out of every dollar--

MR. DePHI LLI PPO.  $. 74, yes.

COWM SSI ONER  MCCARTHY: -- so the nunber,
it may be 75. It may be 85. VWhatever it is, it's
very, very high. It's an extraordi nary nunber. Wen we

express outrage over an incone tax and we all say the
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inconme tax, you know, is crushing when it hits 32
percent and yet we don't blink when we have a tax here
that we all can agree is at least 75 percent, out of
every dollar ganbled in lottery, 75 percent winds up in
some government treasury.

COWM SSI ONER MCCARTHY:  Are any studies on

that cited in your book?

MR.  KARCHER: | believe they are, if |I'm
not mstaken. | didn't nmake the citation--

COW SSI ONER  MCCARTHY: |f you have the
cites for any of those studies, | would appreciate it

if you would share themw th us.

MR. KARCHER: | certainly wll.

COW SSI ONER MCCARTHY: We are | ooking at
areas that we might want to research in state lotteries
right now. The Chair has appointed three of us to the
Research Subcommittee and we nmade a presentation to the
full Comm ssion yesterday and we're trying figure out
which priority issues should be included in a national
research project. It sounds |ike one we ought to be
t aki ng- -

MR, KARCHER: 1'Ill track that down for you.

COWMM SSI ONER MCCARTHY: | thank you.
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COWM SSI ONER BI BLE: Do you have the sane

tax effect for illegal gam ng?
MR. KARCHER: ||l egal gam ng actually pays,
| et me suggest that, | wouldn't know this first hand--

(Laughter)

MR.  KARCHER: --but I'm told every nmgjor
gamng site where there's enough enployees to have a
nunbers, a neani ngful nunbers gane played at a work

site, it's preferable to a lottery because the payout

is better. The payout is always constant in an illegal
lottery and the illegals nunbers ganme, the ganes that
were played -- first of all, the illegal nunbers gane

were never able to go into lotto because there was
never enough sophistication so it's always just been a
three digit ganme, the nunbers business. And on job
sites or in factories it is still played and the payout
remai ns constant.

Whereas, in, as | understand it, the three
digit gane is a function of how many people have that
nunmber so the payout can be as low as two or three
hundred dol | ars. Is that correct? At least it is in
New Jersey. In other words, if you played the nunbers
illegally you would get a $500 payout no nmatter what,

out of 999 nunbers. If you had that nunber you would
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get a $500 payout, whereas you might run the risk in a
legal lottery, a |legal nunbers gane of being paid out
only two hundred and sone odd dollars or three hundred
and sonme odd doll ars. So, I'mtold that sone people
still prefer to play the old fashi oned gane.

COW SSI ONER BI BLE: But would you still
tend to have the sanme tax reporting requirenents?
You' d be subject to the sanme reporting requirenments for
i ncone purposes?

MR.  KARCHER: | have a feeling a lot of
t hat noney escapes taxation.

(Laughter)

MR.  KARCHER: That's a distinct feeling |
have about that.

CHAI RPERSON JAMES: Conmm ssioner W hel m

COWM SSI ONER W LHELM | just, | don't know
if these are questions or comments, but first of all,
M. Karcher, | found your book extrenely useful as well
as provocative and | really want to thank you for it.

MR. KARCHER: Thank you.

COW SSI ONER W LHELM | am not, just
speaking personally, a particular fan of lotteries.
Primarily because | don't think that the jobs that

|otteries produce are decent jobs, and | think the
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crisis of America is decent jobs for people don't have
a lot of formal education. Having said that--

MR. DePHI LLI PPO I think nmy 400 enpl oyees
woul d di sagree with you on that.

COW SSI ONER W LHELM Yeah, but 400
enpl oyees, with all due respect to them for the anount
of mllions of dollars and billions of dollars
i nvol ved, doesn't strike ne as overwhel m ng. But |'m
j ust expressing a personal view about that.

But having said that, it is clear, | think,
that sone version of lotteries are here to stay and at
the risk of being overly sinplistic, we had all these
lotteries run for alleged public purposes earlier in
the history of this country. Cearly, | can agree that
the lottery that founded the Virginia colony was a
great idea, and sonme people would disagree that a
lottery that built buildings at Yale, Har var d,
Princeton and Colunbia was a great idea, but in any
case, they had those kind of things.

And then we had this period of tine, and I
point this out to all you fans of governnent
privatization, we had this period of time in American
history where lotteries were run by private conpanies

and they had to be done away with because they were so
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crooked and corrupt. And then we had this period of
time, particularly in Northeast and the upper M dwest
where you had illegal nunbers and then we had this
period of tinme that began in the wldly erratic State
of New Hanpshire where the governnment runs the
lotteries. So, there may be a reason the governnent
runs lotteries in this country when you |ook at the
hi story of those who ran them prior to the governnent,
particularly the private conpani es.

But having said all of that, and | just

make that historical point because of those of us who

say, well, gee, governnent shouldn't be doing these
t hi ngs. | have a lot of trouble wth the argunent
that, and | really appreciate your point of view on

this M. Karcher, that the poor are being exploited by
the lotteries.

You know, |'ve spent ny entire adult life
working with and representing working class and poor
people, and it's ny experience that working class and
poor people are essentially |ike everyone else that
|"ve nmet and that is to say individually capable of the
utter, the greatest stupidity and folly, you know, from
one individual to another just l|like the rest of us.

But collectively, | believe that working people and
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poor people are nore or less |like nost other people in
that they generally act in a rational manner nost of
the tinme as a group. And | think it's a very
patroni zing idea that sonmehow the lottery is this great
hoax that poor people are too stupid to see out of.

| don't get that, the point was nmade here
before that people in many life situations don't have a
realistic opportunity to come upon $1,000 or $50,000
let alone a mllion dollars, and so if they choose to
spend a buck or two or five or ten on the off chance
that they m ght get an economic windfall that they have
no other possibility of getting, | don't see why
necessarily sonebody with a better inconme ought to be
in a situation of saying, well, that's a bad thing.

The point was made in the book, Selling
Hope that engaging in a lottery is also a form of
social activity. | don't see why it's terrifically
different from a group of people who buy lottery
tickets to sit around the factory lunch room talking
about who is going to win the nunber that day, than it
is for another group of people to sit around a country
club tal king about who is going to lose their shirt on
derivatives, which, | don't believe, are any greater

formof safe investnent probably than a lottery ticket.
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So, I don't want to disregard the
redistributive issue that Richard raises because |
think it's a very inportant issue. But | also want to
caution all of us against sonmehow assum ng that because
many lottery tickets are sold to people of |esser neans
t hat sonehow the rest of us are smart enough to realize
that they nust be really dunb. | don't believe
collectively they're dunb at all. | think they are
very rational decisions.

| think the odds being disclosed a little
nmore, as Richard was suggesting yesterday, nakes a | ot
of sense and the same thing is probably true of the
securities market, and | hope one of the things that we
tal k about in Chicago is, for exanple, whether people
who lost their shirts, their retirenent shirts in
derivative investnents that sonebody el se nmade for them
knew what they were doing. So, | just, | worry about
what | see as a patronizing notion slipping in here.

And | don't know if you have any thoughts
on that, M. Karcher.

MR. KARCHER I would not want to be
accused of being patronizing. | think governnent has a
role, though, in protecting us from certain things and

protecting us occasionally from ourselves, protecting



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

63

us from tainted neat, for instance. The gover nnent
has a role in doing this and | don't even think it's a
fine |ine. | think it's a pretty bright |ine being
patroni zing and being protective in exercising what is
truly a governmental function

But you're right, this is the only chance
sonme people have. This is the poor person's stock
mar ket, but they have a right to do it in a way where
they are informed about what the odds are.

COW SSI ONER W LHELM  Yes, | agree.

MR. KARCHER: | have, and this is a true
story, an absolutely true story. | had a little give
and take with a person in a delicatessen within the
| ast six nmonths about the lottery and they told ne, and
| suggested to themthat to pick six, the odds were 14
mllion to one, and they |looked at nme in sort of
baffl ement and they said, no. It's even noney. I
said, even nmoney. No, it's $14 nmillion to one. They
said that it's 50-50, if | buy a ticket | have a
chance, if | don't buy a ticket | don't get anyt hing.
(Laughter)

VR. KARCHER: I think there 1is an
opportunity and | think that as | started with, it's

here to stay. W're not going to change human nature.
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People like to bet. It is a systemthat also goes to
the idea of distributive justice. You don't have to
have an education. You don't have to have great

par ent age. You don't have to have anyt hing. Al you
have to do is have a ticket and you have a chance and
that's what | think people are attracted to it for.
It's non-judgnental and the threshold is non-judgnental
to have your chance.

But | think there is the opportunity for
|otteries to be fair, to be better, to be |ess machine
i ntensive and nore |abor intensive. | think we ought
to put in a standard, as | say in ny book, we've got to
put in a standard where we reward people wth
franchises who agree to hire the handicapped, who
agree, you know, to deal with people from welfare to
work fare. Those people should be awarded and have a
better chance of getting the franchise. And | think
every state ought to do what Massachusetts did and have
sone kind of formula where, where the noney cones from
and the poorer areas get a better break and get nore
nmoney back directly. That's what--

CHAI RPERSON JAMES: You certainly may.

MR. DePHI LLI PPO May | just add sonething

that | don't understand and |'ve been told not, not
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t hat I shoul dn' t be asking any questions or
vol unteering anything, but you all went to Foxwoods
| ast night and whatever. If you look at the various
anount of studies that have been done, they estimate
anywhere from the low of $400 mllion that's being
spent by Massachusetts residents or a couple of hundred
mllion dollars all the way up to $500 or $600 million
is being spent by residents of their state for which
the State of Massachusetts receives nothing.

So, | guess | don't understand the taxation
issue of the Massachusetts state lottery, of why a
lottery that generates $725 million for the cities and
towns in an activity that people are free to do in
private industry and for the, really what are the
soci al conpact that we have in our state.

And the reason why it's so popular in our
state, take away the prize payouts and everything el se,
IS because that's exactly how they see it. They see it
as a social contract. They get to play a gane that
they enjoy and in return for that, not as a form of
taxation, but in return for that, they see the results
back in their cities and towns. In different states,

they see those results in their schools or they see it
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in their senior citizens. So, | just wanted to make
t hat comment.

COW SSI ONER MCCARTHY: | would only, and
"' m not sure what the conparison is, there seens to be
an inplicit assunption that individual nenbers of the
Commi ssion are endorsing or favorabl e about Foxwoods.

MR. DePH LLIPPO No. Oh, no, not at all
but 1 think--

COWM SSI ONER  MCCARTHY: Well, do you nean
because it happens in the private sector, why shouldn't
it be able to happen in the public sector?

MR. DePH LLIPPO. | don't understand the 75
percent or the 85 percent tax rate on lotteries.

CHAI RPERSON  JAMES: I'"'m going to go to
Comm ssi oner Lanni and then Conm ssioner Bible.

COW SSI ONER LANNI : ['"'m not sure who |I'm
directing this question to, but yesterday it was
mentioned by an individual that the creation of
|l egalized lotteries in states has in effect done away
with the illegal nunbers system That seenmed to be to
me a reasonably incredul ous remark. Again, we fromthe
west are not famliar with the nunbers game, | think it
is a product nore of the cities in the east. Maybe

soneone could answer that. Are there statistics that
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are available as to what it has done or not done
relative to the illegal forns of gam ng, specifically
in this case, the nunbers business?

MR. BRENNER | don't have the details but,
again, the general evidence in all the countries that
have experience wth, let's say, prohibitions of
various fornms of ganbling is that the nonent ganbling
was |legalized then the illegal ganbling disappeared
Now, no country noved very quickly from conplete
prohibition to conplete | egalization. No country has a
conpl etely open ganbling section, but yes, the evidence
is very clear that illegal types of ganbling have
di sappeared, be it, within, be it France.

In France ganbling was all the tinme | egal and
then during the French Revolution they outlawed it for
three years. And they immediately went back because
nmost people ganbled illegally. So, yes, it disappears.
Now, the longer the prohibition, what | found at the
time then, and when ganbling is not conpletely
i beralized, then yes, you have remmants of illegal
ganbl ing continuing for a nunber of reasons.

First, if you don't allow nunbers ganes or
things like that, then, yes, you have the entrepreneurs

offering that. At the time, | renenber finding that
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one of the reasons that the ganbling sector was viewed
W th suspicion after periods of prohibition was that by
definition when sonething is prohibited, then it's the
crimnal sector who is involved in it, and when you
legalize it, obviously it's the crimnal sector who
gets in it. But the only reason is that they are the
only ones who know the industry and the ganes and
ever yt hi ng. So, it doesn't nean that later they do
anything crimnal, but sonehow the reputation remains.
So, to your question, it depends on the
extent of |egalization how quickly and how nuch of the
illegal part of the ganbling industry disappears.
COW SSI ONER LANNI : One comment. There
was a question raised by the panelists that it was
amazi ng that when you have a tax it may be 84 percent
or 85 percent, why soneone would not object to that
where they mght object to a, what is it a 41, 45
percent tax on the federal level right now | think

probably the difference, and |I'm not one who has ever

purchased a lottery ticket, | personally don't care for
t he odds. But | think the difference is, on April
15th, | mnust submt a check to the federal governnent

and in ny case also California, but it's an option for

me to walk into a convenience store and buy a lottery
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ticket. So | think the optional factor, it seens
logical to nme, is why is this accepted nore than the
required side of life.

One last conment. | thought in reading
your book, Alan, and having lived in New Jersey for two
and a half years, | share Richard Leone's thoughts
about you. My question had to do with the issue you
raised as one of your first recomendations, and | do
believe that there is a role for the federal governnent
and state governnent, nmaybe not as all consumng as
sone people mght believe, but | think there is a role.

And you suggested in your book, in the
conclusions, that there be sone separation between the
operational and the regulatory aspects, which | think
is quite commendabl e. Are there any instances where
that is taking place in any of the 37 states and the
District of Colunbia and | guess the six provinces of
Canada in which the lotteries exist?

MR. KARCHER. | can't answer that. |'m not
aware of the tine of separation but let ne give you a
par adi gm The paradigm is the Casino Contro
Comm ssion, in New Jersey. We have an independently
appointed body that is well paid, full-tinme, doing

nothing else but regulating the casinos to see that
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there is no underage betting, to see that there is no
service to inebriates, to see that the gane is on the
up and up, and it's very nomnal what New Jersey
receives fromthe gross anount of handle on the casino
gam ng conpared to what we get on the lottery.

The lottery, the problemis that decisions
are made solely and exclusively on the dynamc of
revenue need and that's why | also recomend that you
never allow a state to project nore revenue than what
they collected in the year past because what happens is
as soon as you have a shortfall, you are automatically,
because the decisions are being nmade by a revenue
driven managenent, the decisions are made to cut
corners, the decision is nade to over-saturate an area.
The decision is mde to engage in sonme nore tacky
advertising, and | didn't nention, but the adverti sing,
we didn't touch

The other thing I find so objectionable is
that there is a spike in the anount of advertising that
i s done when we tal k about what market we're aimng at.
Every study shows that the |last day of the nonth and
the first three days of the new nonth are when the
majority of the noney is spent. Why? Because that's

when the Social Security checks are received, when the
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wor kers' conpensation check is received, the disability
check is received, the welfare check is received.

Now, that is <calculated and that is
sinister as far as |'m concerned where ny governnent
will make a decision to exploit advertising, is going
to have the advertising done at that period to exploit
t hat market. It's just wong and so | think you need
to have sonething that separates, as the Casino Contro
Comm ssi on separ at es- -

COW SSI ONER LANNI : When, in effect you
have the Division of Gam ng Enforcenent, which is the
i nvestigative side of the business, separate from the
regul atory side, the Casino Control Conmm ssion.

MR. KARCHER: Absol utel y. | should have
mentioned, and in the lottery you have not hi ng.

COW SSI ONER Bl BLE: But doesn't that
problem really start with the l|egislature when the
nmoney commttee plugs in a revenue itemto be generated
by the lottery?

MR. KARCHER: Absol utely. No one to bl ane
but the |egislature.

CHAI RPERSON  JAMES: As a point of

information, | tried to find a state budget director
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who would conme and be a part of this panel to talk
about just this very subject.

MR. KARCHER: You have a Conm ssioner here
who- -

COW SSI ONER BI BLE: I'"d be happy to talk
to you about how it works. You can see the charts
here, and I know how it works, and as a budget director
| know what you do.

CHAI RPERSON JAIMES: Well, not quite from
t hat perspective, although | do appreciate it, but what
was nost interesting to me would be to discuss and go
into sone detail on the pressure that a current state
budget director would feel, operating in an environnent
where there is a lottery, and the inplications of what
t hat neans for bal ancing the state budget.

COWM SSI ONER BIBLE: Well, they're going to

try and maxim ze the potential. A lot of the tines the
| egislative noney commttees do, | think we heard
today, they'll plug in a nunber to be generated on the
revenue side and they' Il cut the advertising to save on

t he expenditure side of the budget.
COWM SSI ONER LEONE: But | think Alan and |
could talk about situations where there was a fairly

explicit connection between a forecasted budget
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shortfall and the introduction of new gane or ganes
and, indeed, in one case, |I'll |eave the names out to
protect the guilty, I was not in that adm nistration
| was part of it, but the governor was and is a good
friend of mne who personally is opposed to the
|ottery, and thinks it's a bad way to rai se noney. But
they introduced a nunber of new ganmes to deal wth,
even the last year of his term to deal with a series
of shortfalls where Alan was active in the legislature
during that period.

Wt hout giving too nuch away and, you know,
| ook, when you're actually doing budgets, as Bill
knows, | always say that's what Dyl an Thomas neant when

he wote, "I'm for anything that gets you through the
night", trying to deal with budget shortfalls, and it
often is during the mddle of the night and you're
trying to put together a package and sonebody wal ks in
and says, here's this or here's that and the lottery is
sort of free noney.

| mean, the lottery is different from
raising the sales tax. A new gane is nothing Iike
raising the sales tax or changing the rates of the

inconme tax where there's trenendous tension in the

system and you're going to get a lot of responses.
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This is quite the contrary. You go out the next day
and excitedly announce there's a new opportunity for
new people to play. | magi ne going out and saying
there's a new t ax.

| suppose |, actually 1 hesitate, 1've
al ways hesitated to through this out in public because
| think it mght be adopted, in the NBA they have a
|ottery for who gets the top picks in the draft and the
worse you do as a team the nore chances you get in the
lottery. Right? The bottomteans get nore, they're on
nore slips of paper essentially than the top teans and
the very top teans don't get in the lottery.

Vell, I've always i magi ned a big drum which
is filled with state incone tax returns. You take out
the returns from the people who nmake a lot of incone
and you put in the other returns and you give extra
chances to the people and the furthest down they go so
t he poorest people have the nost chance to win and
every week you roll the drum and you pick an incone tax
wi nner who wins a big reward. Maybe that's, and you
substitute that for the lottery so you raise noney
progressively but you guild the lily or you sweeten it

by this kind of gane. | wouldn't be surprised in this



10

11

12

13

14

15

16

17

18

19

20

21

22

23

75

country to see that happen down theroad, as people try
to explain all this.

Now, obviously, there's no interaction in
t hat . | guess you'd have to include a nunber on the
income tax form but technically, the way we do it is,
of course, just the opposite of that and it's one of
the reasons it's --. But 1'm 1look, there's no doubt
about it's popularity. If you canme up with any other
schene that a governnent was going to cone forward with
and you said to people, now we're going to put atax of
75 or 85 percent on this, it would be dead on arrival,
but obviously people like the lottery.

CHAI RPERSON JAMES: Let me be clear. \%%
point is that the only person that you could get to
admt that is a fornmer budget director and not a
current one.

COW SSI ONER  BI BLE: | have a totally
unrel ated question. This would be for M. DePhillippo.

Have you considered or are you considering
any internet applications for the Massachusetts lottery
or are any of your colleagues considering it and what
affect, if any, do you think there will be for Internet

|otteries that are being opened? | know there's a
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tribal lottery that's available, there's sone out of
t he Cari bbean.

MR. DePHI LLI PPO. W have done nothing with
the Internet except to have an information page as to
what phone nunbers to call and what the w nning nunbers
were the day before or if you want to have a history of
it or, so ours, we have a site, as nost states do, but
they're all informational sites. There is no betting
nor do | see that happening ever in our state.

COW SSI ONER Bl BLE: Are any of vyour
col | eagues exploring that option, if you know?

MR. DePHI LLIPPO.  Not that |I'm aware of.
can't speak for themall, perhaps Rebecca Paul can when
she's here this afternoon, but | think to the person
they're all against them

COW SSI ONER  BI BLE: And how about the
conpetition, the affect of having the lotteries exposed
from other jurisdictions wthin the Commonwealth
t hrough the Internet?

MR. DePH LLIPPO | think it's an issue of
concer n.

COW SSI ONER BI BLE: Do you have any ideas
to sales affect or anything of that nature?

MR, DePHI LLI PPO.  No.
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CHAI RPERSON JAIVES: Sam I'minterested in
your three strikes and you're out program here in
Massachusetts. Can you give us sone idea of the
success of that and how many do you get at the first
strike, second strike and has anyone ever |lost a
i cense?

MR. DePHl LLI PPC Well, we have, | my be
giving away trade secrets here, in ternms of what our
pl ans are, okay, but I will tell you that we have been
to a nunber of first time offenders, okay, and let ne
give you a range of what those figures were. The first
time that this was done in conjunction wth the
Attorney Ceneral who spoke about it yesterday, it was
extrenely high rate in the 50, 60, 70 percent rate
The first tinme that we did it on our own. And then
after that, in conjunction with that sting, we nade the
announcenent that three strikes and you're out.

Then the first qualification canme when we
actually did it, and | think the press helped a little
bit and we have about a 40 percent violation. Now, we
have to | ook from where we started, okay, which, that
was quite a drop. W, the last one we just did on

February's qualification was about 23 percent. The
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second tine offenders, there was a dramatic drop, a
dramatic drop.

Now, we are, we have created a little bit
of controversy because we are rigid. W are absolutely
rigid. W' re non-negotiable so that, there was a store
owner who had to | eave town and she asked a friend to
watch the store for her for that day and | guess the
friend, though it's posted on the termnals and that's
our basis, sold it to an underage person and, you know,
and we shut them down for two days and she cane in and
expl ai ned, you know, |ook, this person never sold a
lottery ticket before and didn't know the rules and
you know --? But we're pretty rigid about it, and--

CHAI RPERSON JANMES: How many have actually
| ost their |icenses?

MR DePHI LLI PPO wll, we will be doing,
and | won't be telling you exactly when, but we will in
the next round, next couple of rounds, going back to
second of fenders.

CHAI RPERSON JANMES: Has anyone ever |ost
their |icense?

MR. DePHI LLI PPO No, because this is our
fourth round sting. W're not going to announce when

or who or what, but we wll be going around to second
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of f enders. But the key is, the thing that we're very
excited about is the dramatic drop between first and
second of fenders, dramatic.

COWMM SSI ONER LANNI:  What is the percentage
of second offenders of the total now?

MR, DePHI LLI PPO | don't have it off the
top of ny head, but when we did this second sting, the
second offenders, because it's a five-day penalty, now
a two-day penalty for the average agent is about $200.
A five-day suspension now gets into $500, $600 worth of
| ost revenue plus disgruntled custoners who can't buy
and they may actually buy their mlk elsewhere and
their bread el sewhere. So the second penalty is a
pretty stiff one. And of course, the third one is a
possibility of revocation of |icense, neaning that |
coul d revoke them but they could appeal it.

CHAI RPERSON JAMES: So, this is not |like an

ongoi ng program where you are constantly going in to

out | ets?

MR. DePHI LLIPPO. W are. W are. Yes, it
is. It started about 18 nonths ago, but we can only do
it on school vacation. W can't get teenagers any

ot her ti me.

COWMM SSI ONER BI BLE: Expl ai n that agai n.
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MR.  DePHI LLI PPO | said, we can really
only do it on school vacation periods because where
el se, how else can we get teenagers? W have to get
kids to go in and try and buy the tickets.

COW SSI ONER Bl BLE: Have you ever
encountered conduct that was wllful, where the vendor
in your mnd actually solicited, encouraged mnors to
buy the tickets?

MR. DePHI LLIPPO.  No, or not that |I'm aware
of .

COWM SSI ONER BI BLE: Do you see the vendors
as being nore victins then, of kids comng in and
trying to buy the tickets or just negligent in
enforcing the age restrictions?

MR. DePHI LLIPPO. | think it has to do with
training that we're going to start; we have been
working on a major training program | think there are
very few store owners that would, take the exanple what
| just gave you, that woman, try to sell to m nors.

COWM SSI ONER BI BLE: Have you ever required
surveill ance?

MR. DePH LLI PPC Excuse ne?
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COW SSI ONER BI BLE: Have you ever required
surveillance with retention of tapes, that they tape
sal es and custoners?

MR. DePHI LLIPPO. Not for this reason, no.

CHAI RPERSON JAMES: Conmi ssi oner Dobson.

COW SSI ONER DOBSON: Chai rman, yesterday,
right before lunch, | nmentioned why I would not be able
to participate in that working lunch because | didn't
know that that was coming and | had accepted an
invitation to go into the Mattapan area. and | had an
opportunity vyesterday to put a human face on the
victim zation associated with the lottery and it nade
quite an inpression on ne and the other people who nade
that site visit.

W went to a liquor store in a very |low
i ncome, basically African-Anerican community near here,
and the things that we saw were really quite
di sturbing. The pastor who was with us said that when
paychecks are received that people are lined up there
at that liquor store to play the lottery. The |1 quor
store owner, hinself, said this is not good for these
people. This is not good what it is doing to them

Wile we were standing there, we were

bl ocking access to the lottery machine. Peopl e asked
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us to nove aside. There was a 58-year old man there
who | ooked |i ke he was about 70, who plays that lottery
every single day, and | talked to himand | asked him
why he played so often, because obviously he's putting
a lot of noney in it, and he admtted that he did and
he said because this is the only way that | can quit
wor ki ng and he was banki ng everyt hing. This was his
retirement plan, fat chance retirenent plan.

So, we can tal k about where the nobney goes
and all the benefits to society on this |level up here,
but when you go down and see where that cones from it
horrifies me to think of $338,000 coming out of the
comunity for that liquor store as an outlet. Maybe
it's a little less than that but it's certainly going
to be very significant because we saw it. So, | would
just hope that we don't mnimze the victimzation
associated with lotteries because | think it is a
soci al cancer.

COMM SSI ONER LANNI:  Jim did you happen to
ask that Iliquor store operator if he had this noral
dilenmma of seeing people buy these tickets while he
continued to sell thenf

COW SSIONER DOBSON:  No, | didn't. And,

in fact, | didn't talk to him This staff nenber
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talked to himso | don't know what he would have said
with that, but | imgine, as sonebody said yesterday,
that the lottery is the difference between making it
and not making it for some of those store owners.

COW SSI ONER  LANNI : It was said again
today, but it just seens--

CHAI RPERSON JAMES:  Conmi ssi oner Moor e.

COWM SSI ONER MOORE: My wi fe havi ng been an
owner of a convenient store one tinme, secondary to one
of ny great investnents, | just wonder if you wanted to
help these people if you couldn't not let them buy a
lottery ticket unless they spent sone noney in the
store. That would help these people a | ot al so because
their price is a little high on bread and mlk, that's
the way it is in Mssissippi. Have we ever thought of
t hat ?

MR. DePHI LLI PPO.  No.

COW SSI ONER MOCRE: But they did indicate
yesterday that a |ot of people that went in and would
buy $18 worth of groceries mght just take the $2, it
m ght be brought out to them hey, don't you want to
buy a lottery ticket, which is fine. | see nothing

wong wthit.
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good, is that we do these things and we sell these and
yet should we condemm the people that buy themif we're
going to sell then?

Another little story that | mght add to
this. | noticed in this convenient store that we were
running, ny wife, we had OBC, OCC cigarette wappers
when we took this over, but we didn't sell a North
State or Add Country Centlenen tobacco. | said, why do
we sell cigarette wappers if we don't sell tobacco and
so the people say, oh, cone on, doctor. He says,
that's the way you roll your marijuana. | said, well,
hell, 1've never seen marijuana in ny life, which I
haven't. And | think, | know what you're going to
think, that's strange. But here we were selling
cigarette papers and didn't even sell tobacco, but
people were comng in and buying it to do their
mar i j uana.

So, | think that in all of this, we all
have a social responsibility in what we do in a |ot of
things inlife, if we want to tie norals to this. You
know, we're not supposed to nention norals, sonmeone

said, in governnent.
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And another thing along this line, you're
tal ki ng about projecting what you're going to nake for
the lottery for your budget. Well, | thought it was
amusing in President dinton's State of the Union
speech that he had all of this projection in this
budget and how he was on counseling or how nany
billions of dollars he was going to get out of tobacco
conpani es. And who knows whether we're going to get
anyt hing out of the tobacco conpany or not. O course
we have in M ssissippi, we already have it in the bank.

But | think we project a lot of things and
we do a lot of things out in the business world that
may not be right, and I think this is one of those that
we have to study. Even though the taxes are 75
percent, |I'll agree that the people that always buy it
do not do so because they are particularly dunb. They
may be on their way in trying to get $400 to nake a
paynment on a car, which they're going to | ose the next
day if they don't make it, and the only opportunity to
do that is to go buy a $2 ticket and maybe win.

COW SSI ONER  DOBSON: But it's a false
hope. [It's preying on the poor.

COW SSI ONER  MOORE: Sure it's a false

hope, but that's mny phil osophy on this.
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CHAI RPERSON  JAMES: And it's always an
i nteresting one.

COWM SSI ONER DOBSON: 'l bet.

CHAI RPERSON JAMES: Comm ssioner W hel m

COW SSI ONER W LHELM | think it's very
inportant not to |lose sight of the point that Ri chard
Leone nmade a while ago about the budget process. You
know, | grew up in the state of Virginia, as |
menti oned before, and it's ny understandi ng, although
didn't live there at the tinme, not too |ong ago,
Governor Allen proposed to fill up a whole in the
budget by adding Keno to the lottery. And | understand
he was saved from that particular indiscretion by his
| egislature at the tine.

But a man who was a very good friend of
m ne, Governor Weicker in Connecticut, where | Ilived
for many years, always said that he was steadfast
agai nst any expansion of ganbling in general and casino
ganbling in Connecticut. And |ow and behold, he gave
birth to the biggest casino in the world, the one we
visited last night. So, | think we ought not |ose
sight of the inportance of the budget process in all of

t hi s.
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And | think that it's not irrelevant, the
poi nt that Comm ssioner Lanni nmade a few nonents ago
that we can phil osophize that perhaps people are wong
or being hoodw nked or sonething |ike that. But it
does appear to be a reality that ©people feel
differently about a tax that they decide to pay as
opposed to one that they are conpelled to pay. Maybe
there's sonething wong with that, but that does appear
to be true and apparently, lotteries enjoy w despread
public support even though, as | said, | personally
don't have much use for them

| only nmention those points because | hope,
| think we're all agreed that whatever this panel isn't
recommending, it isn't going to be prohibition of these
things because it isn't going to work, and if we
recommend prohibition, of course, we're wasting our
time. And if we're not going to reconmend prohibition,
then I think we have to think very carefully, as the
point Leo MCarthy continually makes in the research
committee with respect to lotteries, we have to think
very carefully about what recomendations are worth
making since people do engage in these, not

governments, but individual people.
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So, | hope that we mnake recomendations
ultimately that are routed in reality and not in what
any one of wus, including me, just happens to think
woul d nmake a | ot of sense.

CHAlI RPERSON JANMES: And with that, | think
that's a good place to stop, and | want to thank this
particul ar panel for your expertise and your
W I lingness to share that with this Conm ssi on.

| think it should be fairly obvious to al
at this point that these are, indeed, very conplex
i ssues that have not only budgetary inplications but
inplications for the human beings that actually walk in
and play the lottery every day and for their hopes and
dr eans.

Wth that, I want to thank you and we wl|
take a 15 m nute break before we go back into session.

(Whereupon, at 10:34 a.m the proceedings

went off the record until 10:58 a.m)



