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EXPERT PANEL ON LOTTERI ES: OPERATI ONS

CHAl RPERSON JAMES: And again, | would ask
our panel nenbers to please try to summarize your
testinony and please feel free to engage in dial ogue
and di scussi on. W really do appreciate your being
her e.

The panel on |ottery operations was
designed to provide Conm ssioners with an opportunity
to hear fromindividuals with expert know edge on the
|ottery related decisions, processes and procedures
which states inplenent in order to conduct lottery
operations. Anong the options state policy makers can
choose are state admnistered lottery operations or
|ottery operations which are contracted to private
sector vendors.

Since many states have chosen to contract
their lottery operations, the Conmmssion invited
representatives of two widely known firnms, GIECH and
AW, to appear before us today. Unfortunately neither
conpany accepted our invitation, in part, I'mtold due

to scheduling conflicts.
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M. Richard Burt, Chairman of the Board of
Power house Technol ogi es, the parent conpany of AW, did
provide a two-page letter to the Conm ssion which
answers several questions regarding the role of
professional |ottery managenment firms, and M. Steven
Now ck, Chief Operating Oficer for GIECH Corporation
also responded to the Commssion wth a letter
declining the Comm ssion invitation. Based on the
letter from M. Now ck, GTECH wel coned the opportunity
to cooperate with the Conm ssion but believes that for
t he purposes of today's panel, it is nore worthwhile to
hear from state officials who admnister lotteries as
opposed to the vendors who serve state agenci es.

| thank both wvendors for replying in
witing to our invitation and if Conm ssioners have any
guestions for the vendors after reviewing the letters,
they my decide to formally ask for additiona
i nformation. Copies of both letters are avail able at
the sign-in desk outside the room and |'ve nmade them
avai |l abl e to Comm ssi oners here.

Now, |I'm pleased to introduce Dr. Richard
McGowan, Associate Professor of Economcs at Boston
Col | ege. Prof essor MGowan has conducted extensive

research focusing on the interaction of the business
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and public policy process as they related to the
ganbling, tobacco and al cohol industries. Pr of essor
McGowan i s the author of numerous books and articles on
|otteries and ganbli ng.

We had the pleasure of neeting Rebecca Pau
yesterday, but for those in the audience who were not
wth us yesterday, M. Paul is the President of the
Ceorgia State Lottery Corporation and the North
Anmeri can Association of State and Provincial Lotteries.
She's also the forner director of the Florida and
IIlinois state lotteries and the forner president of
the International Association of Lotteries.

Thank you for joining us for a second day,
Ms. Paul. The Conm ssion really appreciates it.

W're also pleased to have with us Arch
A eason, President of the Kentucky Lottery Corporation
and President of the Milti-State Lottery Association
M. deason served two terns as director of the West
Virginia State Lottery.

Thank you all for being here and at this
point, I'd like to take this opportunity to rem nd each
panelist that wunder the supplenental rules of the
Comm ssion, testinony before the Conm ssion shall be

consi dered to be conducted under oath.
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CHAI RPERSON JAMES:

Wth that in
mnd, 1'd like to first recognize and welcone the
remar ks of Dr. McGowan and thank you, so nuch for being
her e.

MR, McGOWMAN: Thank you, very nuch, Dr.
Janes, for allowng ne to speak to you and the
Conmmi ssi on.

| had to chuckle on the way in at your | ast
sessi on about budgets and since |I've covered all three
sins of the sin industries and really, it's interesting

how the ganbling industry also plays, |ike alcohol and
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cigarettes, you know, | always chuckle when peopl e ask
me, each one of these industries has three segnents to
t hem In tobacco you have cigarettes, cigars and
chewi ng tobacco, in alcohol you have beer, wne and
distilled spirits and in the ganbling industry, which
is what I'd like to talk about a little bit today, you
have lotteries, casino ganbling and parinutuel betting.

And in each one of those industries, it's
interesting, there's always a favored form of usage
In al cohol beer is kind of, public policy makers kind
of bl ess beer us as opposed to the other two. In the
tobacco industry, cigars seemto be the bl essed one way
of using it conpared to the other way. And it's
interesting when you get to the ganbling industry, it
seens |ike the lotteries are the blessed way of
ganbling as conpared to the other forns and it's
interesting the way public policy nmakers |ook all of
t hese things.

In ny testinony, on page 2, one of the
things that hits you here right now, is that 1994 was
the first year where proceeds and now the nobney spent
in casino ganbling finally outstripped lotteries, and
so really right nowthe lottery is in a mature phase of

its existence. So, what | would like to talk about
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right now is just a little bit, | think, hearing your
previous panel, it is certainly, the rationale for
allowwng a lottery is revenue and the good purposes,
|'"ve heard lots of different things about the good
pur poses that the revenue all ows.

And so I'd just like to look at the three
segnents of the lottery. | guess three is ny big
nunber here. | guess to St. Patrick, | guess three
woul d be a big nunber. Just |ook at the very segnents
of the lottery, which ones are nore consistent and then
finally, also just ook at what's the effect of casino
ganbling on lottery sales too, and then just hopefully
pass it over to the two experts as to exactly how they
operate lotteries.

Again, when people talk about lotteries,
you really do have to break it down to the three
segnents. You have the daily nunber segnent; you have
the lotto segnent; and you have the instant gane
segnent. One of the things you' ll see if you | ook at
the last couple of years is that lottery sales have
basically been flat and the only growh area of the
three segnents, by the way, is the instant ganmes. That
both the Iotto segnent and the daily nunbers segnent of

|otteries have been basically flat.
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And in fact, this past year, the only
reason why lottery sales grew nationw de is because
video lottery was instituted in certain states and it
really boosted wup sales nationw de. The ot her
interesting thing about that, if you | ooked on page,
think page 4, | have a table there where | show you how
various states actually have strategies about what
segnent of the lottery they're really going to
enphasi ze. So that, for instance, in this state, the
i nstant ganes have been the segnent of the lottery that
has really been enphasized. A state like D.C. and
Pennsyl vania, by the way, they enphasize the daily
nunber and certain large population states |ike
Florida, Illinois, New York, their gane that they
enphasize is the lotto and there are sone very definite
strategic reasons why they do that.

Cetting back to the instant gane and why
you can grow it, | think one of the reasons why is
that, and Massachusetts is a classic exanple, is the
nunmber of games that you can offer and it allows you to
change ganes, and it doesn't allow people to get bored
with the gane. The daily nunber, by the way, in
general, in nost |ocations is declining and so daily

nunber sales as part of the product life cycle, it



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

89

woul d seemingly say that people are, right now are
tired of playing the daily nunbers game and that's
where they're comng at.

It's i nteresting, for i nstance,
Pennsyl vani a, one of the reasons why the daily nunber
has been successful in Pennsylvania is because
Pennsyl vani a has one of the highest nedian ages in the
country and it looks like the elderly like to play the
dai ly nunber.

The instant ganes, by the way, are played
by, definitely between 18 and 25-year olds for the nost
part, and | can attest after living in the college dorm
now for the last 15 years, that's the gane the kids
like to play. They are certainly not going to stay
around to watch the evening news at 7:00 to see if they
win., |If they're going to ganble, they're going to play
instant ganes or, of course Boston College, | should
menti on about betting on other things, but we won't get
into that right now

But it's an interesting phenonenon that al
t hese ganes go for, they are a niche market. The lotto
gane, by the way, basically, anong the testinony
you'll heard later on, the lotto ganme really does go

across econom c spectruns. People love to play the
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dream of winning $20 mllion. The problem with the
lotto ganme, by the way, is right now that nost lotto
ganes are experiencing what they call jackpot fatigue.
And what they nmean by that is that unless the jackpot
really grows to a certain extent, people don't really
bother to play the ganme and so for it to be a
consi stent source of revenue, sonehow or another you've
got to grow the jackpot and that's a difficult task to
do to say the |east.

The final thing 1'd just like to tal k about
and hand over ny tine for general questions, would be
about the effect of casino ganbling, the institution of
casino ganbling on lottery sales. The six states |
studied, by the way, are nostly the ones that are
i nvolved in riverboat ganbling, which, | gather, you're
going out to Chicago later on, so you can see the
various things going on out there.

It's very interesting by the way, the six
states that have riverboat ganbling, five out of the
six also have lotteries. So one of the things that
hits you here is that those state governnents certainly
made a choice saying that they didn't think the lottery
could grow quick enough to bring enough revenue to

where they want it and so they decide to go into
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casino, to riverboat ganbling. The only state that
isn't true wth, by the way, was wth M ssissippi.
M ssi ssi ppi kind of nmade the junp all at once, not only
did they not have parinutuel betting or lottery, they
just went right into casinos.

| tal k about how usually the states evolve
their ganbling policy. It looks |ike M ssissippi just
took the one big junp period. But in general,
riverboat ganbling really doesn't affect lottery sales
that much. They seemto be different markets. The one
segnent of the lottery that does get affected sonewhat
in the short run are instant ganes.

Now, again, that mght really have a
concern for a lottery official if the one segnment of

the lottery you can grow is the instant game and the

one segnent that casino ganbling will affect is the
instant gane, it certainly seens |ike you mght be
cannablizing your own sales there. For instance,

II'linois; their lottery sales have basically been flat.
It's interesting right now in |Illinois that the
riverboat ganbling revenue is starting to turn flat
and, in fact, even down turn a little bit.

So, the lottery, lotteries in general right

now are flat. It's not growing and in general the
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ganbling revenue itself right now is flat. VWhat wil |
turn that around or, you know, what future growh that
can happen is sonmething, | think probably in the one
segnent of the lottery, and to ne it's the one thing
that probably this Conm ssion ought to | ook at is what
is the affect of video lotteries. It seens like it
does grow in | eaps and bounds and it's interesting when
the state of Oregon cane up with video lottery, it
certainly seened Ilike it hurt Wshington State's
lottery.
Thank you, very much for your tine.

CHAI RPERSON JAMES: Thank you.



