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STAFF BRI EFI NG ON | NTERNET GAMBLI NG

CHAI RVAN JANES: We're now ready to begin our staff
briefing on Internet ganbling. This issue, in addition to being
highly controversial, and subject to growing nedia coverage
represents a field that is really developing at an incredible
rate. Allison Flatt, a nenber of the Comm ssion staff, who has

researched this issue and has prepared a report that was included

in our briefing, and Allison will now sumrari ze that research for
us and show us a very short video presentation. Thank vyou,
Al lison.

MS. FLATT: Thank you. Good afternoon. 1'mgoing to

give you a quick overview of the Internet and Internet ganbling
so you'll have sonme context for the policy issues that are going
to be discussed by our expert panelists. They will be discussing
what is really at the heart of the controversy surrounding this
issue and that is, whether the United States should regulate or
prohi bit Internet ganbling and how such policies can be enforced.

Before they get started, though, | thought it would

be hel pful to back up a bit and have a little crash course on the

Internet for those of you who don't use it. O course, the
Internet is called the Wrld Wde Wb, but I, wth diligent
research, was able to find the one place it still isn't
available, and that's this room | had planned a Ilive
denonstration of Internet ganbling but | recently |earned that

it's not technically feasible. So instead we have a video tape.
| hope this will at |east give you an idea of what it |ooks |ike
and what kinds of ganmes are available on the Internet. This tape

was made using Web TV which is a technology that allows people to
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access the Internet with TVs instead of a conputer. The content
is exactly sane but it mght look a little bit different than
your conputer screen at hone.

There's al so sonme jazzy nusic at certain points which
is a feature available on Wb TV and on sone personal conputers.
It's not sonething we dubbed in. Also the projectionis alittle
bit blurry. W haven't been able to correct that.

M5. FLATT: This is not a ganbling website. This is
the industry publication, and the editor of that is one of our
panelists. It's called Rolling Good Time On Line and it provides
links to other ganbling sites and information for Internet gam ng
operators.

This is a list of other links to other ganbling
sites. So you'll start seeing sone lists here of different
ganbling sites you can click into.

This is a ganbling website. This is another |ist of
links. It wll give you an idea of how many there are out there.
M5. KENNEDY: So you just click on those?

M5. FLATT: Right. Notice here, it shows sone of the
| ocations, Cook Island, Antigua, Vegas, Australia. These are
also links, just a different graphic of sites you can click into
to ganbl e.

M5. KENNEDY: Those are virtual casinos?

MS. FLATT: Yes.

COW SSI ONER LEONE: \Where it says Nevada Casino, is
that the brand nane?

M5. FLATT: | don't know if that neans it's in Nevada
or not. It could be.
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This shows the part where soneone would log in. I
guess they would have previously set up an account and establish
an account nane and then have a password. | didn't do this. I
want to make that clear.

So he's going to go here and start clicking on these
di fferent ganes. So there's several ganes offered on this one
site.

Those are just a «couple nore ganbling sites,
di fferent ones.

MS. FLATT: I['"'m presumng that you have varying
levels of famliarity with this technol ogy. So I'm going to
start with the basic description of how it is used for ganbling.
Bear with me if thisis alittle too rudinentary for sone of you

The Internet is a conplex web of conputer networks.
It's frequently analogized to a conplicated highway system

I i nki ng personal conputers to each other for a small fee charged

by an Internet service provider such as Anerica Online. Qur
panelists may refer to these kinds of conpanies as | SPs. The
cost of a local telephone call, a user can use the Internet to

communi cate with people and conpanies all over the world.

Anyt hing that can be converted into digital form can
be made available on the Internet. As you can see fromthe video
tape, this includes text, pictures, advertisenents, information,
musi ¢, ganmes of course, as well as data bases and voices, really
just about anyt hing. The breadth of what is available on the
| nternet surpasses any data source we have ever seen. |t ranges
from scholarly resources and news and entertainnent to phone
directories and mps and information on any conceivable
recreational interest or activity.
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It is also a tool for comercial transactions and for
communi cati on between individuals which of course can facilitate
any nunber of illegal activities, ranging from consuner fraud to
t he exchange of child pornography. There is no gl obal gatekeeper
or licensor for what information or activity can take place on
the Internet and therefore, law enforcenent officials, in
different jurisdictions all over the world, have thus far
attenpted to apply a patchwork of laws that were usually drafted
for other nmediuns |ike tel ephones, for instance, to control what
t akes pl ace there.

Using the Internet, as you can see, IS extrenely
easy. One doesn't need to understand the technology to junp
right in and use it. I"m not going to even attenpt to explain
what actually happens in cyberspace when an individual navigates
their way through the web. Instead | wll just give you an idea
of how easy it is for an Internet user to go about finding what
she wants, be it ganbling or anything el se.

Oten a user finds a particular destination on the
website, like what you just saw in the video, through the use of
a search engine which is itself a website, that indexes avail able
informati on by key words. For exanple, a user could type in the
words ganbling or casino in the search engine and it would
deliver a list of websites along with a brief description of
their contents. These websites could be operated from anywhere,
Antigua, Australia, anywhere. But a user in the United States
need only click her nouse on the nane of the website in order to
access it, and the whol e process woul d take under a m nute.

The history of Internet ganbling is short. It has
only existed for about three years. The ganbling websites
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started to appear in the sumrer of 1995, At that tinme very few
provided ganbling with real noney, instead they sinply attenpted
to sinmulate ganmes w thout actual wagering. I nternet technol ogy
could not make them as fast as real casino ganes, however, and
they didn't seemto have w despread appeal

In the follow ng few years renarkabl e advancenents in
Internet technology have nade the ganmes faster and nore
ent ert ai ni ng. At the sanme tinme consuner confidence in |Internet
cormerce has begun to increase. As a result, the ganbling
conpani es have fl ourished. And there is in this short tine an
I nternet ganbling industry offering nearly every type of ganbling
wi th real wagering.

Internet ganbling conpanies are relatively snal
oper at i ons. Most of them are in the Caribbean but they also
exist in Central Anerica, South Anerica, Australia, Europe, South
Africa and the United States. As of last week there were 90
online casinos, 39 lotteries, 8 bingo ganmes, 53 sports bookies
and additional horse and dog rel ated sites.

The reason | qualify this by saying "as of |ast week"
is that the web is constantly in flux. A website can literally
exi st one day at a particular |ocation, be gone the next day and
pop up again at a different |ocation sonewhere else. It is
constantly growing and changing which is one reason |aw
enforcenment officials have such a tough tinme trying to contro
it.

Esti mates of the anobunt of revenue generated by the
industry are wuncertain at Dbest. No one but the operators
t henmsel ves knows for sure how much they really make and they
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aren't telling. Predictions for future gromh range from $1.5
billion to $10 billion or nore by the year 2000.

Anot her reason these predictions vary so nuch is
because the |l egal status of the activity in the United States and
in other countries has been sonewhat anbiguous, and growth is
hard to estimate under these circunstances. However, the gray
areas of the legal status of Internet Ganbling in this country
may be resolved soon. Pending legislation to ban it is working
its way through Congress, and it is spurring a spirited debate
for what the best governnent response should be given that this
is a global technology presenting unique jurisdictional and

enf orcenent i ssues.

The jurisdictional i ssues associated wth the
Internet are quite conplex. | want to enphasize that it is the
I nternet generally, not just Internet Ganbling. In short, the

ability of the Internet to facilitate quick and easy interactions
across any and all geographic boundaries nakes it difficult to
apply traditional notions of state and federal jurisdictions.

The best way to illustrate this is by exanple. As
you all know, ganbling regulation has always been a state rather
than a federal function in this country. The M ssouri Attorney
General considers Internet Ganbling illegal. But if a Mssouri
resident bets on a ganbling website operated from Antigua, has
the transaction taken place in Mssouri where it is considered
illegal or in Antigua where it is considered legal? |In other
words, has the Antigua ganbling operator, by taking a bet froma
M ssouri resident had sufficient contact with the state to be
subjected to its jurisdiction?
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And what if it doesn't take a bet but sinply
maintains a website that could be accessed by a M ssour
resident? |Is that enough? The answers to these questions would
vary depending on whom you ask. And it turns on how one
characterizes what happens on the Internet. Sone argue that the
M ssouri bettor travels to Antigua when she places a bet and that
the transactions take place there. O hers argue that the
financial transaction takes place in Mssouri, thereby subjecting
the operator to state jurisdiction.

Now, this issue is further conplicated by the fact
that the users navigate the web anonynously. It is hard to tel
where the players are comng from so even if the operators want
to comply with state laws, it's hard for themto know where these
peopl e are com ng fromand screen them out.

Since the briefing mterials were mailed to you there
has been a significant developnent in this area. Back in 1995
M nnesota Attorney General Hubert Hunphrey comenced a civil
action against an Internet ganbling operator |ocated in Nevada,
alleging that he violated false advertising |aws because the
website clainmed that Internet ganbling was |egal. The website
operator who operated the conpany called Ganite Gate Resort
moved to dismss the case stating that he has never taken a bet
from anyone and that he cannot be sued in Mnnesota for a website
he operates in Nevada.

Last week the Mnnesota Suprene Court affirmed an
earlier ruling that the state does indeed have jurisdiction over
this Nevada defendant. The defendant in this case suggested that
he may appeal this ruling to the United States Suprene Court.
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Enforcenent of state laws over an out-of-state
ganbling operator may be feasible and the ramfications of the
Granite Gate decision will be significant. But state officials
are faced with difficult enforcenent issues when the operators
are off shore, and nost of themare. The obstacles to hailing a
foreign defendant into a state court will be discussed at |ength
by our panelists. Let nme just say, however, that it is very
difficult to do, often inpossible.

Al though State Attorneys General have had sone
success wth consuner protection actions against |Internet
Ganbling operators in the United States, the global reach of the
Internet and its easy accessibility has led them to take the
unusual stance of requesting federal intervention. They cite
concerns about fraud and participation of mnors and contend that
it is just too difficult to try to inpose the varying state
standards and regulations on a nedium that crosses al
boundari es.

So, the current debate in this country is now focused
on what federal response should be taken. The Internet ganbling
industry is in the unusual position of |obbying for regulation
They believe that regulation in the United States will add to
their credibility, protect consuners and spur further growmh. As
you may be aware, there are bills pending in Congress that woul d
prohibit Internet ganbling in this country.

The Internet Ganbling Prohibition Act also known as
the Kyl bill after its sponsor, John Kyl of Arizona would anend a
statute designed to target bookies to better enconpass |nternet
ganbling activities. It would be enforced through fines,
i npri sonnment and mandat ed cl osi ngs of ganbling sites.
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The last word | had from Senator Kyl's office was
that the bill had gone through Commttee and then it could go to
the floor for a vote at anytine.

A recent and inportant devel opnment in the debate over
prohi bition versus regulation is that the state of Queensland in
Australia has passed legislation to regulate this activity based
on a national nodel that was created for cooperation between
Australia and states. This wll likely lead the way for other
Australian states to the do the sane.

We have a representative fromthe Victoria Casino and
Gam ng Authority in Australia here, and he can tell you nore
about the nodel and why Queensland decided to regul ate. The
inplications of this, however, are that the industry is likely to
grow in Australia, and those websites wll continue to be
avai |l abl e to consuners in the United States.

In conclusion, | want to point out that the panel
today will be focusing on the broad policy issues that are at the
core of this controversy. But both the pari-nmutuel wagering
i ndustry and the Indian gam ng community have an interest in the
pending legislation, and how the policy decisions nade about
Internet ganbling their wutilization of new technol ogy. Those
issues are likely to surface at subsequent neetings.

Finally, 1 would like to point out that this is a
uni que topic for this Commssion, in that it is being foll owed by
individuals and private interest groups that have absolutely
nothing to do wth ganbling. |'"'m referring to legal and
constitutional scholars who see this as a free speech and privacy
issue and to Internet related industries who don't have anything
to do with ganbling. Ganbling is one of the first issues to
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clearly illustrate how the law has not yet caught up with the
| nt er net . What ever happens with the governnent response to
Internet ganbling in the near future could set precedent for
I nternet policy generally.

CHAI RVAN JAMES: Thank you very nuch. Any questions
for Mss Flatt before we go onto our panel ?

COWM SSI ONER LEONE: Are there other bills that woul d
regul ate the Internet ganbling that we should know about ?

MS.  FLATT: There's a House bill sponsored by
Congressman Goodlatte that is sonmewhat |ess restrictive. I
woul dn't characterize it as regulation but it makes fewer
nodi fications to the Wre Act which is the sane statute that the
Kyl bill is targeted at. It allows a |esser degree of
restriction.

MR. TERWLLI GER | just would note in response to
your question, Comm ssioner Leone, that for the benefit of the
conpl eteness of the record |I think this is a great job and a
great survey. To the extent that any of these operations involve
fraud, such as a rigging of the odds and that sort of stuff, it
woul d be covered by existing federal wire fraud statutes.

COW SSI ONER LEONE: Even if they originate out of
the country?

MR. TERWLLIGER They would, because wre fraud
covers any operation in donestic or international comerce where
t he commerce touches the United States.

COW SSI ONER  LEONE: But | take it that neans
m srepresenting the odds.

MR. TERWLLICGER Right, or perhaps failure to pay off
a wn or sonething of that sort.

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS

1323 RHODE ISLAND AVE., N.W.
(907 221122 WAQHINGTAN N~ 2NNNE-R7N1 wanan nan Irarnce ~n m



10

11

12

13

14

15

May 21, 1998 N.G1.S.C. Chicago Meeting 139

COW SSI ONER LEONE: This is a very hel pful survey,
particularly for those of us who don't know nuch about the
| nt er net.

It |ooks like, from the video, that you would play
this by using a credit card or else establish a special account.

MS. FLATT: Right.

COW SSI ONER LEONE: That presumably neans there
woul d be possibly sone accessed information through the credit
card conpani es.

MS. FLATT: That's right.

COW SSI ONER  LEONE: Volune at least or activity
that's going on

CHAI RVAN JAMES: Wth that, | want to thank you. It
was an excellent report, very helpful to us to frame the rest of

our di scussi on.
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