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QUESTI OV ANSVWER SESSI ON

CHAIRVAN JAMES: |1'd like to open it up for questions

and discussion from our Comm ssioners, as well as a dialogue

anong yourselves, if there are things you' d like to bring up at

t hat point.

COWM SSI ONER BI BLE:  For each of the three panelists
who will be nost famliar with the Kyl bill, if that bill becones
law wi Il it work?

MR.  CABOT: The Kyl bill would set policy for the
United States. It will only work if it's backed up by the
federal governnent. VWhat | nean in particular is the federa

governnment has to start working with the Caribbean countries,
with other countries where these gam ng operators are |ocated, to
work on international treaties, to effectuate the extradition of
the operators to the United States. Wthout that, you have the
situation where these Internet operators will be able to operate
uni npeded.

It wll force | aw enforcenent at that point to try to
come up with other neans, not to arrest them and bring them
before the court for justice, but just to frustrate their
activities, by doing things, |ike Joe said, where you try to
interrupt the financial transactions between the player and the
site. O you try to regulate the Internet service provider by
having them cut off service to sites. O you go and try to
regul ate advertising to prevent the advertising of the sites in
the United States.

But all those are frustration techni ques because at
that point you will not be able to get at the operator.
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MR. M LLER Comm ssioner, | think in ny view it's
somewhat of a political solution to a difficult problem | don't
think it's a difficult vote necessarily to say prohibit. | do

believe it's going to require an extrene commtnment from the
federal governnment to go out and prosecute. And that's the term
|'"'mgoing to use because that's the renedy that's allowed in that
bill, that's prosecution. It's going to require an extrene
commtnment, not only for the conmpani es obviously -- you can't get
the conpanies that are off shore, nunber one, but the citizens

are going to be playing. So it's going to go toward the citizens

that are here. In my view, it's not a great solution. It will
have a deterrent effect. | don't think it works.
In nmy view, Internet gamng is clearly illegal in

this country today and certainly there are thousands of sites

avai l able for you to choose, not originating here but outside the

U S and the Kyl bill will have no effect on that whatsoever in
nmy Vview.

MR.  KELLY: It would have serious constitutional
I ssues. | can't think of any other issue which has united the

Cato Institute, the ACLU and the Heritage Foundati on on one side.
| don't think it wll pass the constitutional challenges.
Assuming it does, I'mtrying to imagi ne how seriously the Justice
Departnent would enforce it.

John Russell who seens to be the chap whose al ways
cited from the Justice Departnent as a spokesperson for coment
on Internet ganbling has enphasized that he doesn't want to go
after the five dollar bettor. O course, admttedly this was the
sanme John Russell who said in January, 1998 that nothing would be
done about Internet sports betting. Two nonths |ater, of course,
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there were 21 individuals naned as defendants in crimnal
conpl ai nts. But | don't think it would survive a constitutiona
chal | enge.

COM SSI ONER  MC  CARTHY: Yesterday one of the
W tnesses suggested that there's already technology being
devel oped that could intercept an Internet conversation where a
bet was being placed. It's believable, wth the nunber of
technol ogi cal innovations that are constantly going on. [If that
were true, what would prevent the federal governnent from
identifying a winner and instantly attachi ng, under sone right of
sone federal statute, attaching those w nnings, whether it would
be analogous to the forfeiture laws or whatever it mght be,
sonething that would have a reasonable chance of standing up
under a constitutional test.

MR.  CABOT: Let me take a shot at that. |  mean
basically any conmmuni cation over the Internet is the transm ssion
of zeroes and ones.

COMM SSI ONER MC CARTHY: It's the transm ssion of ?

MR. CABOT: Zeroes and ones. Any transm ssion over
the Internet is basically a transmssion of electronic data in
the form of zeroes and ones. It all has to go through things
called routers which basically direct the traffic through the
| nt er net . Technically a router can be set up that you can
intercept and ook at all those zeroes and ones and decode them
if you want. The problem you have is that that type of
substantial interference in conmunications just wll not work
under our constitution and won't work under our system of how we
feel government should interact with its citizens, because it's
an amazing intrusion into persons' privacy.
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COW SSI ONER MC  CARTHY: If it's by definition a
crime to use the Internet for that purpose, how woul d we descri be
that as an invasion of privacy?

VR. CABOT: Today, for exanple, it's illegal to use
the tel ephone to consunmmate a drug deal. But you can't randomy
go through and intercept telephone conversations trying to find
ones that may deal with drug dealing. | think those sane very,
very fundamental principles have to apply to the Internet.

COW SSI ONER MC CARTHY: I'"m tal king about trying to
tie into the wre of a conpany that's sited overseas, and
intercepting calls going into the conpany, not into private hones
or offices.

MR. CABOT: That's nuch easier. Because what you can
do is if you get a court order, the Kyl bill is suggesting, an
I nternet service provider that provides the conmunication |inks
is told to cut off service to a particular Internet site, then
they have to do so. That's fairly sinple, for an Internet
service provider to cut off service to a particular site.

The problem you have is you ve got hundreds of
Internet service providers and you have literally hundreds of
gamng sites. So you have this, what | think to be a very, very
difficult proposition of nmaking that system work. From a
t echnol ogi cal standpoint, you're right, they can do it. From a
practical standpoint, it's going to be very difficult.

COWMM SSI ONER MC CARTHY: I"'m not sure you'd have to
do it with every overseas casino operator or whatever the form of
ganbling was. | think you' d have to do it with a handful of them
and make the penalty sufficiently heavy so that everybody would
understand the potential.
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MR. CABOT: The penalty is only that your service is
cut off. If I'mthe off shore operator, | have to come up with a
new address. And then hope that the federal governnent doesn't
catch up with ne.

COW SSI ONER  MC  CARTHY: | can see the lack of
control over the foreign operators. The only way you could
possibly control this is by taking the w nnings of the people

here and possibly attaching a penalty or sonmething on top of

that. | agree with what the panelists have been sayi ng about we
really can't control, very little control, even wth
international treaties, |I'm not sure what kind of control would

ultimately result over foreign casino operators.

So the only successful nove mght be against the
bettors here who w n.

VR. CABOT: | don't nmean to domi nate, but we have a
situation where to get evidence that a person is ganbling and
actually receiving funds over the Internet, requires an amazing
intrusion into their personal privacy that | don't think would
necessarily be constitutional. The only way that | think a |aw
enf orcenment agency can get the authority to basically tap their
conputer line is to have sufficient evidence to go to a judge to
get an order allowing themto do so. And that's where you have
the difficulty. You also have difficulties in convincing |aw
enforcenent that this is enough of a priority that they should be
going after the home user.

MR. FARRELL: Just one point on that, if | may.

CHAI RMAN JAMES: Yes, pl ease.

MR. FARRELL: The technology is there certainly to
know where a packet is going and where a packet of zeroes and
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ones are comng back to, but with encryption you will not know
what is in each of those nessages. So if the overseas sort is
bei ng serviced through a gateway of which you're only sending the
address of the gateway, you don't know which of the hundreds or
t housands of entities behind that gateway is actually being
servi ced.

CHAI RVAN JAMES: O her questions for our panelists?

Any other points of discussion that you like to make
at this point?

COW SSI ONER MC CARTHY: | guess | would just nake a
general comment that nine nenbers of this Comm ssion cone wth
different perspectives to this problem different backgrounds.
Sone of us have pretty fixed positions and perspectives on this.
W're hearing a lot of testinony that at least a fairly good
percent age of people who ganble in Anerica are pathological or
serious problem ganblers. And the social <cost, as we're
beginning to hear and we can see it nust be nuch nore clearly
defined, but the social cost appears to be rather significant.
There's at least four and a half mllion pathol ogical ganblers in
the country. Now, if we had four and a half mllion coke
dealers, we'd try to do sonething about it. | guess we do.
W' re spendi ng enornous anmounts of noney trying to affect Mexico
as a channel, trying to do many other things.

The testinony | seemto hear is this is just another
consumer activity. | don't care about a five dollar bet or a $50
bet, if sonmebody has got the noney to do it. That's their
business. As long as they are not blowng their famly apart or
enbezzling fromtheir enployer or doing sonme other m schief where
the debt falls on other people that should not be responsible for
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that person's severe mi sconduct and if the Internet -- there's a
| ot of donestic ganmbling that we don't sufficient disclosure or
ot her things going on that allow that sort of thing to happen now
and if the Internet adds to that, the conversation I'mhearing is
how do we neke this an easy business transaction, as though

there's no negative outconme fromall of this. How do we handl e

this as a conputer problem as a technological issue? | think we
need sonet hing el se, all of which I've said are certainly
rel evant comments. But we need sonething el se because so far,

"' mnot convinced that we could really get sufficient controls to
protect against the things you're tal king about.

We've got data showing that there's been a trenendous
grow h in adol escent ganbling. And we're hearing that this is
not really that big a problem right now Ten percent of the
people in Australia are betting horse races fromtheir homes now.
So it's a sort of brushing off that goes on of these problens.
I"'m just a little bit concerned about that, that we're not

getting the whol e picture.

MR. M LLER: I'd Ilike to conment on that,
Commi ssi oner. This country, we know ganbling has booned in the
| ast couple of years. | look at when | first started ny career

where it was and where it is now and it's astonishing. No one
t hought it would take off the way it has.

| think we can certainly congratulate state lotteries
for starting that.

COWM SSI ONER MC CARTHY:  Agreed.

MR. M LLER As governnents get addicted to those
revenues, obviously they want to satisfy that addiction. The
coke deal ers or coke users are conmmitting a felony, a crinme. The
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person buying a lottery ticket or playing bingo or playing
bl ackjack in a casino or a slot machine is not commtting a
crinme. It i1s entertainnment. Wth this entertainnent there's a
social problem associated with it for a percentage of the
pl ayers, probl em ganbling.

The final point and the point | hope you wll
consider is that ganbling is alive and well in America. It's not

going away. It is certainly a noral issue and | respect that, in

those states that want to protect their policy. Believe ne, |I'm
not one to pronote ganbling. But what | am saying is we have a
new animal, a new type of gam ng. It originates from off our

shores. What is the best way to control it and to protect those
nost vul nerable in our society, children and the probl em ganbl er
and the person who chooses to play that has the ability to do it?
My opinion is the best way to do that is to control. W get the
control through regulation. Through that regul ation you can set
the limts | believe to protect many nore than you can with just
a nmere prohibition. That's nmy opinion.

CHAI RVAN JAMES: Woul d anyone el se Iike to respond?

MR. FARRELL.: On the basis that this is a ganbling
devi ce on technol ogy, you can do all those things | tal ked about,
of allowng players to set betting limts that can be enforced,
havi ng enforceable self-exclusions and so forth. So there is

t hat advantage as wel|.

If you don't regulate it, then they will deal wth
people who will not be interested in their welfare. And just on
anot her point regarding the Kyl bill, where it was nentioned that

sonmeone from Australia was smrking and hoping it went ahead, we

don't see it that way. W see the Kyl bill as potentially the
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mechani smwhich will |eave a whol e huge anmount of unnet demand in
the U S. to be serviced by people near the U S. who don't offer
the sanme regulatory standards as we do and we do see that as a
threat, a threat to our |evel of regul ation

COW SSI ONER DOBSON: Going back to the discussion
wth M. Bell about teenagers and children, | just saw a
denonstration two weeks ago of pornography on the |Internet,

especially with regard to children. The point of it was how t hey

cannot avoid it. They absolutely cannot avoid it. It's not a
matter of rebellion or seeking it. If they punch toys, one of
the options that comes up is sex toys. |If they punch horses, one
of the options that cones up is bestiality. If they punch up

literature, Little Wnen, they get child pornography. You cannot

avoid it. So the notion that sonehow we have even mnimally
protected children against pornography on the Internet is just
crazy.

What hope do you have, what possibility do you have
to suggest for protecting children and teenagers fromganbling if

t hat beconmes accessible to the honme through the Internet?

MR. M LLER Comm ssioner, this is one that | have
struggled with, because that is, | think, one of ny primry
focuses, children. [It's there now | first got ny conputer two
years ago. | used to give themto ny staff and say use them |

don't need one. So I finally went down and bought one for ny
kids and now they're experts on the Internet. But I'mthere with
them |1'mgoing to help themwhen they were on that Internet and
do the best we can to control their wusage. But if it 1is
controlled and limted and regulated we can put in provisions to
keep children from playing, |ike nunber one, verification, like a

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.

(DN 2AN_NNA2 \WWAQHINCTAN N 20NNR_27N01 waAnAr naalrarnee fnm



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

May 21, 1998 N.G1.S.C. Chicago Meeting 2210

24, 48 hour waiting period. If you want to sign in and register,
we're going to verify you. Put the burden on that conpany to
verify your age, where you work, are you enployed, this and this,
to make sure that kids don't get access. That's one possibility.

COWMM SSI ONER DOBSON:  Would it not be occurring with
regard to pornography? In fact, the Anerican Library
Associ ation, ACLU, all oppose such restrictions for the schools
or anybody el se. They want absolutely total access by children
to anything on the Internet.

MR. MLLER That's a crime in ny mnd and a
different area. But when it conmes to ganbling, all I'"msaying to
you is, your question was how can we mnimze the inpact on
children ganbling, I believe waiting periods, I bel i eve
registration, | believe verifying who they are will go a | ong way
in keeping children fromparticipating in this activity at |east.
| not sure the suppliers of pornography out there really want to
do that right now That's what prohibition will do again.

MR, CABOT: Commi ssioner, | have a little bit
different take on this than Frank. | still think that the best
you can ever possibly do with regulation is to create parallel
uni ver ses. A universe that's regulated where they potentially
put in these types of controls to keep children off, but there's
al ways going to be an unregul ated universe on the Internet. That
unregul ated universe could be populated by unscrupul ous people
who don't care about whether the person on the other end of the
conputer or the other end of the television is a mnor, whether
they have bet limts or not bet |limts. There's always going to
be that danger.
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The best you can ever hope for, and | don't care if
it's pornography or ganbling, is that parents take control of
their kid s conputer because it's always going to be there. And
there's little or nothing governnent can do about it.

MR. FARRELL: \What you were tal king about, of course,
are Internet sites which are unregul ated. Now, as tine goes by
we all hope that content regulation of Internet sites will becone

avai l able through standards such as picks and so forth and

regulated sites wll be enforced to Ilabel their sites in
accordance wth picks. Unregul ated sites won't. Hopeful |y
eventually we'll have a situation where you have a choice and a

far better way of screening out particularly unlabeled sites.
You can enforce regulated but you can't do it against the
unr egul at ed.

COW SSI ONER DOBSON: | don't care how you do it, it's
not bei ng done now.

MR. CABOT: | think the point is you can't.

MR. FARRELL: Because they're all unregul ated.

COVMM SSI ONER DOBSON:  It's one thing for kids to find
pornography on the Internet and it's another thing to find child
por nography, the nobst egregious stuff where children are being
actually abused. That's available to any kid who spends enough
time on there. Now, if we can't control that, how are we going
to control this?

MR, KELLY: If | could just give nmy opinion. A gamng
license is difficult to get in Nevada. You have to show
suitability. I[t's much nore difficult in New Jersey wherein
using | egal gobbl edegook you have to show suitability by clear
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and convinci ng evidence. In Geat Britain it makes Nevada and
New Jersey seemlike a nodel of due process.

Now, if the Internet gamng is regulated, and |icense
to prove suitability is expensive and if the operator negligently
allows a child to ganble on the Internet, the Ilicense is
susceptible to being cancelled which would be very, very
expensi ve. | don't think you' d ever be able to elimnate
underage use of the Internet. But if the operator's |icense
doesn't allow this, he or she is subject to the loss of the
license.

There's another issue and that is this is a nightmare
in the back of nmy m nd.

CHAI RVAN JANES: Let me just ask one quick question
for clarification. If that operator |oses the I|icense, how
difficult would it be for themto conme up on anot her website?

MR. KELLY: ' m tal king about, say, if the operator
gets a license to operate Internet gamng in the state of New
South Wales or Victoria and if the regulators find that the
operator was negligent in allowng children to use the Internet
for ganbling purposes, the license m ght be cancell ed.

CHAI RVAN JAMES: But then how difficult would it be
for them to get back on the Internet within a matter of hours,
days?

MR, KELLY: But not the |icense. If you were going
to bet $500 that red would show up in roulette, would you like to
make the bet with an operator that is |licensed and has a track
record such as New South Wales or Victoria or would you like to
make the bet for $500 that red would show up with sonme operator
that's just shown up, that has no track record and you don't know
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where they're operating from and you don't know if they're going
to pay if you win?

CHAI RVAN JAMES; | just woul d ask the question again.
You've lost the license, howdifficult would it be to get another
one in another country, another city and to get back on there?

MR, KELLY: If you're going to apply for a |icense,
you have to show suitability. You have to put your entire life
before the regulators who are going to investigate you. |If your
i cense was cancel | ed because you negligently allowed children to
use the Internet ganbling, | think it would be all but
i npossi bl e.

Just one last point. There's always the nightmare
that | have of an adult | osing alot of noney on the Internet and
then of course saying it wasn't nme, it was ny little kid who
managed to get into the Internet and therefore, | shouldn't be
held to the loss of this noney because it was my child using the
| nt er net.

COWM SSI ONER  DOBSON: Madam  Chai r man, fina
assessnment. Al five speakers have nmade the case that you can't
prohibit this, that it's comng and it cannot be prohibited. |If
it can't be prohibited, it can't be regulated. That seens like a
truismto ne.

CHAl RMVAN JAMES: Wul d anyone |ike to respond?

COWMM SSI ONER  DOBSON: Unless they volunteer to
cooper at e.

MR. FARRELL.: W' ve al ways said, when people |og on
they'll have the choice of the regul ated and unregul at ed product.

The purpose of regulating is to provide people with the choice of

pl ayi ng the person they know who is not a crimnal and they know
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who will pay themand is not rigging every gane. |If you do that,
our experience is that the operator who is unregul ated goes back
to a level of insignificance. That's the purpose of regul ation.

MR. MLLER  Comm ssioner, I'll only add that having
spent 15 years. No | onger. Now I'm in private practice. But
havi ng been there 15 years | can tell you regulation works very,
very well. The whole issue here is that | think the fact that
it's prohibited now, if we do prohibit it, my whole point is
t hrough regul ation you get to control it. That's how you achieve
the objections that you're espousing, to control it, not through
sinple prohibition. It is prohibited today and it's starting to
flourish.

CHAl RMAN JAMES: Thank you.

COW SSI ONER Bl BLE: One final question. If you
regulate, there's an inplicit cost to that regulation that has to
be assunmed by the provider. |[If you regulate, typically taxation
can't be far behind. So then the provider then is subject to
both regulation and taxation which becones a cost of their
busi ness. Doesn't that then allow the unregulated, if this is
such a pervasive nedium the opportunity to offer better wagers,
better odds, greater prizes?

MR M LLER | think that's a legitinmte issue. I
think as in any market today that we have seen over the years,
and |I'm sure you've seen it too, Comm ssioner, that if you have,
in any market in any state, the unregulated has a hard tine
conpeting against the wunregulated environnent for numerous
reasons, safety, protection of the public, confidence. | believe
the same would hold true ultimately in the Internet arena as
wel | . | think consumers are smart enough to know that they're
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going to play in an environnent where they're protected
especially when they're giving their noney to an unknown entity,
especially if an entity is located in this country where you have
authority and control to regulate as opposed to one that's off
shore where there's no authority.

COW SSI ONER  BI BLE: How do they weven identify
t hensel ves as being subject to sone sort of regulatory structure?

MR M LLER | think if this country would set a
policy of control through regulation. W would nmandate, nunber
one, location, jurisdictional |location or submt the jurisdiction
of this country, mandate inspections. You'd mandate on site
visitations. You would have a list of those groups that are
licensed and regulated by this entity we developed. | think they
would be self-sufficient through taxation, of course. It
shoul dn't cost the taxpayer a dine for this issue. But | believe
it's through that program we can once again best serve the public
at | arge.

MR. CABOT; To a large extent | disagree with sone of
t hese comments. I think that when you do have a parallel
uni verse with regul ated and unregul ated, that there are different
ways that a person who is unsuitable will try to legitimze his
site. He could do it by going to a country that has a much nore
| ax standard. But he could also do it in a nunber of different
ways.

For exanple, he could associate hinmself with a fanous
country and western singer and call hinself the Kenny Rogers
Casi no where you are relying on the credibility of the person who
is fronting for your casino. |'mnot suggesting that that casino
has any problens. |'mjust saying that people will in the future
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try to legitimze unregulated sites in other ways to attract

persons to play it. I don't see that unregulated world going
away. It may be mnimzed but it will not go away. It will
al ways be available in sonme form or another. And it may be

available in a formsinply to service those persons, who because
they're underage or because they're conpulsive ganblers aren't
allowed on the regul ated sites. But there's always going to be
an unregul at ed uni ver se.

CHAI RVAN JAMES: Thank you very nmuch. Wth that, 1'd
like to thank our panelists and will ask that you stay very cl ose
in touch with the Conm ssion as we go out and conplete the rest
of our work. W would |like to depend on your expertise and would
ask that if you, throughout the rest of the year, have additional

i nformation, please submt it.
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