In Lieu of Testimony for Mr. Brad Smith

REGULATION

The New [ersey Casino Control Act

everal public puroses underlie the act. Thev are

the decision to use casino gamboling as a means ‘o

ceduild Atlantic City, the dererminaticn to pre-
‘ide funding for programs for senior citizens and the
cisapbled and the demand that czsino gampoiing and ail
the activity that accompanies it conform to the most
rigorous standards of business. gersonal and public
integrity. Not incicentally, czsino gambiing generates
revanue foc the state.

The gaming industrv in New Jersey has
generated more than S7 billion in taxes for
federal, state and local governments.:

Tae adoption of the Casino Conrol Act by the New
Jersey  Legislature created the Casino Control
Commission and the Division of Gaming
Entorcement. Tre principal regulatory purposes of the
WO agencies are:

+ tounsure thatonly perscns of goed character, hon-
estv and iategrity particinate in the casino industry;

+ toensure the close surenvision of all saming
operations:



& to ensure the full and accurate assessment and col-
lection of all taxes, fees and penalties generated
by casino operations; and

& to administer the regulation of casino properties to
foster and enhance the redevelopment of Atlantic City
and its hospitality industries?

Regulatory Oversight

dent agency in but not of the Department of

Treasury. It has both regulatory and quasi-judi-
cial functions. The commission employs a staff of 361
with a budget of $23 million. The Governor, with the
advice and consent of the Senate, appoints the chair-
man and four full-time members for five-year terms.
The chairman is the chief executive officer and is
responsible for the daily operations of the commis-
sion. The commission is vested with the power to
promulgate all regulations interpreting and enforcing
the provisions of the act, including the power to issue,
deny, revoke, suspend or limit any required gaming
affiliated licenses and to hear and decide all
complaints for violations of the Casino Control Act.
The five commissioners act as quasi-judicial hearing
officers to consider contested license issues involving
casinos, casino employees and casino service indus-
tries. As hearing examiners, the commissioners
preside over the hearing and make evidentiary
rulings. They are required to make comprehensive
findings of fact and conclusions of law in formal
written decisions that are submitted to the full
commission for a final determination. In bi-weekly
meetings, the commissioners vote on matters ranging
from issuing casino licenses to establishing the rules of
the games. In addition, the commissioners rule on
applications for corporate refinancings and restructur-
ings as they relate to financial stability. (See Appendix1.)

The Casino Control Commission is an indepen-

The Division of Gaming Enforcement is part of the
Attorney General’s office. It investigates all license
applicants, prosecutes all complaints brought under
the Casino Control Act and monitors casino
equipment and operations. In 1997, the division
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emploved a staff of 373 and had a budget of $31
million. The division investigates every license appli-
cation for corporations, individual owners, managers,
employees and service industries. The division
reports its findings and recommendations to the
Casino Control Commission, which has the authority
to grant or deny a license at a public hearing. Casino
licenses are granted only to individuals and compa-
nies that meet the fitness criteria of personal integrity,
good character and financial stability. (See Appendix1-A.)

Regulators’ Integrity

sible for maintaining integrity within each
respective agency by adhering to strict employ-
ment standards set forth in both the New Jersey
Conflicts of Interest Law and the Casino Control Act.

The commission and the division are also respon-

Employee Background Investigation - All potential
employees are subject to a background investigation
by the New Jersey State Police.

Pre- and Post-Employment Restrictions - The New
Jersey Contflicts of Interest Law, and the commission’s
own Code of Ethics, imposes pre- and post-employ-
ment restrictions on every emplovee. The commission
and division may not hire anyone who has worked for
a casino within the prior three years.# Commission
and division emplovees are prohibited from working
for a casino after the termination of their employment
at either of the agencies. Commissioners and the
Director of the Division of Gaming Enforcement are
prohibited for a period of four years and all other
emplovees are restricted for a period of two years.>
Clerical and support staff are exempt from employ-
ment restrictions.

Imnediate Family Members Employment Restriction -
Immediate family members of any state officer or
emplovee with responsibility for matters affecting
casino activity are restricted from working for a casi-
no licensee, with the exception of secretarial and cler-
ical employees. Permission for such employment may
be granted, provided there are no conflicting duties.
Special conditions may be imposed.¢



Annual Filing of Financial Disclosure - Each employ-
ee, except for secretarial and clerical, must file a finan-
cial disclosure statement annually. Immediate family
members of each Commissioner must also file.”
(See Appendix 2.)

Gambling Restriction - Members and employees of
the commission and the division are prohibited from
gambling in any Atlantic City casino property.»

Focus on Duties - Each member and employee of the
commission and the division must devote their entire
time and attention to their duties. Special permission
must be obtained for any outside employment.”

Political Involvement Restriction - No member or
employee of the commission or the division is permit-
ted to take an active part in political campaigns.i

Comunissioners” Restrictions - Commissioners may
not accept gifts or purchase goods or services from
casino licensees or from lessees of the casino hotel
facilities.!!

Integrity of Casino Licensees and Their Operations

Licensing Systen

t is through the licensing system that criminal ele-

ments are kept out of the casino industry. No other

industry undergoes such severe scrutiny - scrutiny
which includes not only the individuals working for
casino licensees, but also businesses doing business
with the casinos. In 20 years of casino regulation in
New Jersey, there has not been any scandal involving
organized crime in casino operations. The svstem
assures this will continue to be the case.

The Casino Control Commission licenses hotel
owners and operators, their employees and the
companies that transact business with casino hotels,
termed casino service industries. The commission
determines who needs to be licensed or qualified
and the appropriate license category for a
casino’s employees.!2
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Casino Licenses

n applicant for a casino license must establish
by clear and convincing evidence its qualifica-
tions for licensure.

Qualifications for licensure include:

¢ good character, honesty
and integrity

¢ business ability

¢ financial stability, integrity
and responsibility

A casino license applicant must establish the integrity
of all financial sources and the qualifications of each
person who is required to be qualified. This includes
each officer, director, principal employee, each person
who directly or indirectly holds any beneficial interest
or ownership of the securities issued by the corpora-
tion and any person who in the opinion of the
commission has the ability to control the corporation
or elect a majority of the board of directors. Issuance
of a casino license to a corporate applicant also
requires the qualification of every holding company
and intermediary company of the applicant.!?

Casino licenses are initially issued for three
successive one-vear terms and renewed for periods of
up to four years thereafter. The commission mayv
reopen licensing hearings at anv time.

The casino license application fee is a mini-
mum of $200,000, although the total cost may increase
depending upon the cost of investigating and consid-
ering the application. The casino license renewal fee
is a minimum of $100,000 for each one-vear license
renewal and a minimum of $200,000 for longer
renewal terms.

Disqualification Criteria

he commission will not license any person who
is disqualified pursuant to section 86 of the
Casino Control Act. The criteria include: a
conviction or finding by the commission that the



applicant has committed one of the enumerated
offenses or an offense found to be inimical to the act;
the willful failure to reveal any fact material to quali-
fication or supplying any information which is untrue
or misleading as to any material fact pertaining to
qualification; the pursuit of economic gain in an
occupational manner which is in violation of the
criminal or civil policies of New Jersey; identification
as a member of organized crime or an inimical associ-
ation with a member of organized crime or a carecer
offender cartel; and contumacious defiance of any
official investigatory body when such body is
engaged in investigating crimes related to gaming,
official corruption or organized crime activity !4

Employees of Licensees

The Casino Control Act requires casino
key employees and all other casino
employees to be licensed or registered
before starting employment in a casino.

of employees. The different credentials reflect
the employee’s level of responsibility for the
casino’s operations.

The Act also provides for the temporary licensing

Casino key employees occupy managerial
and supervisory positions and possess the
highest credentials.

All licensees must satisfy the affirmative
licensing criteria of demonstrating their good charac-
ter, honesty and integrity and their financial stability,
integrity and responsibility. Licensees and registrants
also are subject to the disqualification criteria of the
act. Those persons who work in the hotel portion of
the casino hotel facility, without any responsibilities
regarding casino operations are not required to be
licensed or registered as they are regarded as being
the same as any other non-casino hotel worker in
the state.!s
10
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All junket representatives employed by a casi-
no licensee are required to be licensed to the standards
established for casino employees, except for residen-
cy. The initial license term is three vears and the
license may be renewed for four-year terms.1

From 1978 through 1996, the Commission
processed 118,061 employee license
applications and 163,755 employee

license renewals.””

[n addition, each labor organization seeking to
represent employees licensed or registered under the
Act and employed by a casino is required to
be registered.

Casino Service Industries

Il casino service industries offering goods and

services which directly relate to casino gaming

activity and their owners, management and
supervisory personnel and principal employees hav-
ing the responsibility for services to a casino licensee
must satisfy the standards established for casino key
employees, except residency, in order to be licensed.

All casino service industries that provide non-
gaming goods and services on a regular or continuing
basis must be licensed once they reach a monetary
threshold. Such enterprises are required to establish
the good character, honesty and integrity of the enter-

[ ot
prise and of each person required to be qualitied.!

Businesses are required to be licensed once
they have attained the specified dollar amounts in
their business transactions with any casino operator:

1. 875,000 of business with a single casino within a
12-month period;

2. $225,000 of business with two or more casinos

within a 12-month period;



3. $30,000 of business with a single casino for each of
three consecutive 12-month periods;

4. $100,000 of business with two or more casinos
within each of three consecutive 12-month periods; or,

5. business that satisfies 3 or 4 above within three
consecutive 12-month periods.!”

All qualifiers of junket enterprises are required
to meet the standards established for casino key
employees in order for the junket enterprise to be
licensed.?

Since 1978, the Commission has permitted
48,176 enterprises to conduct business
with casino licensees and has prohibited
1,572 from doing so.2t

Political Contribution Prohibition

butions by any applicant for or holder of a

casino license, or any holding, intermediary or
subsidiary company. The prohibition extends to any
officer, director, key casino emplovee or principal
employee of any of these companies, and any person
or agent acting on behalf of any of these entities.
Political contributions include contributing any
money or thing of value to any candidate for nomina-
tion or election to any public office in the state, or to
any committee of any political party in the state, or to
any group, committee or association organized to
support any candidate or political party.22

The Casino Control Act prohibits political contri-

The purpose of this prohibition is to maintain
the public confidence and trust in the credibility and
integrity of the casino regulatory process in New
Jersey by preventing any prohibited person from
attempting, or appearing to attempt, to influence or
corrupt a candidate or political organization through a
contribution of money or thing of value. The
commission has recently proposed regulations to
clarify this prohibition.
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Prohibition on Gambling by Casino Employees

mitted to gamble in Atlantic City casinos. [n

1992, the legislature permitted casino employees
to gamble in any casino in the state, except for a casi-
no where they were employed or another casino
owned or operated by their employer. Casino key
emplovees are prohibited from gambling in any
Atlantic City casino.

For over a decade, casino employees were not per-

Casino Credit

ew Jersey permits a system of restricted check
| \ l cashing or “counter check system” whereby
the casino operator is permitted to accept a
check from a patron only if the check is drawn on a
personal checking account that has been verified by
the casino and the check is deposited for collection
within a specified time period after acceptance. A
counter check is a multi-part form given to the patron
by the casino and is made negotiable with the player’s
bank information. 2¢ A patron is permitted to redeem a
counter check by purchasing it for cash or cash equiv-
alents prior to its deposit by the casino licensee.?
Pursuant to credit rules adopted by the commission, a
patron may not cash counter checks in excess of his or
her previously established credit limit.26

A casino may not approve a credit limit until a
thorough verification of the credit application submit-
ted by the patron has been completed.?” Although the
commission does not impose any absolute limit on the
amount of credit that may be extended to an individ-
ual, the commission’s rules do require that all patron
credit limits be supported by information contained in
the patron’s credit file.28 The restricted counter check
system has some deterrent value for compulsive gam-
blers by requiring a more careful, considered decision
on whether to gamble beyond cash on hand in the ver-
ified bank account.

A counter check system also protects the
state’s interest in seeing that checks received from
casino patrons are valid and collectible instruments.
Before a counter check may be accepted from a patron,
a casino licensee is required to record and verify the
patron’s identity, address, current casino credit limits



and outstanding balances, outstanding indebtedness,
and personal checking account information. These
regulatory requirements provide information as to the
identity and financial history of the patron and the
source of funds that will be used to pay the counter
check. By requiring the counter check to be drawn on
a form mandated by the commission, made payable to
the casino licensee, presented to the casino cashier and
dated but not postdated, problems relating to the col-
lectibility of the instrument are minimized.?

If a check is returned by the bank, onlv a
licensed casino emplovee or an attorney may engage
in collection efforts.3 This requirement minimizes the
possibility for collection abuses that tainted the earlv
days of casino gaming in other jurisdictions.

Counter checks cashed in conformity with
statutory and regulatory requirements are valid
instruments, enforceable at law in the courts of
New Jersey.

Checks that are cashed or conveyed in
violation of the act or regulations are
declared to be invalid and unenforceable,
but are included in the calculation of the
gross revenue tax that is owed to the state.

Thus, patrons who gamble on credit in New
Jersey are advised in advance that they are engaging
in a legally enforceable transaction and should temper
their conduct accordingly. Similarly, a casino opera-
tor must adhere to the credit procedures established
by the Act and regulations if it wishes to collect upon
the checks it accepts.3!

Casinos are allowed to accept a counter check
before completion of the required verifications,32 if the
casino is unable to complete those verifications at the
time of the transaction and complies with all other
requirements concerning the acceptance of counter
checks. This allows the casino to accommodate new
customers who arrive during time periods (weekends,
nights) when financial institutions that must be con-
tacted for purposes of verification might not be open
for business. The casino is permitted to proceed with
12
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the transaction under such circumstances as long as it
records its efforts to complete the verifications in the
patron’s credit file.

Moreover, any counter check that a casino
licensee chooses to accept under such circumstances
may not be deducted from gross revenue if the check
subsequently proves to be uncollectible.3?

Third Party Credit

patron by a casino through the delayed deposit of

a counter check, a casino patron in New Jersev is
also permitted to draw upon credit approvals or
financial instruments previously issued to the patron
by financial institutions unrelated to the casino
licensee.

In addition to the “credit” that mayv be granted to a

For example, a patron may use a credit card at
an automatic teller machine or present it to the casino
and request that the financial institution that issued
the credit card approve a cash advance against his or
her previously established credit limit. Similarly, a
patron is permitted to use a debit card to obtain funds
that are maintained in his or her bank accounts. In
these transactions, a casino does not extend any cred-
it to the patron but rather operates in the same manner
as any other merchant that provides such services to
its customers.™

Cash Equivalents

casino may also accept a cash equivalent (ie.,
Aa traveler’s check, certified check, cashier’s

check or money order) from a patron in
exchange for cash. Once again, these transactions do
not involve the creation of any creditor/debtor rela-
tionship between the casino and the patron; the patron
is obtaining the use of funds that were previously
expended by the patron to secure or purchase the
financial instrument from the issuer. When a patron
requests a casino to accept a cash equivalent in
exchange for cash, the casino is functioning in the
same manner as a bank or other merchant that cashes
such instruments as part of its business.3s



Regulatory Costs are Paid by the Casinos

casino industry through licensing fees and
assessments that are deposited into the Casino
Control Fund.

The cost of regulating the industry is paid by the

None of the costs of regulation
are paid out of casino tax revenues
or the state’s general fund.

The Casino Control Fund is used to pay the operating
expenses of the Casino Control Commission and the
Division of Gaming Enforcement3» The combined
budget of both the commission and the division
totaled $54 million for FY 1997. There are a total of 734
employees of the commission and the division.

How We Regulate

balances, which minimizes the chance of mis-
takes or poor judgment and makes corruption
of the system more difficult.

The two agencies provide a system of checks and

Regulators are present in each casino
24 hours a day through the
commission’s inspectors and the
division’s undercover investigators.

The commission inspectors keep track of
events in the casino, monitor compliance with regula-
tions, receive complaints from the public, and watch
the daily count of casino revenue, both coin and cur-
rency, in order to certify tax receipts. The division also
maintains a substantial presence in each casino,
watching for violations of the law and gaming rules
and regulations.
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The commission and the division have always
placed great emphasis on the oversight of casino
operations.

Gaming oversight has been called a
matter of people, watching people
watching people.

While it is a good deal more complicated, that is a
useful starting point. Not only do the commission and
division watch gaming operations to assure honesty,
casinos themselves also maintain compliance, surveil-
lance and security staffs, as well as complements of
gaming supervisors in accordance with minimum
staffing requirements set by the commission.>”

Maintaining Integrity of Gaming Operations

egulations on internal and accounting
Rcontrols, casino equipment and the games

assure effective control and fair gaming for the
public. The commission establishes the rules of each
game. In this way, every casino plays by the same
rules and public confidence in gaming is enhanced.
Commission inspectors check table gaming equip-
ment, such as roulette wheels and dice, to be certain
they meet state standards.

The commission’s internal and accounting
control regulations set down the
procedures that must be followed by the
casinos, because controlling their business
is unlike controlling almost any other.

A casino does not record each gaming transaction.
Instead, it relies on the amount of cash and
credit collected at each table during that day and on
the amount of chips remaining at the table when it
closes. With the vast unrecorded exchange of cash
and gaming chips across the tables each day, this daily
profit-loss system presents substantial challenges in
accuratelv accounting for casino revenue, in auditing
casino operations and in preserving the ability of both
the state and the casino to detect and prevent theft
and embezzlement.



While the Casino Revenue Tax gives the
state a direct 8 percent stake in gross
gaming revenue, it always has a
100 percent interest in the integrity of
.gaming operations.ss

The Division of Gaming Enforcement assures
the integrity of slot machine operations by examining
each computer program to be sure it meets state stan-
dards, such as the minimum payout requirement of 83
percent. As machines are placed onto the casino floor
they are inspected and sealed by the division so that
the key computer elements cannot be tampered with.
Any jackpot of $35,000 or more requires an immediate
notice to the division to examine the machine.

In addition to basic uniform control
regulations, the law requires that each casino submit
to the commission an individual set of internal con-
trols, which must be approved and thereafter rigor-
ously followed. They are subject to continual
review.®

State Oversight of Casino Revenue

on casino revenue, the commission has developed

In order to assure the state’s 8 percent tax collection
the following procedures for accountability.

Hard Currency (coins, tokens, etc.)

All slot machines in New Jersey are
required to have a double-locked
compartment where the daily “slot drop”
is collected. One key to this compartment
is controlled by the casino’s accounting
department and one is controlled
by the commission.

On a regular basis, using a schedule approved
by the commission’s principal inspector, the casino’s

14
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“drop team” collects the coins or tokens which have
fallen into the drop buckets or boxes located in these
locked compartments. This requires that both com-
mission and casino kevs be used to access these com-
partments. During the collection of high denomina-
tion tokens, $25 or over, a commission inspector
accompanies the drop team. At all other times an
inspector roves the areas being serviced by the hard
count drop teams to ensure that all procedures are
being performed properly. In these cases the commis-
sion key is signed out to the supervisor of the teams, a
person licensed as a key employee. Casino security
staff also accompanies these teams.

Once the money is collected, it must be imme-
diately transported to the casino’s hard count room.
This room is also under dual-lock control. An inspec-
tor must be physically present to unlock the room and
allow access to it by the count team. The count team
members wear one-piece pocketless jump suits and
are checked with metal detectors when they leave the
count room.

A commission inspector must be present
during the counting of the high
denomination tokens. The entire hard
count room is covered by
video surveillance.

The content of each drop bucket is weighed
and coded so that the amount of money coming from
each slot machine can be determined.

At the conclusion of the count, the total of all

the wrapped and bagged money is reconciled with the
reports generated by the counting machines.4

Soft Currency (cash and approved coupons)

Each table game has a double locked box
attached under the table into which is
placed all currency and coupons
exchanged by patrons for gaming chips.




The drop team, accompanied by a security
guard, collects the double-locked boxes from each
table. These boxes are placed into a double-locked
trolley for transport to the soft count room. The soft
count room is also secured by two locks, one con-
trolled by security and one by the commission. All
count team members wear pocketless one-piece jump
suits.

The contents of each box are dumped onto a
clear plastic table and the empty box is displayed to
the inspector and to the surveillance camera above the
count table.

Each box is opened in the presence of a
commission inspector. The entire
soft count room is covered by
audio and video surveillance.

The money is counted twice using high speed
counting machines which keep track of the drop from
each box individually. At the conclusion of the two
counts the totals are compared. If they agree, a phvs-
ical count of the wrapped currency also takes place by
the count team supervisor, the commission inspector
and a representative of the accounting department.

The process for counting the bill acceptor
cassettes is similar to that just described with a few
exceptions. Once again each cassette is fitted with two
locks, one controlled by accounting and one by the
commission inspector.*!

Hotel Room Requirement

tion is to attract the kind of resort investment that
will restore Atlantic City to its former place as a
hospitality and convention center,

Since the purpose of New Jersey’s casino legisla-

the Act requires that casinos be
constructed in approved hotels with a
minimum of 500 guest rooms.
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They are permitted to have 60,000 square feet
of casino space for the first 500 rooms. For each 100
rooms thereafter, they qualify for an additional 10,000
square feet of casino space up to a maximum of
200,000 square feet. No more than 90 percent of
casino space may be used for slot machines. As the
following charts reflect, the room requirement has
contributed to an increase in casino floor space and
hotel rooms since 1978 for Atlantic City's
casino properties.+

Number of Casino Hotel Rooms
Atlantic City, NJ
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The largest casino in Atlantic City contains 139,474
square feet of casino and simulcast floor space.



Atlantic Citv casinos offer table games, keno,
slot machines and simulcast facilities. In 1996, there
were a total of 1,439 table games in Atlantic City, con-
sisting of blackjack, craps, roulette, big six, baccarat,
minibaccarat, sic bo, pai gow poker, pai gow, poker,
Caribbean stud poker, let it ride poker, mini-craps and
three card poker. Atlantic Citv casinos offer 45 keno
windows and 32, 786 slot machines from $.05 to $500
denominations.

In 1992, casinos were permitted to have simul-
casting of horse racing from across the country. Table
games may be included in simulcasting space. The
size of the simulcasting area is at the discretion of the
licensee and is not counted as casino space. As of
December 31, 1996, simulcasting occupied a total of
92,250 square feet in Atlantic City casinos.

Statutory Changes Since 1978

ew Jersev has the strictest gaming regulatory
| \ | structure in the world. However, after the
start of gaming in Atlantic City, regulators
recognized that there were a number of areas which

did not require governmental oversight or were in
need of change.

Regulation has been evolutionary. As the
industry matured and regulators gained
experience, the rules have been
appropriately modified.

Some of the revisions made to the Casino Control Act
include:

¢ Adoption of interim casino authorization proce-
dures to enable the efficient sale of casino hotels;

¢ Elimination of the requirement for the commis-
sion to approve indoor public spaces, such as restau-
rants, meeting rooms and entertainment areas;

¢ Expansion of casino operation to 24 hours;

¢ Casino employees allowed to gamble in casinos
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that are not owned or operated by their employer;

¢ Authorization of simulcasting of horse races
in casinos;

¢ Authorization for the commission to approve
new games;

¢ Creation of the Casino Revenue Fund Advisory
Commission to evaluate programs funded by the
Casino Revenue Fund;

¢ Authorization for the commission to renew
casino licenses for up to four years;

¢ Elimination of hotel employee registration;
¢ Elimination of pre-approval of marketing plans;
¢ Elimination of regulatory duplication;

¢ Casino gaming space allowed to occupy more
than a single room;

¢ Sale of keno tickets allowed in public places
throughout a casino hotel.

Conunon Sense Regulation

ne of the recent initiatives is a “common
Osense" approach  toward regulation.

Maintaining the integrity of casino gaming
and accounting for gross revenues remain the prima-
rv missions. However, the commission has sought to
remove itself from involvement in business decisions
of casinos. The commission has also established a
Regulation Review Committee, composed of regula-
tors from the commission and the division, along with
representatives of the casino industry. The Regulation
Review Committee focused on 237 regulatory changes
proposed by the casino industry.

Regulators and industry representatives
agreed on over 100 regulatory changes.

The changes range from the simple to the complex,
and fromthe routine to the dramatic, but they all have



one thing in common: they make sense. Today, the
casino industry and regulators nave a petter under-
standing of each other’s needs and concerns.

New Jersey offers the gaming industry a
stable yet flexible regulatory environment
and a responsible level of regulation
by responsive regulators.

The commission nhas implemented a program
of adapting New Jersey's regulatory struciure 10
changing times.

Qutreach to Wall Street has helped securities
analysts understand and feel comfoctable with the
regulatory environment in At lantic City. Dozens of
analv&s and their clients have neard lectures »xalax
ing the commission’s cezulatory philosopay and ‘ have
had the opportunity to ge'I the commission apout their
ideas. As a result, positive reports on the future of
Atlantic City have teen issued and have "’r’u.‘ate a
dramatic expansion of the gaming industr;



