NATIONAL COUNCIL OF LEGISLATORS FROM GAMING STATES

COMMITTEE ON CASINOS
NAPA, CALIFORNIA
JUNE 17, 2011
The Committee on Casinos of the National Council of Legislators from Gaming States (NCLGS) met at the Napa Valley Marriott in Napa, California, on Friday, June 17, 2011, at 3:30 p.m.  
Representative Helene Keeley from Delaware, Chair of the Committee, presided.

Other legislators present included:

Rep. Kevin Ryan, CT
Rep. Jerry Chang, HI

Sen. Jason Frerichs, SD

Rep. Gary Alexander, WA
Others present were:


Susan Nolan, Nolan Associates, NCLGS Executive Director

CURRENT GAMING TECHNOLOGY AND RELATED SECURITY

Kevin Mullally, General Counsel & Director of Government Affairs for Gaming Laboratories, Inc. (GLI), reported that earlier in the day he had spoken in Gaming 101 about the ten key issues that regulators are considering.

Mr. Mullally spoke to technological advances that impact tribal casino compacts.  He said what happens in compacts is that when new technology emerges, such as bonusing games and turning points into cash, it may not be mentioned by the compact.  He asked if these things aren’t mentioned in the compact are they prohibited or can they fit into other compact terms?  He said that this is one of the things they continually work on with tribal regulators and the various states.
Mr. Mullally said that, for example, in Minnesota, the issue is addressed by technical amendments to the compact.  He said in Arizona, they have to work a little bit more closely with the state.  He mentioned that in California the issue comes and goes according to who is in charge of the gaming commission and technical issues, but generally California has been fairly technology friendly in tribal gaming language.  
Mr. Mullally said that GLI believes that technical standards should be written to not be proscriptive but results-oriented—what the game should do and not how it should be done.  He said that the emergence of intellectual property law is beginning to be one of the fastest growing areas of law in the country.  He said that an economist actually won a Nobel Prize for identifying intellectual property.  
Mr. Mullally said that previously intellectual property was not included in the evaluation of gross domestic product.  He said that intellectual property is a huge asset in the U.S. and one of the ways that people make money.  He said that people in the gaming industry have figured out how to take a technical standard—a required element of a gaming machine—and patent it.  He said now licensing fees are charged to all the manufacturers for something that was intended to be a technical standard.  He said GLI was in a constant battle regarding technical standards that are recommended to regulators.  He said that standards should not be anything on which people should have a corner on the market.
Mr. Mullally said another issue of concern is what is a maximum win per game, what is a maximum bet per game, and what is a bet and what is a win?  He said this comes up in states like Illinois, which recently passed legislation to allow low stakes video gaming in truck stops and local bars and taverns.  He said that Illinois allows up to five machines per location connected to a central system and there are pretty aggressive limits on amount of bets and total wins.  He asked what if you have a bet and there is a bonus game and how does that count?  Is the bonus game a win or is it a separate game to which you can multiply the previous limit?  He said that regulators are struggling with this and that sometimes legislators when writing the rules sometimes don’t think of this.  

Mr. Mullally also spoke to fights over screen real estate.  He said because of the ever growing interconnectivity of various devices and systems within the casino, you now have ability for manufacturers to put promotional messages on the screen.  He said questions exist as to who is responsible for what happens on the screen?  What if it covers up a game result?  Does the manufacturer of the machine have the rights to tell the systems manufacturer that they can or cannot write on the screen or does the casino have total control over that?  Mr. Mullally asked who owns screen real estate and how do you handle dispute resolutions on those things?
Mr. Mullally said the most pressing thing facing all regulators is network security.  He referenced a Reuters article that came out in USA Today on how the government cannot keep up on cyber warfare, i.e., mobile applications and smart phone proliferation.  He said that the article cites the Defense Department and said at best it gave itself at a C+.  He said that key findings in the Reuters examination include questions about security in Cloud computing even as the government prepares to embrace the technology in big ways for cost-saving.    
Mr. Mullally said that the Reuters examination pointed out that the U.S. electrical grid and other critical nodes are still vulnerable to attack 13 years after then-President Clinton declared that protecting critical infrastructure was a national priority.  He said the article speaks to the fact that that governments are saying one of the things they fear the most—and one of the things GLI spends much time on—is the zero day attack, which is something that you never even consider a risk and have no plan to address.  He said the largest growing segment of GLI operations is focused on network security.

Mr. Mullally also spoke to technology that is connected to a gaming device that is designed to detect and manage problem gambling behavior—something he calls “doctor in a box."  He spoke of proposed voluntary systems in iGaming, such as Playscan in Sweden and Observer in Israel,  that assesses a person's activity measuring certain gambling activities and making determinations and reporting to the casino.  He said that the casino can then approach that person.  
Mr. Mullally said that concerns exist regarding these external control devices because few, if any, of the ten criteria for diagnosing problem gamblers really can be measured by an algorithm.  He said that the ten criteria from the diagnostic model include preoccupation, lack of tolerance, loss of control, irritability, restlessness, escape, chasing losses, lying to cover, and family being affected.  He asked which should be the primary regulatory objective of problem gambling policy—is it micromanaging of a person’s outlet or treating the underlying problem?  He said that he feels it more productive to try to promote ways that move people toward treatment and a public health model.
Mr. Mullally in closing showed a brief video clip which underscored the growing world of the social network.

ELECTRONIC GAMBLING MACHINES: HOW THEY WORK, IMPACT PLAYERS & FREQUENCY OF USE

Les Bernal, Executive Director of Stop Predatory Gambling, presented a report on Electronic Gambling Machines and How They Impact Players, i.e., "Game of Trance."  Mr. Bernal said that 
Stop Predatory Gambling’s mission is to make the failed government policy of allowing, promoting and profiting from casinos and state lotteries a national issue.
Mr. Bernal said that predatory gambling is the practice of using gambling to prey on human weakness for profit.  He said that there are at least five major differences between social gambling and predatory gambling.  He said they include (1) the speed of the games, (2) the kind of “buzz” or high people get when they play, (3) the frequency of gambling, (4) the amount of money people lose, and (5) the predatory marketing used to promote it.
Mr. Bernal spoke to Internet gambling and asked why expand a failed government policy?  He brought forward a May 10, 2004, quote by I. Nelson Rose from The Hartford Courant that said  
"Gambling is illegal unless the government makes it legal. Where you have legal gambling the government has weighed all the costs and benefits and decided that this is OK.”

Mr. Bernal said that citizens don’t want Internet gambling.  He said that 67 percent of Americans want internet gambling to remain illegal, as found in a PublicMind national poll, Fairleigh Dickinson University (NJ), March 2010.
Mr. Bernal said that only a tiny percentage of Americans are gambling online.  He said that
The Wall Street Journal on April 18, 2011, cited that PokerScout, a website that tracks online poker, estimates that 1.8 million people played poker for money in the U.S. last year.  He noted that that’s one-half of one percent of all Americans.
Mr. Bernal said that the online poker “business” model is not sustainable.  He quoted a UBS Investment Research Report on PartyGaming, which said that The online poker business model "is unsustainable. As the existing base becomes better educated, some fish develop into sharks, thus increasing the percentage of sharks, which in turn means a greater number of fish is required to ensure the system remains in equilibrium.”  He went on to quote the report, which said that “Effectively, this means that simple new customer acquisition is not an important measure: the only way the system can continue to grow is if new customer growth in a given year is higher than the growth seen in the previous year. This is clearly unsustainable in the long term, as it would ultimately require more people coming into the system than there are on the planet."

Mr. Bernal said that the push by the major predatory gambling operators is really about online slots and that online poker simply opens the door.   He quoted a Casino City Times, June 8, 2011 article that said, “We’ve seen a massive rise in public interest in games like roulette and poker, but no single game is quite grabbing the people’s attention like slot games. Titles such as Cleopatra, Rainbow Riches and Monopoly are currently accounting for between 65 percent to 80 percentof all gambling traffic.” 

Mr. Bernal said that America is already facing a problem gambling epidemic and legalizing internet gambling would dramatically increase it, as evidenced by a 2011 report by the Wisconsin Council on Problem Gambling (WCPG) listing the average gambling debt of the 14,380 people who called the helpline last year at nearly $44,000.  He noted that number is only for those people who called the helpline.

Mr. Bernal state that the WCPG estimates 338,000 people are compulsive or problem gamblers in Wisconsin.  He said that’s 7 percent of the state’s population who are potentially facing similar levels of severe debt.  He pointed out that the debt figure excludes the assets the gamblers already have tapped—such as annuities or 401(k)s—before maxing out credit cards or borrowing from other sources.

Mr. Bernal said that almost one out of two internet gamblers (42.7 percent) can be classified as problem gamblers.  He noted his source as “Problem gambling on the internet: implications for internet gambling policy in North America” New Media & Society, Vol. 9, No. 3, 520-542 (2007) Robert T. Wood University of Lethbridge, Canada; Robert J. Williams University of Lethbridge, Canada. 
Mr. Bernal asserted that today, at least one out of every five young people has a serious gambling-related problem, up from one out of every ten in 1988. He said the prevalence rate of gambling among the young is now 80 percent, almost double the rate (45 percent) it was in 1988 and quoted his source as “Juvenile Gambling in America” Durand F. Jacobs, Ph.D., ABPP Clinical Professor of Medicine, Psychiatry and Behavioral Sciences, Loma Linda University Medical School, California, 2010.
Mr. Bernal said that the advertising and marketing of casinos and state lotteries represent the daily voice of government to most citizens.  He proposed that government incentives gradually shape a national character and can subvert it too, endangering our economy and our democratic politics as much as any outside threat. 

Mr. Bernal said that the Commodity Futures Modernization Act of 2000 not only removed derivatives and credit default swaps from the purview of federal oversight but said that Congress on page 262 of the legislation pre-empted the states from enforcing existing gambling and bucket shop laws against Wall Street.   He quoted a January 2010 60 Minutes Special, The Bet That Blew Up Wall Street to say, "The credit default swaps was the key of what went wrong and what's created these enormous losses.“  
Mr. Bernal summarized that Stop Predatory Gambling believes we should build our nation on real prosperity and real hope for every American. 

ADJOURNMENT

There being no further business, the meeting adjourned at 4:15 p.m.  
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