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INTERNET GAMBLING
PROHIBITION ACT OF 2006

WEDNESDAY, APRIL 5, 2006

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CRIME, TERRORISM,
AND HOMELAND SECURITY
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2 p.m., in Room
2141, Rayburn House Office Building, the Honorable Howard Coble
(Chairman of the Subcommittee) presiding.

Mr. COBLE. Good afternoon, ladies and gentlemen. The Ranking
Member—the gentleman from Virginia, the primary sponsor, just
entered the room; and Mr. Scott, the Ranking Member, is on his
way. But in the interests of time, I am going to go ahead and give
illly opening statement and then recognize Mr. Scott when he gets

ere.

Today, the Subcommittee on Crime, Terrorism, and Homeland
Security is conducting a legislative hearing on H.R. 4777, the
“Internet Gambling and Prohibition Act of 2006.” H.R. 4777 is very
similar to legislation that the Judiciary Committee considered and
approved during the 107th Congress.

Currently, Federal law is unclear as to whether or not Internet
gambling is prohibited by section 1084 of title 18 of the United
States Code. H.R. 4777 clarifies the law in this area by prohibiting
Internet gambling and updates existing language to bar use of new
technologies such as wireless access to gambling sites on the Inter-
net, which were never envisioned when section 1084 was originally
drafted in 1961.

The dramatic explosion in Internet gambling raises complex
criminal and social issues. From a law enforcement perspective,
this new multibillion-dollar industry has attracted organized crime
because of the ease by which criminals can launder money and in-
crease illegal revenues without fear of prosecution or even inves-
tigation.

Unlike authorized and regulated wagering in the United States,
the Internet gambling business is operated in an environment free
of regulatory oversight and even a remote possibility of civil or
criminal enforcement. As a result, Internet gambling has turned
into an industry ripe for organized crime domination.

The rapid growth in this industry also raises other concerns for
our communities. Millions of Americans suffer from gambling ad-
diction resulting in financial debt, depression, unemployment,
bankruptcy, divorce, homelessness, and in some cases, even suicide.
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While the Internet has certainly been a boon for our economy,
our productivity and our general welfare, one downside of the
Internet has been the ease by which troubled adults and our chil-
dren gain access to addictive gambling sites. This is a problem
which must be addressed in order to protect our communities and
our youth.

We are fortunate today to have the original sponsor of H.R. 4777,
the distinguished gentleman from Virginia, Representative Bob
Goodlatte, to testify and explain the details of his bill. He is the
sponsor of past Internet wagering bills and probably knows the
issue as well or better than any Member of Congress.

Mr. Goodlatte, as you know, our Subcommittee also has experi-
ence in this issue, and we look forward to your testimony.

I just apologized to the distinguished gentleman from Virginia.
I was not overlooking him, but in an effort to save time, I gave my
opening statement before Mr. Scott got here because we are going
to have a vote, I suspect, within an hour, but perhaps a little
longer than that. So I hope we can get to the business at hand.

And at this point, I am pleased to recognize the distinguished
gentleman from Virginia, the Ranking Member, Mr. Bobby Scott.

Mr. ScorT. Thank you Mr. Chairman. Mr. Chairman, I noticed
that at 1 minute past 2 that you are on the third page of your
statement.

MI(‘i CoBLE. If the gentleman will yield, look at the time we
saved.

Mr. ScotT. It is a pleasure to be here, Mr. Chairman; I am
pleased to join you in convening this hearing regarding Federal
regulation of gambling over the Internet.

I believe that all gambling should be tightly regulated, and it has
traditionally been done by the State regulatory responsibilities. It
should continue to be so, in my judgment, although it is appro-
priate for the Federal Government to have a role to assist the
States in the total regulatory scheme.

The Federal Government took such a role in 1961 with the Wire
Communications Act as a way to assist in the fight against gam-
bling by organized crime syndicates. The Department of Justice
contends it can prosecute Internet gambling businesses under that
law, but clearly that law was not designed with Internet gambling
in mind.

While I appreciate the desire of my distinguished colleague, the
gentleman from Virginia, Mr. Goodlatte, to update the ability of
the Department to address illegal gambling in today’s context, I do
not believe that H.R. 4777 is likely to be effective in doing so.

Regulating anything over the Internet is problematic, even desir-
able. Most law enforcement is local or jurisdictional based. The
Internet has no jurisdiction, and as a result, I suspect that even
if we were successful in closing down business sites physically lo-
cated in the United States, or in countries where we can get co-
operation, because of the nature of the Internet and the ingenuity
of people using it, the approach of H.R. 4777 will ultimately be in-
effective.

As we hear from our witness panel, this bill will create an en-
forcement nightmare for financial institutions because they would
be required to look up and stop illegal gambling transactions. Iden-
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tifying Internet gambling activities will be very difficult, if not im-
possible. While some companies may be able to identify some gam-
ing transactions by codes used, such enforcement efforts can easily
be thwarted. A business can have one code for payment purposes,
but may be engaged in several activities, including Internet gam-
bling.

A casino, for example, may have a hotel or gambling. A foreign
company may have a hotel, a casino, Internet gambling, an e-cash
or an electronics payment system; or any outside escrow agent can
relocate to another country and, therefore, evade enforcement
mechanisms in the bill altogether. With some Internet gaming ac-
tivities being legal, how would a financial institution distinguish
between them and legal activities?

Furthermore, we should not overestimate the cooperation we
may get from other countries. According to Christiansen Capital
Advisers, Internet gambling Web sites brought in over $14 billion
worldwide last year, which is up from 8 billion the year before.
That number is expected to almost double to 24 billion by 2010.

Presently, over 85 foreign governments allow some form of gam-
bling online. That number is likely to grow as well. So what gov-
ernments are likely to cooperate with us in prosecuting businesses
they authorize to operate? And even if we are successful in getting
cooperation from some countries, we would be simply increasing
the profit opportunities for uncooperative countries, especially
those with whom the United States does not have normal diplo-
matic relations.

This bill does not prohibit Internet gambling; it prohibits run-
ning the Internet gambling operation. If we want to be effective in
prosecuting illegal gambling over the Internet, we should prosecute
the individual gamblers. A few sting operations and the word
would get around that if you gamble on the Internet, you will be
caught. And so long as individuals can gamble over the Internet
with impunity, a market will be provided for them which the regu-
latory scheme in this bill will not stop.

For example, Mr. Chairman, we prohibit the sales of illegal
drugs. But we see that as long as there remains a demand for
drugs, we have only limited success in the war on drugs. But if we
took the approach in this bill in enforcing drug laws, we would be
prosecuting the seller, but not the buyer and have even less effect
than we have now.

Since we are not talking about prohibiting gambling on the Inter-
net, but simply prohibiting the operation of the illegal gambling
site in jurisdictions that the FBI can get to, I believe that there are
more effective regulatory approaches than the approach offered in
H.R. 4777. However, the approaches must be developed to take into
account the technology and State policies with respect to gambling
and Internet gambling practices and preferences.

This is the effect of the bill authored by the full Committee
Ranking Member, Mr. Conyers, last year, H.R. 1223. It established
a commission that would study the issue and make recommenda-
tions for a regulatory environment for Internet gambling that
would be controlled by the individual States. States do tend to pro-
hibit individuals from gambling, so Internet gambling can both be
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effective—can be effective in individualized States and individual-
ized to each State.

Under the bill’s regulatory scheme, if Nevada opted to allow
Internet gambling within its borders, it could. If Utah prohibited
individuals from that State from gambling over the Internet, it
probably could, and that would be enforceable by the Federal Gov-
ernment and by the States that allow gambling as well as the
States—as well as the State of Utah, because in the fullness of
time, a gambler could be required to provide a mailing address in
order to get paid.

If protection of the public is the goal of regulating Internet gam-
bling, it is much more likely that those who choose to gamble over
the Internet will do so under a licensed, regulated entity under the
Conyers approach than under 4777. First, the consumer in a State
where Internet gambling was legal would have confidence that if
they win, they will be paid by the licensed, regulated operation.

A consumer would have no similar confidence in fly-by-night off-
shore Casino.com. As a result, from a licensed, regulated Internet
gaming activity would drive business from the less reputable busi-
nesses, and they would essentially drive them out of business.

Another significant result is that States that choose to authorize
Internet gambling can tax it. At a time when unauthorized gam-
bling is flourishing—as I said, over $14 billion with over half of it
originating in the United States—and when most States are cash
strapped, those States that have chosen to authorize regulated
gambling could receive much-needed revenue from both the opera-
tors and the winners while contributing to the control of the indus-
try and protection of the gambling public.

The overwhelming portion of those who buy—who play the num-
bers buy legal lottery tickets, which are regulated and taxed and
actually pay lower odds compared to the illegal numbers oper-
ations. For the same reason, people will choose to gamble over
Internet—who choose to gamble over the Internet will patronize
legal domestic Web sites even if they have to pay taxes on the
winnings.

I believe we should regulate Internet gambling, but we should do
so effectively. We should not subject any single business sector to
the sole or principal responsibility of doing the bulk of the enforce-
ment work, whether it is the banking industry in this bill or the
Internet service industry, as we tried in prior bills. There are ways
to regulate Internet gambling effectively, and a study commission
to develop those ways is the best way to come up with them.

And, again, Mr. Chairman, I thank you for holding the hearing
and look forward to the testimony.

Mr. CoBLE. I thank the distinguished gentleman from Virginia.

We have been joined by the distinguished gentleman from Utah.
While not a Member of the Subcommittee on Crime, Terrorism, and
Homeland Security, he is a Member of the full Judiciary Com-
mittee. And we have been joined, as well, by the distinguished gen-
tleman from Michigan, the Ranking Member of the full Committee.

And, Mr. Conyers, if you have a statement, I will be glad to rec-
ognize you.

Mr. CoNYERS. Thank you, Mr. Chairman and Members of the
Committee and our distinguished witnesses here.



5

I think we have to come far more specifically to grips about the
issues raised, particularly by the gentleman from Virginia, Mr.
Bobby Scott.

Now, gambling is going on now; it is out of the barn, so to speak.
But when you start doing something as futile as carve-outs and a
ban on racing, you are on a slippery slope that is going to create
more problems.

Let me just make a few points, and I will probably not use my
full 5 minutes.

First, this measure claims to ban all forms of online gambling,
yet specifically exempts betting on horse racing, pay-to-play fantasy
sports, State-owned and -operated lotteries. And so, we are doing
a picking and choosing of which gambling activities to sanction
while disapproving many others; and I will be looking carefully to
find out how we arrived at the decision of which gambling will be
sanctioned and which won’t.

Number two, the bill is not likely to lead to any meaningful re-
duction in the current number of Americans that place bets on line.
Isn’t that what the legislation ought to be about? Major financial
service organizations already employ the bill’s main enforcement
mechanisms, and Americans can easily circumvent those prohibi-
tions by using third-party payers or even foreign banks.

Third, by eliminating a customer’s access to the U.S. financial
services industry, this bill may inadvertently make worse the most
pressing dangers posed by the Internet gambling industry. After
all, credit cards play a vital role in determining an individual bet-
tor’s wagers and tracking potential earnings and losses. By prohib-
iting their use, we effectively lose access to this key information.

And finally, the bill proposes to establish a complex regulatory
system for banks that is unworkable. It is all but impossible to
comply with. And under the provisions of the bill, banks would be
asked to determine whether a transaction occurring online was ille-
gal or legal based upon the type of gambling activity involved and
where the location of the transaction occurred, and whether or not
the transaction involved interstate commerce.

Now, let’s be real, my friends. If we really want to gain effective
control of the online gambling industry, we must regulate it. Estab-
lishing a partial ban, allowing some forms of gambling to continue
without the benefit of adequate checks and balances only will make
the current situation much worse.

And I thank you, Chairman Coble, for allowing me to get these
remarks in before our witnesses start their commentary.

Mr. CoBLE. I thank the distinguished gentleman from Michigan.

Gentleman, it is the practice of the Subcommittee to swear in all
witnesses appearing before it; so if you would, please stand and
raise your respective right hands.

[Witnesses sworn.]

Mr. CoBLE. You may be seated.

Let the record show that each of the witnesses answered in the
affirmative.

We have four distinguished witnesses with us today. Our first
witness is the Honorable Bob Goodlatte, whom I have previously
mentioned. Representative Goodlatte serves the Sixth Congres-
sional District in the State of Virginia and was first elected to the
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Congress in 1992. He is currently cochairman of the Congressional
Internet Caucus. He was selected by Speaker Hastert to serve on
the House Republican Cybersecurity Task Force.

Prior to serving in the Congress, Representative Goodlatte was
a partner in the law firm of Bird, Kinder & Huffman, and he is
an alumnus of Bates College and the Washington and Lee School
of Law in Virginia.

And the statement about you, Mr. Goodlatte, is missing a con-
spicuous ingredient. You also serve as Chairman of the House Agri-
culture Committee, unless there has been a change that is not
known to me.

Our second witness is Bruce Ohr, Chief of the Organized Crime
and Racketeering Section at the Justice Department. Previously,
Mr. Ohr served as Assistant U.S. Attorney for the Southern Dis-
trict of New York and Chief of the Violent Gangs Unit in that of-
fice. He also worked as an associate at Ohr, Harrington and Sut-
cliffe. Mr. Ohr received his undergraduate and law degrees from
Harvard.

Our third witness is Mr. John Kindt, Professor at the University
of Illinois School of Law. Previously, Professor Kindt was employed
in several State and Federal Government positions, and he also has
served as a Senior Fellow at the London School of Economics.

Professor Kindt’s research has resulted in over 30 articles in the
areas of legalized gambling’s economic impacts. He has earned sev-
eral graduate degrees in law and business, including an MBA, a JD
and an SJD.

Our fourth witness is Mr. Sam—sir, help me with your surname.

Mr. VALLANDINGHAM. Vallandingham.

Mr. CoBLE. Mr. Vallandingham is Vice President and Chief In-
formation Officer at the First State Bank. And headquartered
where, Mr. Vallandingham?

Mr. VALLANDINGHAM. Barboursville, West Virginia.

Mr. CoBLE. Thank you, sir. Prior to serving in this capacity, Mr.
Valling—try me one more time.

Mr. VALLANDINGHAM. Vallandingham.

Mr. COBLE. It is really not that difficult—worked as Data Secu-
rity Officer and Vice President of the Mortgage Department. He is
also a member of the Independent Community Bankers of America
where he serves on the Payments and Technology Committee.

He was awarded his undergraduate degree from Florida State
University and his graduate degree from Louisiana State Univer-
sity.

Gentlemen, it is good to have each of you with us. And as I pre-
viously informed you, there will be a vote upcoming. We comply
with the 5-minute rule here, as you all have previously been told.
And when you see the amber light illuminate on the panel in front
of you, that is your 1-minute warning.

And then, when the red light appears, that is when the ice on
which you are skating has become very thin. We will not unduly
punish you; however, at that point, if you could wrap up, we would
be appreciative.

Now, Mr. Goodlatte, I am told that you have another engagement
at what time?

Mr. GOODLATTE. Three o’clock, but I need to leave before that.
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Mr. CoBLE. We will start with you and you can depart, and if we
are still going, you are welcome to come back.
Mr. Goodlatte, you are recognized for 5 minutes.

STATEMENT OF THE HONORABLE BOB GOODLATTE, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF VIRGINIA

Mr. GOODLATTE. Thank you, Mr. Chairman, for inviting me to
testify before this Subcommittee on this very important issue.

Gambling on the Internet has became an extremely lucrative
business. Numerous studies have charted the explosive growth of
this industry, both by the increases in gambling Web sites avail-
able and via industry revenues. Internet gambling is now esti-
mated to be a $12 billion industry, with approximately 6 billion
coming from bettors based in the United States. It has been re-
ported that there are as many as 2,300 gambling sites.

Virtual betting parlors have attempted to avoid the application
of United States law by locating themselves offshore and out of our
jurisdictional reach. These offshore fly-by-night Internet gambling
operators are unlicensed, untaxed and unregulated, and are suck-
ing billions of dollars out of the United States. In addition, Internet
gambling can serve as a vehicle for money laundering by organized
crime syndicates and terrorists.

Contrary to what many in the gambling community would lead
you to believe, gambling is not a victimless activity. In fact, the
negative consequences of online gambling can be more detrimental
to the families and communities of addictive gamblers than if a
bricks-and-mortar casino were built next door.

The anonymity of the Internet makes it much easier for minors
to gamble online. Furthermore, online gambling can result in ad-
diction, in bankruptcy, divorce, crime and moral decline just as
with traditional forms of gambling, the cost of which must ulti-
mately be borne by society.

In fact, I have been contacted by a constituent in my district
whose son fell prey to an Internet gambling addiction. Faced with
insurmountable debt from Internet gambling, he took his own life.
Unfortunately, financial ruin and tragedy are not uncommon
among online bettors.

Traditionally, States have had the authority to permit or prohibit
gambling within their borders. With the development of the Inter-
net, however, State prohibitions and regulations governing gam-
bling have become increasingly hard to enforce as electronic com-
munications move freely across borders.

Currently, Federal law already prohibits interstate gambling
over telephone wires. However, because the Internet does not al-
ways travel over telephone wires, these laws which were written
before the invention of the Internet have become outdated. H.R.
47717, the “Internet Gambling Prohibition Act of 2006,” brings the
current prohibition against wireline interstate gambling up to
speed with the development of new technology. It also makes clear
once and for all that the prohibition is not limited to sports-related
bets and wagers.

In addition, H.R. 4777 will add a new provision to the law that
would prohibit a gambling business from accepting certain forms of
noncash payment, including credit cards and electronic transfers.
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This bill also provides an enforcement mechanism to address the
situation where the gambling business is located offshore, but ac-
cepts money from bank accounts in the United States. The bill also
provides an additional tool to fight illegal gambling by giving Fed-
eral, State, local and tribal law enforcement new injunctive author-
ity to prevent and restrain violations of the law.

H.R. 4777 will return control to the States by protecting the
rights of citizens in each State to decide through their State legisla-
tures if they want to allow gambling within their borders. The reg-
ulation of intrastate gambling is within the jurisdiction of the
States. So this bill leaves the regulation of wholly intrastate bet-
ting or wagering to the States with tight controls to ensure that
such betting or wagering does not extend beyond their borders or
to minors.

While my legislation prohibits online, interstate gambling, it does
not overturn previous act of Congress that address gambling. This
is a strong antigambling bill that also protects the rights of States
to determine what is and what is not prohibited within their bor-
ders.

The opponents of this legislation have a lot to lose. Offshore on-
line gambling Web sites are cash cows, and the greed that propels
these companies leads them to solicit bettors in the U.S. despite
the fact that the Department of Justice already believes this activ-
ity is illegal. The greed that motivates many of these offshore es-
tablishments has also motivated nefarious lobbyists such as Jack
Abramoff to spread misinformation about previous attempts of the
Congress to ban online betting.

Internet gambling is a serious problem that must be stopped.
The Internet Gambling Prohibition Act will help eliminate this
harmful activity before it spreads further.

I am happy to answer any questions from Members of the Sub-
committee and address some of the misrepresentation that is al-
ready occurring about this legislation when that opportunity arises.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Goodlatte follows:]

PREPARED STATEMENT OF THE HONORABLE BOB GOODLATTE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF VIRGINIA

Thank you, Mr. Chairman, for inviting me to testify before the Subcommittee on
this important issue.

Gambling on the Internet has become an extremely lucrative business. Numerous
studies have charted the explosive growth of this industry, both by the increases in
gambling websites available, and via industry revenues. Internet gambling is now
estimated to be a $12 billion industry, with approximately $6 billion coming from
bettors based in the U.S. It has been reported that there are as many as 2,300 gam-
bling sites.

Virtual betting parlors have attempted to avoid the application of United States
law by locating themselves offshore and out of our jurisdictional reach. These off-
shore, fly-by-night Internet gambling operators are unlicensed, untaxed and unregu-
lated and are sucking billions of dollars out of the United States. In addition, Inter-
net gambling can serve as a vehicle for money laundering by organized crime syn-
dicates and terrorists.

Contrary to what many in the gambling community would lead you to believe,
gambling is not a victimless activity. In fact, the negative consequences of online
gambling can be more detrimental to the families and communities of addictive
gamblers than if a bricks-and-mortar casino was built right next door.

The anonymity of the Internet makes it much easier for minors to gamble online.
Furthermore, online gambling can result in addiction, bankruptcy, divorce, crime,
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and moral decline just as with traditional forms of gambling, the costs of which
must ultimately be borne by society. In fact, I have been contacted by a constituent
in my district whose son fell prey to an Internet gambling addiction. Faced with in-
surmountable debt from Internet gambling, he took his own life. Unfortunately, fi-
nancial ruin and tragedy are not uncommon among online bettors.

Traditionally, States have had the authority to permit or prohibit gambling within
their borders. With the development of the Internet, however, state prohibitions and
regulations governing gambling have become increasingly hard to enforce as elec-
tronic communications move freely across borders.

Current federal law already prohibits interstate gambling over telephone wires.
However, because the Internet does not always travel over telephone wires, these
laws, which were written before the invention of the Internet, have become out-
dated. H.R. 4777, the Internet Gambling Prohibition Act, brings the current prohibi-
tion against wireline interstate gambling up to speed with the development of new
technology. It also makes clear once and for all that the prohibition is not limited
to sports-related bets and wagers.

In addition, H.R. 4777 will add a new provision to the law that would prohibit
a gambling business from accepting certain forms of non-cash payment, including
credit cards and electronic transfers. This bill also provides an enforcement mecha-
nism to address the situation where the gambling business is located offshore but
accepts money from bank accounts in the United States. The bill also provides an
additional tool to fight illegal gambling by giving Federal, State, local and tribal law
enforcement new injunctive authority to prevent and restrain violations of the law.

H.R. 4777 will return control to the states by protecting the right of citizens in
each State to decide through their State legislatures if they want to allow gambling
within their borders. The regulation of intrastate gambling is within the jurisdiction
of the states, so this bill leaves the regulation of wholly intrastate betting or wager-
ing to the states with tight controls to ensure that such betting or wagering does
not extend beyond their borders or to minors.

While my legislation prohibits online, interstate gambling, it does not overturn
previous acts of Congress that address gambling. This is a strong anti-gambling bill
that also protects the rights of States to determine what is—and is not—prohibited
within their borders.

The opponents of this legislation have a lot to lose. Offshore online gambling
websites are cash cows and the greed that propels these companies leads them to
solicit bettors in the U.S. despite the fact that the Department of Justice already
believes this activity is illegal. The greed that motivates many of these offshore es-
tablishments has also motivated nefarious lobbyists such as Jack Abramoff to
spread misinformation about previous attempts of the Congress to ban online bet-
ting.

Internet gambling is a serious problem that must be stopped. The Internet Gam-
bling Prohibition Act will help eliminate this harmful activity before it spreads fur-
ther. I am happy to answer any questions the members of this subcommittee may
have regarding this legislation.

Mr. CoBLE. And you are to be congratulated. You beat the illu-
mination of the red light.

So the pressure is on you, Mr. Ohr. Mr. Ohr, good to have you
with us.

STATEMENT OF BRUCE G. OHR, CHIEF OF THE ORGANIZED
CRIME AND RACKETEERING SECTION, UNITED STATES DE-
PARTMENT OF JUSTICE

Mr. OHR. Good afternoon, Mr. Chairman, Ranking Member Scott.

Mr. CoBLE. Pull that mike a little closer to you, Mr. Ohr.

Mr. OHR. Good afternoon Mr. Chairman, Ranking Member Scott,
honorable Members of the Subcommittee. Thank you for inviting
me to testify today.

I would like to commend Congressman Goodlatte, as well as Con-
gressman Leach and Senator Kyl for their efforts and long-standing
commitment to provide law enforcement with additional tools to
combat Internet gambling. Today, I am happy to offer the views of
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the Department of Justice on H.R. 4777, the “Internet Gambling
Prohibition Act of 2006.”

I would like to begin by noting that the Government continues
to investigate and prosecute illegal Internet gambling. Two recent
examples: In January of this year, the U.S. Attorney’s office in St.
Louis announced a $7.2 million settlement with Sporting News to
resolve claims that the Sporting News promoted illegal gambling
from 2000 through 2003 by accepting fees for advertising illegal
gambling.

In April of last year, the U.S. Attorney’s Office in the District of
Massachusetts indicted 13 individuals on racketeering charges
which included allegations that the enterprise used an offshore
gambling office and that customers placed bets over the Internet.
The operator of the offshore gambling office has pled guilty.

I would like to say that the Department supports H.R. 4777 for
several reasons. This legislation clarifies and strengthens our posi-
tion that section 1084 of title 18 applies to both telephone and the
Internet.

This bill increases the penalties for a violation of section 1084.
It prohibits the acceptance of credit cards for Internet gambling. It
provides a civil enforcement mechanism to enforce that prohibition,
and it provides a method to cut off the transfer of funds to and
from illegal Internet gambling businesses.

The Department does have some concerns about certain provi-
sions of H.R. 4777 that may weaken current law, that may allow
some Internet gambling from the home. We view the existing stat-
utes as prohibiting interstate bets or wagers including bets or wa-
gers on horse races. We have previously stated that we do not be-
lieve that the Interstate Horse Racing Act amended the existing
criminal statutes. We are currently undertaking a criminal inves-
tigation related to potential violation of law regarding this activity.
We would have concerns about any change in the law that could
be construed as permitting interstate wagering on horse races.

We are also concerned about the definition of intrastate for the
purpose of exempting certain Internet gambling transactions from
the reach of 1084. The definition focuses on the location of the
bettor and the betting facility, but ignores the routing of the Inter-
net communication placing the bet. Under current law, the routing
of the Internet communication is of great importance in deter-
mining whether the transmission is in interstate commerce. We are
concerned that the proposed definition might weaken existing law.

While we welcome the bill’s provision of an injunctive remedy to
restrain any person from paying or assisting in the payment of ille-
gal Internet bets and wagers, we have concerns over the bill’s limi-
tation or the type of injunctive relief that may be obtained against
an Internet service provider. We believe that Federal Rule of Civil
Procedure 65 should be the sole standard used by courts in consid-
ering whether to grant injunctive relief and what form that relief
should take.

We are concerned that H.R. 4777 permits gambling from the
home, as this raises issues about gambling by minors and compul-
sive gambling. We have concerns about the requirement for the se-
cure and effective customer verification and age verification set
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forth in the bill. Online gambling businesses cannot see the cus-
tomer to do onsite age verification.

Furthermore, the residents’ verification requirements set forth in
the bill may not be sufficient to ensure that the bettor is, in fact,
physically located in the same State as the gambling business
when he makes his wager.

The Department believes that Internet gambling should remain
illegal. We are concerned about Internet gambling because of the
potential for gambling by minors and compulsive gambling, the po-
tential for fraud and money laundering and the potential for in-
volvement by organized crime.

And to cite one example from this area, in January, 2005, the
U.S. Attorney’s Office in New York’s Southern District of New York
indicted 17 defendants in an 88-count indictment for running an il-
legal gambling business that included both telephone and Internet
wagers being placed with offsite betting facilities both in the
United States and abroad. The principals in this scheme are al-
leged to be associates of the Gambino organized crime family of La
Cosa Nostra.

Thank you, Mr. Chairman.

Mr. CoBLE. Well, you too beat the red light.

[The prepared statement of Mr. Ohr follows:]
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Statement of Bruce G, Ohr, Chief
Organized Crime and Racketeering Section
Criminal Division
United States Department of Justice
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Subcommittece on Crime, Terrorism, and Homeland Security

April 5,2006

Good morning, Mr. Chairman, Ranking Member Scott, and Honorable
Members of the Subcommittee. Thank you for inviting me to testify today. My
name is Bruce G. Ohr and I am the Chief of the Organized Crime and Racketeering
Section in the Criminal Division of the Department of Justice. I would like to
commend Congressman Goodlatte, as well as Congressman Leach and Senator
Kyl, for their tireless efforts and longstanding commitment to provide law
enforcement with additional tools to combat Intemet gambling. Today, I am
pleased to offer the views of the Department of Justice on H.R. 4777, the Internet
Gambling Prohibition Act.

Since the Department of Justice last appeared before you on this topic, we
have continued investigating and prosecuting illegal Internet gambling. For
example, in January 2006, the United States Attorney’s Office in St. Louis
announced a $7.2 million settlement with the Sporting News to resolve claims that
the Sporting News promoted illegal gambling from early 2000 through December
2003 by accepting fees in exchange for advertising illegal gambling. As part of
this settlement, the Sporting News will conduct a public service campaign to
advise the public of the illegality of commercial Internet and telephonic gambling.
On April 11, 2005, the United States Attorney’s Office of the District of
Massachusetts indicted 13 individuals on racketeering charges, which included
allegations that the enterprise used an offshore gambling office in San Jose, Costa
Rica and that customers of the enterprise’s sports betting business were able to
place bets over the Internet and through the use of a toll-free telephone number.
The operator of the offshore gambling office was Todd Westerman, who pled
guilty on January 10, 2006, Two other defendants have also entered guilty pleas.
The trial date for the remaining defendants has not yet been set by the court.
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The Department of Justice generally supports the efforts of the drafters of
H.R. 4777 because this legislation amends an existing criminal statute and it
applies equally to wagering over the Internet and over the telephone. While the
Department believes that 18 U.S.C. § 1084 already encompasses both types of
wagering, the proposed amendments in H.R. 4777 strengthen our position and
assure the continued viability of Section 1084 into the future. Further, the
Department also supports the proposals to increase the penalty for a violation of
Section 1084, to prohibit the acceptance of certain forms of payment, such as credit
cards, for Internet gambling, and to provide for civil enforcement action against
such activity. Finally, H.R. 4777 also provides law enforcement with a method to
cut off the transfer of funds to and from illegal Internet gambling businesses.

The Department of Justice, however, has concerns regarding some of the
provisions of H.R. 4777, including that sections of this proposal may weaken
current law and standards and that it would also permit gambling over the Internet
from the home and favor certain industries over others.

The Department of Justice views the existing criminal statutes as prohibiting
the interstate transmission of bets or wagers, including wagers on horse races.
The Department is currently undertaking a civil investigation relating to a potential
violation of law regarding this activity. We have previously stated that we do not
believe that the Interstate Horse Racing Act, 15 U.S.C. §§ 3001-3007, amended the
existing criminal statutes. H.R. 4777, however, would change current law and
amend Section 1084 to permit the interstate transmission of bets and wagers on
horse races. H.R. 4777 also permits “intrastate” wagering over the Internet
without examining the actual routing of the transmission to determine if the
wagering is “intrastate” versus “interstate.” Under current law, the actual routing
of the transmission is of great importance in deciding if the transmission is in
interstate commerce. The Department is concerned that these two proposals
would weaken existing law.

The Department also opposes provisions in the bill that weaken or alter
existing federal law or standards pertaining to civil injunctive relief. The Justice
Department believes that Rule 65 of the Federal Rules of Civil Procedure should
be the sole standard used by courts in considering whether to grant injunctive relief
and what form this relief should take. Rule 65 is the well-established standard that
Federal courts use in all cases in which a party is seeking injunctive relief. That
provision leaves it to the discretion of the district court judge to determine on a
case-by-case basis what form the relief should take. Proposed subsection

2
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1084(i)(3), however, limits the relief that can be granted against an Internet service
provider. The Department believes that the judge who has reviewed the specific
evidence in the case should have the authority, as he or she currently does under
Rule 65, to fashion the appropriate remedy or relief.

The Department is also concemed that H.R. 4777 permits gambling from the
home, which raises issues about gambling by minors and compulsive gambling.
We also have concerns about the requirement for the “secure and effective
customer verification and age verification to assure compliance with age and
residence requirements.” Unlike casinos, online gambling businesses cannot see
their customers in order to do onsite age verification. The exception for intrastate
wagering in subsection 1084(d)(1) requires that the bettor be physically located in
the state at the time that the wager is made, not that the individual be a resident of
that state. Verifying residence would not be sufficient to meet this requirement.
For example, if only state residency is subject to verification, an internet gambling
customer could be a resident of the state but be physically located in another state
when the wager is made. Further, under this verification requirement the State
must have the verification system, not the gambling business. This implies that the
verification would not be occurring at the time of the actual transmission of bets
and wagers. Even if this requirement were changed to verification of physical
location, however, the Department believes that further study is needed as to
whether existing technology can address compliance where a bettor places bets
using his or her cell phone or laptop computer using a WiFi or similar wireless
internet access.

As the Department has stated on prior occasions, we also have concerns
about compulsive gambling and other deleterious effects if Internet gambling is
permitted. Because it is so easy to access and use, Intemet gambling could
exacerbate the problems and temptations facing compulsive gamblers. For
example, the United States Attorney’s Office in New Mexico recently charged a
bank executive with fraud charges for stealing $5 million from Union Bank. The
executive pled guilty to a criminal information charging him with felony theft,
embezzlement or misapplication of funds. The executive admitted that he used
most of the money to fund Internet gambling accounts.

As we have noted on several occasions, as a general matter the Department
believes that Internet gambling should remain illegal. The Department of Justice is
concerned about Internet gambling because of the potential for gambling by minors
and compuisive gambling, the potential for fraud and money laundering, and the

3
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potential for involvement of organized crime. For example, a recent indictment
charged members of the Uvari group, which included associates of the Gambino
Organized Crime Family. The Uvari Group established wagering accounts for
their customers with off-site gambling business and the customers placed bets on
horse races and other sporting events over the internet and the telephone.

We also are concerned that this bill would permit interstate wagering by the
horse racing industry. Under H.R. 4777, other industries could only conduct
intrastate wagering, As expressed earlier, it is the Department’s view that the
Interstate Horseracing Act did not change Section 1084. H.R. 4777, however,
expressly permits interstate wagering on horse racing. The Department questions
why, under the provisions of H.R. 4777, one industry will be able to accept
interstate wagers while other industries that are also regulated by the states cannot.

Finally, the Department of Justice also has some drafting concerns with the
legislation, including several of the definitions slated to be added to Section 1081.
For example, since the definition of the term “bet or wager” requires that the
activity be “predominately subject to chance,” we are concerned whether this
definition is sufficient to cover card games, such as poker. In addition, the
definition of the term “information assisting in the placing of bets or wagers”
should include the receipt of information by the gambling business from bettors or
third parties, and not just information sent by the gambling business. For example,
as drafted, the receipt of line information would not be covered.

Conclusion

On behalf of the Department ot Justice, I want to thank you again for
inviting me to testify today. We thank you for your support over the years and
reaffirm our commitment to work with Congress to address the significant issue of
Internet gambling. Iam happy to answer any questions that you might have.



17

Mr. COBLE. But the pressure shifts to Mr. Kindt.
You won’t be unduly punished if the red light beats you Mr.
Kindt.

STATEMENT OF JOHN W. KINDT, PROFESSOR,
UNIVERSITY OF ILLINOIS

Mr. KINDT. Thank you, Mr. Chairman. I don’t know of any aca-
demic who can do this in under 5 minutes, but I will give it a try;
and I would ask for your kind permission for my written remarks
be included in their entirety, if you would, sir.

Mr. CoBLE. Without objection, it will be done.

Mr. KINDT. Thank you, Mr. Chairman, Members of the Com-
mittee, participants and guests from the U.S. House of Representa-
tives and the U.S. Senate. Thank you for your kind invitation to
testify before the Committee.

Internet gambling destabilizes U.S. national security and the
strategic economic base. This is a State Department issue. And I
would like to raise your eyes a little bit beyond the Beltway and
look at this from an international perspective. This was brought be-
fore the full House Committee on the Judiciary before 1995 as an
issue.

Some of the problems with Internet gambling are, first, Internet
gambling destabilizes U.S. and international economies. Secondly,
it destabilizes and threatens the financial systems of the United
States and the international economic system.

Third, it destabilizes U.S. national security in the fight against
terrorism. Fourth, it destabilizes military readiness. Fifth, it cre-
ates and facilitates new criminal activities.

Sixth, Internet gambling fuels the fastest growing addiction
among young people, gambling addiction. Seventh, Internet gam-
bling creates enormous socioeconomic costs of $3 for every $1 in
benefits.

And finally, Internet gambling creates and facilitates Govern-
ment corruption in the United States and throughout the world.
Internet gambling causes immediate harm and irreparable harm to
the entire U.S. public.

If you would reference the first overhead, you will see that we
have a headline here, back in 1996, “40 Economists Sided Against
Internet Gambling.” Can you get 40 economists to agree on any-
thing? Well, they agree on this. This is a slam dunk. Gambling is
lose-lose for the public. It is $3 in costs for every $1 in benefits.

For examples of sworn testimony by professors, academics docu-
menting the immediate and irreparable harm caused by Internet
gambling and the advertising of such activities, I have appended
statements from three expert witnesses, including myself, sworn
testimony from a California case; and I would direct you to that,
to those affidavits.1

Like drug addiction, the harms to the public are commonly re-
ferred to as the ABC’s of legalized gambling, socioeconomic impacts
caused by gambling activities via cyberspace and particularly via

1See also Denver University Law Review document at htip://www.ncalg.org/library/
studies%20and%20white%20papers [ economics / kindtjoydenverlaw.pdf.
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the Internet include new addicted gamblers, new bankruptcies and
new crime.

If I could have the second overhead, please.

The second overhead here is from the Michigan State, Detroit
College of Law, Law Review. You can see there at the bottom—this
is an older statement—talks about the teen population being ad-
dicted. And at the top, in the upper right-hand corner, it talks
about the crack cocaine of gambling. Now this is a terminology that
sociologists—this is not my terminology; and you can see that
Internet gambling is well known as the crack cocaine of creating
new addicted gamblers.

In the case of these concentrated and multiple electronic gam-
bling devices, the accessibility and the new acceptability, that is,
the legalization to the public, dictate that new pathological, that is,
addicted, gamblers will double from approximately 1 percent of the
public, increasing to 2 percent. Similarly, the new problem gam-
blers will double from approximately 2 percent to 4 percent of the
public.

With the categories specifically focused on teens and young
adults, these rates are virtually doubled again to between 4 percent
to 8 percent combined pathological, that is, addicted, and problem
gamblers. Children, teens and young adults conditioned by the
Nintendo phenomenon are already demonstrating double the path-
ological and problem gambling rates of the older adult population
who matured without video games and without accessible legalized
gambling venues.

Accordingly, the 1999 Gambling Impact Study Commission rec-
ommended that there be no legalization of Internet gambling, actu-
ally called for a prohibition and that the U.S. laws criminalizing
gambling over the wires be strengthened and expanded to other ju-
risdictions. I am sure you are familiar with this report.

Gambling industry spokespersons have frequently referred to
Internet gambling as the killer application of Internet technology
because Internet gambling is crack cocaine to addicting new gam-
blers and because the feeder market is every living room, work sta-
tion and school desk.

What are the strategic solutions? It is to eliminate Internet gam-
bling problems and other gambling problems by transforming those
gambling facilities into educational and practical technology facili-
ties, thereby stabilizing international financial institutions. Instead
of legalizing the casino slot machine establishment at a failing
racetrack in 1997, the Nebraska legislature bulldozed the race-
track, cut out all the gambling and made it into an extension of the
University of Nebraska and a high tech office park. And they just
expanded that facility.

On October 27, 2005, the Illinois House of Representatives voted
67 to 42 for the Senator Paul Simon memorial bill, one of the ini-
tial sponsors of the National Gambling Impact Study Commission.
This bill was to recriminalize the Illinois casinos. It passed the
House; it is currently awaiting action in the Illinois Senate.

Similarly, suggestions have been made to recriminalize gambling
facilities in other States and transform the gambling facilities into
educational and high tech assets instead of giving the gambling in-
dustry tax breaks.
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On December 6, 2005, Pennsylvania Representative Paul Clymer,
with 32 cosponsors, introduced a bill to recriminalize the Pennsyl-
vania casinos.

Finally, in conclusion, the immediate strategic solution to elimi-
nate or curtail many of the problems caused by gambling activity
is a total ban on Internet gambling activities. Socioeconomic history
demonstrates that the eventual solution to the U.S. and inter-
national gambling problems is to recriminalize gambling, wipe the
slate clean and transform gambling facilities into educational and
practical technology facilities.

Thank you, Mr. Chairman. Thank you, Committee.

Mr. CoBLE. And I plead guilty for having been very naive. I
should have known a professor could not have wrapped it up in the
5-minute time frame, but you didn’t do too bad.

Mr. KINDT. I did the best I could.

[The prepared statement of Mr. Kindt follows:]
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TESTIMONY OF JOHN WARREN KINDT!

Mr. Chairman, Members of the Committee, participants and guests from the U.S. House
of Representatives and the U.S. Senate, thank you for your kind invitation to testify before the
Committee.

This Statement will address the following issue areas:

. Internet Gambling Destabilizes U.S. National Security and the Strategic Economic Base;

. A Summary List of Problems with Internet Gambling;

. The Socio-Economic Impacts of Gambling Activities via the Internet, Cell Phones, and
Cyberspace: Immediate and Irreparable Harm;

. Are Electronic Gambling Games and Slots “Fair” to Patrons?; and
Strategic Solution to Eliminate Internet Gambling Problems and Other Gambling Problems:
Ban Internet Gambling and Transform Gambling Facilities into Educational and Practical
Technology Facilities: Stabilizing International Financial Institutions.

oW

mo

In this testimony T have cited to my own work only as introductions to the hundreds of’
source materials cited in the footnotes. These sources can be referenced by researchers. This
Committee has my permission (and the permissions which I have already received from the
publishers of my articles and the attachments herein) to reprint and distribute any or all of the
articles authored by myself on gambling issues. In PDF format, these articles are available at
www, family.org gamblingresearch

A. Internet Gambling Destabilizes U.S. National Security and the Strategic Fconomic Base

During the 1990s, the international economic and diplomatic ramifications of the spread
of U.S. gambling technologies throughout the United States and the world were outlined in an
article written at the suggestion and under the auspices of former Secretary of State Dean Rusk.
The article was: John W. Kindt, I/.8. Security and the Strategic Economic Base: The
Business'Feonomic Impacis of Legalized Gambling Activities, 33 St. Louis UL.J. 567-584
(1995), reprinted in National Gambling Impact and Policy Comm'n Act: Hearing on H.R. 497
before the House Comm. on the Judiciary, 104™ Cong., 17 Sess. 519-27, 528-45 (1995).

As commonly utilized by U.S. State Department analysts, the McDougal/Lasswell
methodology for policy-oriented decision-making highlights these strategic problems with the
spread of U.S. gambling technologies.

Monetary interests promoting Tnternet gambling have long referred to Internet gambling
as the “killer application” of the Internet, the world wide web, and cyberspace, including cell
phones (hereinafter referenced collectively as “Internet gambling™). See, e.g., William H.

! Professor, Univ. Ill. at Urbana-Champaign. B.A. 1972, William & Mary; J.D. 1976, MBA 1977, U. Ga; LLM.
11978, SID 1981. U. Va.; Associate, Program in Arms Control. Disarmament. and International Security, University
ol Illinois. Profcssor Kindt has taught at the University of Illinois since 1978, and he has published over 70
academic articles in law reviews, public policy journals, and cconomics journals. Over 20 of (hese articles have
deall with gambling issucs, and (hey arc available in PDF formal at wwy, fumiliy.org gamblingresearch

To avoid conflicts of interest. Professor Kindt and several academic colleagues do not accepl consultant fees or
honoraria for work in gambling research areas. This should be interp as ing only the
individual views of the author, Richard D. Barritt and Tai G. Schuler provided valuable editorial assistance in
preparing this Stalement

Page 1
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Bulkeley, /eeling Lucky? Ilectronics is Bringing Gambling info Homes, Restaurants and
Planes, WAL S1.7T., Aug. 16, 1995, at Al.

Internet gambling places electronic gambling at every work station, at every school desk,
and in every living room. The phrase “click your mouse, lose your house” is a common phrase
at academic conferences and state legislative hearings analyzing Internet gambling.

B. A Summary List of Problems with Internet Gambling

1.

Internet gambling destabilizes U.S. and international economies. John W. Kindt &
Stephen W. Joy, Internet Gambling and the D bilization of National and
International FEconomies: Time for a Comprehensive Ban on Gambling Over the
World Wide Web, 80 Di:nv, UL, Riiv. 111-153 (2002).

Internet gambling destabilizes and threatens the financial systems of the United States
and the International Economic System. See, ¢.g., John W. Kindt & John K. Palchak,
Legalized Gambling s Destabilization of U.S. I'inancial Institutions and the Banking
Industry: Issues in Bankrupicy, Credit, and Social Norm Production, 9 EMORY U,
BANKRUPTCY DLV, J. 21-69 (2002) (lead article). See also, John W. Kindt, The
Business-Ficonomic Impacts of Licensed Casino Gambling in West Virginia, 13 W.
VA. U.INST. PUB. AFF. 22-26 (1996) (invited article), updated and reprinted from,
The National Impact of Casino Gambling Proliferation: Hearing Before the House
Comm. on Small Business, 103d Cong., 2d Sess. 77-81 (1994) (statement of Prof’.
John W. Kindt).

Internet gambling destabilizes U.S. national security in the fight against terrorism.
John W. Kindt & Anne E.C. Brynn, Desiructive liconomic Policies in the Age of
Terrorism: Government-Sanctioned Gambling as Fincouraging Transhoundary
Economic Raiding and I ilizing National and International Economies, 16
TEMPLE INT'L & COMP. L.J. 243 (2002-03) (lead article)

Internet gambling destabilizes military readiness. See, e.g., John W. Kindt, Gambling
with Terrorism and U.S. Military Readiness: ‘Time to Ban Video Gambling Devices
on U.S. Military Bases and Facilities?, 24 N. ILL. L. Rev. 1-39 (2003) (lead article).
Internet gambling creates and facilitates new criminal activity. See generally, John
W. Kindt, Increased Crime and Legalizing Gambling Operations: The Impacts on the
Socio-Economics of Business and Government, 30 CRIM. L. BULL. 538-555 (1994),
John W. Kindt, 7he Iailure io Regulate the Gambling Indusiry Iiffectively: Incentives

Jor Perpetual Non-Compliance, 27 S. TL1.. U.L.J. 221-262 (2002) (lead article)

[hereinafter The Fuilure to Regulate Gambling].

Internet gambling fuels the fastest growing addiction among young people —
gambling addiction. See John W. Kindt & Thomas Asmar, College and Amateur
Sports Gambling: Gambling Away Our Youth?, 8 ViLLANOVA SPORTS &
ENTERTAINMENT L.J. 221-252 (2002) (lead article).

Internet gambling creates enormous socio-economic costs of $3 for every $1 in
benefits. John W. Kindt, Zhe Costs of Addicted Gamblers: Should the States Initiate
Mega-Lenwsuits Similar to the lobacco Cases?, 22 MANAGERIAL & DECISION ECON.
17-63 (invited article).

Page 2
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8. Internet gambling creates and facilitates government corruption in the United States
and throughout the world. See generally, John W. Kindt, Follow the Money:
Gambling, Ethics, and Subpoenas, 556 ANNALS OF TIIC AM. ACADEMY OF POLITICAL
& Soc. Sci., 85-97 (1998) (invited article) [hereinafter Follow the Money].

Callously capitalizing on the 9-11 tragedy, U.S. gambling lobbyists slipped into the 2002
Economic Stimulus Act what the Nevada press termed a $40 billion federal tax break for slot
machines and other electronic gambling devices. Tony Batt, Tax Break for Slots OK 'd, Las
VEGAS REV. J,, Oct. 16, 2001, at 1. As of last fall, those tax write-offs were still in force and
gambling interests were lobbying for extensions and increases. John W. Kindt, /nternationally,
the 21" Century Is No Time for the United States to Be Gambling With the Iiconomy: Taxpayers
Subsidizing the Gambling Industry and the Del<acto Ilimination of All Casino Tax Revenues via
the 2002 Economic Stimulus Act, 29 OO N. UNIV. L. REV. 33-394 (2003) (lead article).

C. The Socio-Fconomic Impacis of Gambling Activities via the Internei, Cell Phones, and
Cyberspace: Immediate and Irreparable Herm.

Internet gambling causes “immediate harm™ and “irreparable harm” to the entire U.S.
public. For examples of sworn testimony by professors/academics documenting the “immediate
and irreparable harm” caused by Internet gambling and the advertising of such activities, see
Expert Opinions of Earl Grinols, John Warren Kindt, and Nancy Petry Cisneros v. Yahoo (Case
No. 04433518, Calif. Superior Ct. San Fran., filed Aug. 3, 2004) [hereinafter Cisneros].

However, U.S. businesses continue to provide venues for advertising illegal internet
gambling in the United States. See 18 U.S.C. § 1084 (the “Wire Act”); Matt Richtel, Wall St.
Bets On Gambling On the Web, NY. Timiis, Dec. 25, 2005, at A1 (The U.S. Justice Department
reaffirmed that “online gambling [is] illegal.”).

In one California example, a private attorney general action on behalf of the public has
been brought as a class action “against the major Internet search engine websites which advertise
illegal Internet gambling in California.” Cisneros, infra, Complaint, at 1.

The primary irreparable harm resulting from advertising gambling activities and the
resulting gambling consists of pathological gambling, which is comparable to drug addiction.
Pathological gambling is recognized as an addictive behavior, specifically an “impulse control
disorder.”” AM. PSYCHIATRIC ASS'N, DIAGNOSTIC AND STATISTICAL MANUAL OF MENTAL
DISORDERS, sec. 312.21, at 615-18 (4lh ed. 1994) [hereinafter DSM 1V]. The American
Psychiatric Association (APA) lists 10 diagnostic criteria for pathological gambling. By
definition, a “pathological gambler” evidences “[p]ersistent and recurrent maladaptive gambling
behavior as indicated by five (or more)” of the 10 criteria. DSM 1V, infra, at 618. By definition,
a “problem gambler” evidences up to four of the criteria

Like drug addiction, the harms to the public (commonly referred to as “the ABCs” of
legalized gambling’s socio-economic impacts) caused by gambling activities via cyberspace and
particularly via the Internet include:

(a) new addicted gamblers,
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(b) new bankruptcies, and
(c) new crime

For the most authoritative analysis of new crime costs linked to the accessibility and
acceptability of gambling, see Earl L. Grinols, et. al., Casinos and Crime (1999, as updated
2005), forthcoming academic publication as Earl L. Grinols & David Mustard, 7he Curious Case
of Casinos and Crime, 88 Rkv. ECON. & STAT. 28-45 (2006). A table of the authoritative
academic studies highlights that the socio-economic public costs of legalized gambling activities
are at least $3 for every $1 in benefits. Earl L. Grinols & David B. Mustard, Business
Lrofitability versus Social Profitability: Evaluating Industries with Externalities, The Case of
Casinos, 22 MANAGERIAL & DEC. ECON. 143, 153 (2001) [hereinafter The Case of Casinos].
This 3:1 ratio has been the ratio for many years. See, e.g., The National Impact of Casino
Gambling Proliferation: Hearing before the House Comm. on Small Business, 103d Cong. 77-81
& nn. 9, 12 (1994).

For the definitive book in these issue areas, see EARL L. GRINOLS, GAMBLING IN
AmERICA: COsTS AND BENEFITS (Cambridge Univ. Press 2004). For summaries and tables of the
major studies of the socio-economic harms, see John W. Kindt, The Costs of Addicted Gamblers:
Should the States Initiate Mega-Lawsuits Similar 1o the Tobacco Cases?, 22 MANAGIRIAL &
Drc. ECON. 17, 44-63, App. Tables A1-A14 (2001) [hereinafter Mega-Lawsuits]. See also,
NAT’T. GAMBLING IMPACT STUDY COMMISSION FINATL REPORT chap. 4 (Tune 1999) [hereinafter
NGISC FINAL REPORT]. For a summary of the socio-economic costs of gambling activities as
presented to Congress, see Testimony and Prepared Statement of Professor John Warren Kindt,
Before the U.S. House of Representatives Comm. on Resources, 109" Cong., 1" Sess., Apr. 27,
2005 (App. Tables).

In the case of concentrated and multiple electronic gambling devices (EGDs), such as in
casinos and racinos (i.e., EGDs at racetracks), the “accessibility” and new “acceptability” (i.e.,
legalization) to the public dictates that the new pathological (i.¢., addicted) gamblers will double
from approximately 1.0 percent of the public, increasing to 2 percent. Similarly, the new
problem gamblers will double from approximately 2 percent of the public, increasing to 4
percent. When the category is specifically focused on teens and young adults, these rates are
virtually doubled again to between 4 percent to 8 percent combined pathological and problem
gamblers. See e.g., Durand F. Jacobs, lllegal and Undocumented: A Review of Teenage
Gambling and the Plight of Children of Problem Gemblers in America, in COMPULSIVE
GAMBLING: THEORY, RESEARCH, AND PRACTICE 249 (1989).

These “doubling increases” have reportedly occurred within the gambling facilities’
“feeder markets.” NGISC FINAL RiPORT, infia, at 4-4 (50-mile feeder markets); John W. Kindt,
Diminishing or Negating the Multiplier Effect: The Transfer of Consumer Dollars to Legalized
Gambling: Should a Negative Socio-Economic “Crime Multiplier” be Included in Gambling
Cost'Benefit Analyses?, 2003 Mici. STa1i DCL L. Riiv. 281, 312-13 App. (2003) (35-mile
feeder markets) [hereinafter Crime Multiplier]; John Welte, St. Univ. NY. at Buffalo, 2004
Study (10-mile feeder markets).

Gambling activities via cyberspace and particularly via the Internet eliminate the radial
feeder markets around the casino EGDs and maximize the accessibility and acceptability factors
for gambling (and concomitant social negatives) by placing EGDs in every living room, at every
work station, and at every school desk. Children, teens, and young adults conditioned by the
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Nintendo phenomenon are already demonstrating double the pathological and problem gambling
rates of the older adult populations who matured without video games and without the accessible
legalized gambling venues. Jacobs, infra.

Accordingly, the 1999 U.S. National Gambling Impact Study Commission recommended
that there be no legalization of Internet gambling and that the U.S. laws criminalizing gambling
over the wires be strengthened (see 18 U.S.C. § 1084, the “Wire Act”). The Commission also de
facto recommended that the laws criminalizing Internet gambling be redrafted to eliminate any
ambiguities and to establish a virtual ban on gambling in cyberspace. NGISC FINAIL RIPORT,
infra, recs. 5.1-5.4. The U.S. Gambling Commission also highlighted that EGDs were
commonly referenced by the psychological community as the crack cocaine of creating new
addicted gamblers. See, e.g., NGISC FINAL RIEPORT, infra, at 5-5; V. Novak, They Call it Video
Crack, Timk, June 1, 1998, at 58. The Commission reported testimony that Internet gambling
magnifies gambling addiction.

Trreparable harm as a result of advertising Internet gambling devolves from the
phenomenon that there are large increases in the numbers of pathological and problem gamblers
once EGD gambling becomes accessible and acceptable. The legalization of new gambling
venues since 1990 and the addictive nature of gambling have led to substantial increases in the
numbers of Gamblers Anonymous groups, which are modeled after Alcoholics Anonymous
groups.

Gambling industry spokespersons have frequently referred to Internet gambling as the
“killer application” (a.k.a. “killer app”) of Internet technology because Internet gambling is crack
cocaine to addicting new gamblers and because the feeder market is every living room, work
station, and school desk. For a summary table showing the various studies reporting the
disproportionate revenues which various types of legalized gambling take from pathological and
problem gamblers, see Mega-Lawsuils, infra, at 25, Table 1 (compiled by Professor Henry
Lesieur).

Increasing numbers of experts and clinicians studying pathological gambling have
reported that when a new person is “once hooked” they are “hooked for life.” See, e.g.,
Mindsort, Colorado Lottery 1996. The salient points are that: (1) these are new pathological
gamblers, and (2) these gamblers may be addicted for life (although in remission in many cases).
A fortiori, gambling via cyberspace and particularly via the Internet intensifies these problems —
a substantial number of which will be irreparable, especially when interfaced with children,
teens, and young adults. See, e.g., David P. Phillips, et af., Llevated Suicide Levels Associated
with Legalized Gambling, 27 Suicipi: & Lini-TIRIATENING Biitiav. 373, 376-77, & Table 3
(1997).

D. Are Electronic Games and Slots “Fair” to Patrons?

Issues have arisen involving how “slot machines” are programmed and whether the
astronomical odds are “fair” to patrons. “The Insiders” for Gambling Lawsuits: Are the Games
“Fair” and Will Casinos and Gambling Facilities be Easy Targets for Blueprints for RICO and
Other Causes of Action?, 55 MERCER L. REV. 529-593 (2004) (lead article). See also,
Subpoenaing Information from the Gambling Industry: Will the Discovery Process in Civil
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Lawsnits Reveal Hidden Violations Including the Racketeer Influenced and Corrupt
Organizations Act?, 82 OREGON L. RKv. 221-294 (2003) (lead article). Coupled with pandemic
regulatory failures, these issues of “fairness” have been exacerbated. See The Failure 10
Regulate Gambling, infra; Follow the Money, infra.

E. The Feeder Market Impacts of Internet Gambling

The FINAL REPORT of the Congressional 1999 National Gambling Impact Study
Commission called for a moratorium on the expansion of any type of gambling anywhere in the
United States. Although tactfully worded, the National Gambling Commission also called for
the continued prohibition of Internet gambling and the re-criminalization of various types of
gambling, particularly slot machines convenient to the public.

Some of the negative impacts of casinos, electronic slot machines, and Internet gambling
are detailed in the appendix to the article, Diminishing Or Negating The Multiplier I'ffect: The
Transfer of Consumer Dollars to Legalized Gambling: Should a Negative Socio-Iconomic
“Crime Multiplier " be Included in Gamb Cost:Benefit Analyses?, 2003 MicH S1. DCL L.
Rov. 281-313 (lead article). The circle “feeder market” chart and sources documentation follow
this written testimony.

In his classic book entitled EcoNomics, Nobel-Prize laureate Paul Samuelson
summarized the economics involved in gambling activities as follows: “There is ... a substantial
economic case to be made against gambling. First, it involves simply sterile transfers of money
or goods between individuals, creating no new money or goods. Although it creates no output,
gambling does nevertheless absorb time and resources. When pursued beyond the limits of
recreation, where the main purpose is after all to
“kill” time, gambling subtracts from the national income. The second economic disadvantage of
gambling is the fact that it tends to promote inequality and instability of incomes.” PAUL
SAMUELSON, ECONOMICS 245 (10“’ ed.). Furthermore, Professor Samuelson observed that “[jJust
as Malthus saw the law of diminishing returns as underlying his theory of population, so is the
‘law of diminishing marginal utility” used by many economists to condemn professional
gambling.” Id. at 425.

F. Strategic Solution to Eliminate Internel Gambling Problems and Other Gambling Problems:
Transform Gambling Facilities into Fducational and Practical Technology Facilities:

Stabilizing International Iinancial I ion:

Instead of legalizing a casino/slot machine establishment at a failing racetrack in 1997,
the Nebraska legislature bulldozed the racetrack and made it into an extension of the University
of Nebraska and a high-tech office park. John W. Kindt, Would Re-Criminalizing U.S.
Gambling Pump-Prime the Ficonomy and Could U.S. Gambling Facilities Be Transformed into
Lducational and High-1Tech Facifities? Will the Legal Discovery of Gambling Companies’
Secrets Confirm Research Issues? 8 STANFORD J.L., BUS. & FIN. 169-212 (2003) (lead article).
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Thereafter, as pro-gambling interests returned to Nebraska they were repeatedly rebuffed
by the academic community, which was exemplified in one instance by 40 economists publicly
rejecting new gambling proposals that would “cannibalize” the consumer economy. Robert
Dotr, 40 Keonomists Side Against More Gambling, Signers: Costs Likely Higher than Benefits,
OMAHA WORLD-HERALD, Sept. 22, 1996, at B1.

On October 27, 2005, the Illinois House of Representatives voted 67 to 42 (with 7 voting
“present”) for the Senator Paul Simon memorial bill (as it is popularly referenced) to re-
criminalize the Tllinois casinos via HB. 1920, sponsored by Representative John Bradley. The
companion Senate bill is currently awaiting action in the Illinois Senate Rules Committee

Similarly, suggestions have been made to re-criminalize gambling facilities in other states
and transform the gambling facilities into educational and high-tech assets — instead of giving the
gambling industry tax breaks. On December 6, 2005, Pennsylvania Representative Paul Clymer
(with 32 cosponsors) introduced H.B. 2298 to re-criminalize the Pennsylvania casinos.

Casinos and gambling parlors would generally be compatible with transformations into
educational and high-tech resources. For example, the hotels and dining facilities could be
natural dormitory facilities. Historically, facilities built for short-term events, such as various
World’s Fair Expositions, the 1996 Olympic Village (converted to facilities for the Georgia
University system), and other public events have been transformed into educational and research
facilities.

The immediate strategic solution to eliminate or curtail many of the problems caused by
gambling activities is a total ban on Internet gambling activities. Socio-economic history
demonstrates that the eventual strategic solution to U.S. and international gambling problems is
to re-criminalize gambling and transform gambling facilities into educational and practical
technology facilities
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States, Wanen s 1828 The Gamexwrs descnhcs fhe “abyss of ruin” caused by gxmbling 2 Classifying

1 the types of harm for formal mdem\c study and measurement §s a more modein p\\:smt, dating from

‘|| approximately 25 years ago”? The goal of recent classification is to provide ustive and muxually .
fusive gories 6f harm. Categories harmful o ces {hat have been identified include:
suicide, bankmp‘lcy crime, business and emp\uymn\t -related hatm, ilingss, sociel service costs, and
family-related harm. Added to tbese ure the social costs of g direct regulation and the effects
of abused dollars*

5. Suicide results whenan md:ndual s Joss of large sumxmf ‘money and mabﬂny 1o control
the urge to gamble fises {o the level of an intolerable burden that is pcxoewed 10 be relieved only in
death. Bankruptey is related fo the de@-& of {manciai distress caused by gambling losses® Justas

i a terrorist explosion are per th kmw society for other uses, bankruptcy
remoyes resotirces from society in the bankruptcy legal process, as well 1 lmposmg losses on creditors
who are not paid. Members of society, including those who do not gamble, experience cmn&re]aned
‘harm if they are the victim of criminal uctxvxty Thereis a connwuon ‘between erime and. paﬂmloglcal
gamblis P ical gambling is a i \mpulsc oomml disorder of the Dlagpcshc and
Statistical Manual (DSM-IV) of the American P ¥¢ hiatric Association. C ittin |llega1 aLts o

finance gambling is one of the recognized symptoms. Many studws have publicized the crime

> ‘Warren, Caroline M. (l 828). The 7 ; o Ruins of b An Q‘igimzl Novel,

Founded in Truth, Boston: 1. Shaw. -

3. Themodein stady of harm dates to Robert M. Politzer, James§. Mormw,andSandxaB Teavey

(1981). “Report on the Societal Cost of Pat.hnlogcal Gambling and the Cost-Benefit/Effectiveness of|

Treatment” The Johns Hopkins Compulsive ambling” Co\mselmg Center, presemed at Lhe Fifih

National Conference on Gambling and Risk-taking.

M . See Grinols, Barl L, Gambling in America: Costs. and Benefits, New York: Cambndge

University Press, 2004, pp- “131-146.

s See SMR Reseurch Corpornmm { 998) %cymmx toy Crisis, 1997¢ Demngmphtcs,
, NI.: Author; Michelle Clark Neely (1998).

"Pascm] Banh'uptcy” Thy New American Pasume‘?" The Reg!vnal Ecorwmlsl October, 12-13; Mark
asinos Bxport. 7 The Federal R

of St. Louis, Working Paper Smas #2005-019A: Mark Nichols Grant Sutt, and David Giacopassi

(2000),"“Casing Gainbling and Bankruptcy in New United States Casino Jurisdictions,” Journal of

Socio-Econoinics, 29,241-261.

-2

DEC OF DR.EARL GRINOLS -IN SUPPORT OF PLTFFS' MOT FOR PRELIMINARY INJU'NCTION




Ly fimotherof. ity Ty embezzling
) f(g.;gnsxs —in feod he,r sﬁﬂ mzching habﬁ Lanrd A Iset]oth, o lives i Shafm

i gabling o5 23 petosat had boen chacged with oiminal ofese “Asmﬂmmeyafnadym

39

iylend Dapa:mm ot‘ unaith and Moatel | : .V

perdent wmmmd Hega! sctvasa mnlt off!

i mmwi r-—" a i _lnrdssnfdexs

{ T
5 i"ommmsum, Aﬁmﬁc Cﬂy,NEw lmey Ianuary 22 1993.

U o (nnmﬂmrt(!msm}  Washinglon: USGPO

: pericd.”:

d did not gamble {hadmt mnblednn the past ysar) o!s}v 7 pcrcmt o
bad evﬁ been mcz\'eern'e&. i a@nﬁuz.l, mnm than ﬂimqtamas ﬂnx —mmber (2} 4 pememjof‘ mdxvﬁhm.s i

il fm" : ol _,'n?‘ blers af iy point diri :bmhﬁeﬁmhad'csmmsm&'ared Busmess
£ an{!m&p]nymeiweiamu aren e 5 mmﬂ'- ns. k" htivil y m-the ]ohand dl‘eet Businces
axpauses A ﬁm ﬁm mmt fae an embmlmg em;noyee Eu:e ami resrmn a replxmment suffers o : 5

'*w xllnesses that! hxwa bdcu tisdito gnmhlmg,

i bucxzdser £ ke pmmﬁlytu., it e m)b&mvﬁmapyandheaxmtcng& T

unemploymem wekfaxe and: food !m?ﬁ!s. c.him und sgoasal ai)usc me ammxg th: famny nams

Gnmblmg hammnﬁyhas beet awehm]e ﬁwr fmmi e leg:u ax,hvxty,
17 | titeriset gambling will requice government oversight snd régolation; Dirent repulutory cosis, Hike|
gwcrmnmt*ostsfmﬂzeaﬂcmﬁhoféugusl?ﬂo Jiricar KvHvﬁ opress ;egﬁ‘xe‘soumshurﬂensz'

‘vlary Depmni ofHulth and Mentat Hygeng, Alcu}.ml and’ Dmg A‘Duse Admmsuahnn ;i
(l 99(]) F'mdi Rspor o Toisk Fm’ce on Gami)fi?gg Addictionin myfa&d Baltimore: Author. 2

Hensy Lesicui ofthe Inskituts of Probles Gambimgbefmmaummembmhnmemyf

3 ‘\Iahx)nai ﬁmﬂﬂm@ ]mpm:t Smdy Dalmmmon (1999) Natwnai Gamblmg \Impm! Bhudy

B e followiig rews adsount descrlbes » businsus-related vost of pabiy °Am-yeemxd s

$298,000 from biex ecploy

sitls {gm
l‘waulaca .Famml Semnel 9 Augnstzam

D‘EGC‘F DR. BARLGRMOLSN “UFPOET OF PLTFFS’ MOT F(X{ H{EZ{MJNNU’ MU’NC’I‘H}N




Hof gzmhmg(l 1 yLdtsvmlS 3 6) ¥3 Wﬂﬁmaxﬂ Wuud (2004} emp{oypr pemve dmnes,” ihehe ;
: m&ﬁmdolagy yot empbyad, © documem that Eapemem‘. of machine gmnolmg revemr.s darive from

40

3 11 Conneztmgm%nef:Glmblmgﬁ.t!vamsmgtelrxwamhleﬂaxm

: s Gm’:amreasc &F acwes lxmgﬂ: cfphay, e of ;play and arotisal of play arg a:ﬁacmed &
v@nh mgasr:d dcvefq:ament 0}' pathoiugwal mblmg and creatmn ot socn harm e Brem and ;
Zmemm(ZUoz} dncvmnmttharmacm mbling lsads katapmholag; rer foti ;

14

probler g nmm“ Tuternetg Ear hin gambli ﬁwmmmmsmaxemuiamss,lcng:h
14 nf play, aud hsgh r;.ba amxi mua} of play Advem'smgcan be persuasive. m mﬁmmsm Bolix'- ; /
ﬁm&m&m& i it crodse the amaunt of the ady usedmmmetgamhﬁ:gaethw R

T‘hqamcrepse&acmﬂhfawghpawasimmﬁn? MBkioN 1 fens : it ”"’sncmlhaun

Quamx {2001} “F]rsi Do No Harm” What (;m.ddbe Done by. Cx!sums tc
bl Mcnagznal andDar:tmm Eeammw.s 225 1 3,133 1420 :

Rabcﬂ B Brest and Motk Zitsmérman (2002). *mpm Onset of Pﬁlha!ﬁgma} Gambimg i
Machinc uambi&xs Joamal of Gambling Studies, 18,1, 31-4 “

13

“Pmspecnve dinvies involve, participants zec(ndmg relevanf bshavmm o expmd:m(ﬁ dnal

8 iﬂgbookordtary,anadaﬂybms,l‘mam&mnda\‘nme mmwmmmmzwmﬂ 2

{2004 “The Daamgmphw Bouress of Oniario
Centre” June 165 (p. 14

See § zlham.mndWﬂﬁa'(ZOM), Tnble 17 p a

E}if:venm Prepared forﬂxeﬁma:w !
(.v}\mbimg B i

T R

i DEC C'F DR EAR}_. GR]NOX.SIN SU?}ORT (}F PLTI’E’ MB'F FOR PREIJ’\MNI\R‘( INKINC?IDN $




28

) oasts o snnmry n!'zm addmnnal pﬂthohgmal ox:pmblem gamb!cr Usmg ﬂus m:thodolngy Tlm

ke g b Cmbmmg cmne mﬁs W.\th st;xites af the prevulence nf pathulo@na{ and pmhiem

g
2

‘| Yol Lt and Diavid Manstad (1997, “The Right o C
Ikmw

41

s ’Pmmmmmoomgamma "%..( ot f'k;rmafa—*

X gﬂu'bimg Smdy nfpmbkmsndgaﬂmlogmuj gamb

4 thamzmbaro!‘mnl 9 fcma!es in é:ffnmag ranges, pememf
ot pach age exmu:ma: 38 whz:e pemmt af em:h age g:m:p 1

Sitizons | ngh&mcmcmeﬂedtmmsuponf
b reqwsi—argardh some o redice: eerhmcnmes} ) Heuce, only by direel absea-vmnf{he actigns o

Hof gamlxiexs o c:m:ﬂﬂ siﬂmgofa axg- body'of data’ s the eftset of gambhng be ﬂenuﬁed

dvas police.a ; ‘:; A adf ’llcahon,and 3 lxbnoos&s : ; mumgecnme

Gaz-i andeI:m Iound‘daaianavmgeymbhm gam.bier costs soccety &10 1131:;: yem oEwhicl

3 '?’10 350 peryear.

vy

gmnbl ‘provides cri it r nmety usawhn]ei Usmgth:nmnbc:s;usuem;b:dmphes &
»anmai c’tmemsts per ad!ﬂt capxm ui$5";
ke sewnd umhﬁd far I‘Iaﬂng wsmo

“hs.mmcemuh "'k‘ { ~&:;fzmm'lmy‘

B

5 % Jb); pmb}em gam’blu' 15 an indmdua‘i wm mﬁ"exs ﬁom ﬂw sme beimworal meblems as a
i : i .

L Jobn Lou(mgn e Gin Less)

agn The Umvexsny of ﬂmago :
Ha&dg‘:..._ .\pdﬁm

Journig af ngal Syudies. 26 1 1-68

Ihc&mp'mn W‘iham}l R:cm:dﬁazel Danmckman (W%)‘, *’IheSocm!CostsefGambhag
Palicy R Imlum Repm 9; 6 ot

G?taoi.r(?O{M) 'rab:e %1 ,p}x 12173,

mw
380

EFL

¥ NUXS s SUPJ’URI‘ OF PLTFRS! WOT FORPRELMWY'E‘IJ‘LNC’HM

m;sk) i S por Caplts retisoment comK ‘u«:m,pexca mmmemmmamncep&ymts and L
3 “shall 1.ssua” jaws (fcr exampw, haws gn

S8 ,‘ Taﬂymgﬁﬁe m of per!.em andpatbolc;gim gmnblafs and the assocxawd eom bl

erime wus$4?25 oz &2 chm f hiese: cm':ﬂ‘ Mm:e recmt r&sémch Inm: ﬂ!:; ovem}l nmnhet aty b




IVV Summary

42

mo:ds bymtmwm mdiﬁmmgal(mﬂﬁ)who nd

ﬁn? thb mt\reUm’ed States Fmdt]sat 3 pbmmt of emn Was!hprwxltaf g:am‘xblmx9 by counties w{mva & ¢
LksssHIestabhshmmwwefenﬁseﬁ R SR & FRotiEe ;
l‘hefellwnngtah ; s ‘90!1211351 d ¥ ﬂnﬁlﬁ"‘ff st
: Aenmpnmbic ’nable canbe constnmdfazpmblem gamble:s Amdmg o :eseaxv:h, the
plid m'm American sotiery I8 gienter fhan 532 billion amually

ymfexwd mx;! rangé

esszmat;gfm lfion, ;msjssjasjdms, mﬁvqu,pa.a@w

1“3.“ angd i aiy rcuamh ‘and krmw!cdg% Class 11 gambhna and s internet] _‘

| %wwlmglm 15 Asmavammnbdng

s UIEYJ p ?Q

: ”: i pp 1751

v iserne .mzlhri' is thsrt,* : it ausempafablehm Thsmagm‘mchemmeharmxs -
gmﬁmtdm‘l setious; placmg 16wl s et ufo{kcractmmk Eeal der b i it

weie gamblmg remdm}:dmnm,mmmm " Theyvmm, “whatweuncomedxspmﬁabjy Sre

Bitistaid’s (2003), viing the mo '“mpfeheu‘ damsetﬁodatemvstmgFEHndaxlmmnsm

suchastll e {A'mlt\liﬂ‘lil\g‘ Critdio “;i & Foamt embogzlirnent 1o Toor

T murefatedocwmmm it of 5196 viewed: fites Tabler& p e af
mxth, Hmﬂd Wyxme and Tim Hartngle. (3003).” Polic .
Bejated Cripne ﬁzc tv oFEdmonion: A Sm&yrxcpmd for
Beconren Instiiue,” Mm:.h, pg H Al Gﬁmbhngrelated
idents. For feiting ‘"m&ems {27 pmmt)

&f 99
blmgrelatﬁ

;. yrmals,m 'L aadﬂuvzd B(Mnsmd (2095) “Czsmns Cﬂmo, Bl unmumsty Cc)sts,” l‘im o
i’t)ﬁw

=, G’rim!g {4%4)‘? m 1’:3

196 OF DI FARE GRINOLS TN FOPPORTOR D

"MOT FOR SRELIVINARY BUUNCTION. |-

imes fended o beal




43




: memu@mmsmmﬁﬁmm :
< SHANA B SCARLELT (217865)
*3§ 100 Pine Steet, Suitc 2600,

Tatsena5uadin
I WALEIAM S TERACH (6581)

2 | Alsornisys for lenﬁf{s '

44

RUDMAN & ROBBINS LLP
REED R KATHRED (139304\

Saii Fruncisco; CA 94111
hone; 415i2§& 4545 ~

L

£35 West. Etwgzﬁy Suite. 1900

} ROTHREN LAW FIRM - ; S MA.LL[&GN & MARTB‘i i
JHRA Y, BOTHEKEN (160020 STAN 5. MALLISON (1841913
GSO Northgato Drive, Suiie 520 < 1042 Brown, Avenua, Shite A
10 1 San Refael, A 94903 + Disfayetts; C4 04540
“o I rslephons: avsionadise - Telephone: 925263384
[1413/524-2505 () - L BSREIS0E (tax) :

SU?\’ERIOR CG T GF THE STATE o8 CAUFOI\N}A

COUNTY OF BAN. FKANCISCO

MARIOY CISNEROS, ot al, On Bebalfof MN&CGCM4335‘E 5

1l Thepselves, All Oﬁxers Sxmilmy Sliumeci SR b
:and/urthnﬁen:zﬂi‘u e CCLASS ACHON Sl
?Iainﬁﬁ‘s ERPERT OPINION OF IOM WARREN |
. KINDY BY SUPPORT OF PLAINTIFES®
: MOTIO FORPRLLM:NARY

mmm:mm o

'pAm‘ACT(ONmEmem, :

§ ..,vvvvw,wwwvv

|| ERPERT OPINION OF JOHN WARKEN KINUY [N.SUP OF PLIFFS RENEWED MOT.TO%




: and revu:w nf'ﬁ'ue eﬂdence prmded m me i ﬁns :
A ‘eompaanﬂy tesnfy thereto

! i have fctmsd o npm.\ou ﬂmt defendénts ndwmgmg of gamblin mﬁvi—t‘;eé ag deseribed inthef

45

& ‘. 5 mm:w xmm- dcclaxc:as follnws

e Tm A Esited

£ih ;;xtwets smdherem,%sod mmmyyeersofmaeawn i
s and, ﬁ‘caﬂzd upm, I(xmld am! wonld

Imnezs aod )uwe been mere Sigige 19’78

: ’~1 - I}midﬁ:eﬁ:-ﬂgwmg“‘ '-«MQYIT te 'h and?ohcy,Umversziyofoynm :

and iriining and the gambling adverising evidence reviewed |

Cumplaam viathe Imemel constitite xmednat:: md rscparabie harm mtht resmnts cf Cahfetma.

¢ ﬁ_. X The pmmwy megarahie hmm msultmg ﬁ’o‘n n.dv
esulting garobling congists f }m!m!ngucal mb}mg. w}nch is comparahie

Pahoicp;ml aambhng is recegmzed as an addmve beliavior,’ sgesﬁcany aE “m]pbjse ccmmu %
disorder. A, Deyeliamic Asy ~1>;agnmucmdsmnsmcs! Mot of Mental Disorders, sos. 312.21, |
2 at6l,5 18 (4th¢<:lf1994) {hn.maﬁe DGMIV’] “i‘hemnemanl’sycblmrmAﬁmmon(ﬁPA)lzsta ol

g 2 dchctmn

dmgnoshz cuma Ibz: paﬂxc!agx»al gamnhng By &eﬁmuon, 2 ‘p-anholuglun gamblet c’vuiences st

Bydeﬁmunn,a“pmbi & Her ', cnicess up fo fourof he xeria,
i kae drug addiction; the harmsfb the pnhr!m (oommonl} fired toas “the ABCE of

cio avberspase ad|

bhng So o—eounmmc nnpacts} caused by gmnbhng :
4 the Imu:met mch.\de

2 (a)‘»; newmidmt.éd gamlr]crs, ;

|| EXPERT OPFRVION bmo&m wmm msu? OF mms- mmeO‘r mmwm WETIoN |

tising gmub!mg activities and B |

and s iad P f gamb}mg it mdxmmd’ by ﬁve (or more’)’ O(f the 1(} g
3 mma DSMIY, mfm,mm




46

©  rewerime,

‘heimsimiay‘ i nozeptabiticy of

|l gamibting see Bast L. Grinols of of, Lasmas and ﬂm (1989, ws swpdated 2005), Torthonmiing
5 | sesdeinic pummm a8 Emu. (mnois&. Dovid Mustacd, Ths Cmmwﬁfasmsaw Cetine, "
s ooy Er.un & S, ﬂ_uoo@) * A tab ot thoitafive acdeinic siudies bighlighsinarthe soctor|
2 ecrmmm:: puh'hu msis uflegatmsd gamblmg wtmnes an, at Ieam!iz fm ey | $1 0 bedeliis: Ea.lL
Grinols & David B-Mxm Prosiness Proffebii versus Sosial vm‘;mﬂw Evaluating Todustied|
Mkhﬁamemzzkbw,ﬁet ! ofCasmes M'Ianagmawnm Euun 143, 15 rzam)wmﬁam

2‘ . by . R
3 {‘orme;mu thoritativ &ﬂalyﬂsﬂfusw ime.coats finked o

4

5

: Casmhﬁamb!ing?mhﬁ.musn Hea
‘M&m o 12(1994) .

Cong., m 'Se.ss Apr 21, 205 (App Tabtes).

frose Inthc e oF Loy m— d and rivibtiple elctronis mnbl‘mgdmw[ﬂbﬂs),mmasm‘

casinps and ramm;s (r.e. EGDs at rmaxsis) e “mssfbﬂﬂy” and new ncoepﬁahﬂny” (w
24 ‘cgahzahtcn)wiﬁsﬁxbhcdwtmgsihaﬂhcnewpelho]ogxml[lc a0t gamblers il duublefmmA
5 appmﬁmaﬁelylﬂgmﬁtoﬂh&pubm ncressing to 2 peroer &mﬂaﬂy,um wproblers ghmblets
willdoiibie ﬁomspmwmm 12 porcent *sﬁasubﬁ, asi gto 4 pervent Wlwnmeta(ugotyls:
37 sgamfcaﬂ} i‘cmsadunuecns and young mm:s, &xesemmsmvmulh ﬂﬂ\ﬂﬂﬂd ng?nmtobetwam A1
. pemcwsmw,wmbmaapamo:mmmmbm gamblm Soace Durand ¥, Iacobs Illegal :

B Ay 3 A
HNMINSH?OFR‘H’FS MMOT?GRMMARYNHW 3




47

. ﬁnmmshmg & Negaﬁng ﬂm ]‘wﬁxmpixer E%ct 'L{‘he Tmnsfer 0}‘ Crmsnmer Daﬁmﬂ ’tu Degﬁhzﬁd 5

6] et

Shmﬂd 4, Negative S%Bcwomw “Emze Mulup Lot be mcimlrad o C{am‘nlmg

7 | CostBenvtt Amlyses‘) 2004 chb, State DCLL Mev. 281, 312”1; K (2oua> (35-mile forder

35 E mkﬁs} ﬂwmmfwr Cnme Muluphcr].,luhn Vvdm St Umv MY, atEuﬂ‘a!n, 20{)4 Study (w-mﬂe

fwdcr markm)

e Gnmbling aca:m c@vwaybm@awandpmlaﬂymihcmme. e}minawdmradxsi‘ =
ﬁeder markets am i msme EGDs nd mxs' zm‘!‘hc amass;bﬂny and ammlny fac!uxb for|
: gamo‘mgfand canwmxtmt smmnegntives) by plasiog EGD».. invary hwug mem, i every workd -

phictoratics w-ahe«dy ? un,,aouhhmsm‘ icel ﬂrwbxemf fing tates ofth .lder

Conxmssmn od xr'*vv-mxzyfh" .

.Ad;eﬁ' alsiti whomnhrm. ithiowt video i} Txﬂfnom-a' "‘gﬂlizéd ki

i Jacobs, faffa

) .}2.;' Asco:dllg{)iY ‘b& 1993, L'S Nahmxﬂ Gamhhng ,mpsct hmév (nm.vmqsmu

jrawmcndedtbatmmbenolegnhmmoﬂmmm iblietg and that the 1., v éri thmg'

] gmolL.b verl .mb: erigthene seelsmcum,m“mmm‘ .;nmCommlsa

& Iacto m::m;dcd that the m mmmﬁng Inténst g-'smbung b rodafiod v olaimic sy &

13.‘ Imzpnmbk ama&afasul{cf i
phmmmom‘mt (hm axc iargc mum in the mrmbots of paﬂmiogxca! zmd pmblem gamh}efs ane

BBDgamhh_u : bl ‘wpiaua Thelegﬂmufmmblmgvamessmca

e

‘EW;‘ ommonp WARRRN xmvm{sxm anmfmvmpmmmmmmy mumms ¥ SR

smwu, and #t ew:ry school dc,sk thldmn, teens, atid oy aduits vonditonsd by the hmtan«k: ; :

Hom ilig 1 W




1] 1990 st st nstios o granlog B e oberantiat

48

L'Iap-w;m ly‘ru 3\25, '('M'ﬂ
Immsing wmm afemrxaand nﬂn!mism am&png ;xihel:w:ai gzmblm Lgm

:.aiqrarb zazmr,y 1?96.

] :Wmﬂmmmmm;mmm—ammwmm :
¢ wswmmamﬂymmﬁmwmwm mmmm Ses g, :

'mmnmgwm xv,,smrr&xmmwn L R o

fanddma foriis

P el or ol Bievassd Bt Lovels Amosisind ‘I!steaaﬁudem&hug, St e it

memﬂcomm Emmdmimiammmhx.mﬁ. e
}lmﬂ S&Mtgﬁf f.fg;-&'r.' Wi




i andfos the Gesiers) m =

| ERAci CoUGHN STOMA GRELER |

RUDMAN % &OBBNS LLP
REED R, KATHREIN (139304) *
SHANA B SCARTFTI‘(Z}’ISQE)

100 Fine Strect; Saite 2600°
‘aanl":mc co; CA 94111

: i MH(&ESXl)
1655 West Broadway, Suiie 190
‘San Dicpo, CA 93161 - :
 Tel hlmf: 619]731-‘&0*3 =
§ ( 19 158 S

HE THKEN LAW FiR
RA P ROTHKEN 1\160029)
1050 Northgale Drive, Site! 520
Sm Rafael, CA 94503
Iephone A15/9244250
415242905 (fm) -

#ninmeys fex Plaumfﬁ:

al.
“ o i Themselves; AT Gihers Szmﬂarly&maf:ed

49

MALL{S()N & MARTINEZ g
STAN B MALLISON | (134191} i
1942 Brownﬁve\me Buile' A

: CA 94545

" PUCOFDR. NATCY PETRY. 6 SUPBORT OF PLTE0S BI0T TOR PRELIMINARY ITURBTION




50

I,Nam:y ?my, pmsmmt o Oahfumxalam’ cemﬁes vhanh: ﬁa!levm‘.g smmmts age tmc awgl oo

| Conssoti Sdmcicf“* i

i msbhcamzu-.radﬂﬁ:iﬁdmmymmﬂummm.

‘muew mrr 8 245 Jnmmmmmp@m 3 ww.-:mmem

|l Unfversity: ﬂEGXlubmn;LPges

that these statewmien },adaﬂndm peﬂa.’tyof pmm
“"’iv« - Thi ;‘ tifationi lxeu fadi mmmvatmahlmanoxpgtmcsamﬁhs; :
‘c&seom;ﬂlafﬂw‘ o sei{:mh‘\‘x'h- e b dg personal h’lgeandlmbﬁheh .

i T gfmmd &om Randolpb—MnmmWoman N ‘!1ego 0 1390 witha Bau}xe'cr of é’ms ;
dogree in Psycholog ; pad ngvmd. _i;;}m,, wi
Psycﬁuingil e

& Dmoi‘ of leusophy degrea |

B Lpresenﬂy hoidme !ankaf“wf&sqreﬂ’sychmv{ml’sycl:ology‘)anhe Umwmy ofl

mmpasusvea:s Thave goined mgmwndun, :

‘mﬂymmmﬁwmmﬂmﬂmhmxs theo teatment £ addicts ""-"'"dars,mclu&mg;

: pazhslognca! gamhlmg ’I‘lns sxpmehce bas allxxwed me to bemmr, fmumc w:th iy dw,]sapmm;
| masifestation; and umimeni x}f paﬂmksg.ca} gam’nhn 3

/.3 *ﬁe—zrcﬁ s resnhed in ‘over 60

3 pubimimnsm mnﬁﬁs joumals Ialso hm'e wvmanan mvmedhan&m padmlog:cal gambima M\l B

SR Oveiew

;5,» ‘ﬂieUmt:&Ntatesmﬂ 4 ""*wwaves £ bépwm h "';"

(Edwmis J]i, In lmwzﬂ R Polities i the .Pamvur Ammcm Wm

u.,mgﬁmwm’,y $ ecirapfion and Seleo v vtk

of gamb!m,, abommn mmcst smmg. ﬂmthn'é tesnrgx:me nf gambhng, s oW upon us: Newmgmy o

~..DEC OFDf«; MANCY ?BTRY N SUPPUK‘(‘ oF PLT}FFS‘ MOT FOR PRREMSAKY»ZN) UNCT mN Sy

g West mdinﬂauesbackhastwembemgsbownmbsm ‘and S




31 'Szmumz i of Moptal Divonders (415 ) 1994, %

28

jﬁd&m resa:vmemur

51

o68, mmmcammmmm .

f fotirien wm»;,mtzmwumw

mnfoﬂcwmgmt Intholate lgsus siates ; il

m"»verhalf“‘

tew fnnns of xﬂegal ghmblmg oppi)rt\mmﬂﬁ P

2 that mnvaﬂahlv aveHsit J can ot be

18 nemier remamdmr smmadh ymymdmduai

! simsor the fedml gawmment Neveﬁmxem, A ava)able ATy Cahfomm resxdmt with ancesstoa -

.'n'm‘ne ‘emﬁ inereassd ..t!abmivofﬂlfom]svfr

iog “: Mmgahdlks(‘

b!mg can becamu #® semus pmblum fmr ‘man

g Siaﬁst.\c - danuial ior I\..mtal D'sﬁr’
i dmordms,m 198(!, :

T Am I Pub{.c rfwlth 1999; 89, 1369-1176} o

: aml;im& Jsﬂzenws&:.evemfom
Pathela ‘cal ,,amlmng'ns @ paychiamc mxmdar ’&’nm was fusi mmauced o the: D:agm and
. ﬂ-a pnm.a:y dxagnusﬁc sym fe: ﬂa!sxfjn,

hhngonﬂative}\msnb&# el

oo, mmesf i nm,m cob
: brabumlmzﬂ dutss; experions 1 num«‘ bl ‘_,u biem fodng U rseof |
Lshoir tiosiones {Shaffer I, ol MUY, Vs Dex ,
i9 ymxogmgam g alsnesllaqmal}} enemoas

Tbe cum::ut slass;ﬁcmn systcm (Ameman Ps*!clnaﬁ'i\: mommﬁun, Dmgywmr & i

mmdxyx‘ d st
"'wuh" biin

cbase gmnhl;m;, cxpanetmng psyn'nologzca! mt!xbuwal ymﬁtm when ot waga:mg. be:ﬂtmg fo

DI’EOFDRNHNCYFETR{B@SU??QRTDE&TH‘S’MOT.FDKEREHPB’NARYINJUHCTION 3

mm.msatmmmy, hmng-epeatedmumssfmﬁmmm;mm A




52

OBdS dmamg Iosges %wmkmg KOS 1 immlcmptm wm‘bnckpas:

éseaving p:abfm;s»af adver

§ Commmq P;ychiamzlm,u 5‘; 75 Lnrcnzvc Yaﬁ»cRAJGambsmgaefm 1@395 113 }25'5 %
] legal dafﬁﬂulﬁes (Slamzynsh A:s‘ ’Mt:(:nnagh/ Wi Gamblazg S’:na’iex 1994 30 9‘7‘—'2”) and s

[Movisco BI. *mnElgem a5 Pe&y, NM

2o act; isforssal kmxs ﬁmn frionds mat zef

2 fhos 1ymgin Sthers > \“’- ‘mf o i ,uommz:hng:llcga}mlsbﬂ:wgambﬁng, e

i up‘m yDB“‘ 5

with uw;phymcalmmmu :

ack fw E‘lammg]-

7 Hasp:m’ Psyx‘hﬁqﬂy, in press) “
he advme. cﬁ?m ofgamblmg mnmadmly to. a least 8 W 106ther mdm&na!ﬂ farlo

Appl'oacls fo (mmb?“ng Awarenem

B e Prs

s, anid il!egal aen’; 10° bs:akms }‘aﬂme £ pay v ;

Im't 3

8 | even stea- fxﬁmtﬁwcmmi'en man aﬂnmp‘m

logieal an A physionl s sl
Fas MC, T TP, Andersor 'J‘“

;;n’c r,;g"m m;m\i ¢ BN SUPPORT OF PLTFIS MOT TOR nmmwmmcnow

gnmhimg; i mly!ng otk mbexs 10 assnst f ﬂ' - L

mxygmhnmgw mblet atfacted (Lohsinger C; Beokstt T, 0dds on lheBreaJ_i,Evgu.APmeﬂaﬁi o

ﬁnanmali@sses. l\mhmymzludclzrgewedﬁ' :

it iny lms sl ix)mes of evmmns, :md about tvvenky pemcnt ef‘treatmcnt s
4 seekmg pukholmnnal gamh!ers rap-m




53

' Hionsy pmmls mlggmb’ms. xhﬁchcnnfpmbologxcalgmbletsmemmehxelywbeunhappy,dwrmd
> ‘and svigidal, fo. cx;;menw pnrmta} qggusxun and abusa, and |2 de‘vekyp & gnmming pmhkm y

dxmr&er 41 3% o nmmcy (b%rdm angd 732%&&5%0}1&) wes?umdex 'ﬂma..pa‘hvhrgma] gamblmgm =
£ mnamon ihm s.‘uspmpumena:ely m,pw.s ﬂmw thh xime:r psychxamc pmb -

bnmd Staes !u dm&. The. ﬁ:s& s ‘ mieommissioned» :’n

ylmtams cocimtng].
: sl gusbling |
comdition, and thestfors, toviluntid problis smbling, and attacs ot ganbling, |
“socmncym Smtsn Dlelm:m'l‘ Hymsz S&my ofAmz;‘waﬂ (hmizlv;g e

L 1'976,' isse o the ion o1 gpmb]mgoppommmcs p 5

m fhm nmn T}ms survey Wasmsumtedpnm madopnm ai'pa&hnln

'crand He:‘m»far&h;dy chwm:fae Nanmmi (rqmblmg T

20 1L National Opiai " " Cmﬂnﬂ ﬂws hmc‘m

Vniba;g,u TmMT emf bamblmg 7
2 impaace St ission. 19995

‘résﬁmé i, Tosalizotion of o5
wmerways L?smixghoui the \.f S At amxmd tha e tm\a,‘ N ulte u.d cul!aagum (Wclte J Bame.f (;, L
W;eczorekw ) ISuxdxesAlcoim!zOOl o 7064712} 1:4 depends ' :

it ﬁfpdﬂl Jogieal wbimgand ts. o =-smn~:mh ﬂmohuluse dmrderé Fmaﬁy theNsncmal
nideiiol gywnrcy # Aicoliol }mmtmmmmsm,mmmemmm 2002,&:!




z Psychiadty zoas, 66 564+ -574).
A generaﬂy wmmlemd wmall for eslmng Jenct 2ied ¢ f 501 thm. o

b || The NESARC stady (Prioy 1, Slmson S, Gront BE, JClm sy«:ﬁwﬂy $005; 66: 64574,

i studynmdmc lawestpmvs]emcme(l’sﬁ'ym smmFs GrsmBF JCli ?syckmyzws 66

| Imfnmlh' memhen:, madmetyatimge 85 d

54

it inelifeda modulo on e «ofpnmiogi@‘g,imh Ag'(ées;'yw,sfgm‘mﬁs,r;;;.mamdm. :

‘The st th'm ommse survcys each mch.deu fewat 1han 2’700

;:mmons nf ihie papuia-ao ;"'hcyu!!m a}lha«i respousarmes ﬂm}nr*mﬂ\e low uxd of m!ly §5~55

cotrast oo ver 43,000 wespond and ndavnyhghxemnsetmoi&l%
16 ks sundies Dundra ukjm! 3 0 AL 0%, Thelargow

3 S’ 4, bn& it wa:» il vafh.n{lm g ot thco&zz: survcns {(Cersted
ui G umb’i. piact and Behvior

R, plbwglu THDL'MT:?T':
- Reportio fh Nmiem!Gamblmg‘ ‘ac:&miy Covmmm
1995, Chiongo, L: Nanoﬂal upmm Rgswch Cmﬁer, l(ahmkM, Suits'Dy, memm T H}’MS Fodl
&:rvey afm!meﬁcan Gambl‘r@ Azﬂtudexmd Behmmr ‘{979, Aml A!sbu‘ Umvx:rsrw af Mwhxgam

Priusy WJIH iJ; Bamev G, Wi becznrek W o al J SA’adze.s*AImkal 20{)

sem;s{acs!lsrdenved mnﬁdznce mma‘ls V"hm: paﬂmiug,m! gﬂmbhng aﬁevts & w}atwely small
progortion cfﬂer S popndnnm 3 i

1D geest that m.c;mng scices i Xe g miga‘:{zbﬁiig?oppommix‘ :

L'u'u.ammmt nyemtheprdpamen ofﬂxe 7 ’ .; parics ﬂﬂmhbng %

wllcngmzs (Shaﬁ" er HJ, H@J’ 'MLN VauDeeritJ Am} mﬁheﬂeaﬂh, 1999:45; 1369-1.)75} usai et

»ﬂalﬁs Ra&esofauml ", bxmfgh ;“ B ,"mshomcondmm)andwmmmmm;

mse Imm @ 4% i fixeanrkr:r xmd:este 6. 7%m he tatm md;es.

ﬂl-nﬂ;psm e : tiriie, wnhk' §

nnc or DR HANCY lew B }}ummv o Pmm WOT FQRPRBLIMJNARY mmnc“ron ey

706:712) wﬁmmeemg i




55

it Sxm&arcﬁ”wtsatanm i(‘,mmda.( o etnl {&»;BI YuN

ﬂw‘adwm" cfc:mih‘ was :

¢ azsommd wm; il lnmme 3 doncsu vuﬂenct. casey (Gers!em D& Va&‘mm RA, TDCE T ez aky

235-2@9)&;@@&&5 :
i "odmmdzm‘ﬁssbmnlm !

nsm[y ssswm—.d Mﬁ‘) measedmm of mﬁcidé om' ihis

dﬁ.

i DEC o o "IANCY FB’“RY B\e SUPPORTQY PLT?H MD’I‘!BOR P.'RBlJNEiﬁ YINIONCIYON

R Canadidin ] Bsychiars 2005 se.zu-zu)mpmmmhghmpmmm S

mspendingonmmmxy
: Mcclemyetm L




56

mjmwﬁapusxhw smielatic # iesienios of cast 35 ?mcxdetabesaswall 3
. 21' ?aﬁ\ologiw.l gamblmg, mnd its &dvem. mnsequcnpes, Ismn'e hke!y o’ unpacf uertam &
‘,subgmps(? o1y NM Pacheloglei Ganbling: o ngx"‘ ; &1

Loitenes}hmvevm.‘miy attmnt 3 stibtype o

: e Tt ;gmnbﬁngw,..' f ~b1e~ s
b s 655) Caanqshmgmnbhn promxmt!eshmm. ct
1 ihausbu%hmmgi inon.

j ﬁtyoiopr’ is .gnsiwsqk“

Semmars e L’xm'ml Naww}nm 290[ (a I“f
: i;mwmsanmesemmss :

om Rsianch Cotat), wibich s S0 guire e b tevel ‘!ﬁkﬂg Abaut st}

 DECGRDR. NANCY PRIRY I SUPRORT OF PLIFPS' MOT POR PRELIINARY INTUNCTION




57

A myoman 'ﬁnepapu!ahun R, e et atwmk o home, At esfuniies mdwaiing (iml R

5,.(%.«“ e o 10 the it upfmmﬁmhzm andgmgdm}y(cmﬂg

5. mmetu:wmc,ﬁnm hume erboeh. lhmag,hibisrv um,pauglecanmssmbﬁaga‘imynﬂmat ‘4 :
A_ ‘dAy ot mng., ami Iﬂﬁmmet [,amblmg cansmutcs m’hsﬂy all types of g,_mbhrg thie ag avaﬂniﬂe b

thtie daid e ;yat availab}e ﬂsgardmg & pmva.lm ? m:te}mul ‘g’w:ix!;ﬁng‘ saricioution

vidualswmlnﬁemet abling eiperiont had extranntinily |
Infact, ALS%Qf Internet gximiﬂers wemclassxfedas paﬁmlagxm!
mauﬂmmm mdmdualspammpmig i Yhits s

!-.ngkmbesefpaﬁaologmal gamtkn

Thiszate

f;‘ Img "" P PI wisical by mm

; soder pov ,,3,40-,.4.01 Sspandiats Tep .;cu,‘;ug e ¢ cwmbmmi ol
aued 105ncs iw, i jdxumxzz‘" esgiorideis .dxca&d m:egulaxanuupzom&y

ileriatis

3 ‘:ﬁit‘e;:qei‘ ‘:, vm mm m:e(y m bg pisls and ymmge: thart mmmtml ,‘

memstgambm M&!yﬁlemmi’mqw' i t gmblors; gre sl




58

65 9% mcmg individuals, w}m Inzxi hzvf(

gamblmg Expéﬁmm% amI thnso w:nh mom regu}ar an figt pouyblin
s suggsst thar ciths

um!ﬂe pmb‘letmucaﬂymembre 'omnz ! mb{c o 1he iutemet

e % s smdy alko fochided ammimshummtﬂsmm globa] cmoilam] aﬁd u
6 'phwcalheahb. Intema gamblmg particl; paﬁon, evett mcaswnal!nmetgambimg wm sxgmﬁcmxly -

: mednmve ufpuownsutmna! bealh. ’Reguiatmteme{ gumbhn, waslﬂghly ;predmm‘eof pmr physmgk ‘
5 h;-sl(h ’l‘hsmsswaﬁmalm*eb}'ﬂwsrmdmgr “ ety e ::dmg;m canselic Pihm
i o hnnqlupw, bt i lata o i _‘ g o ambling is. ck:sely liﬂkedwxﬂnsdvme e'\nsequenoes

16 L ’29, L T mﬂle m%% w)!egesmdzms (PMNM, unpubinhed data),alazgarpmpcmon
Sy &m‘w it g hlm ' ums(;smywm* i

. asg&omgm gamhle's, ocm‘:ared»mh T
Ty lz‘Wombosewhogmmemmenmbuﬂessﬂnau mmm333% mﬂwmnremgd;{an R

o Im)eme{ gmnbliag ig ﬁzﬂrly oawuonm )m.ngm wrwrts and _‘ j‘

ng i !ﬂi:mal d M&i . - Iﬁﬂ PR p ; . =
{iniced Wfﬂx s:a‘t&oio,;wl gam‘b’.mg behawnn and hm o ntidmve and mdepmdeni eﬁ“ect on peoE]
20, momnal and physicel health i

jzx.’ ’.Psycho)ogicmgyr.earmymw i ]a[ge}yg& S 5& it et T

: gambﬁng A i "'i’?’ s @mblmgmhspaﬁmﬂaﬂy@m{wia i
; meu uregmg initial mvnlvzmem mlm‘.mneﬁ gambk ,m}mg, dr'sih B tions: As|
e a‘hovc, even ucmsmml Xmumct gambkng i inted vith acrea ‘3’5 for pa i al

5 gambhrrg md povt emauonax Ema]m. Such aammmxs iy aﬁm v adversd c

ai ngm" i mq—iumnv Internst ganiblis fogic

i ‘&ﬁsdﬁ@llc(},bqiﬁw‘ =

T I‘IE{‘ DF \KLNANCY PETRY LY SUPP()RT DTE'L'Im M(T‘ F()K YRMMY R‘UUNCT!CN

T ﬂ-mﬂlﬁmﬁmﬂ,mmmmﬂeqmﬁ\fm& -




59

or busums Wonld

h .;ﬂimdx& i " ﬂs, Inﬂnei;&ebﬁmemet gamb}‘mg,

¢

i sumblmgapy

4 o i hat ot sxesidored &

ind: ugaxettcs wmcbarsmhxbmdmsﬂi(n i

| V-“ﬁ] duc tmemcd inedwa} omdmozsa Advezﬁsermts fux' glms and olhe: mpm are: mxpty i :\

& Publ#c Hem’th 1993; 83 468—472) Thefeﬁeral Trﬂdc Cﬂmsslfm (“eb‘ Reydnim in tlzz Alu)hal i

e;;mmm&m indiajdual;

e Adve _gis&‘orrbusx“ ‘dusmg

4bnsmsss has 2 mjm }mpac;t o mdw:duai esjm&mﬁv y‘mmv md vllmble persnn&’ pmc_‘zmmg e
decismns I{e&wﬁ: hqum:sh gamtsads & \‘ tolevision station orp ngrummmﬁ ;_

5 omanan&avemmmtmmﬂ (/im}

= A B

2evi of drc vy ’Q??‘ ey Ak‘()kalfa Undzmge £z .om‘mners E'.‘

gcwrthamhesmethmﬁsmfmsm SeE




IRE Hambmmmn'

3 eprsbré‘m alcobiot ad:

60

N h!;z]y ong s o dewinp 3 pmf:h.m thh g&mi' ami w have e Seveis pmbmm exteming‘\ : 3
2 ﬁmmghout arange nf ams of: ysycbmouai funcu
¥ i l’sycllfﬁa"-c SerwcbsxiM 5551437 !439)

g {‘Eurg: AN, Fictozak RE, Mg CA, Peiry |

- ,A‘secondremﬁfot

ac:mucs&m e ;ms:&veiy mmirskcsé Tn a kmgxﬁzﬂmak studv, E}lxd’m‘ﬂ e/ al ﬂBEmksun PL Cn ! s 3

’Ilh radeds predictad bmk szt am:l fraquancy o ﬁlc&}hoi uise it yude 2.

0t yetavm!xbie for g&mbhng vt ‘/ ns; e 10 2 ,‘ i s
my Increass pwpemmyio grmblc; wmch i Y g ; be fﬁ.knl, Vi devel gl
pemibling p nmblems onid i wqucl uf aavcrse o o wnhpaﬁ hieal g&mmi\xg 45
i one vuluuahleﬁmhun&smay&!sotﬁc e s nipached b i i)klég s
7,}-:‘ A tndividd R .mjmr ¢ i Avwe.mdravmmmepsmmxmdmhm

ende:s N, Br : cmme BE. A Gertatrics Sucicty 2000 4 sss-ssf)‘ :

5] » ei-avxhr Pro:ems 2003 B4 145~S‘-‘4~ Petry.
NM Jzﬁbrannaﬁfkyckalﬂgy 21}‘)1 1 10‘ 4’&’2487 Pe!tle!’L DmgAL Depmdenca?.eﬂ! £3: Zﬂ 38,

!nng tefm- ﬁﬁ-'ects

-39 Apiﬂgennﬁanddm gt 5 '.mform

! ng{m zdvermmgtwgwdmwazdywﬂnsbmamihey s R
'cans;dered 2 vulxmrab{e and xmpzmonaﬂs graup, who :r.ay 2 ore pxam o b;zy ot cng‘agc m s

M cmy VE; dddiction 20‘!9 100, 135 ke m,emydmomﬁm.. e




61

i

,, Assh qgugm_'

'epmm "‘f' j ‘uﬁhzed by fne.ss patmrmx durmg m—atmm

F : 41 Avmdmg ltmmet mblmg Bf:l:i mny s-mply oL pes poas;b ;

:’Emcnesdstouseme i

2 me‘ i
sind removal oF e cmp ""iﬁw st :mmﬂhewmm.atbum §
otk savitoin ! ﬂuwcm 1his i cIEaﬂy m)t awvn:ys pc«ssmle for; gﬂmbim: whose
17 Waﬂ: rﬂqmres mmetme Wlth the gmwmg uhqwty md ’.‘, eomputess in every jf{ie,

rv/tw’ o oF ‘_“.‘; i,.ad:fl.ng sdsw;}\ more d\fﬁm‘h

eswahsf m«kmg ﬂte,alfnuhemmem.cr, o

mmrcpunmm

,;vanbeasked f“ 'u.mmm&swmmuifmmf» s




i é;auibling,

’mvolved mmvanf.recogxﬁze,

62

anid fopical

uw}u&n« the p!:w&ca of Somme ‘\rative Azmm;xn m&es h never anow bctﬁng omopediv ]

: Gambmxg i thc past hﬂs aiwzws mchmed at lmsx soma a&pects(!f mcxalvzmcxs, w}u\.h van, scrve o i
{ clmkmdmn&u!ata beh:wmm I mﬂaeactws o1
i naz pay hee,d bage‘

€ 7‘ g ”'H"'txes dc‘cb-
ﬁnmmal mmg or vulnerabﬂ s of pmenﬁal mmmers No gosial; mcdmm isd

azauhmb]umswhmﬂ]eydodcyelep mmmmvmmmm ¥

smﬂsgalwhvxty“’ ok _»f“ 3

mi.mﬁwﬁémxf o

" DECOFDR, @PZ‘TRY I SUPRORT OF PLTRRS” MOT FOR:PRE!JE‘!NA‘!_{_Y IPUNCTION -




63

Pl

SPER NI S i
S EC OF PR NANGY PEK‘R‘VIN SU?EGRT OF PLA‘BE‘S kicl’i‘ mmmm*rmmmm




64

STATEMENT OF SAMUEL A. VALLANDINGHAM, VICE PRESI-
DENT AND CHIEF INFORMATION OFFICER, THE FIRST
STATE BANK

Mr. VALLANDINGHAM. You certainly took the pressure off me. So,
Mr. Chairman, Ranking Member Scott and Members of the Com-
mittee, my name is Sam Vallandingham. I am Vice President of the
101-year-old First State Bank in Barboursville, West Virginia. I am
also a member of the Payments and Technology Committee for the
Independent Community Bankers of America.

Barboursville is a historical town of 3,183 people in the far west-
ern part of the State near the Kentucky border. We have 50 em-
ployees, two branches and 127 million in assets.

I appreciate the opportunity to testify on the proposed use of
checking electronic payments systems to limit Internet gambling. I
commend this Committee and Members for fighting against ter-
rorism and money laundering. We urge you to recognize that small
banks like mine have a substantial regulatory burden under the
USA PATRIOT Act and the Bank Secrecy Act to identify our cus-
tomers while documenting and reporting suspicious transactions.

ICBA believes that it is critical that our resources be focused
where risk to national safety and financial soundness are greatest.
Our concern is that the added burden of monitoring transactions
for Internet gambling will drain resources currently engaged in
antiterrorism and anti-money-laundering compliance and divert
our attention from the daily operation of our bank.

Ultimately, we question whether this legislation will actually re-
duce Internet gambling. Can Congress justify the time and expense
required by community banks to comply with another layer of regu-
lation?

Additionally, regulatory burden is detrimental not only to the
bank, but to the community that depends on us for economic stim-
ulus, small business funding, job creation and continued commu-
nity revitalization.

There are two bills pending before the House of Representatives
that attempt to end Internet gambling through restriction of pay-
ments—H.R. 4777, sponsored by Representative Goodlatte of Vir-
ginia, and H.R. 4411, recently passed by Financial Services Com-
mittee. Although the bills have many similarities, there are some
important differences.

H.R. 4411 prohibits any person engaged in the gambling busi-
ness from accepting credit, electronic funds transfer, checks or
other types of payment. The bill directs the Treasury Department,
the Federal Reserve and the Justice Department to work together
to develop regulations requiring banks to identify and block re-
stricted financial transactions.

H.R. 4777 would update the law against interstate gaming to in-
clude Internet gambling and criminalize acceptance of credit, elec-
tronic fund transfers or other payments by anyone in the gambling
business.

The regulation and compliance burden created by these proposals
is substantial. Their key enforcement mechanism would require
banks to identify and block transactions between customers and
Internet gaming companies. This will not work because it failed to
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recognize the differences between the credit card systems and the
check clearing and automated clearinghouse or HCS networks.

Credit cards operate within an electronic system that assigns
codes to identify the merchants and the type of transaction. Checks
and ACH payments are routed from the originator of the payment,
the merchant, to the receiver, the customer, using only bank rout-
ing and account numbers. The payee is not identified. And unlike
credit cards, the check clearing and HCS networks cannot identify
and block payments to Internet gambling companies, and they can-
not reconfigure to function as a transaction monitoring service.

This legislation, therefore, should exempt check and HCS trans-
actions; otherwise, it would require a massive overhaul of the check
and HCS systems, create enormous regulatory burden and give po-
lice-like powers to financial institutions to identify and block illegal
transactions.

The bill should give the Federal Reserve rule-writing and regu-
latory oversight. The Federal Reserve is well acquainted with pay-
ment system and knows the limitations of the check clearing and
HCS networks. If the check and ACH transactions are not exempt-
ed, the resulting compliance cost to the banks and payment system
would be enormous.

The CBO’s analysis of H.R. 4411 determined that the costs to the
private sector would be less than 128 million if it applies to credit
card transactions only. CBO added, quote, “If the regulations also
include the requirement for banks to identify and block checks and
other bank instruments, the direct cost to comply with the man-
dates could increase significantly,” end quote. These costs would in-
clude the redesign and rebuilding of the payment system structure,
increasing labor and training costs to banks, redesign the checks
and HCS formats and education of the customer, as well as pay-
ment delays and significantly slowed payment systems.

If the Congress wants to make certain transactions illegal, it
should look for solutions that do not harm the Nation’s payment
systems and do not saddle our banks with the burden of enforce-
ment. Responsibility for identifying and blocking prohibited credit
and debit transactions should lie with the credit card networks, not
the financial institutions. Only the credit and debit card networks
have the ability to determine the origin of the transaction, and
thus, only the credit and debit card networks have adequate infor-
mation to identify an illegal transaction.

Neither banks nor our Nation’s payment systems can function as
transaction monitoring and blocking service as envisioned by this
legislation. To the extent that this legislation attempts to protect
families and minor children, I assure the Committee, there are
processes and procedures in place that permit a customer to re-
scind fraudulent HCS or check transactions.

On behalf of my community bank and nearly 5,000 members of
the Independent Community Bankers of America, I ask you to re-
member this as you consider the legislation and increased regu-
latory burden it would create for our industry.

Thank you.

Mr. CoBLE. Thank you, Mr. Vallandingham.

[The prepared statement of Mr. Vallandingham follows:]
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Mr. Chairman, Ranking member Scott and members of the committee, my name
is Sam Vallandingham. | am Vice President of the 101 year-old First State Bank
in West Virginia. | am also a member of the Payments and Technology
Committee for the Independent Community Bankers of America.” My bank is
located in Barboursville, a historical town of 3,183 people in the far western part
of the state near the Kentucky border. We have 50 employees, two branches
and $127 million in assets.

Banking has been in my family for four generations. My great grandfather, a
Kentucky tobacco farmer, sold his farm to raise capital to start the First State
Bank. It is said that my grandfather came to West Virginia in a horse and buggy
and these too were eventually sold, with the proceeds used to set up the bank.
The original charter, dated September 1, 1905 and the certificate of authority still
hang on the wall in the bank’s main office.

On behalf of ICBA, | would like to extend my appreciation for the opportunity to
testify on the proposed use of the checking and electronic payments systems to
limit criminal behavior, in this case, Internet gambling. We appreciate the
committee’s willingness to have an open dialogue on the effect of this proposed
legislation on community banks.

Background and Summary of ICBA Position

This committee and members of the House should be commended for actively
engaging in the fight against terrorism and anti-money laundering. We urge you
to recognize that through the passage of the USA Patriot Act and Bank Secrecy
Act, small banks like mine have undertaken a substantial burden to confirm the
identity of our customers while documenting and reporting suspicious
transactions. ICBA believes that it is critical that our resources be focused where
risks to our national safety and financial soundness are greatest.

Our concern is that the added burden of monitoring all payment
transactions for the taint of Internet gambling will drain finite resources
currently engaged in complying with anti-terrorism, anti-money laundering
regulations and the daily operation of our bank to meet the financial needs
of our customers and community. While we share concerns about Internet
gambling, it is highly doubtful that the pending legislation, if passed, would affect
the popularity of Internet gambling. Ultimately, we question whether the
Internet gambling bills currently before the House will efficiently and
effectively regulate the targeted behavior at a level which will justify the

" The Independent Community Bankers of America represents the largest constituency of
community banks of all sizes and charter types in the nation, and is dedicated exclusively to
representing the interests of the community banking industry. ICBA aggregates the power of its
members to provide a voice for community banking interests in Washington, resources to
enhance community bank education and marketability, and profitability options to help community
banks compete in an ever changing marketplace. For more information, visit ICBA’s website at
www.icba.org.
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time and expense required by community banks to comply with another
layer of regulation.

There are two bills pending before the House of Representatives that purport to
end Internet gambling through the restriction of payments: H.R. 4777, sponsored
by Representative Goodlatte of Virginia and H.R. 4411, recently passed by the
Financial Services Committee. Although the bills have many similarities, there
are some important differences.

H.R. 4411 prohibits any person engaged in the business of betting or wagering
from knowingly accepting credit, electronic fund transfers, checks or any other
types of financial transactions in connection with unlawful Internet gambling. The
bill also directs the Treasury Department and the Board of Governors of the
Federal Reserve System in consultation with the Justice Department to issue
regulations requiring payment systems to identify and prevent restricted financial
transactions.

Unlike H.R. 4411’s focus on prohibiting the underlying financial transactions, H.R.
4777 would amend the prohibition against interstate gambling and criminalize the
knowing acceptance of credit, credit proceeds, electronic fund transfers or other
such monetary payments by anyone in the gambling business.

The burden of regulation and compliance created by these proposals is
substantial, as a key enforcement mechanism would require banks to identify
and block transactions between bank customers and Internet gaming companies.
These proposals do not recognize that the check clearing system and the
Automated Clearing House (ACH) network do not have the same
capabilities as the credit card association networks to identify different
types of transactions. These systems were never intended to identify illegal
activity, monitor individual transactions and regulate enforcement functions. The
payments system was not designed to be a transaction monitoring service. It
was designed to be an effective and efficient method for transferring dollars from
one party to another.

This legislation, if passed, would not only necessitate a massive overhaul
of our nation’s check clearing and ACH systems, but also create enormous
regulatory burden requiring the deputization of financial institutions to
identify and block illegal transactions. For these reasons, we oppose the
use of the check and ACH payments system to monitor Internet gambling
transactions. If in the opinion of this committee, a bill must be passed to
address the Internet gambling problem, then we respectfully request rule
writing and regulatory oversight be given to the Federal Reserve Board of
Governors (Federal Reserve) which is well acquainted with the functionality
of the payments system and the limitations of the nation’s check clearing
and ACH networks. Additionally, given the limitations of the check clearing
and ACH networks, we request an exemption for check and ACH payments.
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Community Banks are Disproportionately Burdened with Regulation and
the Cost of Compliance

Recently, ICBA testified about community banks’ need for relief from severe
regulatory burdens and the resulting substantial costs of compliance.? In
January 2004, two economists at the Federal Reserve Bank of Dallas concluded
that the competitive position and long term viability of small banks is questionable
due to the crushing regulatory burden shouldered by our industry.®> The costs are
disproportionately heavy for community banks because unlike the large
multinational banks, we cannot benefit from economies of scale and a large
workforce to ultimately pass the high cost of compliance to a national customer
base.

When discussing the cost of compliance and the disproportionate effect of
regulation on community banks, there is one basic difference between our largest
and smallest financial institutions. Large banks have many hundreds or
thousands of employees and the financial resources to easily and quickly hire
and train more employees to work exclusively on ensuring that the bank complies
with the growing number of regulations. In contrast, a community bank with $100
million in assets typically has 30 full-time employees; a $200 million bank may
have up to 60 employees. Unlike the big banks, if my bank is faced with new
regulations, we must train one of our 50 current employees to be responsible for
compliance. This not only creates costs, but takes our employees away from
their core duty of serving our customers and our community.

This disproportionate regulatory impact caused by legislation like the
proposed Internet gambling bill makes it difficult for us to fulfill our central
mission of financing and supporting our local communities. Community
bankers provide tremendous leadership in their communities. Additional
regulatory burden is detrimental not only to the bank, but to the community
that depends on us for economic stimulus, small business funding, job
creation and continued community revitalization.

How Different Elements of the Payment System Function

Our nation’s payment system includes check clearing, ACH, a myriad of credit
and debit card products, wire transfers and new innovations. Each type of
payment operates over a different network. For example, the credit card
network, an all-electronic system, is vastly different from the ACH and check
clearing networks. Businesses desiring to accept and process credit card

% Testimony of Ms. Terry Jorde, President/CEQ, CountryBank USA, Cando, ND and Chairman-
Elect of the Independent Community Bankers of America, March 1, 2006 and testimony of Mr.
David Hayes, President/CEQ, Security Bank, Dyersburg, TN and Chairman of the Independent
Community Bankers of America, June 21, 2005 to the United States Senate Committee on
Banking, Housing and Urban Affairs.

3 Gunther and Moore, "Small Banks’ Competitors loom Large,” Southwest Economy, Federal
Reserve Bank of Dallas, Jan/Feb. 2004.
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payments receive a merchant category code to identify the type of merchant or
business. Every transaction routed from a specific business has the
corresponding merchant category code. Therefore, credit card networks are able
generally to identify transactions originated by an Internet gambling company and
block payment as required in the proposed legislation. However, merchants can
be assigned the correct merchant category code only if they fully disclose all
lines of business. For example, a general merchandiser could operate an
Internet gambling enterprise, but fail to disclose this business line to the
organization sponsoring the merchant’s credit card system.

Generally, debit card networks have capabilities similar to credit card networks.

Conversely, the check clearing system is a paper-based network that is
beginning to migrate to an electronic system. According to the Federal Reserve
System’s 2004 Federal Reserve Payments System Study, more than 36 billion
paper checks were processed nationally in 2003.%  Although paper-based, banks
do have an automated process for clearing and settling paper checks. The
check clearing system relies on machines to read the Magnetic Ink Character
Recognition Line, commonly known as the MICR line. The MICR line includes
the paying bank’s routing and transit numbers, the customer’s bank account
number, the check serial number, and the amount of the check. Checks are
cleared, settled, and deducted from customer accounts using this MICR line
information. The payee information is NOT processed. Although the industry is
making progress in converting paper checks to electronic images, the process
still relies on processing the MICR line information of the check image. Unlike the
credit card system, the check clearing system does not have a merchant or
transaction coding process. This is a long-standing commercially acceptable
banking practice.  The check clearing process does not provide a means to
identify and prohibit checks payable to Internet gambling companies and it
cannot be reconfigured to function as a transaction monitoring service.

Electronic payment systems were developed to provide an alternative to
the paper check. Electronic payment systems include all forms of electronic
payments, including ACH payments, debit and credit cards, money transmittals
and wire transfers. Similar to the check clearing network, the ACH network does
not have the capability to identify and prohibit certain transactions. Transactions
are routed from the originator of the payment, in this case the Internet gambling
company, to the receiver, the customer, using the customer’s bank routing,
transit and account numbers. The only way to identify the originator is by the
company name. Therefore, the ACH network, like the check clearing
system, does not provide a means to identify and prohibit payments
originated by Internet gambling companies and it cannot be reconfigured
to function as a transaction monitoring and blocking service.

*‘Federal Reserve System, The 2004 Federal Reserve Payments Study, Analysis of Noncash
Payments Trends in the United States: 2000 — 2003, updated December 15, 2004 (2004).
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Using this system to identify and to block Internet gambling transactions is
unfeasible. Banks cannot control Internet gambling because check and ACH
networks offer limited information to the bank about the underlying transaction. A
bank can neither distinguish between legal and illegal transactions nor identify
the ultimate recipient of funds, particularly where a third party payment system is
utilized. In short, to a bank, a simple purchase of bread and milk at a grocery
store paid for using a check looks substantially similar to an Internet gambling
transaction paid for with the same checking account. Recognizing the
specialized purpose of the check clearing and electronic payment systems,
we strongly urge the Committee to exempt checks and electronic
payments, like ACH transactions, from the proposed legislation.

The Burden of Regulation and the Cost of Compliance

One of the most difficult aspects of implementing the proposed regulation is that
financial institutions would have the judicial-like duty of distinguishing
between legal and illegal acts. The proposed Internet gambling bills do not
prohibit all Internet gambling. Rather, they create a distinction between legal and
illegal Internet gambling. This distinction turns on the type of gambling
(horseracing versus poker), the location of the transaction (interstate, intrastate
or tribal lands) and the source of the gambling (offshore Internet website versus
US-based casino). Thus, the burden is placed on a bank to identify if a
transaction originated at an Internet gambling site, to distinguish what portion of
the transaction was legal or illegal and to determine where the transaction
occurred. Particularly in the case of checks which move with the customer, it is
impossible for a bank to determine the location of a transaction and thus,
whether a wager was legal or illegal.

This legislation, if passed, would necessitate a cumbersome and expensive
overhaul of the ACH and check networks. This overhaul would impede
their efficiency and accuracy and increase inconvenience and costs to
customers. Our nation’s payments system is the global model of speed and
efficiency. It was designed to permit consumers and businesses to complete
transactions quickly and accurately. The proposed legislation would undermine
the system and threaten the economy. In order to comply with the proposed
legislation, these networks would have to be substantially reengineered and
significant resources would have to be diverted to investigating parties, payees
and transactions. The customer would not only absorb the resulting costs, but
also the inconvenience of time consuming transactions. Under this proposed
regulatory framework, the simple act of writing a check would require recording
extensive additional information, including the location of the transaction,
business of the payee and legal character of each part of the transaction. The
likely result is that banks would deny many legal transactions and the payments
system will be significantly slowed.
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Check and ACH Transactions Should Be Exempted

This legislation promises to create substantial regulatory burden and significant
costs as it would require banks to act as the gatekeepers for all check and ACH
transactions. As a primary clearing house for checks and ACH transactions, the
Federal Reserve is familiar with the limitations of using the payments systems to
regulate Internet gambling transactions. A possible solution to this dilemma is to
exempt check and ACH transactions from the scope of this legislation or to direct
the Federal Reserve to exempt any transactions where it is unfeasible to identify
and block illegal gambling activity. If it is not reasonably practical to block
such transactions without harming the efficiency of the payments system,
then they should be exempted.

If check and ACH transactions are not exempted, the resulting compliance costs
to banks and the payments system would be enormous. On Friday, March 31,
the Congressional Budget Office (CBO) released its analysis of H.R. 4411. The
analysis determined that the enactment cost of this bill to the private sector would
be below $128 million® if regulators only apply rules to credit card transactions
and not to other payment options. “However, if the regulations also include
the requirement for banks to identify and block checks and other bank
instruments...the direct cost to comply with the mandates could increase
significantly....” These resulting costs would not be limited to the redesign and
rebuilding of the payments system structure, but increased labor and training
costs to the banks, redesign of check and ACH forms, education of the customer
as to how to complete the redesigned forms as well as the high economic costs
of payment delays and a significantly slowed payments system.

Congress may still wish to make these transactions illegal, but should
adopt enforcement solutions that do not require extraordinary costs to the
nation’s payment systems and will not saddle the nation’s banks with the
burden of enforcement. Moreover, the responsibility for identifying and
blocking prohibited credit and debit card transactions should lie with the
credit and debit card networks and NOT the financial institutions. Only the
credit and debit card networks have the ability to determine the character

5 The $128 million threshold was established in the Unfunded Mandates Reform Act of 1995. 2
U.S.C. § 1501 (1995). The act requires the CBO to estimate the costs of bills with federal
mandates reported out of committees. The CBO must provide a detailed cost estimate for each
bill containing an annual aggregate impact of $50 million or more on the public sector (i.e., state
and local governments) or $100 million on the private sector. The act allows a point of order in
both the House and Senate against any bill or joint resolution reported by an authorizing
committee that lacks the necessary CBO statement, or that result in direct costs in excess of $50
million a year to state and local governments. A proposed bill is in order if it provides funding to
cover the costs of the mandate. In addition, federal agencies must assess the effects of new
regulations on state, local, tribal governments and the private sector while seeking to minimize
burdens where possible.

6 Congressional Budget Office, Congressional Budget Office Cost Estimate, H.R. 4411: Unlawful
Internet Gambling Enforcement Act of 2006 as ordered reported by the House Committee on
Financial Services on March 15, 2006, 30 March 2006 at 4.
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of the transaction and thus, only the credit and debit card networks have
adequate information to identify an illegal transaction.

Protections are in Place to Protect Minors from Abusing Check and ACH
Payments to Gambling Websites

One of the primary motivations behind this bill is the desire to prevent minors
from accessing online gambling resources. Fortunately, there are many
consumer protections in place that allow the customer to be made whole when
there is fraudulent use of an ACH or check payment. Federal Reserve
Regulation E creates a right of recession for 80 days following the receipt of the
account statement showing the fraudulent ACH payment or debit card
transaction. The fraudulent use of a check is subject to the Uniform Commercial
Code Article 4% which gives the customer 12 months to request a return of funds.

Conclusion

As a representative of the ICBA, | urge you to reject proposals to use the
banking system to restrict Internet gambling unless there is a reasonable
chance that the measures will be effective and will not add to the
tremendous regulatory burden of our nation’s financial institutions. The
proposals that we have seen do not meet this test. Congress should not pass
legislation that claims to “do good” but neither effectively and efficiently restricts
bad behavior nor encourages positive action.

Community bankers oppose the use of the payments system to control antisocial
or unseemly behavior, such as gambling, particularly where the regulatory
burden and compliance costs to the private sector would be astronomical. Banks
should not be deputized and given the duty of both identifying and blocking illegal
activity. | am concerned that the proposal before this committee would merely
increase my regulatory burden and compliance costs to the detriment of my
community without the payoff of effectively stopping Internet gambling. Despite
the sincere intentions of the authors, neither my bank nor our nation’s
payment systems can function as a transaction monitoring and blocking
service as envisioned by this legislation. In so much as this legislation
attempts to protect families and minor children, | assure the committee that there
are processes and procedures in place that permit a customer to rescind a
fraudulent ACH or check transactions.

" FRB Electronic Funds Transfer (Regulation E), 12 C.F.R. § 205 (2006).
& Bank Deposits and Collections, U.C.C. § 4-406 (2001).
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If in the opinion of this committee, the legislation will be effective and the
social need to restrict Internet gambling outweighs the potential harm to
small banks like mine, then | respectfully ask that regulatory supervision be
given to the Federal Reserve. We strongly urge the committee to modify the
legislation to exempt the check clearing and ACH networks or to direct the
Federal Reserve to exempt these transactions.

On behalf of my community bank and the nearly 5,000 members of the
Independent Community Bankers of America, | ask you to remember this as you
consider this legislation and the increased regulatory burden it will create for our
industry. Thank you.
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Mr. CANNON. Mr. Chairman.

Mr. COBLE. The gentleman from Utah.

Mr. CANNON. I am not a Member of this Subcommittee, as you
know, but because of the peculiar effect that this has on my State,
I would ask unanimous consent that I be allowed 5 minutes at
some point in time to question the witnesses.

Mr. CoBLE. Without objection, I will do this caveat, Mr. Cannon.
I will recognize you after I recognize the Members of the Sub-
committee.

Mr. CANNON. Thank you, Mr. Chairman.

Mr. CoBLE. Without objection. It is good to have you with us, Mr.
Cannon.

Before I start questioning, we thank each of you. And each of the
witnesses alluded to gambling oftentimes.

I am a country music fan and Merle Haggard, the popular coun-
try balladeer, recorded a song some recent years ago entitled “The
Kentucky Gambler,” and the concluding words of the chorus were
these, “But a gambler loses much more than he wins,” and I think
with rare exception, that is true.

Now, some of these sports shows, Mr. Scott, I have seen lately,
gambling, some of these guys, I think, win much more than they
lose. But I think generally, the Haggard conclusion is correct, more
lost than won.

Mr. Goodlatte, the authority to authorize and regulate wagering
has in large part been reserved to the States. What impact would
your bill have on a State’s ability to authorize and regulate wager-
ing over the Internet, A; and B, if a State chose to permit wagering
over the Internet, what steps would need to be taken?

Mr. GOODLATTE. Well, thank you, Mr. Chairman, as it is an ex-
cellent question. And this bill is primarily designed to buttress the
ability of the States to do what has traditionally always been the
case in the United States; gambling has been illegal in this country
unless regulated by the States.

The States, however, because of the very nature of the Internet
find it difficult to do that; and so, by prohibiting, modernizing the
Wire Act to cover the new types of transactions that were not con-
templated in 1961 when the Wire Act was written 45 years ago, we
are recognizing that new tools need to be provided to all levels of
the Government, certainly to the Justice Department, but also to
State and local governments to enforce the laws that the States
have to regulate gambling in those States.

Now, because we also recognize that the States have had the pri-
mary responsibility in this area, we tell the States in this legisla-
tion that they can regulate gambling on the Internet in their State
if they meet two criteria which, in my opinion, today cannot be
met. Perhaps some day in the future technology may allow it, in
which case then I think it would be up to each individual State to
do that.

Mr. CoBLE. Hurry along because we have the 5-minute rule.

Mr. GOODLATTE. They have to make sure that the gambling is re-
stricted to the confines of the State and, two, that minors do not
participate. The technology does not exist to allow either of those,
so Internet gambling under this legislation will nonexistent unless
that technology changes.
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Mr. CoBLE. I thank you, sir. Mr. Ohr, in your prepared state-
ment, you express concern over the possible weakening of Federal
law covering Internet wagering on horse racing. Are there other in-
dustries similarly situated to horse racing and are they addressed
in this bill?

Mr. OHR. Mr. Chairman, the Department obviously continues to
have the position that Internet gambling should continue to be
banned; and we would oppose—we would have very serious con-
cerns about any possible weakening of that ban. With respect to
the existence of other industries, I am not really qualified to speak.

We would have the same concerns with respect to those other in-
dustries as we would as to whether horse racing or any other in-
dustry is construed under the bill as getting some kind of permis-
sion.

Mr. CoBLE. Mr. Goodlatte, are industries so involved?

Mr. GOODLATTE. No. I want to make that very clear. In response
to some of the comments already made, there is no carve-out in
this legislation for horse racing, for lotteries, or any other type of
gambling.

There is, however, as noted by Mr. Ohr, a separate Federal stat-
ute that addresses the issue related to gambling on horses. And
some maintain that that legislation, that previous legislation, al-
lows it. The Justice Department maintains that it does not.

This legislation takes no position on that issue whatsoever. We
do not attempt to repeal the statute. But we also do not interpret
that statute in as much a way to legalize gambling.

Mr. CoBLE. And that was enacted in the early 1970’s?

Mr. GOODLATTE. I believe that is correct.

Mr. CoBLE. Mr. Kindt, in your opinion, what are the distinct con-
cerns related to Internet gambling versus gambling in person or
other forms of gambling, A; and B, is the better way to cure the
social ills associated with Internet gambling to regulate the indus-
try or to make it illegal?

Mr. KINDT. Thank you, Mr. Chairman.

First of all, let me clarify one thing you introduced me as a law
professor. I am a professor of business and legal policy. We make
more money.

Mr. CoBLE. I stand corrected, and congratulate you for that.

Mr. KINDT. Thank you, Mr. Chairman.

If we can get the overheads up there, my No. 4 overhead might
help visualize this. It is entitled Annual Social Costs Per Patholog-
ical Gambler.

Basically, we are talking about two phenomena here. One is
called the acceptability factor and the other is called the accessi-
bility factor. If you have the acceptability factor, that means it is
legalized or we see common today we see PR everywhere that says
gamble, gamble, gamble; and the younger generation is getting this
message everywhere that it is okay to gamble on the Internet.

I see students walking around my campus with T-shirts adver-
tising illegal poker sites, and they don’t know it is illegal.

So what we are talking about here is what sociologists and aca-
demics reference as the acceptability factor and that is, the mes-
sage that it is okay to gamble, and of course we have legalized cer-
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tain types of gambling. And that further confuses it and sends a
message.

And then there is also the accessibility factor, and that is maxi-
mized by Internet gambling. Accessibility, you don’t have to fly out
to Las Vegas anymore. You don’t have to go down to the casino
anymore. It is right there at every work desk and every school
desk, in every living room.

And so you will see an explosion in the numbers of pathological
and problem gamblers, and the social costs are enormous. These
are the top studies in a table for the Committee to review, and the
social costs are at least $3 for every $1 in benefit.

Mr. CoBLE. When my red light illuminates, I am going to the rec-
ognize Mr. Scott.

But, Mr. Kindt, do you think outright illegal or regulation?

Mr. KiNDT. I think outright illegal, and I testified before the Na-
tional Gambling Impact Study Commission. They said “prohibi-
tion”; if you can’t prohibit it, you can’t regulate.

Mr. CoBLE. And, Mr. Banker, hopefully we will have a second
round. I will get to you subsequently.

The distinguished gentleman from Virginia, Mr. Scott.

Mr. Scort. Thank you, Mr. Chairman.

I think—as Professor Kindt has just indicated, one of the prob-
lems I have where you seek to kind of make it illegal—it is not ille-
gal to do it, but it is illegal to run the operation—if you want to
prohibit the activity, it is my view that it ought to be illegal to
gamble on the Internet and that would clearly be enforceable.

Is that right, Professor Kindt?

Mr. KINDT. Well, I think that I would like to leave the details
of the practicality of this to the people drafting the legislation, and
I do that with respect to your question, Representative Scott.

Mr. ScoTrT. Well, Mr. Ohr, if it were illegal to gamble over the
Internet, would you have any problem catching people gambling?
If you busted a site, you can get their mailing list and you can go
after each and every one of them. Word would get around, and they
would stop doing it.

Mr. OHR. Congressman, as Congressman Goodlatte has already
mentioned, the approach of the Federal Government from the be-
ginning of gambling legislation has been to support the States as
the primary regulators or the ones with primary jurisdiction.

Mr. Scort. With any kind of illegal activity, you catch both sides.
You don’t just go after the sellers, you also go after the buyers; is
that right?

Mr. OHR. Well, the Government has, the Department has tradi-
tionally focused on trying to—focusing on the large rings and try-
ing to go after the most sophisticated and the largest operators;
and we would continue that approach under this bill.

Mr. Scorr. Is it illegal to gamble on the Internet?

Mr. OHR. Not at the Federal level.

Mr. GOODLATTE. Mr. Scott, if I might respond to that. We have
had this discussion before, and I certainly understand your point
of view. But the fact of the matter is—as Mr. Ohr indicates, we
have always at the Federal level focused on supporting the States
and targeted the entities offering gambling services. But virtually
every State has their own regulations regarding what individual
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bettors may or may not do. And so we are simply supporting their
efforts in that regard.

We don’t think there needs to be a Federal law in conjunction,
in addition to the State laws that already target the individual bet-
tors.

Mr. Scott. Okay.

Well, Mr. Ohr, are you aware of anyone who has ever been re-
cently busted for gambling on the Internet?

Mr. OHR. I am not. At the Federal level, as I said, we don’t have
a prohibition; and I am not qualified to talk about what the States
have or who they have busted.

Mr. ScoTT. You are qualified to speak of what you ever heard.

Mr. OHR. I am not familiar with any such case.

Mr. ScOTT. In your prosecutions, have you gotten anybody that
lived and worked and didn’t come within the jurisdiction of the
United States?

Mr. OHR. Yes, we have prosecuted people who have conducted
offshore gambling sites. Yes, we have.

Mr. ScoTT. And how did you—where was the prosecution?

Mr. OHR. Prosecutions took place in the district courts here. One
example——

Mr. Scort. How did you get them here?

Mr. OHR. In one case, I think the defendant entered the United
States and stood trial.

Your question goes, I think, to the problems of international law
enforcement and

Mr. ScoTT. You are familiar with—I forgot his name—selling pot
seeds in Canada.

Mr. OHR. I am aware of that case.

Mr. ScorT. And they won’t extradite him, so we haven’t been
able to do anything about it.

Do we expect countries to extradite people running these sites to
the United States so you can prosecute them?

Mr. OHR. We have a number of ways of attempting to enforce our
criminal laws against people outside the United States who violate
our laws—through extradition, through

Mr. ScoTT. These sites are running all over the Internet. Who
have you prosecuted that hasn’t entered the United States?

Mr. OHR. We need to get them here to the United States before
we can prosecute them. There are many ways of achieving that.

We certainly work very hard with our international partners to
go after criminals who are violating U.S. law, even if they are lo-
cated in other jurisdictions. It is not just a problem limited to
Internet gambling.

It is related to all kinds of crimes, and certainly the Department
does not believe that the difficulties we face in prosecuting people
outside the U.S. who commit crimes within the U.S. should stop us
from trying. And we will continue to work on this.

Mr. Scorr. It is illegal now; is that right?

Mr. OHR. Yes.

Mr. ScorT. To run a gambling operation. And anybody—how
long would it take you to find a gambling site on the Internet, a
minute?

Mr. OHR. I think anybody can find an Internet gambling site.
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Mr. ScotT. And it is not illegal to do it, to gamble on the Inter-
net.

Mr. OHR. There is no Federal prohibition. That is up to the indi-
vidual States.

Mr. ScorT. Do you have any idea how much money is being
made by the companies with gambling, with the gambling done in
the United States both in the untaxed winnings and what we could
get in taxes from the operator if they would submit to the jurisdic-
tion and let us tax their operation?

Mr. OHR. Well, the tax question I can’t really answer. The
amount of business that is taking place on Internet gambling sites
has been cited in this hearing to be billions of dollars, and I believe
that is correct.

Mr. ScotT. Is any of it taxed, so far that you know?

Mr. OHR. Not that I am aware of.

Mr. CoBLE. I thank you, Mr. Scott.

The distinguished gentleman from Michigan and Ranking Mem-
ber, Mr. Conyers.

Mr. CoNYERS. Thank you, gentlemen, for your testimony. We
seem to begin this discussion with a bit of a conundrum here deal-
ing with horse racing. The Department of Justice asserts, and be-
fore Mr. Ohr testified today, that horse racing is not legal. But
4777 would make it legal.

Mr. Goodlatte is shaking his head vigorously, “no.” I want it to
be in the record.

Mr. Ohr, can you give us a little enlightenment on it? I have read
your position, particularly page 2. Where are we on horse racing
in terms of gambling and its illegality?

Mr. OHR. Congressman, as I stated, the Department’s position is
that betting, interstate betting on horse races is illegal under 1084,
and that was not modified by the Interstate Horse Racing Act.

My understanding from what Congressman Goodlatte has stated
is that it is not his intention to change that. We certainly look for-
ward to working with Congressman Goodlatte and Members of this
Committee to effectuate that intent.

Mr. CONYERS. Well, it is mentioned in the bill, though. Members
claim that an amendment to the Commerce, Justice, State appro-
priations bill in 2000 legalized Internet gambling on horse races
under the Interstate Horse Racing Act.

Mr. GOODLATTE. Mr. Conyers, if I might be permitted——

Mr. CONYERS. You could be permitted.

What is your position on this? Is that true?

Mr. GOODLATTE. What the legislation does is, it does not attempt
to

Mr. CoNYERS. No. No. No. Wait. Let me pose the question.

Does—did the 2000 year appropriations bill legalize Internet
gambling on horse races under the Interstate Horse Racing Act?

Mr. GOODLATTE. I don’t have an opinion on that particular piece
of legislation. This legislation does nothing to change the status of
that legislation. So if that legislation authorizes interstate horse
racing, we don’t change that.

If the Justice Department’s position is correct, that that legisla-
tion has never allowed betting on horses via the Internet across
State lines, we don’t change that either.
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This legislation does not attempt in any way to overturn that
statute, which was passed by the Congress and subsequently
amended by the Congress, nor does it attempt to ratify the position
taken by the horse racing industry on that.

So there is no carve-out in this legislation for horse racing.

Mr. CONYERS. Well, but let’s look at the bill itself, subsection F,
“Nothing in this section shall be construed to prohibit an activity
allowed under Public Law 9515 U.S.C. 3001.”

Mr. GOODLATTE. That’s correct, Mr. Conyers.

Mr. CONYERS. So, wait a minute, “nothing shall be construed to
prohibit activity,” so you are making it clear.

Mr. GOODLATTE. No. No. That says, “Nothing shall be construed
to prohibit an activity allowed,” but the Justice Department has al-
ready testified that they do not believe that that statute allows
that activity. The horse racing industry will tell you to the con-
trary.

We don’t take a position what any particular activity may be al-
lowed or not allowed under that act. We are making it very clear.
We are not overturning the act. We are also making it very clear
that we do not take any position on what that act allows.

Mr. CONYERS. Let me read to you from the Department of Justice
statement that they submitted:

“The Department of Justice views the existing criminal statutes
as prohibiting the interstate transmission of bets or wagers includ-
ing wagers on horse races. The Department is currently under-
taking a civil investigation relating to a potential violation of law
regarding this activity.

“We have previously stated that we do not believe that the Inter-
state Horse Racing Act amended the existing criminal statutes.
H.R. 4777, however, would change current law and amend it to
permit the interstate transmission of bets and wagers on horse
races. This proposal would weaken existing law.”

Is that essentially what you said here, Mr. Ohr?

Mr. OHR. Congressman, that was our—that is a statement that
was, I understand, from Congressman Goodlatte; that is not what
he intended to do by this provision of the bill.

Mr. CONYERS. Well, wait a minute. This was after you wrote this,
you talked to Goodlatte, and then you found out that this is not
correct.

Mr. OHR. Right.

Mr. CONYERS. So you want to change it?

Mr. OHR. Our concern would be, we would be concerned if the
law could be construed as changing current law; and obviously we
look forward to working with Congressman Goodlatte and the
Members of the Subcommittee to make sure——

Mr. CONYERS. In other words, you think think should be—what
you have given us is a change of—what you are telling us now is
a change from what you said here?

Mr. OHR. That is correct.

Mr. CONYERS. And you didn’t bother to explain it during your
testimony, and—I mean, this is a very unusual situation, Mr.
Chairman. We have got the Department of Justice representative
telling us that what he has submitted to the Committee is not ac-
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curate, because he has talked to Chairman Goodlatte, and they
have gotten this straightened out.

[2:59 p.m.]

Mr. OHR. We remain concerned to the extent that the bill’s provi-
sion could be construed as legalizing that activity because we
think—and that is a concern. I can’t say that our concern has been
fully addressed.

Mr. CoONYERS. I am feeling better already. This is a heck of a way
to conduct—here is a multibillion dollar subject matter before us
and I need you to please carefully resubmit to Chairman Coble and
this Committee where all of this comes out. Because we can’t have
it both ways. Either there is a carve-out here, which is widely re-
garded to exist, or there isn’t.

I thank the Chairman.

Mr. CoBLE. I thank the gentleman.

I say to the distinguished gentleman from Utah, the distin-
guished gentlelady from Texas, Ms. Jackson Lee, has consented to
let you precede her. So you are recognized, Mr. Cannon, for 5 min-
utes.

Mr. CANNON. I thank the Chairman and Ms. Jackson Lee.

As I said earlier, Utah has a particular interest in this issue be-
cause it is one of the few States that actually has a total prohibi-
tion. Only one other State, like Utah, has a total prohibition on
gambling. While I am a clear, adamant opponent to gambling, one
of the things I don’t want to see is the opportunity for gambling
in my State because we preempt State law. So I have got to ac-
knowledge I am as confused as Mr. Conyers is about where we ac-
tually are.

Let me ask Mr. Ohr a question, and maybe we can elaborate. I
read your testimony, and it lays out the issues pretty well. But just
to be clear for the record, it is my understanding the Department’s
position on Internet gambling bills, whether Leach, Kyl or Good-
latte is those bills, should not have exceptions or carve-outs like
the ones in section 1084(d) and (f). Is this correct this is the same
policy position the Department has articulated for at least the last
6 years?

Mr. OHR. That is correct.

Mr. CANNON. What has that changed base had upon your discus-
sions with Mr. Goodlatte?

Mr. OHR. We continue to believe that interstate gambling on
horse racing is illegal under 1084. My understanding from what
Congressman Goodlatte has said is that he does not intend to affect
the current state of the law, so obviously we want to continue to
work with him on that, but that does not change the Department’s
position that we believe this activity is and should remain illegal.

Mr. CANNON. If I have a kid in Utah that gets addicted to games,
computer games and Nintendo and the like, and he then gets ad-
dicted to gambling and he decides he likes horse racing, you are
going to argue that whoever is providing that horse racing oppor-
tunity is violating the law and the kid who is doing it is violating
the law.

Mr. OHR. Certainly that the person providing that service, if they
are doing it in an interstate fashion, is violating 1084. The kid
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would be violating the law under the laws of the State of Utah, as
I understand it.

Mr. CANNON. You would cooperate with the State of Utah in
helping kids get a very clear understanding they should not be
gambling.

Mr. OHR. Absolutely.

Mr. CANNON. What happens when a clever lawyer argues that
this bill ratifies because it doesn’t take a clear position on pre-
cluding horse racing?

Mr. OHR. That is our concern, and that is why we continue to
have a concern with that provision.

Mr. CANNON. It just seems to me you sort of shifted positions. In
talking to Mr. Goodlatte, you said it not a carve-out. This is a very
difficult position because, of course, what I want is clarity going
back to the people in Utah that you can’t gamble in Utah. It is
clear to me that is going to be a tack or part of the response that
anybody trying to argue before courts that horse racing is legal,
they are going to focus on this and say everything was precluded
except us; therefore, we are obviously not precluded, and the bill
says we are not precluded. Doesn’t that seriously undermine your
position?

Mr. OHR. That is why we have concerns, and we understand
Congressman Goodlatte’s statement to be that he does not intend
to legalize or change the current law which we believe prohibits
this kind of activity. To the extent that his bill could be read or
construed to permit that, that is a big concern of ours.

Mr. CANNON. It will be argued by proponents of horse racing that
that is the meaning of this bill.

Mr. OHR. Our concern is, if the bill passes in its current form,
it would; and that would raise the concerns I have stated.

Mr. CONYERS. Would the gentleman yield for just a second?

I just wanted to make sure that our friend from the Department
of Justice understands the Reno Justice Department has a view
that this kind of legislation that has carve-outs, the Ashcroft Jus-
tice Department had the view that this bill has carve-outs, the
Gonzalez Justice Department has taken the same view, and now
the Ohr Justice Department agrees with all the previous Justice
Departments.

Mr. COBLE. I believe the time belongs—I think the time belongs
to Mr. Cannon, Mr. Conyers.

Mr. CONYERS. He yielded.

Mr. CoBLE. I am sorry.

Mr. CANNON. I note I only have a moment remaining, so let me
just say that I think the weight of the Federal thinking on this
issue is pretty consistent, and it is a cause for grave concern. I
don’t want Utah to get bombarded with gambling that becomes
legal and back-door a system that is going to lead many kids to the
kind of difficulty that Mr. Kindt has already talked about, which
I think is an abomination.

Unfortunately, Mr. Goodlatte had to leave, so we are not going
to be able to clarify some of these things, but this is the core prob-
lem that I have with this issue, and either we resolve that for the
sake of Utah or I have to oppose the legislation strenuously.

Thank you, Mr. Chairman. I yield back.
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Mr. CoBLE. I thank the gentleman.

The gentleman from Michigan.

Mr. CONYERS. I just want unanimous consent to proceed for one
additional minute.

Mr. CoBLE. Without objection.

Mr. CONYERS. Because it is very important that we understand
that this carve-out didn’t just get invented this afternoon. This has
gone through several Administrations. Mr. Ohr, I think, has come
around to what is more consistent with his written statement, sub-
mitted that there are likely carve-outs.

Now the good intentions of an author of legislation notwith-
standing doesn’t really amount to much in a Judiciary Committee
hearing. We may in good faith intend a lot of things, but horse rac-
ing is a very lucrative business and gambling is part of it, so we
need to be very careful about this and ask the gentleman to give
us his best thinking on this, and if there is anything he wants to
submit to the Chairman after this hearing, we would be delighted
to receive it.

Mr. CoBLE. Mr. Conyers, we will keep the record open for 7 days.
We will have a second round.

Now have you finished, Mr. Conyers?

The gentlelady—and I apologize, I didn’t realize that Mr. Cannon
had yielded to you, and to you I apologize for that.

The gentlelady from Texas, Ms. Jackson Lee, is recognized for 5
minutes.

Ms. JACKSON LEE. Mr. Chairman, I appreciate the fact that we
had a Member and proponent against the legislation, and seems
that he has disappeared.

Let me, first of all, raise the question of what—very sort of broad
question.

I would be happy to yield.

Mr. CONYERS. I just wanted to ask Mr. Ohr if he knows that we
have comments from the horse racing industry that confirm that
they obtained a carve-out for their industry, that that is their atti-
tude on the subject. Are you familiar?

Mr. OHR. I am not familiar with their comments.

Mr. CONYERS. You wouldn’t be surprised if that were the case?

Mr. OHR. That causes us concern, yes, Sir.

Mr. CoNYERS. Thank you very much. I thank the gentlelady for
yielding to me.

Ms. JACKSON LEE. I am delighted to yield.

Mr. Ohr, I will follow up with you then. Mr. Goodlatte is not
present, and forgive me for being detained at another meeting and
engaged in another meeting in the outer office here. Give me again
the assessment that you have from the Department of Justice on
the necessity of this legislation.

Mr. OHR. I would be happy to do that, Ms. Congresswoman.

The Department supports this legislation. We believe that, pri-
marily because it strengthens the position the Department has
taken throughout, that section 1084 applies both to telephone and
to the Internet gambling, interstate gambling over telephone or
interstate gambling over the Internet, and for that reason as well
as some additional tools that are provided in the bill, the Depart-
ment supports the bill.
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We do have several concerns about certain provisions of the bill,
some of which we have been discussing here. They are outlined in
my written testimony.

Ms. JACKSON LEE. My colleague just mentioned the carve-out for
horse racing. Are you aware or is the Department aware of the var-
ious companies that offer online betting on horse racing already ex-
isting, as I understand it?

Mr. OHR. I don’t have a specific—I would have to get back to you
on specific examples, if that is what you are asking.

Ms. JACKSON LEE. I am looking for that kind of explanation, if
you would.

Because I guess where I am going on this questioning, and I will
include the other gentlemen in just a moment, is both the necessity
but also the discriminatory fact or discriminatory aspects that may
incur out of this particular legislation if we don’t get it right. And
so I am sensing that we are not getting it right, and even with your
support I have great questions.

I understand the Reno Justice Department, Ashcroft Justice De-
partment and the Gonzalez Justice Department all have taken the
view that the bill has carve-outs that I think you are concerned
about, is that my understanding?

Mr. OHR. We have concerns about any carve-outs. We certainly
believe that we would have any very serious concerns about any
bill that would create an exception to 1084 and allow, for example,
interstate gambling on horse races.

Ms. JACKSON LEE. With that in mind, since we have a state of
confusion, I would be concerned about legislation that poses more
confusion than solutions.

Is it Mr. Kindt from the University of Illinois? Just because I
missed Mr. Goodlatte, give me your assessment on a bill that
seems to have a discriminatory aspect. What are you trying to
focus on on this legislation?

Mr. KiNDT. I was asked to appear with regard to the socio-
economic impacts of gambling, and to that end let me just mention
one thing that Representative Scott raised earlier and that was
about all the flow of income coming in. What I put up here in one
of the overheads were the eight leading studies, and no matter how
much money you have coming in in tax revenue, it doesn’t cover
the social costs. All eight of those studies—it is usually a three to
one ratio, of $3 in cost for every $1 in benefits.

Ms. JACKSON LEE. Let me make this point on your point, which
is have we challenged the industries across the board to actually
invest in correcting whatever these social ills might bring about?
Have we ever had a scenario where the industries have been taxed,
if you will, to create a better atmosphere if, for example, some may
have thought that the bill has defects in it?

Mr. KINDT. The industry has created, sometimes voluntarily,
sometimes with the encouragement of the States, programs to ad-
dress addicted gambling, but it is usually extremely low consid-
ering what the problems are, and when you add up the benefits
and you do a valid cost-benefit analysis, the costs simply over-
whelm the benefits. I put up two or three overheads in this hearing
to demonstrate that.
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It is really a slam dunk when it comes—this is not a debatable
issue. There is no debate on this. The costs are really just very
large. It is like drug addiction. They call it the crack cocaine of cre-
ating addiction, is this gambling addiction. So that is not my termi-
nology. That is the overwhelming terminology of the majority of so-
ciologists and psychologists who deal with the area.

I remember Jesse Jackson, Jr., coming to Chicago on Martin Lu-
ther King Day and saying—and this is a very contentious state-
Irient, but he said “these are the new economic chains on our peo-
p e'”

Ms. JACKSON LEE. My time is gone. Let me conclude, Mr. Chair-
man, if you would just indulge me an additional minute.

I cannot pose a question to Mr. Vallandingham, but let me say
this, even without this legislation, I think what you are suggesting
is that this legislation would go to the expansion of what may be
a vastly costly disease, which is gambling, period. My concern
would be, are we finding a solution to the cancer or are we nar-
rowing it to one isolated form of gambling or one we can bring the
industry in and challenge it to do a better job, period. If we don’t
have Internet gambling or we have these carve-outs, we have a
fractured bill, then we are still not getting to the sickness of gam-
bling for those who are sick in doing it.

So I make that point, and I make the point that the bill seems
to—as I said, the proponent is not in the room, and I am sorry that
he is not, but hopefully we will have some further explanation. I
think we went through this before, Mr. Coble; and, to Mr. Scott,
we went through this before.

I conclude by saying this, that the issue of this gambling issue,
Mr. Chairman and Mr. Ranking Member, needs to be broader than
the immediate hearing that we have. I am going to put two ques-
tions on the record. So I am going to end, and they can give it to
me in writing.

Then I will pose a question, because I was taken aback by a
hearing by the Energy and Commerce Committee on criminal activ-
ity with children and Internet sexual activities. Again, I am just
making a brief comment; and I would commend to the Chairman
and the Ranking Member that, since they were talking about crimi-
nal penalties in the Energy and Commerce Committee, that we
might have a subsequent hearing dealing with the utilization of the
Internet for abuse against children.

Let me read these two questions: Does the Administration sup-
port total ban or does it wish to permit the interpretation of horse
racing—excuse me, looks like interpretation of horse racing to be
a subject to controversy. If the exception were deleted from H.R.
4777, would the domestic horse racing industry stop this practice?

In any event, we will have these in writing; and I thank the
Chairman and the Ranking Member for the indulgence.

Mr. CoBLE. I thank the gentlelady.

Folks, we are on a stopwatch to try to meet that floor vote, so
I think we are going to have a second round.

Mr. Kindt, you indicated you might want to make a statement
during Mr. Conyer’s questioning. Did you get a chance to do that?

Mr. KINDT. No, sir. I am fine, and I know that I was behind,
going out of order. I apologize to Mr. Scott, as a fellow Virginian
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in my former life, when I addressed one of my comments to Rep-
resentative Lee.

Mr. CoBLE. I wanted to be sure that you were heard.

Mr. KINDT. Let me just say, in response to Ms. Lee’s question,
that from my limited knowledge of reading through the bill my in-
terpretation would be I do not believe it either enables or overturns
the horse racing. Now, again, the bill changes rapidly, but that is
my interpretation at this point.

The only other point I would make with regard to Mr. Cannon—
I hope I am not speaking out of order again—is that I think this
debate in the legislative hearing would be introduced into any
court proceeding. So Mr. Goodlatte and the intent of Congress
would in fact be determinative, I would hope, if the court was hav-
ing trouble deciding how to interpret the particular statute.

Mr. CoBLE. I thank you, Mr. Kindt.

Mr. Banker—I pronounce that better. You testified, as it pertains
to banks, H.R. 4777 would create a, quote, “an added burden of
monitoring all payment transactions for the taint of Internet gam-
bling.” What section of 4777 are you stating that would create that
burden?

Mr. VALLANDINGHAM. As I understand it, Mr. Chairman, it would
criminalize anybody who was involved in the process of transfer-
ring those payments, including the banks, knowingly or unknow-
ingly. So, ultimately, we would be responsible for the monitor of
those payments and the prohibition of those payments.

Mr. CoOBLE. Is it true, sir, that the banking industry is already
taking steps to assist in the identification of money laundering, one
of the serious concerns related to Internet gambling?

Mr. VALLANDINGHAM. Yes, sir. The Anti-Money Laundering Act
is something that we are vigorously pursuing, and in doing so we
identify those customers which we deal with, and we also monitor
transactions of a certain threshold and report those. But we are not
responsible for making any decisions about whether they are legal
or illegal. We are only responsible for the recording of those trans-
actions in which another entity makes the determination whether
those are viable transactions or not.

Mr. CoBLE. Thank you, sir.

Professor Kindt, I apologize for having demoted you to the school
of law. It was an innocent omission on my part.

I have exhausted my time. I will yield to the gentleman from Vir-
ginia, Mr. Scott.

Mr. Scort. Thank you, Mr. Chairman.

Mr. Kindt, you mentioned the question of whether the taxes
could offset the social costs. If you have got $24 billion a year gam-
bling on the Internet, a large portion which is from the United
States from which you are getting no taxes, some taxes would be
more than what you are getting now.

Mr. KINDT. Representative Scott, we hear this or I have heard
this argument in academic circles for years; and basically I think
you raise the issue that I tried to start out with, which is that this
is an international issue. We need to get the State Department in
on this and start talking about this in terms of international eco-
nomics and our friendship, commerce and navigation treaties; and
that would alleviate this type of problem.
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Mr. Scort. If you are going to have an international agreement
and come to an agreement, I think we are going to be on the short
end of that stick. Because in most of the other countries it is al-
ready legal. So if there is going to be a consensus, it is going to
be to legalize and regulate.

Mr. KINDT. With respect, Representative Scott, I think what we
are really doing here, and I have provided several law review arti-
cles just as introductions, with citations, I think we are desta-
bilizing——

Mr. ScotT. You would simplify the thing by making it illegal to
gamble on the Internet, would you not?

Mr. KiNDT. It has been illegal to gamble on the Internet for ages
past.

Mr. Scott. That is how you would address it.

Mr. KINDT. Yes. I think that is how the national commission said
they would address it as well.

Mr. ScotT. Thank you.

Mr. Ohr, of the people that you have prosecuted for gambling,
have any of them been for—involving horse racing?

Mr. OHR. I would have to get back to you on that, Congressman.
I am afraid I don’t have the answer.

Mr. ScoTT. You believe the present law, it is illegal to gamble on
the Internet on horse racing?

Mr. OHR. That is correct.

Mr. ScOTT. At one time, having read the bill before you talked
to anybody, you concluded that it would not be illegal if the bill
passed.

Mr. OHR. We certainly have concerns that the bill’s language
could being construed to permit that.

Mr. ScotrT. Mr. Vallandingham, do you know the average size of
a transaction for gambling?

Mr. VALLANDINGHAM. I am told about $110.

Mr. ScoTT. When you do drug money, you look for $10,000 trans-
actions?

Mr. VALLANDINGHAM. Five thousand, generally.

Mr. ScoTT. So they kind of stick out. Hundred, couple of hun-
dred.

Mr. VALLANDINGHAM. Couple hundred sequential.

Mr. ScoTT. Do you know what the credit card entry on Paypal
would be if somebody paid for one of these bills through Paypal?

Mr. VALLANDINGHAM. No, I would have to get back to you as far
as what—I assume you are requesting the merchant code through
Paypal for the identification of the payee, is that is what you are
asking about?

Mr. ScotT. That wouldn’t help you, because you wouldn’t know
what it was for. If you knew it was a casino, you wouldn’t know
if it was legal or illegal, you just know the payee.

Mr. VALLANDINGHAM. Which is one of the problems.

Mr. Scortt. If the payee were an attorney who is serving an es-
crow agent in France——

Mr. VALLANDINGHAM. The identification of the payee would not
be sufficient enough to determine whether it was a valid or non-
valid payment.
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Mr. ScOTT. Are you aware of procedures that can identify some-
one in terms of age and residence?

Mr. VALLANDINGHAM. No, I am not, not based on the Internet.
Obviously, if you meet with them in person, you do have that infor-
mation.

Mr. ScorT. Mr. Goodlatte is not here. I had a question on how
they can do an interstate—legalize and regulate intrastate. Any-
body want to make a comment on that?

I yield back.

Mr. CoBLE. Thank the gentleman.

I will leave it up to Ms. Jackson Lee, you are next in line, or Mr.
Cannon.

Ms. JACKSON LEE. I will yield to Mr. Cannon.

Mr. CoBLE. Mr. Cannon, you are recognized for 5 minutes.

Mr. CANNON. Thank you, Mr. Chairman.

Let me state as that I believe gambling is a pernicious vice; and,
Mr. Kindt, I agree with you entirely. From everything I have seen,
the costs of gambling far outweigh any kind of benefits that a State
or society can ever gain from gambling. I can’t understand lotteries.
I think they are the craziest thing we do. It is a tax on people that
can’t do math, and they tend to be poor anyway. So it is a horrible
thing, from my point of view.

As I was speaking about Utah and the problem that we have
with having Utah law diluted, you were nodding. I take it you
would agree you would not want to see any carve-outs, horse rac-
ing, or whether we characterize it some other way, or lotteries on-
line. You would like to see that not happen, I would think.

Mr. KINDT. Are you addressing your question to me?

Mr. CANNON. Mr. Kindt, yes.

Mr. KINDT. From my limited reading of the bill and the way 1
read it and I understand it, I don’t believe that it enables or over-
turns—I don’t think it changes the status quo.

Mr. CANNON. With regard to horse racing.

Mr. KINDT. With regard to horse racing.

Mr. CANNON. You pointed out what we are doing here, we are
writing a law review article or a brief for a court. And the problem
is, and I think, Mr. Goodlatte, at the end of my time, you may want
to address this, but seems to me what we are doing with this bill
is being absolutely unclear about what we are doing with horse rac-
ing. That makes the argument for the horse racers when they go
into court, and I believe Mr. Ohr has said that is probably going
to be the case, so this bill is going to affect the arguments in court,
at least. And I don’t know how you can say that we intend—this
represents a policy against horse racing when, in fact, what we are
doing is not dealing with horse racing.

Now that Mr. Goodlatte is back, I would appreciate if you would
address that, but not right now because I have another couple of
questions.

I have always resisted this bill only because of the narrow inter-
est of the States. Utah is only one of two shining stars in the coun-
try that don’t have any gambling. That has always been my con-
cern about this particular bill.

Let me ask, Mr. Ohr, dog racing interests have stated that sec-
tion 1084(f) will give horse racing an unfair advantage over other
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forms of racing. Convenience stores have stated section 1084(f) or
(d) will allow States to take their lotteries online. Do you agree
with those two statements, that is, that it is unfair, not whether
it would make horse racing legal, but——

Mr. OHR. We continue to oppose all forms of Internet gambling.
I think I have made that general statement.

Mr. CANNON. What about the lotteries and convenience stories
and their concerns in particular?

Mr. OHR. I would make the same statement.

Mr. CANNON. Mr. Vallandingham, if I understand your testimony
correctly, you are concerned this bill would burden you with trying
to determine the purpose of electronic fund transfers, and that is
a concern, right?

Mr. VALLANDINGHAM. Yes, it is. Our transactions, check, ACH
transactions are uncoded. We would not only have to determine
whether it was illegal or legal but where it occurred and several
other facets in determining whether it should be paid or not.

Mr. CANNON. You talked a little about credit card transactions
and the kind of coding they have, but ACH clearinghouse trans-
actions, those are much harder for you to track.

Mr. VALLANDINGHAM. Yes. We don’t collect that information on
ACH transactions. They generally contain the routing number, the
account number and the amount. Therefore, the payee is not
known, and it is not tracked, and, as we identified earlier, identi-
fication of the payee is not enough to determine if this is a valid
transaction.

Mr. CANNON. Do you see that there would be a tendency for peo-
ple to move away from these relatively traceable transactions? Do
you see there is a tendency to move away to less traceable trans-
actions like e-commerce transactions or foreign banking trans-
actions?

Mr. VALLANDINGHAM. If it was a criminalized activity, I think
they would. Currently, I think that checks in ACH are not a pre-
dominant method of payment for these type of transactions, but I
think most of the transactions occur through the credit and debit
card industries.

Mr. CANNON. If you track those, the ability for a person, even a
very young person, committed to gambling by setting up a Paypal
account or e-commerce transactions and maybe setting up a bank
account offshore, that is not a very difficult thing to do for someone
who has a compulsion.

Mr. VALLANDINGHAM. That is correct; and I think those involved
in the gaming industry would make that information readily avail-
able, making it that much easier.

Mr. CANNON. In the few moments I have left, we had an earlier
discussion—and I know you had to leave, Mr. Goodlatte—but I am
deeply concerned about the idea that this debate becomes the pred-
icate for a legal argument that transcends what we may have in
our hearts and minds individually or as a body; and I think that
issue is sort of enjoined again in my last question to Mr. Ohr.
Would you like to respond to that?

Mr. GOODLATTE. I very much would like to respond to that. As
you know
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Mr. CoBLE. If Mr. Goodlatte would suspend just a moment. We
are up against the wall on this. This vote is imminent, so, Bob, if
you could be terse, I would appreciate that.

Mr. GOODLATTE. Let me make one point very clear, and that is
no matter what the outcome of the dispute between the horse rac-
ing industry and the Justice Department of another statute not a
part of this legislation authorizes or doesn’t authorize, no matter
how that turns out, it would still be illegal for Utah residents to
bet on horse racing, so Utah could still prosecute no matter what
the outcome was of that dispute between those parties.

More to the broader question about this, we had this same legis-
lation with some modification before this Committee 5 years ago,
and if you make the perfect the enemy of the good, you can see ex-
actly what happens. During those 5 years, offshore gambling, suck-
ing billions of dollars out of this country, including from Utah resi-
dents, has quadrupled.

Mr. CANNON. Mr. Chairman, may I make one comment in re-
sponse? I appreciate that.

Mr. COBLE. Very tersely.

Mr. CANNON. We are looking at the issue of preemption. I think
we decided last cycle it would preempt Utah law. I would like to
work with you on that.

Mr. GOODLATTE. We would very much like to work with you.

Mr. CANNON. How we solve the larger pernicious problem is vital
in the context of how we keep those places where we actually reject
gambling pure. Thank you.

Mr. COBLE. The gentleman’s time has expired.

We have been joined by the distinguished gentleman from Ohio.
Mr. Chabot, good to have you with us.

I am going to recognize the distinguished gentlelady from Texas,
Ms. Jackson Lee, but I want to say, Mr. Goodlatte, in your absence,
Mr. Scott—and I don’t want to beat this race horse to death, but
horse racing has attracted much attention in your absence.

Ms. Jackson Lee.

Ms. JACKSON LEE. We welcome him back.

A lot of issues have gotten a lot of attention.

Let me just recognize the good faith, Mr. Goodlatte, of this legis-
lation but argue or at least make the provocative argument as to
whether or not there are elements that we are not curing. For ex-
ample, it comes to my attention—has come to my attention that an
Internet gambling industry and prohibition thereof may prevent, or
the way the legislation is written, gaming operations from
verifying, one, the age of potential customers, identify problem
gamblers, which I believe Mr. Kindt is interested in, and pre-
venting the use for fraudulent activities. Your bill may, in fact, be
standing in the way.

Let me, as I pose those thoughts for you, suggest that H.R. 4777
would require, as I understand, States that authorize Internet
gambling within their borders to impose secure and effective cus-
tomer ID and age verification systems to ensure compliance with
age and residence requirements. But is it your understanding that
such technology exists, technology that can reliably prevent minors
from gambling on the Internet?
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If T can finish my line of questioning, I heard Mr.
Vallandingham—I didn’t have a question before—talk about the
complication dealing with money laundering or banking scenarios
which leads us from one pool of dirty water into other. If you might
comment on that aspect of it.

Then let me just say that it has also come to my attention, again,
with the United Kingdom and Australia, they regulate their Inter-
net gaming companies. For example, companies regulated in the
United Kingdom reportedly must use special age verification soft-
ware, record all bets, place caps on how much an individual can
wager at a time and be subject to routine audits for fraud or money
laundering. Might be interesting, Mr. Goodlatte, that we didn’t
take that approach. Have you taken a look at these regulatory re-
gimes and assessed their effectiveness in preventing underage use
and abuse by problem gamblers and money launderers or of regu-
lated gaming sites?

I think we should look further to both of those nation states as
to whether that has been an effective approach to take.

Mr. GoOODLATTE. Thank you, Congresswoman. Those are very
good questions.

To take the last one first, we have looked at what other countries
have attempted to do, but the fact of the matter is, as we have all
acknowledged here today, the way the Internet operates, it goes to
the lowest common denominator. So the country that is going to
regulate the least is the one where these sites are going to flock
to. I think you will find that an attempt to regulate in the United
States, where we have 50 different States, that each have different
forms of regulations today would be an impossibility.

With regard to your first question, also very good, we require
States that might like to do this to be able to both verify age so
that minors don’t gamble and verify that the person betting is in-
side the State when they do that. Neither of those technologies
exist that are effective today; and notwithstanding what is said
about what is done in Britain, they cannot effectively verify the age
of the people placing bets online.

So if that occurs and if that technology is there to satisfy other
States and prosecutors that a State can contain it within their
State, we don’t stop recognizing States have the right to regulate
gambling as they always have, we don’t stop them here on the
Internet, but they have to keep it contained within their State.

Ms. JACKSON LEE. I guess I didn’t hear why we couldn’t go the
route of Australia and the U.K., which seems to have some sem-
blance of working. I don’t think I have heard clearly why we can’t
go that route.

I am going to let Mr. Vallandingham answer this question about
how murky this gets for you, if you would, please, in terms of the
assessment you have to make in the banking industry.

Mr. VALLANDINGHAM. To make sure that I answer your question
correctly, would you please indicate

Ms. JAcksoN LEE. What difficulties does the bill pose for you as
presently drafted? I am reminded of an earlier hearing we had this
week on sex activity with children on the Internet, and there was
some kind of pay line they had to deal with. But I am asking spe-
cifically how does it impact you negatively.
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Mr. VALLANDINGHAM. First and foremost, our systems aren’t set
up to be a payment monitoring system. So in order to do that there
would be a required major overhaul of both the check clearing sys-
tem and the ACH system and ultimately increase the cost to the
banking industry and ultimately to the consumer in the long haul.

Additionally, I think that the continued change in the way these
sites would collect their payments would force us—it would be a
moving target. We would continue to have to alter the systems,
even if we were in some way able to make it work, so it would be
continued overhead in the long haul.

Additionally, it adds yet another layer of regulation in trying to
assess these payments and determine whether they are valid or not
valid and should we block them or not; and it would divert atten-
tion away from things that are being successful such as anti-money
laundering and know your customer programs that ultimately help
us keep the fight against terrorism being successful.

Ms. JACKSON LEE. Mr. Chairman—and I thank you very much.
Let me, if you would allow me, to conclude very briefly.

Because I respect Mr. Goodlatte greatly. He knows that we have
been dealing now with a series of events that included the former
lobbyist, Mr. Abramoff, but I want to make sure as we are dis-
cussing anew, and I think it is important for you to state, are we
free of the taint of the e-lottery debacle and writing in language or
not writing in language or supporting this legislation or not sup-
porting this legislation? Because my particular company or client
that I am representing was not satisfied. Are we free of that now
so whatever our position is on this bill, for or against it, that we
don’t have this taint? I understand he was arguing about protection
of State lotteries. We may still have that as an issue. But help us
know that we are free of that taint as the legislation is before us.

Mr. GOODLATTE. If I might have leave to respond to the
gentlelady.

Mr. CoBLE. I hate to keep you on a short leash. I have been ad-
vised that there is a second Judiciary Subcommittee hearing that
will commence at 4:00, so we have to wrap up.

Proceed, Mr. Goodlatte.

Ms. JACKSON LEE. Thank you, Mr. Chairman.

Mr. GOODLATTE. Ms. Jackson Lee, first of all, thank you. You
have been dedicated to working on this issue. You have been work-
ing with me on this issue, and I very much appreciate that.

I will say I think it is very important Members of Congress ad-
dress the fact this legislation was derailed several years ago be-
cause of misrepresentations by the legislation made by Mr.
Abramoff and others, and I think it is very important that we ad-
dress it now and we address it as thoroughly and responsibly as
we can. That is the effort we have made with this legislation. I
think it is very good and goes a long way to address any problem,
but we are going to work with other Members to make sure we are
getting it right and make sure this Congress is not pulled down by
misrepresentations by lobbyists about the nature of the legislation.

Ms. JACKSON LEE. I thank the gentleman. I yield back.

Mr. CoBLE. Thank the gentlelady.

Mr. Scott and I have one remaining question.

Mr. Vallandingham—am I getting better, Mr. Vallandingham?
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Mr. VALLANDINGHAM. Getting better.

Mr. COBLE [continuing]. Is it your belief that Mr. Goodlatte’s bill
creates criminal penalties for banks and/or financial institutions?

Mr. VALLANDINGHAM. It is my understanding that it would create
criminal penalties for anybody who facilitated those payments. So
I would say yes.

Mr. COBLE. Mr. Goodlatte, I was thinking that the civil penalties
were only directed at gambling businesses. Now do you want to ad-
dress that, Mr. Goodlatte?

Mr. GOODLATTE. Yes, I would very much welcome the oppor-
tunity to address that and assure the members of the banking in-
dustry that there are no criminal penalties that apply to banks.
The fact of the matter is that this is directed at the gambling insti-
tutions, and the only authority that is provided to law enforcement
with regard to any financial institution is the right to seek civil in-
junctive relief.

Mr. CoBLE. How about civil penalties against banks or lending
institutions?

Mr. GOODLATTE. Only under what is already in existence under
laws related to failure to comply with injunctions that might be ap-
proved by a court after they are approached by a law enforcement
agency that says that somebody is in violation of the law and they
want them enjoined from——

Mr. CoBLE. Mr. Vallandingham, when you return to West Vir-
ginia, will this cause you to sleep more soundly at night after hear-
ing that?

Mr. VALLANDINGHAM. No, it won’t. Because the bill doesn’t define
gambling business other than to say the business of betting and
wagering. Other statutes use similar terms, having construed to in-
clude within its scope anyone that conducts a gambling business if
that person performs any act, duty or function which is necessary
or helpful in operating the enterprise. This includes waitresses and
other servers, even if they weren’t paid. It included custodians,
telephone clerks and doormen, also bookkeepers and secretaries.
So, clearly, a bank can be viewed as necessary or helpful to an
Internet gambling enterprise. No bank acting prudently could ig-
nore that risk.

Mr. CoBLE. This will be for another day.

I know Mr. Scott has a question, and 4 is imminent. So, Mr.
Scott.

Mr. ScOTT. Let me just pose the question, and we can get the in-
formation in due course. I wanted more information on how a State
could—if a State wanted to—if Nevada wanted to legalize gambling
on the Internet, how would that work? If you have information on
that.

Also, if you are aware of identification processes where a person
over the Internet can be identified as the person who is over 21
and possibly where their residence happens to be.

Mr. GOODLATTE. Mr. Scott, thank you.

As I have indicated earlier, we don’t believe that such technology
exists today. So while the legislation would recognize the rights of
States to continue to regulate gambling, including gambling on the
Internet, unless they can meet those two criteria of being able to
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identify where the person is placing the bet and whether or not
they are a minor, they will not be able to proceed.

If that technology is developed in the State of Nevada or some
other State wanted to proceed to do that, they would proceed to do
that; and if some other State believed they were not using tech-
nology adequate to that purpose, then they would seek the rem-
edies under this legislation to establish that they should be en-
joined from doing that.

Mr. CoBLE. I thank the gentleman.

Mr. Goodlatte, you were chomping at the bit. I didn’t want to cut
you off. Did you want to be heard one final minute in response to
Mr. Vallandingham?

Mr. GOODLATTE. Only to ensure him that the intent of this legis-
lation is not to put banks in the situation he described, and we are
m01ie than happy to work with his association to accomplish that
goal.

As the gentleman knows, another piece of legislation similar but
operating somewhat differently in its effect passed the financial
services industry and is headed to the floor of the Congress. We
want to make sure that these two pieces of legislation are made
harmonious and in the process are as friendly to the banking in-
dustry as we possibly could make it.

Mr. CoBLE. This has been a productive hearing, and I thank the
witnesses and I thank those in the audience who have very pa-
tiently endured the time with us.

We thank you for your testimony, gentlemen, and in order to en-
sure a full record and adequate consideration of this important
issue, the record will be left open for additional submissions for 7
days. Also, any written questions that a Member wants to submit
to 3he witnesses should be submitted within that same 7-day pe-
riod.

This concludes the legislative hearing on H.R. 4777, the “Internet
Gambling Prohibition Act of 2006.” We thank you for your coopera-
tion and attendance, and the Subcommittee stands adjourned.

[Whereupon, at 3:43 p.m., the Subcommittee was adjourned.]
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MATERIAL SUBMITTED FOR THE HEARING RECORD

PREPARED STATEMENT OF THE HONORABLE ROBERT C. SCOTT, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF VIRGINIA, AND RANKING MEMBER, SUBCOMMITTEE
ON CRIME, TERRORISM, AND HOMELAND SECURITY

Thank you, Mr. Chairman. I am pleased to join you in convening this hearing re-
garding federal regulation of gambling over the Internet. I believe that all gambling
should be tightly regulated. It has traditionally been, primarily, a state regulatory
responsibility. It should continue to be so, in my judgment, although it is appro-
priate for the federal government to have a role to assist states in the total regu-
latory scheme.

The federal government undertook such a role in passing the 1961 Wire Commu-
nications Act as a way to assist in the fight against gambling by organized crime
syndicates. The Department of Justice contends that it can prosecute Internet gam-
bling businesses under that law, but, clearly, that law was not designed with Inter-
net gambling in mind. While I appreciate the desire of my colleague, the gentleman
from Virginia, to update the ability of the Department to address illegal gambling
in today’s context, I do not believe that H.R. 4777 is likely to be effective in doing
S0.

Regulating anything on the Internet is problematic, even where desirable. Most
law enforcement is jurisdiction dependent. The Internet has no jurisdiction and, as
a result, I suspect that even if we are successful in closing down business sites in
the United States or in countries that we can get to cooperate, because of the nature
of the Internet, and the ingenuity of persons using it, the approach in H.R. 4777
will be, ultimately, ineffective. As we will hear from our witness panel, this bill will
create an enforcement nightmare for the financial institutions it requires to look for
and stop illegal internet gambling transactions. Identifying Internet gambling ac-
tivities will be very difficult if not impossible. While some companies may be able
to identify some gaming transactions by the codes used, such enforcement efforts
can be easily thwarted. A business may have one code for payment purposes but
may engage in several activities, including Internet gambling. Caesar’s Palace could
have a hotel and a gaming operation or a foreign company could have a hotel and
a casino that could be paid as a single account over the Internet. Or, an e-cash or
electronic payment system, or any escrow agent can relocate in another country and
thereby evade the enforcement mechanism in this bill, or even domestically. All the
bank knows is that the payment came from “PayPal”. And with some Internet gam-
ing activities being legal, how would a financial institution distinguish between
them and illegal activities?

Further, we should not overestimate the cooperation we will get from other coun-
tries. According to Christiansen Capital Advisors, Internet gambling websites
brought in $14.71 billion worldwide last year, which is up from $8 billion the year
before. This number is expected to almost double to an expected $24 billion by 2010.
Presently, over 85 foreign governments allow some form of gambling online, and
that number is likely to grow, as well. So what governments are likely to cooperate
with us in prosecuting businesses they authorize to operate? And even if we are suc-
cessful in getting cooperation from some countries, we would simply be increasing
the profit opportunities for uncooperative countries, especially those with whom the
United States does not have normal diplomatic relations.

This bill does not prohibit internet gambling; it prohibits running the operation.
If we wanted to be effective in prosecuting illegal gambling over the Internet, we
would prosecute individual gamblers. A few sting operations would get the word out
that if you gamble over the Internet, you are at the mercy of law enforcement, be-
cause you leave a trail they can follow. So long as individuals can gamble over the
Internet with impunity, a market will be provided for them which the regulatory
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scheme in this bill will not be able stop. For example, we prohibit sales of illegal
drugs but we see that as long as there remains a demand for drugs, we only have
limited success in the war on drugs. If we took the approach of this bill in enforcing
drug laws, we would be prosecuting the seller but not the buyer, and have even less
effect than we have now.

Since we are not talking about prohibiting Internet gambling but simply prohib-
iting the operation of internet gambling sites in jurisdictions the FBI can get to, I
believe that there are more effective regulatory approaches than the approach of-
fered by H.R. 4777. However, the approaches must be developed, taking into account
the technology, state policies with respect to gambling, and Internet gambling prac-
tices and preferences. This was the effect of the bill authored by full Committee
Ranking Member Conyers last Congress, H.R. 1223. It established a Commission
that would study the issue and made recommendations for a regulatory environ-
ment for Internet gambling that would be controlled by individual states. States do
tend to prohibit individuals from gambling, so Internet gambling can be both effec-
tive and individualized to each state. Under the bill’s regulatory scheme, if Nevada
opted to allow Internet gambling within its borders, it could. If Utah prohibited indi-
viduals in that state from gambling over the Internet, it could and that would be
enforceable by the federal government, by the states that allow gambling as well
as by the state of Utah because in the fullness of time, a gambler could be required
to provide a mailing address in order to get paid.

And if protecting the public is a goal of regulating Internet gambling, it is much
more likely that those who chose to gamble over the Internet will do so through a
licensed, regulated entity under the Conyers approach than under H.R. 4777. First,
a consumer in a state where Internet gambling is legal will have confidence that,
if they win, they will get paid by the licensed, regulated operation. A consumer
would have no similar confidence in “fly-by-night-off-shore-casino.com”. So, a likely
result from licensed regulated Internet gaming entities would be to drive less rep-
utable businesses, who do not abide by the law, out of business.

Another significant result is that states that chose to authorize Internet gambling
can tax it. At a time when unauthorized Internet gambling is flourishing (over $14
billion dollars with half of it originating in the U.S.), and when most states are cash
strapped, those states that have already chosen to authorize regulated gambling
could receive much needed revenues from both the operators and winners, while
contributing to the control of the industry and protections to the gambling public.

The overwhelming portion of those who play the numbers buy legal lottery tickets
which are regulated and taxed and actually pay lower odds compared to illegal num-
bers operations. For the same reasons, people who choose to gamble over the Inter-
net will patronize legal domestic websites, even if they have to pay taxes on
winnings. I believe we should regulate Internet gambling, but we should do it effec-
tively. And we should not subject any single business sector to sole or principle re-
sponsibility for doing the bulk of the enforcement work, whether it is the banking
industry, as in this bill, or the Internet service industry, as we tried in prior bills.
There are ways to regulate Internet gambling effectively, and a study Commission
to develop those ways is the best way to come up with them. Again, I thank you,
Mr. Chairman, for holding this hearing and look forward to hearing the testimony
of the witnesses.
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RESPONSE TO POST-HEARING QUESTIONS FROM BRUCE G. OHR, CHIEF OF THE ORGA-
NIZED CRIME AND RACKETEERING SECTION, UNITED STATES DEPARTMENT OF JUS-
TICE

U.S. Department of Justice

Office of Legislative Affairs

Office of the Assistant Attorney General Washington, D.C. 20530

July 19, 2006

The Honorable Howard Coble

Chairman

Subcommittee on Crime, Terrorism, and Homeland Security
Committee on the Judiciary

U.S. House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

Enclosed please find responses to questions posed to Mr. Bruce Ohr, Chief of the
Organized Crime and Racketecring Section, Criminal Division, Department of Justice,
following Mr. Ohr's appearance before the Subcommittee on April 5, 2006 at its hearing on
H.R. 4777, the “Internet Gambling Prohibition Act.”

Thank you for the opportunity to supplement Mr. Obr’s testimony. We hope that
this information is helpful to you. The Office of Management and Budget has advised that
there is no objection to the presentation of these responses from the standpoint of the

Administration's program. 1f we may be of additional assistance, please do not hesitate to
contact this office.

Sincerely,

e €k
William E. Moschella
Assistant Attorney General

Enclosure

cc: The Honorable Bobby Scott
Ranking Minority Member

The Honorable John Conyers, Jr.
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Follow Up Questions to Bruce Ohr, Chief,
Organized Crime and Racketeering Section, Criminal Division,
House Judiciary Subcommittee on Crime, Terrorism, and Homeland Security
Hearing on HLR. 4777, the “Internet Gambling Prohibition Act,” April 5, 2006

1. Background on Internet Gambling

1. How many Americans does the Department estimate to have participated in
Internet gambling?

Response: The Department does not maintain information or statistics concerning the
number of Americans who have participated in Internet gambling.

2. How much money does the Department estimate Americans wager annually
over the Internet?

Response: The Department does not maintain information or statistics concerning the
amount of money wagered annually by Americans over the Internet.

3. If companies that accept bets over the Internet from Americans were taxed
in the same manner and at the same rates at which U.S. corporations are
taxed, how much revenue would be produced for the U.S. Treasury?

Response: The Department does not maintain information or statistics concerning the
amount of money wagered annually by Americans over the Internet. Thus, we cannot
estimate the amount of revenue that would be produced for the U.S. Treasury as a result
of such activity.

4. If Amcricans who wager over the Internet had their winnings taxed in the
same manner, at the same rates, and with similar compliance as taxpayers’
winnings in domestic land-based casinos are taxed, how much revenue would
be produced for the U.S. Treasury?

Response: The Department does not maintain information or statistics concerning the
amount of winnings by Americans. We note, however, that 26 U.S.C. § 61 defines
“gross income” as “all income from whatever source derived,” and that income from
illegal transactions is included in gross income. Also, § 1.61-14(a) specifically provides,
“Illegal gains constitute gross income.” We do not have an estimate of the number of
Americans who currently do not declare such winnings on their income tax returns.
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S. In the recent proceedings before the World Trade Organization between the
United States and Antigua and Barbuda, when asked, the U.S. Trade
Representative was reportedly unable to produce any evidence of money
laundering being conducted through Internet gambling. What evidence does
the Justice Department have that Internct gambling sites are being used for
moncey laundering?

Response: The Department cannot comment on any pending or planned investigations.
We note that some of the Internet gambling cases that have already been prosecuted have
included money laundering charges. For example, Gold Medal Sports, located in
Curacao, pleaded guilty to a RICO information, which alleged both gambling and money
laundering violations, for accepting sports bets over the telephone and Internct from
undercover agents from the Internal Revenue Service, Criminal Investigation, in
Wisconsin. The money laundering charges stemmed from wire transfers or check
disbursements made with Gold Medal betting [unds.

6. In the United Kingdom, Internet gambling companies are licensed and
regulated. What steps do public companics regulated by the United
Kingdom undertake to prevent abuse of their Internet gambling websites by
underage individuals, by problem gamblers and by potential money
launderers?

Response: While the Department is aware that the United Kingdom has legalized forms
of Internet gambling. we do not have specific information on the requirements for public

companies to offer such wagering in the United Kingdom.

Effectiveness of H.R. 4777

1. If H.R. 4777 were to be enacted into law, could Americans continue to wager
over the Internet using foreign based third-party payers?

Response: The Department believes that it is currently illegal under federal law for
foreign based gambling businesses to accept bets or wagers via wire communication
facilitics from individuals in the United States, and that H.R. 4777 would not change this,
H.R. 4777 also prohibits the acceptance of certain forms of payment for such wagering.
This restriction is applicable to “an electronic fund transfer or funds transmitted by or
through a money transmitting business, or the proceeds of an electronic fund transfer or
money transmitting service, from or on behalf of the other person.”

If the gambling business is accepting wagers over the Internet from individuals in the
United States, then the gambling businress would be violating current Section 1084 of
Title 18, as well as Section 1084 as it would be amended by H.R. 4777. Depending upon
the specific facts, a foreign based third-partly paycr may be deemed to be a money

2
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transmitting business or a money transmitting service as those terms are defined in H.R.
4777. If this is the case, then the gambling business is prohibited from accepting
electronic fund transfers or the proceeds of electronic fund transfers to pay for the illegal
gambling. Again, depending upon the specific facts, the foreign based third party payer
could be deemed to be aiding and abetting the gambling busincss and would be
criminally liable.

Section 1084, even as amended by H.R. 4777, pertains to the gambling business, not the
individual bettors. Thus, while it is currently illegal for gambling businesses to accept
wagers from Americans over the Internet, and would continue to be illegal under H.R.
4777, if individuals in the United States are currently using foreign based third-party
payers to pay for their wagers, then they would most Jikely be able to continue to do so.

2. Under H.R. 4777, would wagering on horse races be permitted to continue?
If so, how would a U.S. financial institution be able to determine whether a
credit card transaction for an Internet bet on horse racing was for a bet
placed from a location within a state in which such bets are authorized?

Response; Proposed subsection 1084(d) permits the use of a communication facility for
the transmission of bets or wagers or information assisting in the placing of bets or
wagers if, at the time the transmission occurs, the individual placing the bet, the gambling
business, and facility processing the bets are physically located in the same State. Thus,
intrastate wagering on horse racing using a communication facility would be permitted
under H.R. 4777.

The Department views current Section 1084 as prohibiting interstate wagering on horse
races and believes that the Interstate Horseracing Act did not alter that prohibition.
Representative Goodlatte testified that HLR. 4777 is not intended to change the existing
relationship between Section 1084 and the Interstate Horseracing Act. After the April 5,
2006 hearing, the Department worked in consultation with Representative Goodlatte to
develop legislative language for inclusion in H.R. 4777 to effectuate his intent to
maintain the current status quo between the Interstate Horseracing Act and federal
criminal statutes. As a result of those discussions, Representative Goodlatte agreed to
modify H.R. 4777 by deleting subsection 1084(f), and creating new sections 5 and 6
within the bill.

Section S, Rule of Construction, is now a separate section of the bill that refers to “this
Act,” rather than “this section,” thus making it more neutrai than the original provision,
which would have explicitly amended 18 U.S.C. § 1084. Section 6, Sense of the
Congress, clearly states that H.R. 4777 does not change which activities related to horse
racing may or may not be allowed under federal law, and that the bill does not change the
relationship between the statutes in effect at the time of H.R. 4777's consideration. The
Department believes that this new legislative language more effectively carries out
Representative Goodlatte's intent to preserve the status quo than the introduced version of
H.R. 4777. The inclusion of specific language in the legislative history of the bill
reiterating the language of Section 6 would be helpful in further confirming that ILR.
4777 is not intended to alter the current relationship between the criminal wagering
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statutes and the Interstate Horseracing Act.

ILR. 4777 ncither requires U.S. financial institutions to determine the physical location of
the individual using the credit card, nor requires financial institutions to monitor
transactions. Rather, the requirements for the “secure and effective customer verification
and age verification system” pertain to the gambling businesses, not to financial
institutions.

Pursuant to proposed subsection 1084(i), Federal, State, tribal, or local authorities can
seek declaratory and injunctive relief, which could include a request to have a financial
institution block payments to a particular account. The seeking of injunctive relief,
however, requires a civil action in which a United States District Court will decide the
appropriate form of relief.

3. If H.R. 4777 were to be enacted into law, how would a financial institution be
able to determine whether a check or ACH payment being cleared was for a
barred Internet gaming transaction?

Response: H.R. 4777 does not impose a duty to monitor upon financial institutions.
Thus, financial institutions would only be required to bar transactions pursuant to a court
order issued after a hearing pursuant to proposed subsection 1084(i). The financial
institution would have the opportunity to inform the court during the hearing if it is
unable to bar particular transactions.

4, If HLR. 4777 is enacted, what would be the impact on the number of
Americans who wager over the Internet, and on what data or evidence is the
Department basing this estimate?

Response: The Department does not maintain information or statistics concerning the
number of Americans who currently place wagers over the Internet. Thus, we cannot
provide an estimate regarding the extent to which H.R. 4777 would impact the number of
individuals who wager over the Internet.

5. Would a U.S. financial institution be in violation of H.R. 4777 if it provides
an offshore Internet gambling site with access to information the site uses to
screen out minors and to limit wagers by individuals to deter problem
gambling?

Response: Under H.R. 4777, criminal liability applies to one who is “engaged in a
gambling business.” Aiding and abetting liability is also applicable pursuant to 18 U.S.C.
§ 2, which states as follows:

“(a) Whoever comunits an offense against the United States or aids, abets,
counsels, commands, induces or procures its commission, is punishable as a
principal.
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(b) Whoever willlully causes an act o be done which if dircctly performed by him
or another would be an offense against the United States, is punishable as a
principal.”

Whether a financial institution would violate H.R. 4777 by providing information to
offshore Internet gambling sites — information which was subsequently used by the
Internet gambling site — would depend upon the specific facts involved in each case. As
each case is different, we cannot speculate on whether such conduct would be sufficient
10 constitute aiding and abetting.

6. What would be the maximum liability exposure (in terms of criminal and
civil penalties) of domestic banks and other financial transaction providers
under H.R. 4777?

Response: Currently, the maximum penalty for a violation of Section 1084 is two years
in prison, a $250,000 fine, and a one-year term of supervised release. H.R. 4777 provides
for “a finc under this title or imprisonment not more than five years, or both” for each
offense. Generally, each violation could be charged as a scparate count in the indictment.
The maximum sentence, therefore, would depend upon the number of violations off
Section 1084 for which the individual or entity was convicted.

H.R. 4777 also provides for injunctive or declaratory relief. Such relief may be granted
pursuant to Federal Rule of Civil Procedure 65. The federal district court would decide
what type of injunctive relief would be appropriate. This would be determined on a case-
by-case basis after a hearing.

7. ‘What would be the maximum liability exposure (in terms of criminal and
civil penalties) of Internet service providers, such as AOL and Earthlink,
under H.R. 4777?

Response: The maximum criminal liability would be the same as set forth above in the
response to question six.

H.R. 4777 also provides for injunctive or declaratory relief. Such relief may be granted
pursuant to Federal Rule of Civil Procedure 65. The federal district court would decide
what type of injunctive relief would be appropriate. Proposed subsection 1084(i)(3)
pertains to the forms of injunctive or declaratory relief granted against an internet service
provider.

This subsection provides that such relief would:

(A) be limited to the removal of, or disabling of access to, an online site
violating this scction, or a hypertext link to an online site violating this
section, that resides on a computer server that such service controls or
operates; except this limitation shall not apply if the service is violating
this section or is in active concert with a person who is violating this
section and receives actual notice of the relief;
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(B) be available only after notice to the interactive computer
service and an opportunity for the service to appear are provided;
(C) not impose any obligation on an interactive computer service
to monitor its service or to affirmatively seek facts indicating
aclivity violating this section;

(D) specify the interactive computer service to which it applies;
and

(E) specifically identify the location of the online site or hypertext
link to be removed or access to which is to be disabled.

8. ‘What would be the maximum liability exposure (in terms of criminal and
civil penalties) of telephone companies that could be liable under H.R. 47777

Response: The maximum liability exposure for telephone companies would be the same
as that set forth in the response to question 6. While current Section 1084(d) — which
would be renumbered as subsection 1084(h) if H.R. 4777 were enacted — concerns
common carriers discontinuing service upon receiving notice from law enforcement, this
provision does not impose a penalty upon the telephone company.

Changes in the Legislation

1. The Internet Gambling Prohibition Act of 2000 (H.R. 3125, 106 Congress)
would have prohibited the provision of betting services over the Internet and
sending information assisting in such betting over the Internet. It did not
address financial transactions relating to such bets. By contrast,
enforcement of H.R. 4777 relies almost exclusively on barring financial
transactions related to Internet gambling. Does the Department support the
change in the emphasis of the legislation from those actually providing the
betting services as provided in the 2000 legislation to now focusing only on
financial institutions?

Response: H.R. 4777 prohibits both gambling and financial transactions. H.R. 4777
would amend an existing criminal statute, does not focus solely on the financial
institutions, and is not enforced exclusively by barring financial transactions.

2. ‘Which would be more effective in enforcing the law and curtailing Internet
gambling by Americans — the prohibition of betting services and the sending
of information assisting in betting over the Internet as provided for in the
2000 legislation, or barring financial transactions as embodied in H.R. 47772

Response: The Department believes that both approaches, the prohibition of betting
services and the barring of financial transactions, are useful. We believe that current law
prohibits the provision of such betting services. The current federal gambling statutes,
however, do not contain any injunctive provisions. As stated in our response to question
1 of this subsection, H.R. 4777 is not limited to focusing only on the financial
institutions.
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IV.  What is Barred and What is Authorized under H.R. 4777

1. It has been stated! that this bill “simply clarifies the state of the law” with
regard to the legality of Internet gaming. However, H.R. 4777 specifically
exclndes pay-to-play fantasy sports contests from the definition of “bets or
wagers,” and exempts intrastate gambling, intra-Tribal gambling, and
interstate horserace gambling and intrastate lotteries from the bill’s
prohibitions. In the opinion of the Department, does H.R. 4777 alter the
legality of any form of gambling?

Response: With respect to intrastate gambling, Section 1084 currently does not apply to
wholly intrastate wire communication transactions. Under current law, the actual routing
of the transmission determines if an internet transmission between a bettor and a
gambling business, when both arce locaied in the same state, is a transmission in interstate
commerce, H.R. 4777 would eliminate any review of the actual routing if the bettor and
the gambling business are in the same state. The Department belicves that this would be
a change in the law.

The Department believes that current federal law prohibits interstate wagering over the
Internet, and it is our understanding that it is not the intent of H.R. 4777 to change the
Iegality of interstate wagering. Moreover, with respect to interstate horse racing, it is our
understanding that it is not the intent of the legislation to alter the cxisting relationship
between Scction 1084 and the Interstate Horseracing Act, and that H.R. 4777 should not
be construed in such a manner. With respect to tribal gaming, we do not believe that
H.R. 4777 alters the legality of inter-tribal gaming because the Indian Gaming Regulatory
Act allows tribes to link tribal casino games.

2. In your testimony, you state that the Department “has concerns regarding
some of the provisions of H.R. 4777, including that sections of this proposal
may weaken current law and standards and that it would also permit
gambling over the Internet from the home and favor certain industries over
others.” Docs the Department support applying the provisions of H.R. 4777
to all forms of Internet gambling?

Response: The Department supperts applying H.R. 4777 to all forms of gambling over
the Internet which are set forth in the bill.

V. Horseracing

1. kt has been claimed by some that an amendment to the Commerce-Justice-
State Appropriations bill in 2000, legalized Internet gambling on horse races
under the Interstate Horseracing Act. Does the Department concur with this
position?

Statement on the House Floor, February 16, 2006 (Cong. Rec. p. E191).

7
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Response: The Depariment of Justice does not concur with this position. The
Dcpariment of Justice does not view the 2000 amendment to the Interstate Horseracing
Act as amending existing criminal statutes.

2. On July 14, 2003, in a letter to Congressman John Conyers, Assistant
Attorney General William Moschella opined that the December 2000
amendment to the Interstate Horseracing Act has no impact on the Wire Act
or the legality of Internet gaming. Does the Department still hold this
position?

Response: The Department of Justice continues to maintain this position.

3. Does the Department bave an estimate for the amount of money presently
wagered annually by Americans on horse races over the Internet offered by
companies operating pursuant to the December 2000 amendment to the
Interstate Horseracing Act?

Response: The Department does not maintain information or statistics concerning the
number of Americans who currently place wagers over the Internet. Thus, the
Department cannot estimate how H.R. 4777 would impact the namber of individuals who
would wager over the Iniernet.

4. ‘What regulatory regime is presently in place in this country with respect te
Internet gaming on horse racing to prevent use by minors and abuse by
problem gamblers and money launderers, and how effective is this regime?

Response: The regulatory regime for pambling on horse racing is a matter of state law.
The Department does not maintain information on this topic.

5. What regulatory regime is presently in place in this country to assure that
bets on horse racing are not being placed over the Internet by individuals
located in states and jurisdictions that de not permit betting on this activity,
and to what extent is this regulatory regime effective in preventing such bets?

Response: The regulatory regime for gambling on horse racing is a matter of state law.
The Department does not maintain information on this topic.

6. In a press release, the National Thoroughbred Racing Association stated
”[TThe NTRA worked with Congressman Goodlatte to ensure that HR 4777
also contained language that protects online and account pari-mutuel
wagering.” Does the Department concur that H.R. 4777 as presently drafted
would permit Internet gambling on horse racing?

Response: Proposed subsection 1084(d) of H.R. 4777 allows intrastatc wagering where
the bettor and the gambling business are located in the same state, the state has authorized
such bets, and the state has authorized and licensed the gambling business. Thus,
intrastatc wagering on horsc races is permissible under HLR. 4777.

8
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With respect to interstate wagering on horse racing, the Department continues to believe
that the Interstate Horseracing Act did not amend existing criminal statutes and thal the
interstate transmission of bets on horse racing is not permitted. We understand that the
horse racing industry does not agree with our position. After the April 5, 2006 hearing,
the Departiment worked in consultation with Representative Goodlatte to develop
legislative language for inclusion in H.R. 4777 to effectuate his intent to maintain the
current status quo between the Interstate Horseracing Act and federal criminal statutes.
As a result of those discussions, Representative Goodlatte agreed to modify H.R. 4777 by
deleting subsection 1084(f), and creating new sections 5 and 6 within the bill.

Section 3, Rule of Construction, is now a separate section of the bill that refers to "this
Act," rather than "this section,” thus making it more neutral than the original provision,
which would have explicitly amended 18 U.S.C. § 1084. Section 6, Sense of the
Congress, clearly states that H.R. 4777 does not change which activitics related to horse
racing may or may not be allowed under federal law, and that the bill does not change the
relationship between the statutes in effect at the time of H.R. 4777's consideration. The
Department believes that this new legislative language more effectively carries out
Representative Goodlatte's intent to preserve the status quo than the introduced version of
H.R. 4777. The inclusion of specific language in the legislative history of the bill
reiterating the language of Section 6 would be helpful in further confirming that 1L.R.
4777 is not intended to alter the current relationship between the criminal wagering
statutes and the Interstate Horscracing Act.

7. In your testimony, you similarly conclude that HR 4777 “expressly permits
interstate wagering on horse racing.,” You reiterate that the bill “would
change current law. . . and permit the interstate transmission of bets and
wagers on horse races”, that “[t]he Department is concerned that [this
proposal] would weaken existing law.” Does the Department support
striking the provisions of HR 4777 that “expressly permit|s] interstate
wagering on horse racing”?

Response: Please see response to Question 6 above.

8. Does the Department support clarifying that Internet Gambling on horse
races is governed by the Wire Act, and thus barred?

Response: Please see responsc to Question 6 above.

V1. Exemptions

1. H.R. 4777 expressly authorizes or fails to proscribe certain forms of Internet
gaming, including Internet wagers on horse racing, fantasy sports, intrastate
lotteries, intrastate Internet gambling where authorized under state law and
intra-tribal internet gaming. In his letter of July 14, 2003, Assistant Attorney
General William Moschella wrote that since the bill then under
consideration, H.R. 21, would add exemptions to the Wire Act’s definition of

9
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“bet or wager,” it could “make otherwise illegal transactions legal.” Does the
Justice Department still stand behind its analysis in 2003 that adding
exemptions to the Wire Act as is provided for in H.R. 4777 may make
activities that are currently illegal now legal and “expand legal gambling
opportunities”?

Response: The Department continues to be concerned about any expansion of gambling
activities, especially those that would permit gambling from the home.

H.R. 21 did not amend Section 1084. Rather, it proposed to create a new statute that
would prohibit persons engaged in the business of betting or wagering from accepting
certain forms of payment for unlawful Internet gambling. H.R. 21 defined the (erm “bet
or wager” to exclude “any lawful transaction with a business licensed or authorized by a
State.” The term “unlawful Internet gambling” was defined to mean “to place. receive, or
otherwise transmit a bet or wager by any means which involves the use, at least in part, of
the Internet where such bet or wager is unlawful under any applicable Federal or State
law in the State in which the bet is initiated, received, or otherwise made.”

In a July 14, 2003 letter, the Department expressed a concern that these definitions could
allow one to argue that “because the provision does not specify which State’s laws must
be considered, only the laws applicable in the State in which the gambling business is
located need to be consulted in order to determine if the transaction is lawful. This
interpretation would make lawful transactions that are currently unlawful in the state
where the bet is initiated.”

This letter further stated that “one could argue that H.R. 21 would make lawful
transactions that otherwise violate other Federal laws. For example, 18 U.S.C. § 1084
prohibits one in the business of betting or wagering from using a wire communication
facility in interstate or foreign commerce to transmit a bet or wager on a sporting event or
contest. The Department of Justice believes that the transmission of a bet or wager on
sporting events or contests over the Internet would constitute such a use of a wire
communication facility in interstate or foreign commerce. Section 1084 does not contain
any exceptions for bets placed with a gambling business licensed or authorized by a
State. Yet, while violating Section 1084, if the bet was placed with a business licensed in
a Statc, it might not be deemed a “bet or wager’ under H.R. 21.”

H.R. 4777 differs from ILR. 21 in that H.R. 4777 actually amends Section 1084 and does
not create a new statutc. Thus, the Department’s concerns about the inconsistency
between H.R. 21 and Section 1084 do not arise with respect to HL.R. 4777. Additionally,
H.R. 4777 does not contain the exception to the term “bet or wager” for “any lawful
transaction with a business licensed or authorized by a State,” which was contained in
H.R. 21 and discussed in the Department’s letter.
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Currently, Section 1084 is not applicable to wholly intrastate wire communication
transmissions. The provisions of H.R. 4777 that pertain to state lotteries, tribal gaming,
and horse racing aré consistent with cxisting law to the extent that these provisions permit
wholly intrastate transmissions. Subsection 1084(d) of IL.R. 4777 requires that the bettor,
the gambling business, and the support facility be located in the same state in order for
this provision to apply. The provision does not contain any requirements for the actual
routing of the transmission. Currently, the determination of whether the transmission is
in interstate or foreign commecrce is made by looking at the actual routing of the
transmission. Thus, ILR. 4777 may allow intrastate wagering on lotteries, horse racing,
or tribal gaming that current Section 1084 would not allow because the transmission
takes place in interstate commerce, cven though the bettor and the gambling business arc
located in the same state.

With respect 1o state lotteries, subsection 1084(c) allows the transmission of information
assisting in the placing of bets or wagers to an out-of-Statc data center for the purpose of
assisting in the operation of the State-specific lottery. Current Section 1084(b) permits
the interstate transmission of information assisting in the placing of bets or wagers where
betting on the same event is legal in both states. H.R. 4777 would permit State A’s
lottery to transmit information to a data center in State B even if one could not legally
purchase a ticket in State A’s lottery in State B. Because the bettor would still need to
purchase the lottery ticket within the State that is operating the lottery, the Department is
not troubled by this change in the law.

2. Does the Justice Department continue to have the concern, as expressed in
2003 by Assistant Attorney General Moschella, that exceptions written into
the Wire Act might be applied to other federal statutes?

Response: The 2003 letter concerned H.R. 21, which created a new statute, but used the
same terminology regarding the business of betting or wagering, as existing Section
1084. H.R. 21 also defined the term “bet or wager” for purposes of that proposed statute.
The Department was concerned that, since the term “bet or wager” was being defined for
H.R. 21, the proposed definition would be made applicable to other federal statutes, such
as Section 1084. H.R. 4777 proposes an amendment to cxisting Section 1084. Thus, the
proposed definition for the term “bet or wager” would be made applicable to Section
1084 and there would not be the potential for conflict between two federal statutes.

3. ‘What regulatory regime is required to assure that the Internet gambling
activities permitted under H.R. 4777 (for example, horse racing, intrastate
and intra-tribal Internet gambling, intrastate lotteries, and fantasy sports)
are not used by minors or abused by problem gamblers and money
launderers?

Response: The regulation of gambling that is permitted under H.R. 4777 is generally left
to the states or tribes. For example, subsection 1084(d) requires the state or tribe to
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license the gambling business and requircs that the state have a secure and effective
customer verification and age verification system.

4, H.R. 4777 would exempt intrastate and intra-tribal Internet gambling, and
intrastate lotteries from its prohibitions. Does the Justice Department
consider such gambling activity barred under current law, and if so, docs the
Department believe these exemptions open the door for more gambling over
the Internet than would otherwise be legal?

Response: With respect to the transmission of bets or wagers for intrastate gaming,
Section 1084 currently does not apply to wholly intrastate gambling using a wire
communication facility. However, one looks to the actual routing of the transmission to
determine if the transmission is one in interstate or forcign commerce. Under H.R. 4777,
if the bettor, gambling business, and the support facility are located in the same state,
gambling using a communication facility is permitted. Thus, there may be instances
where the Internet transmission is routed outside of the state but the bettor and gambling
business are located in the same state. Under current Section 1084, such bets are
prohibited, but will be permitted under H.R. 4777.

With respect to inter-tribal gaming, the Indian Gaming Regulatory Act permits the
linking of inter-tribal casinos across state lines under certain circumstances. Thus, we
would not expect the exceptions in H.R. 4777 to open the door for more gambling over
the Internet than would otherwise currently be legal.

Current Section 1084 permits the interstate transmission of information assisting in the
placing of bets or wagers if the information is transmitted between two states where
wagering on that same event is legal. H.R. 4777 would permit a state lottery in State A 10
transmit information assisting in the placing of bets and wagers to an out-of-state data
center, which is located in State B, where the sale of State A’s lottery tickets would not
be permitted. This activity would not currently fall within Section 1084(b) because
wagering on the same event is not legal in both states. This change should not result in
an increase in gambling over the Internet because the transmissions would not be for the
sale of lottery tickets to bettors.
5. Does the Department support permitting a state to operate its lottery over
the Internet within the borders of that state? Why or why not?

Response: The Department has stated in prior testimony that any form of gambling over
the Internet raises concerns about gambling by minors and gambling addiction.

6. If intrastate lotteries conducted over the Internet are permitted, does the

Department believe participating states will seek to expand the scope of this
activity to allow the sale over the Internet of lottery tickets marketed jointly

12
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hy several participating states (such as is done by land-based sellers with
respect to ""Powerball" tickets)?

Response: The Department understands that, while Powerball is marketed by several
states, the actual Powerball tickets must be purchased from a terminal operated by a
licensed retailer in a state that sells the Powerball game. Interstate sale of Powerball
tickets is not currently permitted. The provision for intrastate gambling in H.R. 4777
requires that the bettor and the gambling business be located within the same state. Thus,
it appears that a state lottery would be able to offer tickets in whatever lottery games it
sells, but only to individuals who are within that state at the time of the sale. The
Department cannot speculate regarding the types of additional activities state lotteries
would wish to authorize.

7. Does the Justice Department support the exemptions for intrastate and intra-
tribal gaming?

Response: To the extent that these provisions would permit gambling from the home,
the Department has stated in the past that any form of gambling over the Internet raises
concerns about gambling by minors and gambling addiction. These provisions of H.R.
4777 require that the gambling business be authorized and licensed under state law, or
that the Tribe has authorized and licensed the gambling business and that the State or
Tribe has explicitly authorized such bets or wagers. Thus, illegal gambling, such as
bookmaking, would continue to be prohibited.

8. Would the Justice Department support an amendment to strike language in the
bill that could be interpreted to expand Internet gambling opportunities in the
U.S. or otherwise weaken prohibitions the Justice Department believes to be in
place?

Response: If such language is present in H.R. 4777, we will continue to work with
Representative Goodlatte’s staff to address our concerns.

VII. Fantasy Sports

1. There are websites that offer participants the chance to win prize money in
exchange for an entry fee where the player’s chance is determined by the
performance of participants in sporting events. These “pay to play” fantasy
sites are also open to participation by minors. Does the Department support
permitting minors to wager over the Internet on such websites in the hope of
winning prize money?

For example, www.cdmsports.com
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Response: To the extent that the activity on fantasy sports websites is actually
“gambling,” the Department does have concerns about minors gambling on the Internet.

2. ‘What regulatory regime is presently in place to prevent minors from
wagering money in the hopes of winning prizes money on such “pay to play”
websites, and how effective is this regime?

Response: The Department does not maintain information about regulatory regimes for
fantasy sports, which would be a matter of state law.

3. Virginia law defines “illegal gambling” as “the making, placing or receipt, of
any bet or wager in this Commonwealth of money or other thing of value,
made in exchange for a chance to win a prize, stake or other consideration or
thing of value, dependent upon the result of any game, contest or any other
event the outcome of which is uncertain or a matter of chance, whether such
game, contest or event occurs or is to eccur inside or outside the limits of this
Commonwealth.” Virginia also makes it illegal for the “house” to take a cut
of the proceeds.4 In the Department’s opinion, would the provision of H.R.
4777 that authorizes participation in “pay to play” fantasy sports where
participants pay for the right to compete for cash and other prizes conflict
with, and supercede, Virginia state law?

Response: Subsection 1084(e) of HR. 4777 provides that “Nothing in this section creates
immunity from criminal prosecution under any laws of any State or Tribe.” Thus, to the
extent that “fantasy sports” fall within the exception to the term “bet or wager” in
subsection 1081(6)(vii) and, thus, are not subject to the prohibition of Section 1084, if the
activity violated the laws of a particular state, it would still be illegal in that state.

4. One “pay to play” fantasy sports website which charges participants a fee in
the hope of winning cash or other prizes bars participants from certain states
from receiving any cash or other prizes. Specifically, the site’s disclaimer
states: “(i) eligible legal residents of Arizona, lowa, Louisiana, Maryland,
Montana, and Vermont may play Fantasy Football Gold, but are not eligible
to win any prizes.”5 Does the exemption in H.R. 4777 for “pay to play”

: Va. Code § 18.2-325 (2005).

¢ See id. § 18.2-325(4) (defining operator); see also “Risk of Robbery Raising Stakes Of

Poker Nights,” The Washingion Post, 2/21/2006.

See CBS Sportsline, “Disclaimer,” available at
http://football. sportsline.com/splash/football/spln/single/getting-started; see also, ESPN, “Rules -
Legal Restrictions,” available at http://games.espn.go.com/content/flb/2005/rules?page=legal.
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fantasy sports conflict with, and supercede state law in Arizona, Iowa,
Louisiana, Maryland, Montana and Vermont?

Response: Please see response to Question 3 above.

VIII. Poker

1. In your testimony, you state that the Department is concerned whether the
definition of the term “bet or wager” is “sufficient to cover card games, such
as poker.” Would the Department support an amendment to clarify that
card games such as poker is covered by the bill’s definition of “bet or
wager”?

Response: The Department would support an amendment that clarifies that card games
are inctuded within the definition of the term “bet or wager.”
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RESPONSE TO POST-HEARING QUESTIONS FROM THE HONORABLE WILLIAM E.
MOSCHELLA, ASSISTANT ATTORNEY GENERAL, OFFICE OF LEGISLATIVE AFFAIRS,
UNITED STATES DEPARTMENT OF JUSTICE, FOR THE APRIL 29, 2003 HEARING ON
H.R. 21, THE “UNLAWFUL INTERNET GAMBLING FUNDING PROHIBITION ACT”

U. S. Department of Justice

Office of Legislative Affairs

Office of the Assistant Attorney General Washington, D.C. 20530

July 14, 2003

The Honorable John Conyers, Jr.
Ranking Minority Member

U.S. House of Representatives
Committee on the Judiciary
Washington, D.C. 20515

Dear Congressman Conyers:

This is in response to your written follow-up questions to the April 29, 2003,
hearing on H.R. 21, the “Unlawful Internet Gambling Funding Prohibition Act!

Your written questions concern the definition of the term“bet or wager” that is
contained in Section 3(b)(1)(E)(ix) of H.R. 21. This definition excludes“any lawful
transaction with a business licensed or authorized by a State’ from the definition of the
term “bet or wager.” The Department recognizes that this provision has become the
subject of controversy, and believes that these controversies exist because the provision is
ambiguous. We support clarifying the provision to eliminate the ambiguity, and doing so
in a manner that does not allow the expansion of gambling opportunities by making
lawful transactions that are currently unlawful.

The definition of "unlawful Internet gambling" contained in H.R. 21 states that a
bet or wager is wnlawful if it is "unlawful under any applicable Federal or State law in the
State in which the bet or wager is initiated, received, or otherwise made." Because the
exclusion under Section 3(b)(1)(E)(ix) references "lawful” transactions, one interpretation
of subsection (ix) is that it only clarifies that the bill will not affect otherwise lawful
transactions. In other words, if the transaction is unlawful under Federal law or the laws
of one State, then subsection (ix) cannot operate to make the transaction lawful because,
by its terms, it only applies to "lawful" transactions.

The provision can be interpreted in other ways, however, which could make
otherwise illegal transactions legal. For example, one could argue that because the
provision does not specify which State’s laws must be considered, only the laws
applicable in the State in which the gambling business is located need to be consulted in
order to determine if the transaction is lawful. Under this interpretation, because the
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provision does not specify which State's laws must be considered, only the laws
applicable in the State in which the gambling business is located need to be consulted in
order to determine if the transaction is lawful. This interpretation would make lawful
transactions that are currently unlawful in the state where the bet s initiated.
Furthermore, under this interpretation, one could argue that H.R. 21 would make lawful
transactions that otherwise violate other Federal statutes. For example, 18 U.S.C. § 1084
prohibits one in the business of betting or wagering from using a wire communication
facility in interstate or foreign commerce to transmiit a bet or wager on sporting events or
contests. The Department of Justice believes that the transmission of a bet or wager over
the Internet would constitute such a use of a wire communication facility in interstate or
foreign commerce. Section 1084 does not contain any exceptions for bets placed with a
gambling business licensed or authorized by a State. Yet, while violating Section 1084, if
the bet was placed with a business licensed in a State, it might not be deemed a“bet or
wager” under H.R. 21. Since H.R. 21 and Section 1084 contain similar terminology, and
since H.R. 21 purports to amend Section 1081 and Section 1084, defendants may raise
the argument that Congress has now defined the term "bet or wager," and that this new
definition should be made applicable to existing statutes, such as Section 1084. In other
words, since both H.R. 21 and Section 1084 concern gambling, the interpretation of the
term “bet or wager” used in H.R. 21 might be applied by a court to interpret Section 1084,
which does not define the term “bet or wager.”

This provision is ambiguous and can be interpreted in these contrary ways, and the
Department cannot predict which way courts will rule and what interpretation of
subsection (ix) will be imposed. Different courts may even interpret the provision in the
different ways. Accordingly, we believe this proposed exception to the term "bet or
wager” adds confusion and uncertainty not only to HR. 21, but to existing federal law, as
well. We therefore believe it should be clarified.

With respect to your specific questions, the Department has the following
responses.

1) Does the Department believe that current law prohibits all types of internet
gambling, including gambling on horse racing, dog racing, or lotteries?

Response: The Department of Justice believes that current federal law, including 18
U.S.C. §§ 1084, 1952, and 1955, prohibits all types of gambling over the Internet. We do
not believe that the December 2000 amendment to the Interstate Horseracing Act, a civil
statute in which the federal government has no role, amended 18 U.S.C.§ 1084 (a pre-
existing criminal statute) . While we note that the Fifth Circuit's decision, In re
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Mastercard, 313 F.3d 257 (5th Cir. 2002), held that Section 1084 did not apply to casino
style gambling on the Internet, the court did not consider other federal gambling statutes.
In addition to believing that this case was wrongly-decided on the law, the United States
was not a party in that case and does not believe that it would constitute binding
precedent in other circuits.

2) Does the Department believe that the language, quoted above, would allow
internet gambling on horse racing, if the entity was licensed or authorized by a
state?

Response: As stated above, one of the concerns that the Department of Justice has about
H.R. 21 is that, if enacted, the definitions of terms used in H.R. 21 might be applied to
other federal gambling statutes. Indeed, Internet service providers have already told the
Department that they believe that the definition of the term "bet or wager" in HR. 21
should be made applicable to Section 1084.

As set forth above, this provision only states that the transaction must be a "lawful
transaction” without a reference to which State’s law must be considered. If H.R. 21 is
enacted, and courts interpret this provision to require that only the law of the State in
which the business accepting wagers on horse racing is located needs to be referenced to
determine that the transaction is "lawful,” then gambling on a horse race with a business
licensed by a State would not be considered a bet or wager under HR. 21.

Under H.R. 21, if the transaction is not deemed to constitute a“bet or wager,” then
the general prohibition provisions on payments is not applicable. If the definitions
contained in HLR. 21 are applied to other federal gambling statutes such as Section 1084,
then such transactions would no longer violate those other statutes either, even though
statutes like Section 1084 are clearly intended to prohibit such transactions.

Similarly, 18 U.S.C. § 1955 requires a violation of state law, and 18 U.S.C. § 1952
requires that the gambling business violate either federal or state law. Given that HR. 21
would be the most recently enacted statute and would be Internet specific, courts might
use the definitions in HL.R. 21 to determine that wagering on a horse race is not a“bet or
wager.”

With respect to horse racing, the Interstate Horseracing Act permits“interstate off-
track wagers,” which are defined as “a legal wager placed or accepted in one State with
respect to the outcome of a horse race taking place in another State and includes pati-
mutuel wagers, where lawful in each State involved, placed or transmitted by an
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individual in one State via telephone or other electronic media and accepted by an off-
track betting system in the same or another State, as well as the combination of any pari-
mutuel wagering pools.” 15 U.S.C. § 3002(3). While the Department of Justice does not
believe that this amendment to the Interstate Horseracing Act amended Section 1084 to
permit the interstate transmission of bets on horse racing, the definitions in the Interstate
Horseracing Act would make the argument to apply H.R. 21’s definition of the term'bet
or wager” to other federal gambling statutes even stronger.

3) Does the Department believe that the language, quoted above, would allow
internet gambling on dog racing, if the entity was licensed or authorized by a state?

Response: While there is no federal statute for dog racing similar to the Interstate
Horseracing Act, the Department believes that the same analysis would apply to dog
racing, as well as other state legalized gambling, including lotteries.

4) Does the Department believe that the language, quoted above, therefore, expands
legal gambling opportunities on the internet?

Response: The Department believes that, under one interpretation and using the analyses
set forth above, it could expand legal gambling opportunities.

5) Does the Department believe that the language, quoted above, requires that an
entity be licensed or authorized by a state to conduct internet gambling or that it
would suffice for an entity be licensed or authorized by a state for some other
purpose?

Response: The provision states only that the transaction be“a lawful transaction with a
business licensed or authorized by a State” The plain language of this provision does not
require that the business he licensed to conduct Internet gambling by a state. Therefore, it
would suffice for the entity to be a gambling business that was licensed or authorized by a
state for that purpose, assuming such license or authorization is required under that statés
law.

At this time, the legislative history of H.R. 21 does not indicate that Congress
intended this provision to require that the business be licensed to conduct Internet
gambling by a State. The Committee on Financial Service's report on H.R. 21 does not
provide any detailed explanation of this provision and does not state that the provision
requires that the business be licensed by a state to conduct Internet gambling. See H.R.
Rep. No. 108-51 (2003).
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Further, HL.R. 21 was introduced by Representative Leach in this Congressional
session. In the 107th Congress, Representative Leach introduced H.R. 556, which is
basically the same bill as HR. 21. This particular provision was added to H.R. 556
during the October 21, 2001, markup session held by the Committee on Financial
Services without extensive debate. The Committee on Financial Services report on H.R.
556 also does not contain any detailed analysis of this provision. See H.R. Rep. 107-339
(2001).

6) Would the Department support an amendment to strike the language, quoted
above, or otherwise clarify that the bill does not weaken the prohibitions in current
law on internet wagering?

Response: The Department believes that this provision can be interpreted differently and
thus has created confusion and possible inconsistencies with existing federal statutes.
The Department supports efforts to restrict and contain illegal Internet gambling, and
believes this is the intent of H.R. 21. As such, the Department supports clarifying the
meaning of this provision so that it cannot be interpreted as expanding Intertiet gambling
opportunities by possibly making legal transactions that are currently illegal. We look
forward to working with you and the Committee toward this end.

Again, thank you for the opportunity to comment on this legislation. Please do not
hesitate to call on us if you would like us to answer any additional questions or to provide
any additional assistance.

Sincerely,

TN b Mesedoty,

Williain E. Meschella
Assistant Attorney General

cc: The Honorable F. James Sensenbrenner, Jr.
Chairman
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PREPARED STATEMENT OF JOHN A. PHILLIPS, CEO, ARISTOTLE INTERNATIONAL

“Law enforcement and consumer protection agencies as well as industry self-regu-
latory bodies have long recognized the need for rapid online identity verification for
Patriot Act and anti-money laundering compliance, fraud prevention and risk miti-
gation involving age-restricted products such as tobacco, alcohol, pharmaceuticals,
video games and mature content.

The private sector is responding to mounting public pressure in an increasingly
socially responsible manner by deploying reliable state-of-the-art technology that ef-
fectively addresses this important need.

According to Forbes Magazine, Aristotle’s INTEGRITY verification service is the
market leader in online identity and age verification technology. INTEGRITY is uti-
lized today by global Fortune 1000 enterprises that are required by law or best-prac-
tices professional codes of conduct to identify individuals requesting permission to
enter a facility, a website, open an account or conduct certain transactions online.

Institutions relying on INTEGRITY include more than 350 of the nation’s largest
financial services companies, government agencies and airport security authorities,
wineries, distillers, makers of premium cigars, video game publishers and major mo-
tion picture studios.

The Federal Trade Commission and other governmental agencies have urged that
reliable state-of-the-art methodologies available on the market be deployed to pro-
tect children from accessing promotions intended only for adults. In its 2003 report
to Congress on the marketing of beverage alcohol products, the FTC pointed to the
emergence of online methods, and Aristotle’s service in particular, as addressing
this public need. (See FTC Report to Congress: Alcohol Marketing and Advertising
September 2003).

Aristotle’s INTEGRITY verification technology is a logical response to the acute
need of responsible marketers for reliable, robust and commercially reasonable pro-
tective screening.

INTEGRITY today is utilized, for example, to comply with the multi-state Tobacco
Master Settlement Agreement provisions that prohibit marketing to minors. The
service exceeds the strict standards of such laws for online age-verification as Cali-
fornia’s Business and Professions Code § 22963, and Virginia Code § 18.2-246.8, gov-
erning online tobacco sales. Since adoption, not one INTEGRITY service client has
ever been found to have improperly marketed a tobacco product to a minor.

The major motion picture studios also use INTEGRITY to comply with the Motion
Picture Association of America (MPAA) guidelines for restricting minors’ online ac-
cess to studio promotions with “R” rated content. Blocking underage teens from pur-
chasing tobacco online is another important value. The Campaign for Tobacco-Free
Kids (http:/ /tobaccofreekids.org/ Script/ DisplayPressRelease.php3?Display=425) pre-
sents the urgency of this issue on its website.

Vendors in the beverage alcohol business use INTEGRITY as well. In the new era
of direct wine shipments, for example, online age verification is an essential compo-
nent for compliance and responsible marketing across the United States. Without
a service such as INTEGRITY, Members of Congress, and the general public would
not be able to purchase fine cigars or quality wine, purchase lottery tickets or an
R-rated movie by mail, by telephone or online.

In the United Kingdom, INTEGRITY is widely used by licensed casino operators
to comply with the strict UK requirements for age verification online.

In addition to the risk mitigation and child protection benefits of age and identity
verification, INTEGRITY will benefit those individuals who acknowledge that they
are problem gamblers and wish to avoid relapse, or who, for whatever reason, do
not wish to be solicited for products or services that are potentially harmful or per-
sonally offensive. At the INTEGRITY web site, individuals will be able to put their
own names on a confidential list of those who do not wish to be solicited or allowed
to open an account with a casino.

Many states have enacted legislation enabling each gaming venue to maintain a
list of individuals who have identified themselves as problem gamblers. The problem
is that there are many forms of gaming available, each with its own regulatory
agency and there is currently no coordination among or between them. Some of the
regulations are written in such a way that in Nevada, for instance, you have to reg-
ister in person at every single casino where you may want to be blocked from temp-
tation.

Leaving aside the irony of sending people to the very places they are trying to
avoid, with hundreds of casinos in Clark County alone you’d have to visit several
per day every day to achieve comprehensive coverage—and then start over to find
the new casinos that had been built in the interim
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Aristotle is working on a proposal with the National Council on Problem Gam-
bling, the national non-profit advocate for programs to assist problem gamblers and
their families, to enhance INTEGRITY’s ability to address this problem. The pro-
posed program would deploy current technology to allow individuals to voluntarily
place their names on a self-exclusion master list—one time, at a single web site,
rather than having to seek out hundreds of separate sites or physical locations.

The list would be strictly confidential, and the names would not be disclosed to
anyone. Individuals could remove their names from the list after a minimum period.
Should someone whose name is on the list attempt to open an account with a mer-
chant in the gambling industry, INTEGRITY would not return a match (approval)
code to the merchant. The reason for the non-return of the match code would not
be specified to the merchant.

In their determination to comply with the law, market responsibly, and meet best
practice standards, a rapidly growing number of enterprises across a broad spec-
trum of commerce and government use Aristotle’s INTEGRITY solution.

In its simplest terms, the case for robust ID authentication has never been more
apparent, urgent or efficient, thanks in large part to the capabilities of Aristotle
International’s online service, INTEGRITY.”
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PREPARED STATEMENT OF KOBUS PAULSEN, CHIEF EXECUTIVE, UC GROUP

Testimony of Kobus Paulsen
Chief Executive
UC Group

April 11, 2006

Submitted for the Record Concerning
Legislative Hearing on ILR. 4777, the "Internet Gambling Prohibition Act"

Held Beforce the Committee on the Judiciary
Subcommittee on Crime, Terrorism, and Homeland Security
United States House of Representatives
On Wednesday, April 5, 2006, at 2:00 p.m.

Mr. Chairman and Members of the Judiciary Committee, T am Kobus Paulsen, Chicf
Executive of UC Group, a UK Limited Company which has operated a payments business that
specializes in the secure processing and settlement of Internet credit card transactions.

T appreciate the opportunity to submit written testimony to you concerning my
experiences with the secure processing of Internel credit card transactions with respect to high-
risk transactions, specifically Internet gambling transactions.

1. INTRODUCTION

First, T would like to explain a little about my company, UC Group. UC Group is a UK
Limited Company which has operated a payment business that specializes in the secure
processing and settlement of Internet credit card transactions since 1997, The UC Group’s
unique credit card transaction system for e-commerce sectors is specifically designed to provide
security, protect against fraud, prevent money laundering, and limit other abuses n areas of
e-commerce that are perceived to pose special risks, such as in travel reservations and Internet
gambling transactions." UC Group is not an online gambling company but rather a payment
service provider that processes a wide variety of credit card ransactions (including legal online
gambling transactions) for some of the largest financial institutions in the world.

I am submitting this testimony today to address concerns raised about Internet gambling
transactions in the context of the legislation offered by Rep. Goodlatte, and to provide
information about how many of the same concerns arc alrcady being addressed in other nations
through the use of technology.

Other areas ol higher risks of payment fraud, money laundering, and related abuses include airline travel
bookings, adult entertainment, and consumer purchases of clectronic goods. The UC Group's systems and
solutions handle a variety of forms of consumer transactions, but as a matter of choice and policy do not
include the adult entertainment sector.
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1L THE GOODLATTE BILL AND ITS GOALS

The legislation introduced by Congressman Goodlatie (R-VA) seeks to modernize
existing U.S. law prohibiting interstate gambling over telephone wires by expanding the
prohibition against such activity 1o cover other methods of electronic communication. 1t also
prohibits gambling businesses from accepting certain types of payments, and provides an
enforcement mechanism for situations where an offshore gambling business accepts payment
from U.S. bank accounts. The bill specifically permits individual state legislatures to determine
whether or not Internet gambling will be permitted within the state, and thus envisions the
possibility that Internct gambling will not be completely prohibited.

In reviewing the testimony provided at the Committee’s hearing last week, several points
made by witnesses stood out with respect to the goals of the Goodlatte bill and the concems
raised about the activity that might be permitted under the bill. Specifically. concerns were
raised that allowing any legal Internet gambling (for example, should a state wish to legalize it)
would invite a number of social harms - such as underage gambling, compulsive gambling,
involvement of organized crime, money laundering, and fraud.

¢ A warning was issued by Professor Kindt that “Internct gambling places electronic
gambling at every work station, at every school desk, and in every living room.” He
argued that the only effective way to address these problems is a “total ban on
Internct gambling activities.”

¢ Mr. Ohr from the Justice Department testificd that permitting gambling from home
would lead to underage and compulsive gambling, despite the Goodlatte bill’s
requirements for age verification and residence requircments. Mr. Ohr also raised
concerns about the ability to verify the physical location of a bettor, stating that, “the
Department believes that further study is needed as to whether existing technology
can address compliance where a bettor places bets using his or her cell phone or
laptop computer using a WiFi or similar Internet access.”

o M. Vallandingham from The First State Bank expressed the concern that credit card
payments may originate from a company that has many lincs of business, inc luding
an Internet gambling line, but may only have one merchant code that does not
identify the company as a gambling company — making it impossible for a financial
institution to determine that the transaction is illegal and should be blocked.

I would like to address each of these points, but first let me state uncquivocally that I do
not, nor docs UC Group, take a position regarding the legality or illegality of gambling or
Internet gambling. The legality of Internet gambling differs in different countries. Tt is legal in
some countries, illegal in others, and it is not my place to opine on whether the United Statcs
Congress — or the individual states — should prohibit or permit it. However, it is clear from the
debate and consideration of various Internct gambling bills that some transactions will likely be
permitted, and to the extent that this is the case, | respectfully offer (o the Committee that there
is, today, the technological capability to permit those legal transactions to occur — with
protections in place Lo prohibit underage or compulsive gambling, organized crime, money
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laundering and fraud. As someone who has spent a career developing such protections — not just
for Internet gambling bul for a/l ontine credit card transactions — T hope my testimony today will
provide useful information regarding the technological landscape and respond to the concerns
raised by some of your other witnesses.

. UC GROUP’S SERVICE FOR HIGH RISK E-COMMERCE SECTORS

Many of the risks that have been articulated relating to online gambling potentially apply
to Internet transactions more broadly. For example, Internet credit card transactions involve risks
not present in face-to-face business because the card holder and the merchant are not normally
together when the transaction occurs. Without safeguards in place, the lack of face-to-face
communication has the potential Lo increase the risk of fraud and money laundering in any
Internet credit card transaction by comparison to its counterpart in the physical world, Some
e-commerce sectors, such as gambling and entertainment, raise additional public interest
concerns that further ecnhance the need for making credit card transactions both secure and
capable of preventing fraud and other abuses.

UC Group’s system provides payment and related financial services to Internet merchants
to protect both the merchants and the consumers who purchase goods and services from the
merchants. In the credit card transaction chain, it operates belween the merchant and the
acquiring bank and performs the functions of an online payment scrvice provider. UC Group
carries out the full Internet payment process for the merchant, using UC Group’s proprietary
software. However, unlike traditional ouline payment processors, UC Group’s payment system
adds a significant number of security features to ensure that the consumer is protected from
merchant fraud; the consumer is protected from theft or fraud by other consumers or by
unauthorized or under-aged users, and the merchant is protected from fraud by criminals or
unauthorized users. UC Group system offers full protection to cardholders and banks against
liability from transactions processed through UC Group system.

UC Group system works as follows:

e First, UC Group sets up a “rolling rescrve” escrow account for each merchant in
which up to 12.5% of the merchant’s revenue is kept for six months. This is done to
ensure that any irregularities that could result in chargebacks or refunds can
immediately be settled against the escrow account. Requests for chargebacks and
refunds to the consumers are accepted as a matter of course and are not disputed. Any
claim of an instance of “unauthorized use” of a credit card therefore automatically
results in a full repayment to the principal credit card holder, without further
investigation, usually within 24 hours of receipt of the repudiated transaction.
Depending on the chargeback record of a merchant the “rolling reserve” can be
decreased over time to a minimum of 7.5%. It is therefore in the interest of the
merchant himself to take all possible steps to avoid unauthorised use of credit cards.
This aspect of UC Group’s system has been highly successful because UC Group has
been able to reduce the average chargeback rale of Internet merchants that are



123

perceived to be high risk to an average of 0.3% of normal transaction traffic* By way
of comparison, UC Group estimates that the normal chargeback rate for high risk
Internet transactions not using the UC Group’s system 1s around 2% for Internet
gambling transactions, between 3 and 5% for adult entertainment and between 2 and
3% for Internct airline bookings. Thus, about 90% of the possibly improper uses of
the credit cards are eliminated at the outset by the processes put into place by the UC
Group to combat fraud and unauthorized uses.

o UC Group’s system monitors the occurrence of suspicious chargebacks and refunds
on a credit card (in particular those linked to possible unauthorised use of the credit
card). Should suspicious activity such as chargebacks or refunds oceur, UC Group
immediately stops accepting further transactions through that credit card’?

e UC Group’s system does not “aggregate” e-commerce transactions, putting them
together into a single pool of funds that is then moved through the payments system.
Transactions are kept in separate streams for each merchant and, as needed, for each
URL*

*  Group’s system monitars and compares 1P address,” country of card holder and
country of issuing bank as further protection against fraud.

* UC Group’s system constantly monitors the frequency and value of transactions per
credit card. The UC Group system ensures that a sudden increase in frequency of use
or valuc of transactions on a credit card is immediately investigated.

e UC Group’s system uses securc software which allows it 1o trace back every single
transaction down to the second. In other words, the UC Group system crcates an
audit trail for every transaction.

e UC Group’s system makes continuous use of the services of Baker Tilly (7" largest
firm of accountants worldwide), which downloads all transactions on a daily basis
and manages the “rolling reserve.” All rescrve accounts arc balanced and reconciled
on a daily basis.

¢ Baker Tilly performs random spot checks to re-verify the identity of card holdcrs
registered as users on a merchant’s website. These spot checks are conducted by

telephone or c-mail on the basis of information supplied by databases such as Verid

(x sisdonn), All of the UC Group’s systems data (including all transaction

records) are stored safely on state-of-the-art high sccurity servers both by UC Group

and by Baker Tilly.*

Inlernet merchants can be the victim of attucks by professional credit card fraud rings, which may cause
occasional peaks in the number of chargebacks. For the purposes of this paper this was not regarded as part of
“normal {ransaction traffic.”

Chargebacks or refunds can be objectively justifiable in c-commerce. For instance, it is possible thal a
consumer inadvertently “clicks twi In such cases, the money spent imadvertently will be returned but there
is no objective reason to refuse to transact with this consumer in the future,

A “URL" is a web {ink (*URL” stand for Uniform Resource Locator).

“1P address” stands for Intemet Protocol address. Every computer connected to the Internet is assigned a
unique number known as an Inlemet Protocol (IP) address. Since these numbers are usually assigned in
country-bascd blocks, an [P address can often be used to identify the geographic location from which a
computer is connccting Lo the Internet

All credit card data is encrypted and managed in accordance with the requirements of the Payment Card
Industry Security Standard (PCI)

4.
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* To protect against the risk of inoncy laundering, UC Group’s high risk e-commerce
clients are contractually obliged to:

o Fully disclose the identity of company dircctors and beneficial sharcholders
and report any changes to that.

o Take all reasonable steps to verify the identity of a consumer (e.g. by
collecting a copy of a drivers licence or passport or by using online
identification services such as Verid).

When a merchant is lound in breach of its contractual obligations in this regard a
penalty payment is withheld from the merchant’s “rolling reserve” cscrow account.

¢ In the specific case of Internet gambling merchants, UC Group limits the payment of
winnings to the card holder (by a bank drafi check in the card holder’s name or
through a transfer to his bank account), and screens names of payecs against
applicable sanctions lists. As a result, no money is at risk of being paid to individuals
or organisations listed on the lists of persons, groups and entities subject to financial
sanctions published by the European Union (EU) and the “Specially Designated
Nationals lis” published by U.S. Department of the Treasury.

¢ In the specific case of Internet gambling merchants, UC Group only deals with
merchants who are licensed under applicable local laws and who arc in good financial
and legal standing, based on banking and legal references.

¢ Likewise, if a merchant fuils to cure any breach of the contractual anti-money
laundering obligations or is determined to no longer be in good legal standing, or
financially sound, UC Group will terminate all services to that merchant.

Thus, UC Group has already in place systems thal effectively counter fraud and money
laundering pertaining to Internet gambling, as well as other forms of potentially higher-risk
online consumer transactions. The same sets of processes can be used to combat underaged
gambling and compulsive gambling, by defining criteria that require age verification or which
impose limits on the basis of required personal identifications, to enforce such limitations as they
are imposed by any jurisdiction’s particular regulatory regime. I address this process further in
my testimony below.

IV.  SPECIFIC CONCERNS ROUTINELY RAISED BY INTERNET GAMBLING

As stated in other witness testimony, there are five main areas of public interest concern
with respect to Internet gambling transactions —underage gambling, compulsive gambling, and
mvolvement of organized crime, money laundering and fraud. These areas of public concem are
not unique to the United States — they are concerns faced by a multitude of jurisdictions. Many
of these jurisdictions, including the United Kingdom, have legalized Internet gambling. They
have not done so by turning a blind eye to thesc concerns — rather they have employed
technology to protect cardholders and financial institutions against potential liability. As other
nations have found, these risks can be countered and contained, if those institutions operating
Internet gambling payment gateways choose ta adopt, or are required to adopt, technological
systems specifically designed to address each of these problems, such as those provided by the
UC Group.

Availahle at i -
Available at
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e Technology exists to address the risk of underage gambling.

Underage persons cannot play on an Internet gambling site when payments arc handled
by UC Group. Underage persons do not normally have their own credit cards. To the cxtent that
they do, currently only their issuing bank is awarc of the card holder’s age. In the event that the
issuing banks and the credit card companies are required to either disclose underage card holders
or assist in the prevention of underage Internet gambling, the UC Group system can enforce
prohibitions on underage gambling through immediate refusal of authorization of any such
transaction. Furthermore, underage persons seeking to make unauthorized usc of another
person’s credit card (for instance, their parents’ credit card) must overcome a scries of significant
hurdles, the final one of which goes to the heart of the system designed by the UC Group: they
cannot receive any winnings, as they are not the authorized owner of the card.

The UC Group system incorporates three barriers to prevent abuses by underage persons.
The first barrier is at the merchant’s website, which must have age verification mechanisms in
place to qualify for services from the UC Group. The second barrier is password verification for
credit cards which typically includes the Verified by Visa and MasterCard Sceure Code systems.
Finally, underage persons are denied winnings because UC Group only pays winnings Lo the card
holder.

UC Group recognizes that no regulatory or enforcement system is or can be perfect, and
for that reason has cstablished further protections for credit card holders against possible abuses
by others. Under the system established by UC Group, should an underage person succeed in
playing on an Internet gambling site with another person’s credit card, and somehow cvade the
rigid and significant barricrs put in place against unauthorized use, UC Group’s system will
impose no financial liability on the principal card holder. This is due to the fact that the principal
card holder can request a refund or chargeback which will be accepted as a matter of course by
UC Group on behalf of the merchant. Any funds spent by an underage or otherwisc
unauthorized person are simply returned to the principal credit card holder.

¢ Technology exists to address the risk of compulsive gambling.

UC Group’s payment system offers a number of opportunities to address compulsive
gambling that are as good as or better than those available for bricks and mortar gambling.

o First, credit card holders can be offered the possibility Lo restrict their own spending
on Internet gambling, for instance, via a self-exclusion program. Casinos in the
United States alrcady maintain such self-exclusion programs but the effect of such a
program is normally limited to one casino. When self-exclusion from Internet
gambling is put into effect via the payments system, it becomes impossible for the
person concerned to participate in any gambling on the Internet that uses traditional
credit card payments. Furthermore, individuals may fix limits on the amounts they
can spend on Inlernet gambling. Increasing such limits could be made subject Lo
cooling off periods of, for instance, three days after which the individual would nced
to reconfirm that he or she effectively wants to increase the spending limit.

_6-
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o Second, UC Group’s system can prohibit individuals from registering more than one
credit card Lo pay for Internet gambling transactions. This would prevent individuals
from running up cxcessive debts by using multiple credit cards.

o Third, it is relatively simple for UC Group’s system to detect an unusual increasc in
an individual’s spending on Internet gambling. When such an unusual pattern is
detected the person at issue could be put in contact with an organization such as
Gamblers Anonymous. This makes it possible to monitor compulsive gambling much
more closely than in the case of traditional forms of gambling where the casinos,
lotteries and racetracks normally do not know the identity, or the spending pattern, of
most of their customers.

s Technology exists to address the risk of abuse of Internet gambling by organized crime.

UC Group’s system maintains a complete and detailed audit trail of all transactions
conducted using its payment network. Furthermore, prior to paying any winnings, UC Group’s
system screens the payee against the EU’s lists of persons, groups and entities subject to
financial sanctions and the United States’ list of “Specially Designated Nationals.” Additionally,
UC Group also screens the beneficial shareholders of the Internet gambling companies that usc
1ts services.

In such a context, these protections prevent Internet gambling from being an attractive
vehicle for organized crime. Using systems such as those provided by UC Group, makes Internet
gambling a much less attractive vehicle for organized crime than the anonymous, cash-intensive
world ol traditional gambling with casinos, lotteries and racetracks because Internet gambling
transactions processed by the UC Group system can be tracked by authorized regulators and law
enforcement in connection with their criminal investigations.

¢ Technology exists to address the risk of abuse for money laundering.

UC Group does not accept cash payments from consumers or Internct gambling
businesses. All transactions are recorded. All partics are clearly identified. As a result, UC
Group’s payment system virtually eliminates the attractiveness of using Internet gambling
transactions for money laundering. As the U.S. General Accounting Office has reported:

“Banking and gaming’ regulatory officials did not view Internet gambling as being
particularly susceptible 1o money laundering, especially when credit cards, which creatc a
transaction record and arc subject to relatively low transaction limits, were used for
paymenlt. Likewise, credit card and gaming industry officials did not believe Internet
gambling posed any particular risks in terms of money laundering. (...)

The term “gaming™ used by the GAQ in its report is retained here. The term “gaming” is generally used in the
UK to refer to what in the U.S. is ordinarily referred to as “gambling.” In deference to this U.S. forum, my
testimony uses the term “gambling™ throughout.

ST
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“In general, gaming industry officials did not believe that Internet gambling was any
more or less susceptible to money laundering than other clectronic commerce businesses
and noted that the financial industry — which is responsible for the payments system — is
better suiled 1o monitoring for related suspicious activity in the area than the gaming
industry itself.”"°

The United Kingdom, which has spent considerable time and cffort studying the
feasibility of Internet gambling, takes the view that “there appears to be a paucity of proof” that
money laundering through Intemet gambling sites is “a significant problem” and that “[i]t is safe
to say that gambling transactions completed online can be more secure than cash business
conducted in traditiona! gambling outlets”"

e Technology exists to address the risk that Internet gambling operators might defraud
consumers.

Fraud against consumers will inevitably result in a high level of chargebacks. UC
Group’s practice of accepting chargebacks as a matter of course, using the funds in the
merchant’s “rolling reserve” escrow account to refund these chargebacks to the consumers,
virtually eliminates the incentive for merchants working with UC Group to defraud their
customers. In the sector of Intemet gambling, UC Group has and will only deal with properly
licensed, reputable, and authorized gambling operators.

Although it is not possible to totally exclude fraud in any area of economic activity,
Internet gambling fraud can be minimized through the use of payments systems that require
authentication and verification of both partics Lo any transaction. UC Group’s payment system
for high-risk e-commercc transactions reduces the risk of fraud against consumers, which when
applied to the Internet gambling sector is much lower than that occurring in many other sectors.

V. POLICY ISSUES

As L have stated, UC Group does not believe it appropriate Lo express an opinion
regarding what types of gambling should be permitted or prohibited in the United Statcs.
Howcver, to the extent that HR. 4777 conlemplates permitting intrastate and intra-tribal online
gambling transactions, we believe the current obligations under the bill — that states and tribes
require usc of only age verification and location technology - may well be insufficient to address
all of the concerns with onlinc gambling previously discussed.

Additionally, UC Group recognizes that mobile phones and other similar wireless
devices are increasingly being used to conduct Internet transactions. While some have identified
this mobility as a problem for verification of the identity and location of a consumer, in fact, use
of mobile devices introduces additional opportunitics to resolve the identity and location of the

See, United States (General Accounting Office
2002, GAO-03-89, p 37 (available at
See, United Kingdom Department for Culure, N
DCMS Pusition Paper”, April 2003, para, 69-70

“Internet Gambling. An Overview of (he Issues™, December
s 3y

he Future Regulation of Remate Gambling: a

d a & épon,
(available at

st oepg ).
_8-



128

user through the mobile device's unique identification reterence, which would
enable confirmation of the location of the user through commercially available location scrvice
applications for the purpose of mecting regulatory requirements.

For example, such location services would be a necessary first step in ensuring
Jurisdictional boundaries have not been breached in any permissible intrastate or intra-tribal
transaction under H.R. 4777, if enacted by Congress in its current form. Likewise, we believe
technology can and should be used (o address other policy concerns with online gambling
transactions wherever Congress permits such transactions to occur in a regulated fashion.

In the view of UC Group, the most serious of all the concerns is the possibilily of
organized criminal activily involving online gambling, such as money laundering and fraud. As
discussed previously, without appropriate safeguards, online gambling transactions might be
susceptible to such abuses, but the bill does not seem to address these for intrastate and intra-
tribal transactions that may remain legal.

UC Group recognizes that banks and operators of credit cards are alrcady subject to
sufficient fedcral requirements to combat money laundering, and when applicable, to state
requirements to combat fraud. But other types of current and developing Internct
payment methads may not be under any existing federal or state obligations to apply these types
of protections.

For this reason, UC Group suggests that the Committce consider whether, for any
intrastate and intra-tribal online gambling that is deemed permissible, H.R. 4777 should also
mandate that statcs and tribes require use of technologies to combat organized crime, moncy
taundering and other fraudulent activitics, Technologies do exist today that can be applied to
accomplish these goals. Furthermore, if Congress requires usc of such technologies to protect
the public interest, the market will inevitably create further products designed to address these
risks for any businesses that wish to handle any such lawful transactions.

V1.  CONCLUSION

Regardless of the position that Members of Congress take on the prohibition or
legalization of Internet gambling, we can all agree that there are certain “ills” that must be
prevented. 1 suspect one would be hard-pressed to find an advocate for underage gambling,
compulsive gambling, money laundering or fraud. I sincerely hope that my testimony today has
demonstrated that there arc ways to protect against thesc exact harms and ills that the opponents
of Internct gambling regularly cite as reasons to prohibit Internet gambling. UC Group has
developed and implemented a robust and “fail-safe’ payment system which has withstood the test
of time. The system has been found to work successfully by regulators and law enforcement in
other countries, with whom UC Group can work with great effect, as UC Group has done with
officials in the UK.

Lam confident that UC Group and other providers could develop additional approaches
that would address whatever regime the United States and, as applicable, individual U.S. states
or tribal areas may adopt.
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Accordingly, if Representatives and Senators choose to allow any Intemet gambling
(ransactions to occur, they should do so knowing that technology exists to protect their
constituents from falling victim to underage gambling, compulsive gambling, and involvement
of organized crime, money laundering and fraud. It exists, it is being utilized, and it is working
very effectively.

T remain available to provide further information to the Chairman and other Members ol
this Commitiee, as well as to other Members of Congress, regarding the mechanics of our
approach to combating fraud, money laundering, underage gambling, compulsive gambling, and
organized crime involving online gambling or to review the various approaches undertaken to
manage these issues worldwide.

Mr. Chairman, T thank you and the Committee for its time and appreciate the opportunity
to submit my remarks for the record.

- 10 -
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LETTER TO THE HONORABLE HOWARD COBLE FROM THE HONORABLE BOB GOODLATTE

BOB GOODLATTE
8TH DISTRICT, VIRGINIA

2240 RAYBURN HOUSE OFFICE BUILDING
IASHINGTON, DC 205154606
(202) 225-5431
FAX (202) 225-9681
‘www.house.govigoodiatte

COMMITTEE ON AGRICULTURE
MAN

COMMITTEE ON THE JUDICIARY

VICE-CHAIRMAN, SUBCOMMITTEE ON
col

OEPUTY MAORITY WP Congress of the United States WTELLEGTUAL ProrefrY
CHAIRMAN, HOUSE REPUBLICAN . SUBCOMMITTEE ON
HIGH TECHNOLOGY WORKING GROUP House of Rep rese ntatheS -IMMIGMrlgx;’!&:‘DﬁM: SECURAITY,

CO-CHAR,
CONGRESSIONAL INTERNET CAUCUS . REPUBLICAN POLICY COMMITTEE
April 11, 2006

The Honorable Howard Coble

Chairman

Subcommittee on Crime, Terrorism, and Homeland Security
207 Cannon House Office Building

Washington, D.C. 20515

Dear Howard:

Thank you again for holding a legislative hearing on H.R. 4777, the Internet Gambling
Prohibition Act. I would respectfully request that the enclosed letters of support from numerous
conservative and family groups be made part of the record of the April 5, 2006 legislative hearing,

Thank you for your consideration and please do not hesitate to contact me if [ may be of
further assistance in this matter.

Sincerel
Goodlatte
Member of Congress
RWG:br
Enclosures

PRINTED GN RECYCLED PAPER
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LETTER TO THE HONORABLE BOB GOODLATTE FROM WENDY WRIGHT, PRESIDENT,
CONCERNED WOMEN FOR AMERICA

April 3, 2006

The Honorable Bob Goodlatte

2240 Rayburn House Office Building
United States House of Representatives
‘Washington, D.C. 20515

Dear Representative Goodlatte,

Concerned Women for America (CWA) strongly supports the Internet Gambling
Prohibition Act (HL.R. 4777). Preventing the spread of gambling is a cause of vital
importance to the health and well-being of American families. Internet gambling is an
easy way for struggling citizens to amass burdensome personal and credit card debt that
can damage their futures, families and financial security.

Provisions within the Wire Act need to be clarified and [ appreciate your
leadership in working to update it to reflect the onset of the internet into the gambling
market of mainstream America. H.R. 4777 does not change current law, but it does
modify it to reflect the ever-changing digital market.

Gambling is a severe threat to the economic and cultural fabric of America, and I
strongly support your leadership in working to prevent the problem from harming

additional vulnerable citizens. Thank you for your leadership to protect the moral culture
of this country, and thank you for your sponsorship of H.R, 4777.

Sincerely,

Pea %ng\vk
Wendy Wright
President

CONCERNED WOMEN FOR AMERICA

1015 Fifieenth Street, N.W. » Suite 1100 « Washingron, D.C. 20005 » Phone (202) 488-7000 » Fax (202) 488-0806 » www.cwia.org
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LETTER TO THE HONORABLE BOB GOODLATTE FROM PETER BRANDT, SENIOR
DIRECTOR, GOVERNMENT & PUBLIC PoLIicY, FOCUS ON THE FAMILY

8605 EXPLORER DR, COLORADO SPRINGS, CO 80320 (719)531-3400

February 16, 2006

Dear Congressman Goodlatte:

Focus on the Family enthusiastically supports the Internet Gambling Prohibition Act.
This forward-thinking legislation will clarify ambiguities in the Wire Act regarding the
illegality of gambling transactions through wireless communications and give the
Department of Justice greater authority to prosecute illegal Internet gambling.

Internet gambling is an ever increasing threat to millions of American families with
Internet access. Gambling Anonymous members are younger and younger as a growing
percentage of adolescents become addicted to poker games and online gambling, Internet
gambling has grown to a $12 billion industry, increasing at a rate far beyond any other
form of gambling worldwide as addiction plagues families, college campuses and senior
citizen communities.

It is imperative that we put an end to the exploitation of children and families by off-
shore and commercial gambling interests over the Internet. And as the recent gambling-
induced corruption in our Nation’s Capitol reinforces, the time to act is now. Congress
must take action to stop the addictive cancer of Intemet gambling by passing the Internet

Gambling Prohibition Act.
Sincerely,
2 = )
S A
Peter Brandt

Sr. Director, Government & Public Policy

DEDICATED TO THE PRESERVATION OF THE HOME
JAMES C.DOBSON, PH.D., FOUNDER AND CHAIRMAN
WWW.FAMILY.  ORG
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LETTER TO THE HONORABLE BOB GOODLATTE FROM PHYLLIS SCHLAFLY, PRESIDENT,
THE EAGLE FORUM

PHYLLIS SCHLAFLY
PRESIDENT

February 16, 2006

EAGLE FORUM Leading The Pro-Family Movement Since 1972

EDUCATION CENTER: 7800 BONHOMME AVE., ST. LOUIS, MO 63108, (314)721-1213, fax:(314) 721-3373
CAPITOL HILL OFFICE: 316 PENNSYLVANIA AVE., 5.E.,, WASHINGTON, D.C. 20003, (202) 544-0353, fax: (202) 547-6996
OPERATIONS CENTER: P.0. BOX 618, ALTON, IL 62002, (618) 462-5415, fax: (618) 4628909, eagle®eagleforum.org

The Honorable Bob Goodlatte

U.S. House of Representatives

2240 Rayburn House Office Building
Washington, D.C. 20515

Dear Representative Goodlatte:

On behalf of Eagle Forum members nationwide, I am happy to support your Internet
Gambling Prohibition Act and work with you toward its passage.

Your legislation will be a major step forward in the fight to protect children and families
from the dangers of internet gambling. Eagle Forum appreciates your leadership on this
important issue.

Faithfully,

Q%dm;.khq)‘@,(
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LETTER TO THE HONORABLE BOB GOODLATTE FROM RICHARD D. LAND, PRESIDENT,
THE ETHICS & RELIGIOUS LIBERTY COMMISSION

THE ETHICS &
RELIGIOUS LIBERTY
COMMISSION

OT THE SOUTHERN BAYTIST CONVENTION 23 T Richard Land, D.Phil. (Oson), President

February 24, 2006 MAR 6 2006

The Honorable Bob Goodlatte

United States House of Representatives
2240 Rayburn House Office Building
Washington, DC 20515

Dear Congressman Goodlatte:

Please know of our complete support for your recent bill, the “Internet Gambling
Prohibition Act”, to expand and modernize the prohibition against interstate gambling.
Internet gambling enterprises have swept our nation. It is estimated that there are 1,800
Internet gambling sites worldwide and that revenue might have been as much as $12
billion in 2005.

Clearly, Internet gambling is a growing menace to millions of good, hard-working
Americans. Your bill is a common sense approach to this predatory industry. We look
forward to assisting in any way possible with its swift passage.

Thank you for the excellent leadership you have given over the years to rein in
destructive gambling activities. We appreciate your dedication.

00.0v.4.8

Richard D. Land

Main Office * 901 Commerce Street, Suite 550, Nashville, TN 37203 ¢ phone 616.244.2495 » fax 615.242.0065
Leland House on Capitol Hill + 505 Second Street, N.E., Washington, D.C. 20002 + pbone 202.547 BI05 * fax 202.547 8165
foithandfamily.com
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LETTER TO THE HONORABLE BOB GOODLATTE FROM DR. GUY C. CLARK, CHAIRMAN
OF THE BOARD OF DIRECTORS, THE NATIONAL COALITION AGAINST GAMBLING EX-
PANSION

THE NATIONAL COALITION

NCAGE

AGAINST_GAMBENG EXPANSION

100 Maryland Avenue NE, Room}“; Washington, DC, 20002 ~ (800) 664-2680 ~ ncalg@ncalg.org

February 16, 2006

The Honorable Bob Goodlatte

United States House of Representatives
2249 Rayburn House Office Building
Washington, D.C. 20515-4606

Dear Representative Goodlatte,

On behalf of the Board of Di of the National Coalition Against Gambling Expansion
(NCAGE), I would like to express our appreciation for your tireless efforts to prohibit
gambling on the internet. You have been a consistent leader on this very important issue.

T am pleased to inform you that NCAGE has decided to support your legislation, the Internet
Gambling Prohibition Act, and we are working to organize support for your biit among like-
minded organizations.

NCAGE believes this legislation is critical in the fight against the proliferation of online
gambling and we hope that our bined efforts will plish the passage of this
important bill.

incerely,
s ()hy},*,.r o e

Dr. Guy C. Clark, Chairman
Board of Directors
NCAGE
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PRESS RELEASE: FAMILY RESEARCH COUNCIL, DATED FEBRUARY 16, 2006

5
Z

FAMILY RESEARCH
couNeL
80I G STREET KW
WASHINGTON DC
20001

(202) 393-2100

ORDER LINE:
1-800-225-4008

WWW.FRC.ORG

FOR IMMEDIATE RELEASE: February 16, 2006
CONTACT: J.P. Dufty or Bethanie Swendsen— 202.393.2100

FRC STANDS IN STRONG SUPPORT OF THE
“INTERNET GAMBLING PROHIBITION ACT”

“If Congress is sincere about true lobbying reform that puts the public
interest first, they must move quickly to pass the Internet gambling
legislation.” ~ Tony Perkins

Washington, D.C. — Today Congressman Bob Goodlatte (R-VA) unveiled his effort to combat
illegal Internet gambling by introducing the “Internet Gambling Prohibition Act.” Teny
Perkins, President of Family Research Council, issued the following statement:

“Today’s introduction of the ‘Internet Gambling Prohibition Act’ is welcomed and
C

gr Goodlatte should be ded for his tireless leadership on this important
issue.

“More than six years ago, the National Gambling Impact Study Commission reported to
Congress on the dangers posed to minors by Internet gambling. An international gaming
industry, relying upon the anonymity afforded Internet gamblers, has accumulated immense
wealth at the expense of our youth and our families. The Commission requested that Congress
act, and after several attempts, Congress failed to pass legislation.

“Recent news stories about the behind-the-scenes maneuvers to defeat Internet gambling
legislation only emphasizes the need for Congress to act now. Law enforcement agencies and
financial institutions must be provided with the comr tools y to enforce laws
addressing this illegal activity.

“I thank Congressman Goodlatte and those joining him for ensuring that our nation’s laws are
enforced. If Congress is sincere about true lobbying reform that puts the public interest first,
they must move quickly to pass the Internet gambling legislation.”

-30-
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PRESS RELEASE: CHRISTIAN COALITION OF AMERICA, DATED FEBRUARY 15, 2006

SRR

. Press Release
Wednesday, February 15, 2006
Roberta Combs, President

For further information contact: Michele Combs  202-479-6900

Christian Coa n Applauds Congressman Goodlatte's
Internet Gambling Prohibition Act Introduced With Over
100 Co-sponsors

Washington D.C. -- Christian Coalition of America commends Congressman Bob Goodlatte, (R-
VA), for introducing his "Internet Gambling Prohibition Act” with over 100 co-sponsors. The
Wire Act passed years ago by the United States Congress prohil ing over

wires. However, it is unclear as to whether or not using the Internet to operate a gambling
business is illegal. Congressman Goodlatte's bill amends the Wire Act to make it clear that its
prohibitions include Internet gambling by modernizing the Act after the many new technological

developments since the Act was passed. The Good| bilt when it law will expand the
existing prohibition to include all bets or wagers, not merely bets or wagers on sporting events or
contests.

The President of the Christian Coalition of Amenca, Roberta Combs sald "Christian Coalition of

America Congr for nd the over 100 Members

of the U. S. House of for ing the "lm"\et Gambling

Prohlblﬂon Act” which wl|| do much to stop the scourge of gambling on the Internet. It
to

“Internet Pr
s out of control.”

pass
Act" this year bdore glmbllng on the Internet spl

The Goodlatte bill has several goals including: updating the Wire Act to cover all forms of

ing and new i increasing penalties for violations of the Wire Act including up to
5 years in prison; prohibiting credit card use for illegal gambling; and providing additional law
enforcement tools to combat illegal gambling. The "Internet Gambling Prohibition Act" aiso
respects states' rights and the bill leaves the regulation of wholly intrastate betting or wagering
to the states with tight controls to be sure that it does not extend beyond their borders or to

minors.
#
Christian Coalition of America
P.0. Box 37030
SUPPORT THE CHRISTIAN COALITION Washingion, DC. 20013
Click here to make a seoure online donation Telephone: (202) 479-6900
Fax: (202) 4794262
Visit our gnline store! www.cc.org

To stop receiving these emails, go to hitps://swww.cc.org/umsubscribe.ofm.
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LETTER FROM A COALITION OF ORGANIZATIONS IN SUPPORT OF H.R. 4777

March 8, 2006

Dear Member of Congress,

As organizations committed to the rule of law and the enforcement of those laws, we write today
urging your support of the “Internet Gambling Prohibition Act” (H.R. 4777) sponsored by
Congress Bob Goodlatte of Virginia and “The Unlawful Internet Gambling Enforcement Act of
2005” (H.R. 4411) sponsored by Congressman James Leach of Towa.

In 1999, the National Gambling Impact Study C issi 1 d its report addressing the
social and economic impact associated with gambling. One area of gambling investigated by the
Commission was Internet gambling. The Commission reported that efforts preventing underage
and pathological gambling were “particularly challenging” due to the high level of anonymity
afforded Internet gamblers.

The Commission further acknowledged that “general concerns about the relationship between
gambling and crime...become particularly acute when considering gambling on the Internet.”
These general concerns and others regarding the broader damage inflicted upon society by
Internet gambling compel us to ask for your support of legislation that addresses these concerns.

Currently no state has authorized Internet gambling, and federal laws support state efforts for
enforcement. However, a lucrative international gambling industry greatly undermines the
efforts of state and federal agencies to uphold our domestic laws. Furthermore, current federal
statute governing this activity has proven to be ambiguous and out-of-date. This has all led to
the false perception that Internet gambling is legal, and the result is the entrapment of our youth
and society at large by this destructive activity.

The proposed measures would provide law enf ies and fi ial institutions
common-sense tools necessary to identify and prevent unlawful Internet gambling. Gambling
businesses and financial institutions would be prohibited from receiving or approving financial
transactions for the purpose of Internet gambling. Law enforcement officials would be granted
new injunctive authority to prevent the intentional or unintentional violation of the law.
Congressman Goodlatte’s legislation provides important additional provisions to update the
“Wire Act” to encompass other styles of Internet gambling and new technologi

These provisions found in both HL.R. 4777 and H.R. 4411 assert the government’s authority to
enforce the laws needed to deter and prosecute illegal Internet gambling. A nation of laws must
find those laws enforced by all means necessary and legal. Please support the enforcement of
illegal Internet gambling by supporting “The Internet Gambling Prohibition Act” and “The
Unlawful Internet Gambling Enforcement Act of 2005.”

Respectfully,
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American Association of Christian Schools
American Family Association of Indiana
American Family Association of Pennsylvania
American Values

Arkansas Family Council

Center for Moral Clarity

Citizens for Community Values

Eagle Forum

Family Leader Network

Family Protection Lobby - Maryland
Family Research Council

Family Resource Network

Focus on the Family

Hawaii Family Forum

Illinois Family Institute

Towa Family Policy Center

Louisiana Family Forum

M 1

Family [

Minnesota Family Council

Network of Politically Active Christians
New Jersey Family Policy Council
North Carolina Family Policy Council

Religious Freedom Coalition
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Southern Baptist Ethics & Religious Liberty Commission
Stronger Families for Oregon

The Center for Arizona Policy

The Family Foundation (Kentucky)

The Family Research Institute of Wisconsin

United Families Idaho
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NEWS ARTICLE FROM THE HILL, ENTITLED “ABRAMOFF GETS PAYBACK IN GAMING
BILLS,” DATED MARCH 29, 2006

Abramoff gets payback in gaming bill The Hill March 29, 2006 Wednesday

Copyright 2006 Capitol Hill Publishing Corp.
All Rights Reserved
The Hill

March 29, 2006 Wednesday
SECTION: Pg. 1
LENGTH: 1609 words
HEADLINE: Abramoff gets payback in gaming bill
BYLINE: By Patrick O'Connor

BODY:

A handful of gambling lobbyists have already called it Jack Abramoff's payback. Others
are less direct.

But the central irony remains: The same Internet gambling legislation Abramoff fought
so hard to defeat on behalf of a client that helped states conduct lotteries over the Internet
now includes an exemption to protect those lotteries.

Now Abramoff's infamy and legal woes are driving anti-gambling legislation across
Capitol Hill, even though one of the most prominent bills includes language that would
protect his former client.

Two House bills, introduced separately by Reps. Bob Goodlatte (R-Va.) and Jim Leach
(R-Iowa), seek to reinforce existing anti-gambling rules by respeci ively upidating
telecommunications and financial-services laws to give enforcement agents more power
to prosecute gamblers who place bets on websites based outside the United States.

A previous version of Goodlatte's bill was defeated on the suspension calendar in July
2000 after a last-minute push by Abramoff and his team to spread misinformation about
the bill on behalf of his client at the time, eLottery, a Connecticut-based firm.

Abramoff is now out of the picture, but gambling interests remain powerful on Capitol
Hill and the current crop of anti-gambling legislation reflects that sway. Versions of this
legislation have passed the House twice and the Senate twice, but never in the same year.
Both chambers now appear intent on bringing bills to the floor this year.

“The Goodlatte and Leach bills, along with legislation ifitroducid in pigvious yeass by
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Sen. Jon Kyl (R-Ariz.), attempt to crack down on the estimated $12 billion annual
overszas gambling business, but none of those bills would regulate some closely related
industries, in an attempt to avoid potential roadblocks.

In addition to the lottery exemption in Goodlatte's bill, both pieces of legislation include
language to protect fantasy sports from current anti-gambling laws, and the two bills also
avoid a decades-long dispute between Congress and the Justice Department over the
legality of interstate pari-mutuel betting on horse races.

"The underlying principle of this legislation is not to change the legality but to change the
enforcement mechanisms," said Martin Gold, a lobbyist with Covington & Burling who
represents the National Football League, an ardent supporter of anti-gambling legislation.
"It doesn't make anything illegal that was legal, and it doesn't make anything that was
legal illegal."

JUNE 2000

Goodlatte is staunchly opposed to gambling and first introduced a bill to improve the
federal enforcement mechanisms for Internet gambling in 1997.

In June 2000, Abramoff and his team defeated the Goodlatte bill after a companion had
already passed the Senate and his legislation appeared on its way to swift passage,
according to a story in The Washington Post last fall.

Abramoff reportedly convinced a former aide to Rep. Tom DeLay (R-Texas) to help get
the bill on the suspension calendar, which would increase the number of votes necessary
to approve it, and directed funds to various religious groups to help him pressure
conservative members to oppose the bill on the grounds that it would actually expand
Internet gambling - a false charge, Goodlatte maintains.

The bill eventually fell short by 25 votes.

*It's now clear to a great many members of Congress that they were hoodwinked by Mr.
Abramoff," Goodlatte said. "He effectively killed it in [the] Judiciary [Committee] by
getting some amendments offered.”

In the intervening years, Goodlatte added language giving states the right to conduct
lotteries over the Internet. The change was part of an ongoing effort by the lawmaker and
his staff to craft the legislation around a specific task: to update the 1961 Wire Act to
prohibit anyone from placing bets over the Internet so that the 45-year-old law would
apply to current technology.

Goodlatte reintroduced the bill in February of this year, and the legislation now has 130
co-sponsors. The Judiciary Committee is expected to address it in the coming months.

“ft i a biil we intend to consider," commiités spokesmun Jeif Lungren ssid.
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HORSE RACING

In addition to updating the Wire Act, Goodlatte's bill also gives Treasury officials more
oversight of financial institutions to track illegal bets. This latter provision is the entire
thrust of Leach's bill, which parallels legislation Kyl is expected to introduce in the
Senate sometime this year.

The Leach and Kyl bills would require the Departments of the Treasury and Justice to
establish "policies and procedures reasonably designed to identify and prevent restricted
transactions” relative to Internet gambling. That would include monitoring of credit
cards, electronic fund transfers and any checks or bank withdrawals.

Leach said his initial version of the legislation avoided any mention of horse racing, but
the current version has a clause explicitly exempting any bet that adheres to the Interstate
Horseracing Act.

Passed in 1978, the Interstate Horseracing Act governs all interstate betting on horses.
The law creates a specific carve-out in the Wire Act to protect state-to-state betting on
horse races provided it is legal in both the state where the bet is cast and the state where
the race is run and provided all wagers are placed with a regulated pari-mutuel service.

Despite those protections, federal law-enforcement officials have argued that the law
does not pertain to online betting.

In December 2000, despite strong protests from the Justice Department, Congress
amended the Interstate Horseracing Act to include wagers placed "via telephone or other
electronic media" provided both the sender and the receiver are licensed pari-mutuel
providers.

Initially unaware of this dispute, Leach said, he was told early in the process to leave
horse racing out of his legislation because it was a separate issue governed by previously
established laws.

"It wasn't in the initial bill,” Leach said of the horse racing exemption. The congressman
said he wanted to limit his own legislation to betting that is already illegal under current
law, adding, "Don't ever underestimate the power of the gambling lobby."

Goodlatte said he did not explicitly address the horse racing issue for the same reasons.
"We don't address it, nor do we try to repeal it," he said.

The National Thoroughbred Racing Association (NTRA), which is both the trade
association and governance body for breeders, owners and racing officials in the United
States, sent out a release March 15 announcing that the organization "has secured
language ... to protect Internet and account wagering on horse racing” after Leach's bill
passxd through the House Financial Services Commiites earlier this month.
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The same release said that NTRA officials had worked with Goodlatte to "ensure that [his
bill] also contained language that protects online and account pari-mutuel wagering."

The organization's political action committee had already contributed $79,000 to
members of Congress this cycle as of Jan. 23 of this year, according to the Center for
Responsive Politics. Neither Goodlatte nor Leach was a direct recipient of those funds,
but Goodlatte's PAC, the Good Fund, did receive a $5,000 donation in July.

In addition, Federal Election Commission records show that Kyl refunded a $5,000
donation from the group late last year, according to politicalmoneyline.com. His office
did not return repeated phone calls for comment.

FANTASY SPORTS

Almost 15 million people participate in fantasy sports leagues annually, according to the
Fantasy Sports Trade Association (FSTA), which represents most of the online fantasy
sport providers like CBS SportsLine and ESPN.com.

The average player participates in six separate leagues in two different sports each year,
according to a recently completed survey by Prof. Kim Beason of the University of
Mississippi. Participants are overwhelmingly male and spend an average of $493.60 on
league fees every year.

The professional sports leagues, particularly the NFL and Major League Baseball, draw
some revenue from fantasy sports participants, but much of that is tied up as part of larger
broadcast or marketing deals.

The leagues now appear to be repositioning themselves after a recent boom in fantasy
sports participation.

In 2005, big-league baseball paid its players union $50 million for the fantasy rights to its
players for five years. Last year, St. Louis-based CBC Distribaiion and Marketing, Ine.
sued the league for requiring companies to secure a license to operate fantasy baseball
leagues online, arguing that statistics are part of the public record. That suit is pending.

In addition, the NFL has a deal with CBS SportsLine to operate its website, but the
fantasy rights are up next month and the NFL can now renegotiate its deal.

Fantasy sports are protected in each piece of Internet gambling legislation because the
results are an aggregation of individual statistics in multiple games over an entire season;
therefore, backers argue, winning and losing is contingent on skill in picking players and
the financial rewards are almost always determined before the season.

The results of fantasy sports contests are nearly impossible to influence because the
standings are determined by foo many players over 100 tany ganies for outsiders o
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influence those results, a number of lobbyists said on background.

Goodlatte said it is unfair to criticize the entire bill on the basis of the single exemptions.
"It all goes back to Abramoff," Goodlatte said. "We were never trying to expand
gambling. Clearly, it would contract Internet gambling. ... [The legislation is] tighter now

that it has ever been.”

LOAD-DATE: March 31, 2006
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TRANSCRIPT OF SPEAKERS FROM THE NATIONAL THOROUGHBRED RACING ASSOCIATION
AT THE 28TH ANNUAL SYMPOSIUM ON RACING

01 NTRA Page 1 of 24
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28th Annwal Symposinm on Racing

Friday, December 7, 2001
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Morning Session 3

"NATIONAL THOROUGHEBRED
RACING ASSOCIATION”

Speakers: Greg Avioli, Deputy Commissioner and Chief Operating Officer, NTRA
Chip Campbell, Senior Vice President, NTRA Media and Sponsorship

Keith Chamblin, Senior Vice President - Marketing and Industry Relations, NTRA
D.G. Van Clief, Jr., President, Breeders' Cup, Ltd.; Vice Chairman, NTRA

Tim Smith, Commissioner and CEO, NTRA

MR. F. DOUGLAS REED: I'd like to make a couple quick announcements and then get this panel
started. Every year at this time I look at my watch and my body tells me I ran into a wall, I start to
come down from the week's activities and the month's activities, and I always kind of get a little sad at
this time, because this week just flies by for me.

And there's so many friends and acquaintances of mine that come here and I want to spend a lot of
time with everybody, and I never get enough time to spend with everyone; and so this is always kind
of a mixed emotion time for me, you know.

It's - my body's getting tired and - but I hate, T wish this could last longer for me. It's certainly I think
the high point. 1 think I can speak for everybody in the RTIP, this is our peak, this is our Derby, this is
our Hambletonian, All American Futurity and Night of Stars and everything wrapped into one for us.

A quick thank you to our sponsors, again that make everything happen. Like to thank our refreshment
break sponsors this morning, the NTRA and Lone Star at Grand Prairie, like to thank the sponsors for
a lovely evening last night, the reception IGT; the entertainment, the Daily Racing Form and TVG;
and the banquet, Mountaineer Race Track and Gaming Resort.

I'd like to give you a brief of the auction results. They are posted in the registration office, and I'd like
to read off just a couple — the top couple prizes. First of all the two trips, Gaile Fitzgerald really
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opened up her pocketbook. She actually won both trips, the Arlington Park Breeders' Cup World
Thoroughbred Championship went for $2,200, and the trip for — to the Festival of Racing at
Woodbine went for 82,000, so Gaile took down both of those prizes. She's going to do a lot of
traveling,

The weekend at Yosemite National Park went to Dottie Davis, the VIP Package to Hong Kong Racing
Festival went to Susie Sourwine, and the bronze sculpture by Veryl Goodnight went to Dottie Davis
again,

And I do want to make one announcement. We kind of mis-advertised the Fred Stone. We had a
reserve bid on that, it didn't reach the reserve bid. But what we want to do is correct it, because it was
kind of mis-advertised. Actually that's a mural that Fred Stone will come te your facility, track or
whatever, it's not the actual one out there. That's just an example. And he will come and put that in
place, or a similar one like that at the facility. You've seen plenty of those at racetracks and other
OTBs, casinos, etcetera. So that's one that he will actually come to the facility and do a very — these
things are immense, they're large.

So what 1 think we'll do is — we'll figure out the logistics, but we'll do a mailing, maybe to all the
attendees and let you get another bid at that in case there’s an interest in that. Because it really was
kind of falsely advertised and some people told me that they certainly would have bid a lot more
knowing what it actually was. So more on that later.

Here we are again, and if memory serves me right, 1'm not sure, about 1997 1 think this marriage has
been going on - and 1 lock at this as a win/win, and 1 certainly lecture my students and faculty and
staff, they get tired of hearing me talk about win/win relationships. This is certainly one of those.

And ] want to get us off on time. Everybody's familiar with our next presenter, and I think it's great
that they're here again to present an update on what's happening, Tim Smith, the commissioner and
CEO of the NTRA. Please welcome him.

(Applause)

MR. TIM SMITH: Good morning, everyone. Thank you, Doug, for this annual opportunity to share
some plans for 2002 and the NTRA's next phase. Tt's really been a year of records in horse racing. We
had Monarchos with the second fastest Derby time ever, and the horse racing book’s been the
bestseller list for months, and you can just go on and on.

Breeders' Cup Day set a one-day wagering record for Belmont Park, and 1'd just like to recognize one
other record. 1 think clearly John Roark and Remi Bellocq calling an HBPA-NTRA meeting two days
ago at 6 a.m. clearly sets a Symposium and possibly all-time horse racing record.

It was actually eerily calm and quiet at that time of the morning, coming through the lobby, nota —
not a sound, not a person. Unless you count Shane Sellers at the Sega machine —

(Laughter)
— where he was from the night before, I think. Before we get started with our program, I'd like to say
just a very few words about the headline topics for this year's Symposium: medication and drug
testing.
We think the group stepping forward te tackle these complicated, sometimes emotional and yet so
important issues are to be thanked and commended by all of us. The winds of progress clearly are

blowing, and in quite a constructive way.

For our part, the NTRA Drug Testing Task Force will expand somewhat to add regulators, but
continue to focus — stay focused on the one specific piece of the puzzle we feel is most appropriate for
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our group to tackle, and that's the goal of improving and making more uniform drug testing in North
American racing.

Based on our own experience, we'd also counsel patience and perseverance and very thick skin by all
involved. Predictably there will be those who will point to the lack of complete or instant progress;
and there's one guarantee, it won't be easy, but it's crucial. So keep up and build on the very good
work started here.

Turning to the main part of our presentation this morning we've adopted the theme of presenting
Phase Two. Phase Two of our association's short life, of the NTRA's strategic plan, Phase Two of our
new combination with the Breeders’ Cup, of our consumer research and marketing plans, and of our
legislative and political efforts.

Phase Two will look and be different in some important respects. For example, as you will hear
shortly in more detail, we've moved on to a new phase of research. In Phase One the emphasis was on
our threshold problem, that was awareness. And we continue to track awareness, literally every
month; the number of people who say they're at least somewhat interested in horse racing.

And awareness has grown, as you'd expect if you spend a lot more on increased television exposure
and start a $25 million, 30 million co-op advertising campaign.

We've also emphasized segmentation. And as a result we know a lot about who participates, how
often, what these fans lock like, demographically. From this research we know that our best target of
opportunity is the 19 to 20 million light fan group, most of whom attend or participate just once or
twice per year. So we have a clear target, the light fan, and a clear goal, increasing frequency.

But in reviewing lessons learned from Phase One, we realize the need to probe more deeply the
fundamental additional research question. "Why? Why do infrequent fans not participate more often?
What are the barriers? What kinds of messages and marketing tactics would be most effective?"

All this and similar questions and steps flow from a planning process started earlier this year. After
three years of operating experience we gave considerable attention this year to developing an updated
business plan, really a strategic plan for the NTRA's next four years, starting with an expanded board
of directors.

Earlier this year we reviewed the results of Phage One, where we had made progress, where we had
made mistakes or fallen short, where the industry had gained ground and where strategic problems
and opportunities remained.

We settled on five strategic priorities for Phase Two. Each is consistent with something that hasn't
changed, our two-part mission: increasing the popularity of horse racing and proving improving
economic conditions in the industry.

The five priorities for 2001 to 2005 were defined as follows: Refocus on core marketing programs,
back to basics you could say; strengthen our legislative and political capabilities for multiple purpose
— multiple purposes, including economie, deregulation; establish a new brand and competitive
framework for the Breeders’ Cup and the Road to the World Thoroughbred Championships,
presenting the best of our sport more coherently, both the fan, sponsors, etcetera; help the industry
achieve the potential of account wagering, new sources of revenue; strengthen the organization, and
the rights and resources necessary to achieve the mission.

Overall the feedback was very supportive of those goals, and quite valuable. So was the fact that input
and participation came from a number of members who, as recently as a year ago, had questioned

their continued involvement.

Just as historical trivia, but also to show you what multi-year planning exercises can be about, we
took a look at the projections made in this room in 1997 of where the organization would be, at least
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from the financial perspective, by the end of 2001, i.e., now.

And we came pretty close in most areas, with a major boost on the revenue line from the association
with the Breeders’ Cup. The handle-based dues from tracks and horsemen's associations we said
would be 13 and a half, a little less. We hoped to be over $20 million in our part of the advertising and
marketing area, not counting co-op, and just a little bit under that. We'll be back on track in 2002.

Legislative and regulatory also pretty close, and a major increase for 2002. And after some pretty
deep startup cumulative deficits, it's looking okay or better on the operating reserves. We hope we can
come as close, if we're back here in 2005, telling you how we did on the new projection; the new five-
year pro forma will be contained in the new plan.

It ealls for $70 million in total revenues by 2005, with all of the growth coming from new sources
versus industry dues, so we'll — at the very least it will be a scorecard for us going forward. We'll
complete a few remaining issues with discussions with our board this week, and in just a few days
share the plan in final form with the industry later this month.

I'll be back at the end to wrap up, but let me conclude this introduction by happily reporting that we
also had a good year in rebuilding our membership base, and indeed in adding to it. We’'ll be some
members going forward, we anticipate, who we've not had in Phase One at all. We fully recognize
there's a lot of room left for improvement.

You'll hear today we believe there are many challenges that remain. But in important ways 1 think
we're stronger and more unified than at any time in the NTRA's history. Well, by almost any measure
if we're comparing Phase One to Phase Two, the original plan with how things have worked out, one
of the most visible changes made to our original business plan was the NTRA’s combination with the
Breeders' Cup effective January 1 of this year.

In fact, when we went to NBC to, as a courtesy call, brief them on this change. What they basically
said was, "Who were the geniuses who left this out of the original plan?” And —

(Chuckles)

So it's now my pleasure — T called him a lot of things, but it's now my pleasure to introduce the co-
genius who, along with yours truly, took three years to put the two organizations together, but we did
and it's been a positive step for both the organizations, and we think, the industry. To tell you more,
please welcome D.G. Van Clief.

(Applause)

MR. DANIEL G. VAN CLIEF, JR.: Thank you, Tim. And good morning, Ladies and Gentlemen.
As both Doug and Tim have pointed out, it was two years ago at this Symposium that we unveiled the
coneept of combining the operations of Breeders' Cup and the NTRA. Last year we spoke about the
upcoming reality of that combination, and onto — on schedule we did ink an agreement and create a
formal joining of these two corporations January 1st of this year.

In my opinion that combination is going to be viewed in the future as one of the most fundamentally
important steps undertaken by this industry.

Before giving you a report on our joint progress 1'd like to just briefly review the thinking behind the
decision to combine the two.

What we had previously was two not-for-profit corporations, both dedicated to the same mission, and
one working to fulfill that mission with very few rights to marketable product, the other having
developed a major national and international racing event to which it owned the rights. It was a bit
like having a major league office or an NFL office without the Super Bowl.
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So obviously combining the two was a natural and, as Tim pointed out, it took us about 36 months to
get around to it, so perhaps we were a little behind schedule on that. Obviously we had a number of
expectations.

Seemed obvious, and we mentioned it at the time here, that there'd be financial advantages in
avoiding duplication and creating efficiencies. But most importantly, we were locking to use the
natural synergy’s between the two organizations to develop a structure which could bring our national
racing programs together in one cohesive unit, one which, A, would be more understandable to the
average sports fan; and B, would give us the ability to go to the marketplace with packaged product
that would be understandable and marketable to potential sponsors and corporate affiliates as well as
the public at large.

Last year in this room while we were still developing those strategies, I indicated that we felt we were
already seeing the benefits. Today we can begin to quantify some of them.

First, both organizations began sharing office space this past July. While it seems a little mundane in
the overall scheme of things, it is, from a practical viewpoint, a major step forward. What it means in
simple terms is, amongst other things, our joint staffs are now saving over 2,000 man-hours annually,
and accelerating the frequency and quality of internal communication.

The accounting administrative functions as promised have been combined into a single department
avoiding duplication of effort and expense, and the various marketing disciplines are being assigned
to interlocking mutually supportive teams.

I can tell you that the resulting synergy is real, and it was highlighted by the June 26th announcement
in New York of the rebranding of the Breeders' Cup as the Breeders' Cup World Thoroughbred
Championships, coupled with the associate brand of "The Road to the World Thoroughbred
Championships.”

That new branding emerged as a direct result of the joint sales planning involving Breeders’ Cup, the
NTRA, and our marketing partner, Host Communications, and it was supported by NTRA-driven
research. That research showed that the Breeders' Cup has been poorly understood by the majority of
sports fans outside our three million core base. And even within that base, there are many whose
ideas about what that championship event was were unclear at best.

Equally important, sports fans recognized virtually no progression towards the event. They didn't
understand the various racing divisions nor did they understand the linkage between Breeders' Cup
and other races which now define the various roads to the World Thoroughbred Championships.

So together, NTRA and Breeders' Cup have forged the opportunity to create a framework and a
marketing structure which brings more coherence to the best quality racing in different divisions and
relates that structure to the World Championship event. This divisional identification leads to
increased understanding of how major post-Triple Crown racing fits into the championship picture
annually.

Fortuitously, just four months after that June 26th announcement, what had been known simply as
the Breeders' Cup Championship reached a new level of maturity as the World Thoroughbred
Championships, with the strongest international participation ever

In the meantime, the concept of selling corporate affiliations with the various racing divisions on a
package basis was also working. Bessemer Trust embraced the principle with their sponsorship of the
Juvenile Division, including a series of seven major 2-year-old races across the country, televised and
promoted as the Bessemer Trust 2-Year-Old Challenge, culminating with the Bessemer Trust
Breeders' Cup Juvenile.

Penske Auto Centers stepped forward to sponsor the sprint division, and became title sponsor of the
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Penske Auto Centers' Breeders' Cup Sprint.

John Deere became presenting sponsor this year of the Breeders' Cup Turf; and one of our most
consistent supporters over the years, Alberto Culver, renewed their affiliation as a presenting sponsor
of the Breeders' Cup Filly and Mare Turf.

So in short since meeting here with you all last year, we've implemented one sponsorship renewal,
and more importantly, we've added three new seven-figure multi-year corporate affiliations in
support of thoroughbred racing.

In June our combined organization staked out a bold marketing position, in October it worked. The
first formally titled World Thoroughbred Champienship Day was successful beyond our expectations.
But the shadow of totally unrelated events hovered over that occasion in New York.

With the rest of the world we were stunned by the atrocities of September 11th, and like most
Americans, we all looked for a way to play a positive role in coalescing support, sympathy and aid for
those most directly affected by the events.

We launched, within days, NTRA Charities New York Heroes' Fund, and in association with the New
York Racing Association, dedicated the Breeders' Cup to the families of the New York firefighters,
police officers, emergency service personnel, and other victims who lost their lives in the events of
September 11th.

This NTRA-produced PSA does about as good a job of capturing the essence of what we were trying to
achieve in New York this fall as anything I've seen. Some of you will recognize it.

(A Tape was played)
(Applause)

Thank you. As you can see, that spot really in essence defined much of what our marketing position
was about this past fall, how we hoped to identify the event, particularly in the eastern marketplace,
and how we hope to put a good foot forward for the industry.

Our initial goal — you saw a $3 million number on this spot. Our initial goal in the early days was to
raise a million dollars, and that was basically blown away when Harry Mangurian called and made a
million-dollar pledge just days after the fund was created.

I'm pleased to say that as of this morning, and as we announced in New York last week, that fund is
expected to reach $5 million including the remaining pledges. And at this point, three and a half
million dollars has already been disbursed to those in need.

On behalf of the organizations which have received this aid, on behalf of all of us involved in the fund,
and particularly on behalf of the families who were receiving assistance as a result of these
disbursements, we want to thank all members of the thoroughbred community who've been so
generous to this cause, whether it's been through the New York Heroes' Fund or through similar
efforts organized throughout this industry.

World Thoroughbred Championships Day at Belmont Park was thus a day of phenomenal racing, of
drama, of pride and of poignancy; it was quite an event.

Now I want to turn briefly to the future. As Tim pointed out, we're going to concentrate today on
Phase Two of our combined efforts. We think we've jumped off to a good start this year, and following

the early success in simple terms we plan to press the advantage.

We're going to place renewed emphasis on promoting what everybody in this room already knows,
and that's that every major race between the Triple Crown and the Breeders' Cup is a mile marker
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along the road towards the World Thoroughbred Championships.

We're going to gear our marketing initiatives to further defining and promoting these races in ways
that will lead to greater understanding of what the racing season is all about and how the contests are
connected. We aim to give fans a better knowledge about the horses as well running along the Roads
to the Breeders' Cup Championships, both here and New York — or here in North America and
overseas as well.

We plan to include those overseas runners, most of which are anticipated, at least near term, to come
from Europe, in our year around rankings. In effect we plan to globalize those rankings so the names
like Fantastic Light, Sakhee, Bank's Hill and Johannesburg don't come out of the blue to the
American racing fan.

We also have under consideration a number of initiatives to enhance and strengthen the
championship races as well as the races leading up to them. Such initiatives include increased
Breeders' Cup purses. Those of you who've had a chance to look at the updated business plan,
particularly the pro formas in there, will see those numbers included.

We are also looking at the concept of a multi-million dollar bonus. For the time being we're looking at
a $10 million operative number. A bonus offered to a horse or horses which can win specified races
linked with the Breeders’ Cup Classic, and we're looking at that linkage occurring both in Europe and
in North America.

And as | mentioned already, we're working at ways to internationalize, if you will, our ranking
systems which recognize the championship's elevated international status achieved this year at
Belmont Park.

In other areas, we plan to break new ground with first time World Thoroughbred Championships'
venues. We confirmed this past Monday in Chicago the event will take place at Arlington Park next
year. It will be our first visit to America’s third largest marketplace, and we look forward to working
with our new racetrack, metropolitan and corporate partners in Chicago.

Texas remains on schedule for 2005. We met briefly with Corey Johnsen yesterday and agreed to
work towards a formal letter of intent with Lone Star Park within the next few weeks.

Supporting all these initiatives the combined NTRA Breeders’ Cup team will continue developing and
integrating marketing programs which you'll hear a little more about later in this program. These are
going to include weekly media teleconferences, our ongoing televised racing series, the redevelopment
and improvement of our Internet presence and others.

And finally, we're going to use our enhanced stature and program continuity to secure more divisional
sponsors, improve the value and viability of our television presence and signal, both domestically and
internationally, expand our simulcast siznal globally, continue to build our championships brand and
strengthen the NTRA Breeders' Cup organization in lines with the strategic goals that Tim pointed out
a few minutes ago. So our goals are set.

Our combined methodology has, we believe, been successfully tested over the last 11 months and we
feel confident we can look forward to the future with optimism. I think it’s fair to say that in its
relatively short existence, the NTRA has been responsible for more effective national market research
than our industry as a whole has undertaken in the past.

‘When it comes to understanding our potential customer, knowing who they are, what they like, what
they don't like, we've undeniably lagged behind when compared to market knowledge being generated

and updated by our competitors.

Professional research is a vital guide to key decision-making. It's imperative as a prerequisite to the
effective deployment of the industry goal with which we are entrusted. The rebranding of the
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Breeders' Cup for example, and other programs 1 outlined a few minutes ago, were not conceived in a
vacuum. They have been and are being developed along the lines that research tells us has the best
chance for success.

‘We believe our combined organizations made a good start but there’s a lot left to do. And doing it
right is going to depend on appropriately designed and targeted research.

Earlier this year we retained the consumer research firm of SWR Worldwide to assist us with the next
phase of our marketing efforts. SWR's a national leader in opinion and consumer behavior research
and has worked with organizations such as NASCAR, Major League Baseball, and the PGA Tour.

Over the last two decades there's been a considerable amount of both quantitative and qualitative
research undertaken by various organizations in racing, so rather than walk the same ground that
others have already covered, we asked SWR to review all of our industry's existing consumer research
data, give us a comprehensive analysis of that data before embarking on the next phase.

This is now complete, and SWR is working on the next phase. It includes a recently completed
national telephone survey and focus groups are underway in select major markets.

To tell you more about the program, its objectives and its findings are Greg Schneiders, chief
executive officer and John Della Volpe, senior vice president of SWR Worldwide. I'm sure that you're
going to find their remarks both interesting and provocative. Greg? John?

(Applause)

MR. JOHN SCHNEIDERS: Thank you very much. I don't have a slide that pertains to my first
comments because [ wasn't intending to make them, but as we were watching the film from the
Breeders' Cup about September 11th and the fund that you all created for the victims of that, 1 was
reminded that it’s worthwhile putting any research that we do for any client into the context of the
times, and certainly the context of our times today are very different than they have ever been in the
past.

And T just wanted to take a moment and tell you that we've been tracking the mood of America on a
weekly basis since September 11th. And we found a very interesting thing, and frankly a very
encouraging thing right now. We're seeing increasingly the mood of optimism growing.

In the last survey that we completed just about 48 hours ago we found by a margin of five to cne,
Americans are more likely to say that they expect the quality of life to improve over the next four
months rather than to deteriorate. And by a margin of four to one they say they expect their financial
and economic situation personally to improve over the next four months as opposed to deteriorate.

So we see that indomitable American spirit that we've been hearing so much about over the last — oh,
since the 11th being played out in terms of Americans' expectations, and that's good news. It's good
news for all of us as Americans and it's good news for everybody who depends upon the public coming
out and returning to normal and doing what they love to do, and that includes going to the track and
enjoying thoroughbred racing.

We have — we are in the middle of this research project, it's a very large and ambitious one, involving
both qualitative and quantitative research. It's such a big project it takes two of us to present it. And 1
want to start by explaining to you what we have been doing and how we went about it, how we
designed it, how this is different from what's been done before, and then go on and tell you about
some of the specific results.

As D.G. said, we started off most importantly by not wanting to re-invent the wheel, not wanting to
re-tread old ground, we wanted to be sure that we built on the very solid and fine research that has
been done over the last several years. And so we reviewed the ESPN tracking, the focus groups that
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been done, the track intercepts.

And then we wanted to go beyond that and using that knowledge, take the next step to dig more
deeply into the underlying attitudes, knowledge and motivational factors, drivers and barriers to
attendance.

We did that by first designing a telephone survey, and I want to tell you the most important aspect of
this, which has to do with the sampling methodology. I mean, any research design is only as good as
the sampling that underlies it.

‘Who are you talking to? In the past the research has focused on a definition of your market based on
behavior. We will show you in a moment the segmentation that many of you have seen before of core
fans and light fans and lapsed fans and sccial fans and so on, and that's where the research has
occurred.

‘What we wanted to do is go beyond that and talk to all potential fans, and so the way we did, an actual
screening of the general population who live within 50 miles of a track. And we asked them, "If you
were invited to go out to a thoroughbred racetrack on a nice weekend and you didn't have anything
else to do, how likely would you be to go, on a seale of zero to 10? Ten, 'l would definitely go
enthusiastically,” and zero is, "There's no way you could drag me out there.”

(Chuckles)

‘We dropped out the zero through fives, those would include people who might be morally opposed to
gambling, people who have absolutely no interest in horses or horse racing, people who for whatever
reason, you know, age, infirmity or whatever, may not be able to; and we took the six through tens,
and those are who are included in this sample.

So all the information that we give you going forward in this presentation pertains to those people
who, on a scale of zero to 10, say a six through 10 in terms of the likelihood to go if invited.

Now about 57 percent of them it turns out have already been to the track, but 43 percent have never
been. So that's 43 percent of that potential audience that in the past, if we had only been talking to
people who'd been to the track, we would miss. And we think that's a very important part of the
population. We want to figure out how to get them to try the experience and enjoy the experience and
then come back.

MR. JOHN DELLA VOLPE: [ want to talk a little bit about some of the specifics associated with
the survey. The survey was ambitious, it was go questions long, and it took about 15 to 17 minutes to
complete it over the telephone, and we had seven or eight main sections that we delved into.

First one was to understand the traditional habits of fans; how often they go, how much money they
spend, do they have the impression that they win more often than they lose or lose more often than
they win?

We then moved on to ask a series of questions about their favorite activities, includes trying to get a
better understanding of what the competitive set was against horse racing.

We then went into a number of attributes to understand how these attributes apply to both the
favorite activities as well as a to the sport of horse racing.

‘We then went into some information asking them how they perceived themselves, and we then asked
the same series of questions about how they perceived fans at a racetrack, to understand some

differences, which we'll talk about.

‘We then asked, when people went to the track, what were the aspects that were most enjoyable, most
appealing? Was it watching, was it wagering, was it — was it socializing with friends, those sorts of
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things. After that we went into a series of about a dozen or so reasons or factors that the industry
would think would try to improve or increase attendance.

We ended the survey with three or four different positioning statements, and then we closed it with a
series of demographic questions. So there is a tremendous amount of data that we have begun
analyzing; we'll have a full report in the next couple of weeks.

‘We finished, by the way, a couple days after Thanksgiving. We are currently conducting focus groups.
We're conducting six focus groups across the country. Two were conducted last week at Hackensack
to talk to folks in the New Jersey and New York markets, we completed two Wednesday night in Los
Angeles, and then on next Tuesday we'll be in Dallas conducting groups.

The important thing about those groups, as Greg indicated, we've got two groups per night, and one of
the groups are what we would consider the light fans, those are the ones who have been two, three,
four times over the past couple years, as well as those who have an interest in attending but have
never been. So that's one group.

And then the second group we have every night is those who attend more often, anywhere from a
dozen or so times to up to 20 in some cases, to see kind of what the differences are between the two
groups. So thank you.

MR. SCHNEIDERS: Many of you if not all of you have seen these numbers before, this is a
segmentation that Tim referred to earlier. Core fans, whe go frequently and bet heavily, make up four
percent of the fan base, and that's 3.2 million individuals. There are 19.5 million who are light fans,
they've been within the last couple years. They have bet but they don't go frequently and they don't
bet heavily.

Lapsed fans have been to the track but not within the last two years. Social fans have been to the track
within the last two years but haven't bet. And then you have a category called inactive fans. Now you
know, some might call these non-fans. These are people who have said that they have at least a slight
interest in horse racing but they've never been to the track.

What we wanted to do, as | mentioned in going beyond just looking at these individuals, is to find
those people cut there who, though they may never have been to the track, or may only have gone
very infrequently and perhaps a long time ago, expressed a fairly strong interest in going, that's six
through 10 on the zero to 10 scale.

MR. DELLA VOLPE: And Greg, just a couple of things about the core. Two thirds of the core group
is made up of men. The core group, unlike the light and unlike the potential fans, include more
minorities; they're less educated, as a group less attended college, and they're slightly older but not
much older than the general population.

MR. SCHNEIDERS: One of the interesting things that we saw when we looked at, we compared
those people who passed the screen and became a part of our study by saying six through 10, and we
compared them with those people who said only zero through five and therefore were screened out.

And demographically we found, for example, that the people interested in attending tend to be
younger, as you can see in the 18 to 24 category; there are twice as many who qualify through their
interests as who fit the non-qualified category, and they also are more likely to be single. Thirty-two
percent of those who expressed an interest were single compared with just 18 percent of those who
did not.

So we found that encouraging, that we don't want to focus only on the young and the single, but there
certainly was a social aspect to the way that these people looked at this experience. They saw it as an
alternative to going to a nightclub or going to a ballgame with their friends or something to do that
was social, that was fun, that was outdoors, that was exciting, and had had a social component to it,
and we wanted to zero in on that.
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‘We were very interested in the competitive set, when — if these people are not going to the track very
often or perhaps have never gone, despite having expressed a relatively strong interest in it, why is
that and what are they doing instead? You know, what choices are they making?

And so we asked them to self-identify on a volunteered basis what is their most important or most
attractive favorite pastime when they are looking for an event to attend or an activity to engage in? As
you can see, the top two here are football and baseball, at 26 and 16 percent; moving over just a little
bit basketball at 12 percent, and then you get farther down, hockey and general sports. And so sports
is a very clear leader in terms of alternative activities to attendance at the track.

In third place was going to a casino; not surprisingly, because the people expressing an interest in
going to the track, many of them if not most of them also have an interest in gaming and gambling.
And then — or to movies, cultural events farther down.

The real significance of this, beyond just wanting to know a little bit more about who these people are
and what their interests are, is to see what we can learn about the things they are interested in, the
qualities of those activities that may be applicable to racing or maybe we can find ways to make them
more applicable to racing.

We — and the last slide ones say we, as D.G. mentioned, have done a lot of work with Major League
Baseball. We recently conducted studies in 13 markets to find out what draws people out to the
games. And one of the most important features that we're seeing currently is that teams, markets,
venues that can create an experience that transcends baseball alone, it becomes a family experience.

You know, you think of Camden Yards and some of the other newer parks are doing much better in
terms of attracting new people out, and that's something important 1 think we can learn in terms of
thoroughbred racing.

MR. DELLA VOLPE: As well as the casinos, as well as the casinos are spending more and more,
they're advertising a lot of family-type of events and atmosphere and so — .

MR. SCHNEIDERS: We then asked these respondents to tell us a little bit about how they viewed
their favorite activity that they had just identified for us, and how they view thoroughbred racing. And
where we could see differences.

And we asked them about these specific attributes, and they are in descending order, from where the
greatest gaps exist between the perception of their favorites activities and the perception of
thoroughbred racing.

So for example, vou know, as a place to take my family, there's a 29-point gap between their
attributing that to their favorite activity and attributing that to thoroughbred racing. It's for people
like me, again, a 29-point gap. Fun and exciting, clean, smaller gaps, and convenient and easy to zet
to, not much of a gap at all.

But when you consider that we drew the sample only from those people within 50 miles of a track,
and most of them knew that they, you know, were near a track, so convenience did not seem to be a
major factor.

And then upscale, no statistical difference; no significant difference; in sleazy, no significant
difference. So those top ones are the ones you really want to focus on.

As a family activity and as a place for people like me there is a major deficit at this point in the way
these individuals who have expressed a strong interest in going to the track view thoroughbred racing
compared to football or baseball or whatever their other favorite activity

Similarly we wanted to find out how they look at themselves, qualities they think they possess, and
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whether they think those are qualities that are possessed by people who go regularly to the track.

And again you see by looking at the left-hand side, the black lines, the gaps that exist. They're much
more likely to see themselves as responsible, family-oriented, intelligent and enjoying tradition, than
they are to see what they consider to be the regular track attendees to be — to possess those qualities.

And then if you go all the way down to the bottom you see the one place where they say this quality
applies much more to people at the track than it does to me is as a risk taker. So much of their
perception of thoroughbred racing and attendance at the track clearly is driven by the ability to
gamble there, and so they see regular attendees at the track as heavy gamblers, as people who are
risk-takers and different from themselves in that way, and that's a perception that I think we need to
try and work on and deal with.

MR. DELLA VOLPE: As we said in the introduction, one of the last sections of the survey included
a dozen or so factors that we wanted to test to increase attendance, both with the current fan base as
well as with the potential fan base.

Of those dozen or so, these six factors were the ones that resonated best. The numbers in the boxes
represent the people who said they'd be much more likely to attend if; so if we walk down the list
they're color coded by three different themes. The top box says they'd be much more likely to attend
"If more of my friends were interested.” Thirty-six percent found that to be a very convineing or a
reason to attend the track. Near the bottom there's another blue box that says, "If more people like me
were there." So those two together indicate some of the initial drivers of attendance.

The next three boxes which we coded as black is, "1f there were special windows for experienced
wagerers.” And in the focus groups they talked about not only special windows but maybe special
sections of the track, maybe where there's some handicap lessons or some of those things, they'll be
much more likely to go.

If there was soine easy-to-find racing information, not only about the races but also about the jockeys
and the horses and some of the background, if that were available at the tracks 32 percent would be
much more likely to go.

And the third block black box is, "1f there was a system, an easy to understand system in place to
teach us how to handicap as well asbet." It goes beyond the handicapping, just what's an exacta,
what's the difference between win, place or show; those sorts of things.

Those black boxes seem to indicate for us what some of the barriers — what some of the barriers are,
what some of the intimidation factors are.

And the third, the third color code is yellow, and that refers to more big races and events. And that's
not only the quality of racing and events at the individual tracks, but according to the focus groups it's
promotion-driven as well.

If there was a Bring-a-Friend-for-a-Day, a T-shirt or a hat, discounted beverages and food, that would
be an important promotional tool to increase attendance. So again, there are really kind of three
sections here to concentrate on.

‘What are the drivers? "People like me, more of my friends." Second are the intimidation factors that
need to be overcome, and third is a traditional public publicity campaign.

MR. SCHNEIDERS: Very briefly, the highlights from the focus groups and sort of a summary of
where we are at this interim stage of the research. Again, we were very much by design talking about
both current and potential fans. This reflects a belief that the future of thoroughbred racing has to be
dependent upon both attracting new people out who are going to be there for the first time, it's a new
experience, they're trying it out; as well as finding out how to get those people who have tried it to
come back.
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MR. DELLA VOLPE: And again, Greg, the 42 percent, I don't mean — the 42 percent of the
population that live near the tracks, it's just a big number.

MR. SCHNEIDERS: We wanted to explore the drivers and barriers in greater depth. We had — an
earlier research had identified many of these and we wanted to understand them better. We were
surprised to find that the barriers were less significant than the drivers.

And what I mean by that is that particularly in the focus groups we did not have a lot of people saying,
you know, that they found it, you know, an unpleasant experience.

Yes, there is intimidation, particularly having te do with handicapping, but we did not find a lot of, "1
don't like the atmosphere, I don't like the people there, 1 don't like the experience,” and largely that's
because we had already excluded a large number of them in our screening process. We didn't need to
talk to them if they for some reason or other found the experience or the prospect of it so negative
that they had ruled it out.

But we've been talking to these people who had expressed an interest, they — if they've been, they
liked it, they liked the experience, they found it exciting, they found it fun; if they hadn't been there
they were sufficiently curious and interested in and drawn to it that they answered six through 10. So
we really want to focus other drivers of the attendance.

One hypothesis, an important one 1 think that came out of this is that really what so far hasbeen a
failure to convert from the trial fan to the more frequent fan. Let me tell you briefly what 1 mean by
that by way of reference to some other activities.

If you think about television shows like Friends or The Sopranos, you know, what brings people back
to the sets, you know, every week to watch a particular show? It's engagement, it's involvement, they
know the characters, they identify with the characters, they follow the plots and they want to — they
follow the story line.

If you look at baseball, you know, and one that came out very high in terms of the competitive set,
activities, you know, people come back to baseball for a lot of reasons, but in part it's maybe their —
their home town team, they know the players, they know the other teams that they play against, they
follow the story line. And now increasingly, through fields like Camden Yards and others, they're
coming for that as well as a broader experience.

NASCAR is a good example of a sport that has very consciously, and we've done a lot of work for
NASCAR over the years, they have very consciously moved in the direction of trying to make it
something that is more easily engaged by the fan, so that they know more about the teams, they know
more about the drivers.

And NASCAR has begun to restructure much as you have with "The Road to the Championships,” to
make it more of an ongoing, continuous experience so that people get more engaged. And that's the
sort of thing that we believe is going to be necessary.

Again, two steps; get them out there to try it the first time, but then find a way to get them sufficiently
engaged that it's not just seen as, "Well, it's something I might do if somebody invites me to go,” but,
"That's something I want to be sure to follow and to go back to."

The way to do it is through the positioning, the advertising, the programs that convert from the trial
to more frequent fan. And it has to be integrated, it has to be suffused through all of these different
kinds of activities in order to both bring out the new fan and then turn that new fan into a regular and
frequent fan.

We are, as | said before, in the middle of all this, it's been very exciting. We found lots of interesting
things, some that reflect what you've seen before and some very, very new things that we're
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continuing to explore and we will be back to share all that with you at a future date. Thank you very
much.

(Applause)

MR. KEITH CHAMBLIN: Thank you very much, Greg and John, that was a great report. ] want to
just start by saying that we'll be providing their final report and their executive summary to all NTRA
members, and the slides that they showed here this morning are in the folder that you can pick up on
your way out of the room this morning. So we do have a copy of the slides that you just saw.

It's really been great working with these guys and look forward to a long association with SWR. As
you can see from the preliminary findings, we're learning even more about what motivates
participation in our sport. This learning will go a long way toward defining our goals and objectives
for marketing and advertising in Phase Two of the NTRA.

So what will we do with the SWR report? First, we're relating it to our existing marketing programs,
consumer promotions and public relations efforts. Second, we're relating it to some of the innovative
things our member tracks and horsemen are currently doing. Third, we're relating it to our new
internet strategy and our e-marketing strategy, that is largely about fan education and player
development.

And finally, the next phase of NTRA advertising will be based on this learning and our expanded
understanding of our target audiences and our potential audiences. We know more about our existing
fans and target audience than at any time in our sport's history. But we still have you a long way to go.

The overall goal is to work together with the industry to increase the number of core fans and increase
the number of light fans. In short, which messages and marketing programs will make more people
say, "Horse racing is for people like me?”

As we look ahead to Phase Two of the NTRA, 1'd like to quickly take you through some of our existing
programs and how we'll expand them going forward.

In 2000 you might recall the NTRA planned and coordinated our first national promotion, a $1
million Mystery Mutuel Voucher. This year we conducted two promotions with similar positive
results, bar coded pieces sent this year alone to nearly two million homes across the country.

The first three promotions resulted in double-digit attendance increases and handle increases at the
vast majority of participating sites. So we're doubling the number of voucher promotions with four
scheduled in 2002. And we're raising the grand prize $250,000 each time to give it that carryover
effect and keep the promotion fresh, and we'll do that until one lucky patron wins the big ticket.

Just to let you know the winning prize this past month, the November 23rd promotion, would have
been redeemed at Delta Downs by a patron on the Delta Downs mailing list but it was not redeemed.

The 2002 promotional dates are February 16th, April 13th, August 3rd and October 5th. And all the
voucher promotions are scheduled on dates when our sport offers high-quality racing from coast to
coast.

Each of the vouchers are bar coded so our participating members, after nearly two years of this
project, are beginning to measure trends and habits of customers on their mailing lists.

This year the NTRA Mobile Marketing Experience spent less time at the track and more time at high
traffic destinations. They visited non-traditional venues like the Super Bowl, spring break in Florida,
Times Square, the Alamo, and five college campuses as part of a promotion with Sports Illustrated.
Attracted more than 100,000 on-board visitors; and prograims like the Mobile Marketing Experience
are introducing new and potential fans to our great sport.
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While the truck is aimed at attracting new fans, programs like the Daily Racing Form/NTRA National
Handicapping Championship are dedicated to existing fans, that group of 3.2 million core players that
are so vital to our game today.

Qualifying tournaments for the Handicapping Championship have grown by 50 percent in over two
years, and we're looking for more ways to freshen the tournament and make it even better in 2002
and beyond.

We also introduced e-marketing and Internet track newsletters that have resulted in monthly online
communication to more than 125,000 customers, a nearly 60 percent increase since the project was
launched in May. We currently have 18 participating members, we'll have 30 beginning in January.

We'll also introduce online promeotional templates and other programs that will make it easier for
tracks to communicate with their fans at the touch of a button. Segmentation and profiling of these
consumers indicates a large segment of this database consists of light fans, so again we've established
an ongoing communication and relationship as we try to move them up the ladder.

This year our second Breeders' Cup Online Challenge Contest resulted in a 42 percent increase in
participation over the previous year. Nearly a third of the participants, 15,000 people, deseribed
themselves as light fans. Early next year we'll relaunch the NTRA and Breeders’ Cup Websites, under
the NTRA.com banner, in addition to promoting the World Thoroughbred Championships brand; our
focus over multiple platforms of the Website will be on fan education and player development as we
try to use the Web to address some of the drivers that Greg and John talked about just a few minutes
ago.

Let's take a look at just one of the slides — or a couple of them; actually, this first one is the home
page and shows how it will prominently display games and online curriculums that teach people how
to play, participate in our sport.

That "Bet the Net” you see there, that's just a — the working title of a project that will be part of the
online curriculum. The ultimate goal is to deliver users to the doorstep of a racetrack, orto a
racetrack’s preferred account wagering provider. We're hopeful that distance learning on the Internet
will break down some of the intimidation barriers that we hear about from light and lapsed fans time
and time again.

In addition to the national consumer promotions and our e-marketing and Internet strategies, we'll
also be using this latest round of research to develop new advertising campaigns. As you heard earlier,
we're beginning to probe why light fans don't go more often. After all, these nearly 19 million fans
attend the races only one to two times a year. Yet they indicate they have a high interest in our game,
and enjoy a day at the track.

In fact, the latest round of research that John and Greg talked about just a few minutes ago indicates
that that universe might actually be closer to 40 million fans that indicate they would like to go to the
track. We're beginning to end — identify why many of them don't.

The next round of national co-op advertising scheduled to debut in March at our annual Marketing
Summit will attempt to address the drivers to attendance. In addition, we'll also be adding more
tactical advertising and event-driven advertising as well in 2002.

For the first time we'll be producing TV spots for three, for all three Triple Crown races at a time of
vear when the majority of our membership are buying media. And we'll continue to conduct our very
popular Breeders' Cup co-op advertising program.

You also see TV spots dedicated to promoting account wagering and PSAs promoting not only the

sport but also the agri-business side of our industry. So instead of three to four spots that we normally
produce in a vear by the NTRA, you might see eight to 10 spots or maybe even more.
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we'll also continue and in fact expand our national advertising in 2002, whether it be on USA Today,
through our national radio buy, or on ESPN, through a multi-year media buy currently in negotiation
as we speak.

Let's take a lock at one of the spots this year featuring Kenny Mayne that aired during the time period
leading up to the Breeders' Cup World Thoroughbred Championships.

(A video was played)

The goal here was simple. We simply wanted to take ESPN's hottest talent, Kenny Mayne, who by the
way is a huge racing fan, and have him invite sports fans to try horse racing. After all, past and now
this current research indicates our fans are huge sports fans, and they live on ESPN.

The three spots aired more than 600 times with 187 million consuimer impressions over a nine-week
period leading to the Breeders' Cup.

We'll also be ereating a major new racing event in 2002, you might have heard about it yesterday. For
several years the owner and breeder sector of our industry has discussed forming a day to bring state-
bred horses together to compete in a season-ending championship.

Events like the Maryland Million, California Cup, Texas Champions Day and others, are terrific events
featuring high quality, competitive racing, and in most cases large on-track attendance. They're days
when the state horse racing industry comes together to promote the game for what it is, a great mix of
sport, entertainment, gambling and agribusiness

Next December horses from participating states will compete in the inaugural 1.5 million NTRA
Great State Challenge at Sam Houston Race Park in Texas. I'll look forward to working with all of the
participating states to promote "The Road to the Great State Challenge” throughout the course of next
year.

And much of that promotion will be done by a team in our New York office that works under the
banner of NTRA Communieations. Their job is twofold. To perform the internal duties inherent in the
aperation of a league office; and two, to tell the world through the mainstream media what those of us
in this room already know, and that is that this is a greater game, with many great stories.

This past year has brought us plenty to promote. That includes a great book, "Seabiscuit,” we referred
to earlier, that occupied the number one slot on the New York Times bestseller list for six consecutive
weeks and exposed our sport to millions of potential new fans.

There was New York Times columnist, Joe Drape who wrote a great book on the Triple Crown that
appealed to a general sports fan. And there were two books targeting female fans on horse racing, and
a germ of an idea to conduct a promotion with nationally syndicated radio host Don Imus generated
about $1 million of publicity for our sport and raised $75,000 for two terrific charities.

We're going to take a look at some of the highlights right here including one that was a network news

story that helped turn a negative situation in Kentucky into a positive legislative result in Washington
that you'll hear a little bit more about in a few minutes.

(A tape was played)

In 2002 the work of NTRA Communications will take on added significance as we further integrate
their efforts with our advertising and promotional initiatives.

Stay tuned. Got a lot going on. It's going to be a great year. Now I'm going to turn it over to Chip

Campbell for an update on two areas that also have major implications in our efforts to grow our fan
base. Chip?
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MR. CHIP CAMPBELL: Thank you, Keith. I'm going the talk this morning about sponsorship and
television, which are two areas where [ spend most of my time, and 2001 has actually been quite a
sood vear in both of those areas I think.

Let me hit the highlights very quickly for you. We concluded a new arrangement, an extension of our
deal with NBC which will ensure that the Breeders' Cup is kept on NBC through 2005. The Triple
Crown ratings this year went up dramatically, television ratings, large audiences.

We developed the new series in the juvenile division, the CNBC carried "Bessemer Trust 2-Year-Old
Challenge.” And finally, the newly branded "Road to the World Thoroughbred Championships” ran
for the second half of the year on the ESPN family of networks.

As you've heard before today, The Road to the Thoroughbred Championships leads to the Breeders’
Cup, and this was the focus of the rebranding effort that D.G. and others have talked about today.

Let's take a quick look at how two of our broadcast partners treated our new branding graphically.
First, "The Road To" was seen on all of the ESPN shows; and secondly, what NBC did on actual
Championship Day.

(A tape was played)

And let’s take a quick look at how the print media reacted to the branding following the championship
day in October. USA Today, "It's a World Cup Kind of Thing." The New York Times, "International
Cast Makes its Presence Felt.” And finally, back to USA Today, "International Implications.” We
certainly can't say that the print media didn't get it this time. They certainly did.

Now moving forward to our 2002 television schedule, which has been drawn with an eye on making
the Thoroughbred Championships the focal point of all of the divisional stakes racing, we're going to
have the most comprehensive schedule, television schedule 1 think in the history of thoroughbred
racing in 2002.

In this first year of Phase Two with NBC we will have three windows, if you will; a 9o-minute Triple
Crown Prep. in the spring, a fall Breeders' Cup preview show, the Thoroughbred Championships
themselves in Chicago next October, and of course earlier in the year, the Triple Crown presentation
by NBC.

As an aside, and it does relate back to the International World Championship kind of thing, one of the
key things that we did this year I think was to recapture the distribution rights to the Breeders’ Cup
Championship Day from NBC. They will now be handled by the NTRA Breeders' Cup.

And I think as we go forward with all of the other things going on in racing worldwide, that these
rights will have additional value that we haven't seen in the past. Finally, the CNBC series, Bessemer
Trust Series which we began this year as part of the ESPN extension, also will be extended for five
vears, so we know — through 2005, rather — so we know that will go forward.

On CBS this year, there will be three programs in June, the June-July period. Unlike last year, where
it focused on one division, we're going to use those again to reinforce the divisional racing and tie it as
best as possible to The Road to the World Thoroughbred Championship.

We'll see races from the twrf division, the Classic, the Distaff and the Sprint this summer on ESPN,
and we will do our best, you heard Keith's promotional schedule, we'll do our best to tie these
telecasts into the promotional executions that Keith and his gang will be presenting on some of those
July dates.

The ESPN networks again will carry the two live racing series, The Road to the Triple Crown and The
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Road to the Thoroughbred Championships; we'll add three hours of live racing this year bringing the
total to 32, and with an eye on that world branding that we've talked about so much today, in this
vear's series on The Road to the World Thoroughbred Championships we'll see coverage of many of
the top stakes races from overseas that lead to the World Thoroughbred Championships.

The ESPN Classic Network will continue to carry featured programming on the historic stakes races
tied again to this year's schedule. There will be 14 "Today at the Races" shows spanning 10 months
during the year. Our objective with television, our — among our objectives with television is to
achieve the absolute best presentation of our sport.

For those of you who attended the 8 o'clock session this morning, I heard — I picked up a line, and I
promise I'm going to steal it as often as 1 can, from Glyn Williams from the United Kingdom. He
talked about modernizing and demystifying the presentation of horse racing.

And I think in lots of areas, including television, that's the challenge for us, and we certainly heard
that from the research guys. In addition to that, the television, we will look to serve some industry
needs, build some personalities as best we can amongst the trainers and horses and owners and
jockeys, that's something that television can achieve for us.

The World Thoroughbred Championship brand, as D.G. noted, is the cornerstone of all of our efforts,
and we'll be again going forward on the television side in 2002,

Let me quickly turn to the sponsorship area, and D.G. gave a pretty good review early on of that. By
pretty much all standards, 2001 was a very poor year in the media and sponsorship areas. The New
York Times characterized it as the worst media market in more than a decade.

And we know the effect, all of us know the effect that September 11th had on what was already a weak
market. Somewhat remarkably, the NTRA had a pretty good year in this area. D.G. described the
three new sponsorship relationships that were achieved this year, and interestingly enough those
three companies are very, very different in what they do and what their marketing objectives are.

And I think that based on the year-long schedule, the huge attendance figures, we were able to service
the needs of those sponsors quite well. You know about Bessemer Trust, private investment firm.
They use their sponsorship for hospitality reasons primarily. They're entertaining high net worth
individuals who are their elients or potential clients. They did a number of very suecessful executions
during the course of the year.

They also are into television advertising for the first time, and they were very, very helpful and we are
all very thankful for the role they played in the fund-raising efforts for the victims on — of the
September 11th attack. They managed the money for us, and distributed it to the folks who are going
to get it.

Our second partner very, very different from an investment banker's; the Penske Auto Centers Group.
They were very active reaching out into our industry with consumer promotional executions,
couponing at Breeders' Cup Day at Belmont, at a number of other tracks during the year.

They're interested in getting their message out and they used that tactic to do it, and they will going
forward. Their major markets are Maryland, New York, Miami, Chicago, Southern California, and
others, and they will be doing more and more of those types of promotion — of consumer-based
activities in 2002.

The third commercial relationship I'd like to mention is John Deere. John Deere has been a notch
down at Official Supplier status if you will, and they've used it very effectively in their marketing
activities.

They've been reaching into our industry through racetracks, through the farms and so on and so forth,
in making pricing — attractive pricing available to members. NTRA members, both tracks and others,
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have purchased over S20 million of John Deere product in the last two years, which 1 think is quite a
remarkable feat when you think about it.

Today we are announcing that John Deere is taking a step up, and I'm very proud to let you know
that. They will go from being an Official Supplier to being the title sponsor of the John Deere
Breeders' Cup Turf Race and Turf Division, and we have representatives from John Deere with us
today. 1'd like to ask Mark Johnson and Dennis Steward and Dan Gough in the back to stand up and
be recognized.

(Applause)

If you haven't met these three guys you really must. They are delightful, and we are very, very happy
to have them with us.

One thing 1'd be remiss if 1 didn't mention is that Keith talked before about our newest program, the
$1.5 million Great State Challenge, and the John Deere folks will become the presenting sponsor of
that new event and we are very, very happy to have them there.

That's a sponsorship picture, looking at 2001 and beginning to look forward. One final thing I should
tell you is that we're in active discussions with five new companies that we hope that next year when
we come here we'll be able to announce to you that they are new sponsors as well.

‘We're happy to have one of those companies with us this week; the Sega people were nice enough to
demonstrate their new game for us, and I know if nothing else, I'm going away from this Symposium
with one sound in my ear, "tap, tap, tap, tap, tap, tap, tap, tap.”

Thank you very much.
(Applause)

MR. GREG AVIOLI: It falls upon me to give one of the last presentations at one of the last meetings
of a very long week, and I will be mercifully brief. Over the last four years we've developed what we
think is a very effective national lobbying team.

Our partners in this effort include the American Quarter Horse Association and Dan Fick, the
American Horse Council and Jay Hickey, our lobbyist, one of the top lobbying firms in Washington,
the OBC Group, Davis and Harman, the long-time lobbying firm for the American Horse Couneil, and
last year's edition, the National Economic Research Associates which is a think tank that's very
valuable to us, as we approach various forms of legislation on the state and federal level.

Funding for the NTRA's legislative and regulatory efforts comes primarily from a quarter percent
voluntary sales contributions from buyers and sellers at public auction. Last, in 2000, $§500,000 went
into this program, in the current year we're going to spend a little under a million.

Next year that number is projected to be over $1.8 million. The big jump from this year to next year is
in large part due to the NTRA's decision, the board's decision, to allocate money from the sellers'
contributions at public auction as well as from the buyers.

$1.8 million is actually a very strong amount of money to spend in these efforts, both in the federal
and the state level. We think we're going to grow that, if you've seen our long-term business plan, to
continue to increase that, but with that amount of money we can be — we've demonstrated we can be
effective at the federal and the state level.

It's a good segue into the federal initiatives, and that's really where we have focused the majority of

our time over the last three years. It was just — I think it was two weeks after this conference last year
that Congress passed the amendment to the Interstate Horseracing Act, I'm sure you've read a lot
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about it and heard alot about it.

Essentially what this did was answer some disturbing questions raised by the Justice Department
about the legality of interstate simulcasting, and on a more positive note, confirm that racing was the
only sport in America where you could conduct Internet wagering, if it was lawful in the state where
you were living.

Unfortunately, that didn't end it. We thought, "That's great,” pat ourselves on the back, "We've got
this solved.”

But there is a never-ending flow of Internet gambling prohibition bills that go through Congress.
There have been a total of seven in the last two years. And most recently on November 1st,
Congressman Goodlatte introduced a very broad Internet gambling prohibition bill.

And in its initial form, it had no special recognition of horse racing’s status, and as such, if it passed it
would have taken away all the gains that the NTRA and the industry had received with the IHA
Amendment.

It was a — it is a restructuring of the criminal Wire Act, and it made basically any use of Internet
communication facilities in connection with gambling illegal. Because of some of that $1.8 million
that you've seen in the previous slide, I think well spent contributions we made in Washington to
various campaign committees, excellent work by our lobbyists and just a lot of time spent educating
Congressman Goodlatte and his staff, on the day before they introduced the bill they went back and
made one final revision to say, "This does not apply to any wagering condueting in according with the
Interstate Horseracing Act.”

So now the bill, which has a long way to go, this bill will be bantered about and amended multiple
times next year, but if it does pass, racing is actively supporting it because it will confirm our
advantage over other sports, which will now be specifically prohibited to have wagering on the
Internet on an interstate basis.

Another positive note in Washington that many of you have heard me talk about before is
international common pooling. Currently the world market for horse racing is about $100 billion total
handle. Fifteen billion of that is in the U.S. Of the $85 billion wagered outside of the United States,
less than $500 million is wagered on US races. Almost all of that is in Canada and virtually none of
that is common pooled.

So of the $85 billion wagered outside the United States, there is effectively zero money coming in
common pooled into the US The reason for the — there are a number of reasons for that; one is time
zones, one is some restrictive legislation in Hong Kong and in Japan, but one of the main reasons is
US racetracks, under a provision of the IRS code, are required to withhold 30 percent of all winnings,
regardless if it's a $2 bet or a $1,000 bet, of any wager coming into a US track from outside the US

This is an antiquated rule, it's been around for a long time. Racing has taken three previous shots in
the last 10 years at fixing this, and each time for a variety of reasons was unsuccessful.

‘We made this one of our big priorities last year, got some help from some very powerful people on the
Ways and Means Committee in the House and on the Finance Committee in the Senate, again spent a
lot of time explaining to them that if they changed this rule actually there'd be more tax revenue in the
US rather than less, because of it there's no money coming in.

We're very happy to report that in the last week we've received a scoring of our proposed bill from the
Joint Tax Committee, which has come back and confirmed what we said; that if we do change this law
there will not be a significant negative tax problem for the United States, that it would actually end up
increasing revenues to the United States.

And based on that, while it's never over until it's over, we feel very confident that in the next 12
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months we'll get a new federal law passed that will do away with the 30 percent withholding.

Some other areas on federal legislation; we formed — I think one of the best ideas that our
commissioner had in the last year was to form a Congressional Horse Caucus. We are as a highly
regulated industry, one of the few industries that has no caucuses essentially, educational body where
you teach congressmen and senators about your business. There's a Wine Caucus, there's any number
of caucuses, but there hasn't been a Horse Caucus.

We formed a Horse Caucus, and at our first meeting we had had 40 attendees. It's been very
successful. We had four meetings this year. We took these senators and the congressmen on farm
tours in Marvland, we took a congressional delegation to the Breeders’ Cup, which included the
chairman of the Agricultural Committee in the House, and it's — it's a rewarding experience.

Because all of this, you hear me say this a lot, everything we do is about educating the congressmen
and the senators that we're a $34 billion agribusiness, we don't — don't just associate us with gaming,.
Sort of related to that on mere reproductive law syndrome, you saw some tidbits from NTRA
Communications about that, everyone in the room knows what that is.

Because of just the way the laws were written a long time ago, when there is an agricultural problem
in the horse racing or breeding business, the breeders and the farms are generally not eligible for
federal relief, and that’s because all the federal relief that you might see, if you have a hurricane come
through Florida wiping out, you know, citrus farms, horses are not defined as agriculture for the
purposes of almost all US laws, and because of that we had to go to Washington and pass a separate
law, which was actually signed into law two weeks ago, that made farms, farmers or breeders who had
suffered losses from MLRS available for — eligible for federal low interest loans, and that's been done.

One of the key players in getting that done was Mr. Combest, the chairman of the House Agricultural
Committee, one of the first members of the Horse Caucus who went to the Breeders' Cup this year
with us.

Taking it a step further, next year we feel confident that rather than having to do this one off every
time we have an agricultural emergency, we will now change the federal code so that horses will be
defined as livestock for the purposes of all federal relief.

It — this isn't a very sexy area to talk about, but it's, as Dan Fick will tell you, it’s pretty dramatic for
the sport; that in the future if horses are defined by livestock they'll be available for the millions and
up to billions of dollars of federal relief that’s available to other farms and other crops.

Lastly, on the federal legislative update side, there is a — as a result of September 11th there are a
number of bills that are going around the House and the Senate for an economic stimulus package. Of
note to the racing and breeding industry, in the House version of this that just passed they have a
provision for accelerated depression of 30 percent of any purchases.

And what that means is in addition to the depression schedules where you can write off your purchase
of a horse, you could take off ancther 30 percent in the first year. The Senate's version is a 10 percent
depreciation rate. It will probably end up closer to the Senate side, but again, that should be helpful to
the sales companies as they try to bring new buyers in.

We continue to work on EPA regulations; Jay Hickey at the American Horse Council has really taken
alead on that. He and his team have done a remarkable job. There were some very potentially
detrimental regulations that the EPA suggested this year on waste water runoff, and Jay has done a
good job of responding to those; and we think that in the next six months we'll get them improved
somewhat. They'll still probably be more restrictive than the current law, but better, definitely better
than when they started.

Lastly, on immigration issues; we were making some headway on that issue, on basically loosening up
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the current immigration laws to allow for better, more year around labor for farms and tracks.

Because of September 11th, loosening up of the immigration laws is not too high on anybody's radar
screen right now, so I think you're going to — you're going to probably not see a whole lot of action
over the next 12 months. But long-term we know that is a priority for the industry.

Consistent with being brief, I'll briefly talk about Phase Two, sort of the theme of today's presentation.
As we continue to raise more and more money through the sales auction program, we spend that
money. We spend it on the state level through contributions to candidates and campaigns, and on the
federal level as well.

Yesterday at the NTRA board meeting we — the board voted to form an NTRA Political Committee,
Political Action Committee Advisory Board, so we're going to now of the subcommittee of the NTRA
board that's going to review each contribution. And I think — feel free to talk with your board
representative on the NTRA board if you want more information or more input.

We're also, consistent with one of our pledges to Magna about 14 months ago, we're really trying to
step up our efforts on the state level, that includes efforts in deregulation. This year we're really
focusing in working closely with the flat tracks and horsemen on an omnibus deregulation bill in
Florida.

And what that means is the NTRA, kind of by board policy, where all our members are in agreement
on a particular issue, we will supply funding, we will supply lobbyists, we will testify, we will do whata
good national trade association will do to improve the legislative situation in any state.

Similar initiative in this area we talked a lot about over the summer is tax takeout, not handle. Mike
Shagan, who I think is here with us today, has been working closely as an NTRA consultant on that.
Overall the concept is that racing is sort of unfairly taxed because it’s taxed on — its really not taxed
on its revenues, racing's revenues are the takeout and they're not the handle.

This initiative is included in the Florida bill right now; currently New York and Virginia are also
looking at legislation this year in that area.

And lastly, this hasn't changed for two years, we're working closely with any state that doesn't have it
to expand account wagering. We were privileged to be asked to come and assist the State of California
in drafting their account wagering regulations. We will be doing the same thing in Massachusetts.

Any member who wants the — help in account wagering, we've got quite a database of what all the
states have done. You ean comment on any provision that's in any of the laws because we've studied it
pretty closely for about three years.

Lastly, we've talked about in the pastan NTRA Legislative Regulatory Task Force with a number of
NTRA members on it. This was in 1997 originally formed to deal with the Kyl Bill. It's kind of gone
into disuse, and we're going to jump start that again this year, hopefully with the American Horse
Council. And you'll be hearing more about that.

T'll just close on the note that the increased legislative spending that we've talked about going from
$900,000 this year to $1.8 million next yvear should allow us to do a lot more. I hope to be able to
stand up here every December and announce, you know, major initiatives, major legislative wins like
we had in the last year.

Thanks a lot.

(Applause)

MR. SMITH: I'd just like to ad lib two comments. I felt like I commuted to Washington in 2000 and
sort of lived there, and in 2001 Greg Avioli is the guy that committed to Washington for the year, and
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1 think did a terrific job.

The second thing I'd like to ad lib is that, you know, it's a theme that 1'll strike in the closing again this
year, but a heck of a lot more is possible with collaboration and in numbers, and nothing you saw
from Greg would have been accomplished and nothing in the future that we hope to do will get
accomplished without our partners at the AQHA.

These issues don't stop at the dividing line of a breed, and indeed the legislative — restart of the
legislative task force, probably do this an in alphabetical order, will be the AQHA-NTRA Legislative
Task Force. So thanks, special thanks to them.

Well, as usual we've packed a lot into two hours or just under. Thank you for listening today, and for
so many of you, looking around the room, for vour multi-year steadfast support for the NTRA, and for
what we're — what we've been trying to do together.

We're excited, as 1 hope you can tell, about 2002, about Phase Two. As you've heard, in several
respects it will be different from Phase One and it — and it needs to be.

To be sure, there are a number of promising marketplace developments. Internet and account
wagering, now clearly legal as a matter of federal law, and expressly so in California, by itself one of
the world's largest economies.

The more positive reception by sponsors and networks of the Breeders' Cup, and as importantly, the
multi-division, multi-month, multi-continent process that leads up to it, the growth of our political
action budgets and capabilities, the NTRA's improved balance sheet and membership roster, long-
term extensions of our agreements with NBC, ESPN, and others.

But to sustain this momentum, much less realize the full potential of Phase Two, we also need to be
very clear-eyed, candid with each other, and realistic. It's terrific that the NTRA is now more firmly
established and I think clearly viable for the long term. It's great that we now have more television,
more sponsors, more and better research, inereased promotion.

All of these are, to quote Martha Stewart 1 guess, "Good things," each is badly needed.

But they're not enough. Goed television and good marketing will not by themselves provide the
capital needed to rebuild our sports’ physical plants, to add necessary new amenities, or to raise
purses to the level needed to sustain our underlying agribusiness and breeding industries.

The truth is that we need considerably more marketing, more political and legislative spending, more
improvement across the board in how we attract and retain customers, and how we deliver our
product to them.

This reality also means that new revenue sources and thus even more progress in improving
government understanding of our complicated multi-dimensional industry must be pursued and it
must be achieved. No one source is a silver bullet, a panacea.

So the reality also is that we really don't have any choice but to rally together as an industry as never
before if we want to prosper, and as long as we're being candid and tough-minded, if we want to
survive.

If we want to survive for the 472,000 people who make their livings in this industry, for the RTIP
students, for the children and grandchildren of owners and breeders who want to continue in this
game and continue in this way of life, and for our millions of avid fans.

What does it mean for us? For the NTRA it means firmly rejecting the temptation to become

complacent, to avoid confusing a somewhat improved balance sheet with success. Because success
needs to be defined not in trade association terms but as doing something really meaningful and
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measurable to improve the economics of the industry, which is, of course as we mentioned, our core
mission.

For the industry, it means working together on common problems, hard as that may be. And most
importantly of all, to me, maintaining the necessary sense of urgency. Overall, I'm optimistic. [ think
as we've shown this year, this is an industry that can get amazing things done when awakened and
motivated, when differences in agendas are set aside for a common purpose.

The NTRA, thanks to the renewed commitments of our members, is in a better position to help tackle
these challenges, the challenges of Phase Two. Certainly a better position than a year ago and really, T
think, than ever before.

So Phase Two is about a lot of things: More focus by all of us, a shorter list of priorities for the NTRA,
new marketing opportunities based on improved insights, some of which you've heard today, on the
attitudes and needs of our customers and potential customers; further changes for the Breeders' Cup,
continuing to make the world's best day of racing better understood by a wider audience; strengthen
political resources and capabilities, better use of the Internet.

But Phase Two is equally about building renewed commitment to each other and to a renewed,
sustained sense of urgency about tackling these common problems. So welcome to Phase Two. T hope
you've enjoyed this preview, thanks again for having us; thanks again for your support of the NTRA.
Thank you.

(Applause)

It's been a great week and as usual, we'll leave you with a brief video which captures, better than D.G.
and [ can describe, what a special day it was on October 27th.

(Applause)
(A tape was played)
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