NATIONAL COUNCIL OF LEGISLATORS FROM GAMING STATES

COMMITTEE ON LOTTERIES

NEW ORLEANS, LOUISIANA
FRIDAY, JUNE 3, 2005

DRAFT MINUTES


The Committee on Lotteries of the National Council of Legislators from Gaming States (NCLGS) met at the Royal Sonesta Hotel in New Orleans, Louisiana, on June 3, 2005, at 11:15 am.  

Representative James Buskey from Alabama, Chair of the Committee, presided.


Other members of the Committee present were:



Rep. Christopher Sainato, PA



Rep. Tim Solobay, PA



Sen. Steven Geller, FL


Other legislators present were:



Rep. Nancy Wagner, DE


Rep. Bill Oberle, DE



Rep. Helene Keeley, DE


Others present were:



Susan Nolan, Nolan Associates, NCLGS Executive Director

MINUTES


The Committee voted unanimously to accept, as submitted, the minutes of its January 14, 2005, meeting in Duck Key, Florida.

NEW LOTTERY INITIATIVES IN THE STATES 


Ernie Passailaigue, Secretary of the National Association of State and Provincial Lotteries (NASPL), said that South Carolina actively participates in the lottery system.  He said the state is involved in online number games with daily drawings, such as Pick 3 and Pick 4, Palmetto Cash Five, a tri-weekly drawing with a top prize of a half million dollars, and is a participant in the multi-state Powerball drawing, as well as a number of scratch-off tickets. 

South Carolina grosses approximately one billion dollars annually by the South Carolina lottery, Mr. Passailaigue said.  Nearly sixty percent of this revenue comes from scratch-off tickets, he said, which had the fifth highest total sales per capita in the entire world.  He also said that sales of most games have stagnated and that scratch-off tickets are the exception.

Mr. Passailaigue said that in an effort to spur industry growth, new games have attempted to attract both younger players and to broaden existing demographics with infrequent players.  He said that theme tickets draw infrequent lottery players that otherwise only played when jackpots were particularly high.  Tickets with regional appeal geared toward patrons with particular interests were quite popular, he said.  Mr. Passailaigue said examples of these include NASCAR and Texas Hold ‘Em themes.

Mr. Passailaigue said the relationship between price points and prize structures was a key factor of any effective lottery initiative.  Eighty percent of the growth of instant tickets in the last two years, he said, was attributable to tickets with price points of five dollars or more. The top ten lotteries had an average selling price of $2.33, which illustrates the most effective business model, he said. 

Lower payouts, Mr. Passailaigue said, do not necessarily equate to greater lottery revenue.  He emphasized that profitability is based on the amount appropriated, which must be measured in dollars and not percentages.  He said Massachusetts saw a prize payout of seventy-two percent on tickets priced twenty dollars and above, yet still makes a significant profit.  Also, high percentage prize payouts, particularly small prizes roughly equivalent to the ticket price, are often used by patrons to buy more tickets, he said. 

Mr. Passailaigue said that Florida repealed a law that mandated a fixed thirty-eight percent of gross lottery sales transferred for appropriation.  He said that sales increased soon after the state offered larger prize payouts.  He said these higher prize payouts result in an increase of both sales and net profits, while states with artificially low mandated gross margins do not perform as well.  He said he did not advocate any prize payout level, but urged state legislatures to define specific goals that would then determine lottery ability allocation. 

Mr. Passailaigue also emphasized the importance of advertising.  He said states do not have a monopoly on a patron’s dollar and that stiff competition exists between sales of soft drinks, tobacco and snack foods.  He said a Canadian lottery from New Foundland set an advertising ban and saw sales drop by over twenty percent.  After the ban was lifted, he said, sales returned to their pre-ban level. 

Participation in multi-state jackpots like Powerball and Mega Millions, Mr. Passailaigue said, is another way to increase lottery revenues.  In July of 2003, South Carolina, a state of over four million residents, participated in a Powerball jackpot of $261 million and sold tickets at a rate of 15,200 per minute, he said. 


Mr. Passailaigue said one way revenue is generated for legislatures is through brands.  Well known brands such as Powerball are a proven draw to customers, he said.  He also said states must allow lottery administrators the flexibility to properly adapt to a changing marketplace. The inclusion of retail coupons distributed with the purchase of any lottery ticket, he said, is another idea raised that would lead to lucrative licensing revenue.


Bob Knave, Chief of Staff of the Florida Lottery, said the sale of scratch-off tickets is a chief area of growth in the industry.  He said that the Florida legislature passed a bill three years ago that allows its lottery to determine prize payout percentages for maximum education revenue.  He said this law eliminated the need to allocate a fixed percentage of revenue for education and allows the Florida Lottery to contribute more funds while doing so at a lower percentage.  
PROPOSED LOTTERY E-GAMES, E.G. CYBER SLINGO AND TETRIS

Mr. Passailaigue said e-games were introduced to appeal to non-traditional lottery players, especially younger players.  He said that these games use a code on a purchased ticket to allow a player access to a number of games online.

Mr. Passailaigue said that e-game potential pitfalls include repeat play and the length of time allotted for play.  He said uniform guidelines are needed to address these issues.  He emphasized the need to get retailers to buy into a new lottery system.  He said significant turnover already existed in this highly competitive environment, and that efforts should be made to ensure that lotteries are not nuisances to retailers. 


Slingo, a combination of bingo and slot machines, was recently launched with a three-dollar price point in New Jersey, Mr. Passailaigue said.  This game initially experienced incremental growth, he said, but sales have since plateaued.  While New Jersey is a forerunner in regards to e-games, the effort expended on marketing and support have not achieved the profitability that would have been possible with a ten or twenty-dollar scratch-off ticket, he said. 
NASPL STANDARDIZATION EFFORTS REGARDING RFPs AND VENDOR REPORTS 


The North American Association of State Provincial Lotteries (NASPL), Mr. Passailaigue said, is seeking to develop universally beneficial industry standards.  A standard RFP (Request for Proposal) with uniform terminology throughout the various states, he said, would decrease the cost of bids by vendors and reduce confusion for all involved parties. 

The creation of uniform standards, Mr. Passailaigue said, would also allow state lotteries to expand into more lucrative and previously unavailable retail outlets such as Wal-Mart and Target.  The goal, he said, is to create a retailer friendly environment through the use of bar codes, instant tickets and uniform retail accounting standards.

Mr. Passailaigue said vendors would invariably welcome standardization efforts.  He said their costs would decrease through the use of an easier, more streamlined process.  The duplication of effort, he said, is a needless burden that would be eliminated.  He also said uniform standards would reduce the number of protests over contract language.  He said this would result in reduced costs and lessen the burden on an already overworked judicial system. This, he said, is another positive factor as lotteries were highly litigious by nature.

Mr. Passailaigue said NASPL approved standards on quality assurance and product development in April 2004, bar code standards in September 2004, and would approve retailer accounting standards in the summer of 2005. 
ADJOURNMENT


There being no further business, the meeting adjourned at 12:15 pm.  
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