NATIONAL COUNCIL OF LEGISLATORS FROM GAMING STATES

COMMITTEE ON LOTTERIES

SAN DIEGO, CALIFORNIA
FRIDAY, JANUARY 6, 2006
DRAFT MINUTES

The Committee on Lotteries of the National Council of Legislators from Gaming States (NCLGS) met at the Hilton San Diego Resort in Mission Bay, California, on Friday, January 6, 2006, at 10:00 a.m.  

Representative Kevin Ryan from Connecticut presided in the absence of James Buskey (AL), Committee Chair.

Other members of the Committee present were:


Rep. Michael Caron, CT


Rep. Debbie Hudson, DE


Rep. Pamela Thornburg, DE


Sen. Steven Geller, FL

Rep. Christopher Sainato, PA


Rep. Tim Solobay, PA

Other legislators present were:


Assem. Tom Harman, CA


Rep. Helene Keeley, DE


Rep. Bill Oberle, DE


Rep. Peter Schwartzkopf, DE


Rep. John Viola, DE


Sen. Pete Brungardt, KS


Rep. Becky Hutchins, KS


Rep. Brent Hassert, IL


Rep. Joe Atkins, MN


Rep. Sondra Erickson, MN


Sen. Joe Fidel, NM


Sen. Richard Lerblance, OK


Rep. William San Bento, RI


Rep. John “Pat” Shanley, RI

Others present were:


Susan Nolan, Nolan Associates, NCLGS Executive Director

MINUTES

The Committee voted unanimously to accept, as submitted, the minutes of its June 3, 2005, meeting in New Orleans, Louisiana.

LOTTERY INITIATIVES IN THE STATES
Rebecca Paul, President of the Tennessee Educational Lottery Corporation, said that she would overview states with pending legislation and report on the prospective impact of such legislation.  
Ms. Paul said that the upcoming 36 gubernatorial elections would impact lotteries more than anything in 2006.  She said that when governors change, top lottery staff also changes.  She said that since 2003, lottery directors changed in 22 out of 41 jurisdictions, in large part due to the prior gubernatorial elections four years ago.  Ms. Paul said that from a lottery perspective, upheaval at the top can be problematic in a business that is driven toward raising revenue for the bottom line.

Ms. Paul said that at least nine of the governors involved in gubernatorial elections are either not running or are term-limited.  She said that this is compounded by new governors in New Jersey and Virginia.  She said that 13 jurisdictions have instant or online bid contracts pending.  
Ms. Paul said that 16 states will most likely introduce lottery legislation, as follows.
· Arkansas, regarding which games will qualify and the number of games
· California, to increase prize payouts

· Florida, to put up to 1500 machines in four facilities in Broward County

· Indiana, to look at putting the 20,000 plus illegal grey cherry masters under the lottery to produce revenue for the state

· Kansas, a renewed debate over VLTs and potential school funding
· Kentucky, to put VLTs at tracks
· Massachusetts, VLT legislation passed in Senate
· Maryland, possible VLT legislation pending after several years of debate

· New Jersey, VLT legislation again slim chance

· North Carolina, recently passed lottery legislation, tickets to go on sale in April
· New York, to remove keno restrictions and allow VLTs at Aqua and Yonkers

· Rhode Island, renewed efforts for voter referendum for Narragansett/Harrah’s in West Warwick, and video expansion at tracks
· Texas, special sessions to address school funding and may address gaming to that end

· Federally, the Federal Wire Act and states’ rights re internet gaming

COMPUTERIZED LOTTERY DRAWINGS

Ed Van Petten, Executive Director of the Kansas Lottery, said that Kansas uses computerized drawings for all instate Kansas games, which are Super Kansas Cash Game, a keno game called 2by2, and a Pick3 game.  He said that two weeks ago the lottery chose the same three numbers in the Pick3 three days in a row.  He said that on the third day, the Lottery paid out 172 percent of wagers.  He said that the problem stemmed from a faulty randomizer.  He said that if the same numbers had come up on the fourth day, the Lottery would have had to pay on $385 thousand in prizes on $25,000 in wagers.
Mr. Van Petten said that the Lottery and G-Tech immediately went public and admitted their mistakes.  He said that the Lottery held a special on the next Saturday’s drawing on Christmas Eve, and gave a free dollar in product for every dollar spent.  He said the Lottery also reimbursed those with tickets from the second and third day drawing with a coupon good for an equal value of plays.  He said that the whole thing cost them $15,000.

In response to a question from Rep. Sainato, Mr. Van Petten said that the Lottery paid on all winning tickets during those three days.

Mr. Van Petten said that Kansas has been very happy by and large with computerized drawings.  He said that they are the wave of the future and are cheaper and easier, and are random, as long as the randomizer kicks in.

Mr. Wayne Lemons, Director of the Delaware Lottery, reported that the Delaware Lottery has used the random number generator since 1996 and has never had a problem.  He said that Delaware has checked the randomness of these draws as compared to the ping pong balls used prior, and has found no difference.

Ms. Irena Szrek, cofounder and director of Szrek2Solutions spoke to the randomness and security of random number generators.  She said that her group is involved in data security and integrity of random number generators, has patented an R&G, and provides audits for random number generators.  She said that while some mistrust electronic drawings, mechanical drawing machines tend to error due to machine malfunction or human error and also are open to fraud.    She said it is harder to detect patterns of non-randomness in mechanical machines, as compared to electronic processes.
Ms. Szrek said that electronic machines provide lower costs of ownership.  She said that U.S. lotteries save on average one-half million dollars a year by their use.  She said that one electronic draw can handle more than one game concurrently, as compared to mechanical draw machines that cannot.  She said that electronic draws save time and resources, as well as staff time involved.  She compared the costs of an electronic draw to that of a TV show production costs.  She said that electronic draws have more marketing potential and demonstrated such a production.
Ms. Szrek stressed transparency and integrity as the most important aspects of electronic draw, as compared to the vulnerability of the mechanical draw.

LOTTERY ADVERTISING SURVEY

Ms. Nolan reported that she had been communicating with David Gale of the North American Association of State and Provincial Lotteries (NASPL) regarding the possibility of conducting a lottery advertising study facilitated by a countrywide survey of lotteries.  She said that the study would explore the impact of lottery advertising funding on lottery revenues.  She said that she would report back regarding the study at the NCLGS Summer Meeting in June.
MULTI-STATE LOTTERIES EFFECT ON INDIVIDUAL STATE LOTTERIES

Mr. Lemons said that the multi-state lottery has been very kind to Delaware.  He said that Delaware has been a member of Powerball since 1992, the year it was formed.  He said that his state did not consider the effect of Powerball on the local game at its inception, but looked at it as a source of additional revenue for the state.  He said that for many years, the large jackpots of Powerball have drawn out-of-state revenue from nearby states that do not participate in a multi-state lottery.  He said that the multi-state game has been nothing but a plus for Delaware.  He said that it represents from 20 to 25 percent of lottery revenue in the state.

Ms. Paul said that multi-state games started in Germany as a successful way to raise revenue for the provinces involved, and then migrated to Canada.  She said that in 1985, while running the Illinois lottery, she looked at the Canadian experience when considering the benefits of a multi-state lottery.  She said that in Canada, while individual lottery sales went down in participating provinces, because of the Canadian Super Six multi-jurisdictional game, revenue in total in the jurisdictions went up.  
Ms. Paul said that the Lotto game introduced in Florida in 1988 became, and still is, the most popular game in lottery.  She said that the Georgia in-state game, with a small jackpot, couldn’t fund or pay prizes and couldn’t support its two million dollar jackpot.  She said that when Georgia joined a multi-state lottery, it became the most popular online game for a jackpot in the state.
Ms. Paul said that when she went to Tennessee, she didn’t even bother to start an in-state lottery.  She said that Tennessee is too small of a state to support an individual lottery, so its only lottery game is Powerball.  She said that Tennessee has four states on its borders that do not have a lottery, therefore receives a great amount of crossover play, as mentioned by Mr. Lemons previously.
Ms. Paul said that another state bordering Tennessee, North Carolina, has chosen to join Powerball.  She said that even states like Texas and California with strong individual lotteries, would find, upon multi-state participation, total sales going up at a time when online and lotto sales are going down across the country.  She said that states make more money in a multi-jurisdictional game than on instant games, as they tend to have higher prize payouts.
Bob Nave, Chief of Staff for the Florida Lottery, noted that Florida has resisted the temptation to join a multi-state game.  He said that in 1999, a preliminary decision was made to join Powerball, but shortly after the decision was made, David Griffin, recently appointed secretary, wanted to take a look at why the lottery was performing poorly and initiated a survey of lottery players toward that end.  He said that as a result of the survey, Florida made wholesale revisions to Lotto.  He said that they increased the matrix from picking six numbers out of a field of 49 to six out of a field of 53.  Mr. Nave said that this resulted in an increase in odds of winning from one in 14 million to one in 23 million, making it tougher to win.  He said they also reallocated the prizes within the different tiers, giving bigger prizes to winners of four or five out of six numbers.  He said that they also added a midweek (Wednesday) drawing to the Saturday drawing, as the last state to do so.
Mr. Nave said that initially, the lottery got hit early and often on jackpots, but stayed the distance, and things stabilized.  He said that the lottery in the first year post revision reported $100 million in Lotto sales.  He said that over the next several years the lottery made similar changes to its other online games, the Fantasy5, the MegaMoney, and the daily games.  He said that despite those changes, sales only went up about eight percent since 1998 or 1999.  He said that in contrast to that, scratch-off sales went up 212 percent.

Mr. Nave said this occurred because in 2002, the Florida legislature gave the lottery discretion to set the prize payout for scratch-offs in order to maximize revenue for education.  He said the lottery, after much research, found that a range from 68 to 72 percent was an optimal range and if you paid out more, you reached a point of diminishing returns and weren’t making enough money for fixed costs. 

Mr. Nave said that the first full year that the payouts were set at 68 percent, sales increased by 60 percent, from $600 million to over a billion dollars a year.  He said at present sales were at $1.6 billion, and now exceeded online ticket sales.

Mr. Nave says that Florida continues to resist joining a multi-state game, considering the poor performance of online sales.  He said that the Florida Lotto, as Ms. Paul said, has the highest per capita sales in the country (40.5).  He said that the lottery feels that joining a multi-state lottery might jeopardize Florida’s Lotto brand recognition and/or player loyalty, as well as spread the millionaire pool over several states.  He said that also there is a question about sustaining an increase in sales over a longer period of time.

Mr. Nave said that the Florida lottery is focusing on other ways to generate revenue, particularly with respect to online games.  He said that last legislative session, Florida passed HB 841, which gives the same authority to vary the prize payout percentage on online games as exits for scratch-off games.  He said that now Florida law has no requirements to transfer a set percentage to its public beneficiary and to set payouts.  

Mr. Nave said that the message he hopes that legislators would take home is to take a look at the state’s laws and do nothing to hamstring the lottery’s ability to raise money, as schools are built on dollars and not percentages, and 30 percent of a big pie is more than 38 percent of a smaller one.
ELECTRONIC LOTTERY GAMES

Mr. Lemons said that Delaware also is concerned with creating millionaires and that Powerball in October 2005, created 33 millionaires with one draw in the little town of Seaford, which he believed to be far more effective than a single state lottery.

Mr. Lemons said an electronic instant game is gaining traction but has yet to gain significant traction in the U.S.  He said that many consider video lottery to be an electronic game and that Delaware is entering its eleventh year with video lottery, which has been a very good revenue generator for the state.  He said that the video lottery now encompasses over 6500 machines and is the third or fourth largest source of income for the state.  
Mr. Lemons said currently six states operate a video lottery program.  He said that Delaware, Rhode Island, New York and West Virginia have similar operations with machines at racetracks.  He said that South Dakota and Oregon also have a similar system, but machines are located in bars, taverns and convenience stores (in South Dakota).  He added that Pennsylvania and Maine are similar to Delaware but are not operating under the lottery.  He said that seven other states have displayed an interest in video lotteries, including Maryland, Massachusetts, New Hampshire, Ohio, Kentucky, Illinois and Kansas, and have queried Delaware regarding its video lottery.

Mr. Lemons said that the video lottery has generated $573.7 million for Delaware, a state of 800,000 people.  He said that Delaware is very fortunate to have the good legislation that created it. 
ADJOURNMENT


There being no further business, the meeting adjourned at 11:00 a.m.  
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