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STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE
HB 236

Bill Version:

RF.OUF.ST: Publish D ate:

Revision D ate: .Dept, of Administrate
Tide An Act establishing a State lottery, rrurAld ka'Public Broadcasting

creating the Alaska State Lottery Coro., Commission
and establishing the arts .and,public. Components :__AFRE
broadcastin9—acr.nnni.,..p-tx.

Sponsor: Rep. Boyer and Cato
Requestor: House Labor & Commerce Committee

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 87 FY 88 FY 89 FY 90 FY 91 FY 92
PERSONAL SERVICES 0 0 D n n n
TRAVEL 0 0 0 0 n n
CONTRACTUAL 0 n n n n n
SUPPLIES 0 0 0 0 0 (0]
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS 0 (0] .0 n 0 0
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL I o 1 o 0 0 1 o 10

REVENUE j Estimate pf lottery revenue should be obtained fronj Departmeit

of Revenue
FUNDING: (Thousands of Dollars)
GENERAL FUND 0 o ] 0 0] 0]
FEDERAL FUNDS 0 0] 0 o] 0] 0
oriiER o . \NQ .o 0 0 0 0
TOTAL n e n n 0 o
POSITIONS:
FULLTIME 0 0 0 0 0 0
PART-TIME D - 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS : (Attach a separate page if necessary)

No additional expenditures of any type are anticipated by the APBC as a
result of this bill.

(

prepared Dy:  Charles M Northrip GLulL  465-2846
pivision:_ Alaska Public Broadcasting pate: April 22. 1987
Approved by Commissioner: Garre.y Peska pa(e.
Agency: Department of Administration '
Distribution (by preparer ):

Legislative Finance

Legislative Sponsor

Requestor

Office of Management and Budget 1

Impacted Agencyties) PaSe -----mem- of —

Senate Secretary



POSITION PAPER
Bill #B 236

This bill would establish an official Alaska State Lottery, to be
operated by an Alaska State Lottery Corporation. The net proceeds of the
lottery (after expenses and prizes) would be deposited in an arts and
public broadcasting account within the State's general fund. The Alaska
State Council on the Arts and the Alaska Public Broadcasting Commission
would receive their appropriations, via the regular appropriations
process, on an annual basis, from the lottery proceeds. The legislature
would retain authority to make annual appropriations and would also
maintain authority to fund other activities of State government from

proceeds remaining in the lottery fund.

The major impacts of an official State lottery, insofar as State
government is concerned, would be felt by the Department of Revenue,
which would be required to administer the new Vottery corporation. The
problems associated with establishing and policing a State lottery are
best left, therefore, to that department.

The impact on the Alaska Public Broadcasting Commiision, currently housed
in the Department of Administration, would be to change its soi,vce of
State revenue from regular General Fund monies to a specific accent in
the General Fund.
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STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE

REQU.ES.T_
Revision Oate:

Title: "Establishing a state lottery, BRU:

creating the Ak State Lottery Corp..-
Sponsor: Bover & Cato

Requestor: Labor

EXPENDITURES/REVENUES: (Thousands of Dollars)
|  CPERATING I FY 87 | FY 88
PERSONAL  SERVICES I 169.8
TRAVEL 80.8
CONTRACTUAL 238.3
SUPPLIES 4.0
EQUIPVENT 71.6
LAND & STRUCTURES 0
CRANTS/CLAIVG 0
| MSCELLANEOLS 0
| TOTAL OPERATING 564.5

o

O OO0 oOoOo oo

I CAPITAL

1-REVENLE

FUNDING: (Thousands of Dollars)
| GENERAL AUND

0 | 564.5
j FEDERAL ANDS 0|

0

0

o o

1-QIH.LR
| TOTAL

POSITIONS:
| FULL-TIVE
j PART-TIVE
j TEVPCRARY

ANALYSIS: See attached

Prepared by: Sally Smith
Division: Pub! ic Servi ct<s

Approved by
Commi ssioner:
Agency: Revenue

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management & Budget
Impacted Agency(ies)
Senate Secretary
page _L of

Components:

i

Agency Affected:
Public Services Ooeratino

Bi

Publish Date:
Department of Revenue

Version:

HB 236

Fy 89 |
|

Phone:
Date:

Date:

FY 90

465-2392

April

24.

FYy 91

1987

FY 92



CONTINUATION OF FISCAL NOTE ANALYSIS

For Bill/Resolution HB 236

Assumptions:

This fiscal note assumes that:

1) there will be four staff members for pre-planning, research coordination and
transition with the contractors and the board;

2) the staff will be located in Anchorage;

3) research for an analysis of in-state implications will be contracted;

4) moving expenses for the executive director will be paid;

5) FY89 figures will be determined by staff and the board;

6) the board will be appointed by September and will meet monthly during the

development period to develop policies and hold public hearings.

BHBESIM L SEBHCES

The Executive Director will handle administrative implementation of regulations of the
chapter and administration of the lottery corporation. A Research Analyst IV will
coordinate the direction of the contracted research and gather data and information from

other state lotteries. The Analyst/Programmer will review proposed computer software
required for implementation. A contractor may be selected to implement the computer
system and the operational end of a lottery. This option offers lower startup costs but

does not provide a structure for state-selected expansion.

Personal services assumptions: The Administrative Assistant will be hired as a
temporary beginning July 1 to provide research assistance and clerical back-up. The
Research Analyst will be appointed by the board on a temporary basis beginning in
September. The Executive Director will be appointed by January and will select the

Analyst/Programmer.

1 Executive Director 6,662 6 mos. 39,972
1 Research Analyst IV 4,961 9 mos. 44,649
1 Administrative Assistant Il 3,160 12 mos. 37,920
1 Analyst/Programmer IV 4,291 5 mos. 21.455
$143,996
Board compensation assumptions: The board will be compensated at $150 per day for
monthly meetings, which beginning in September will be two days each, plus one day
travel time. Beginning in January, meetings will be combined with public hearings as
policies develop and will be three days in length, plus one day travel time. Three
meetings will be held in rural areas necessitating an additional day of travel time.
4 members 4 meetings, 3 days each, 150.00/day 7,200
3 meetings, 4 days each, 150.00/day 7,200
3 meetings, 5 days each,.150.00/day 9.000
$23,400
The board will also be traveling out of state for familiarization with other lottery
operations. These trips will require four days of compensation.
4 members 4 days travel $ 2,400
Total personal services S169.796.
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TRAVEL

In-state travel will be necessary for coordination of start-up of lottery, monthly board
meetings during development period, and public hearings. Out-of-state travel s
required for seminars and on-site training in lottery states.

In-state

Board meetings assumptions: The board will meet monthly beginning in September.
These meetings will be combined with public hearings as policies are developed. The
initial board meetings from September through Oecember will be held in Anchorage.
Public hearings will be held in conjunction with the meetings f'om January through
June in Anchorage, Fairbanks, Juneau, Kotzebue. 8ethel and Ketchikan. One board
member will reside in Anchorage, one in Fairbanks, one in Ketchikan and one in

Nome. The Commissioner of Revenue will reside in Juneau.

Monthly meetings held in Anchorage, September through Oecember:

Air fare (coach)
4 members travel, 4 trips 5,808

Per diem, S80 per day, 5 members
4 meetings, 2 days plus 1 day travel each 4,480

Meetings combined with public hearings, one in each city:

ANCHORAGE:
Air fare (coach), 4 members travel 1,452
Per diem, $80 per day, 5 members

3 days meeting, 1 day travel 1,520
FAIRBANKS:
Air fare (coach), 4 members and director 1,898
Per diem, $90 per Jay, 5 members, director

3 days meeting, 1 day travel 2,070
Car rental, $50 per day, 3 days 150
JUNEAU:
Air fare (coach), 4 members and director 1,970
Per diem, $80 per day, 4 members, director

3 days meeting, 1 day travel 1,600
KOTZEBUE:
Air fare (coach), 5 members and director 2,994
Per diem, S90 per day, 5 members, director

3 days meeting, 2 days travel 2,700
BETHEL:
Air fare (coach), 5 members and director 3,127

Per diem, $85 per day, 5 members, director
3 days meeting, 2 days travel 2,550
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KETCHKAN:

Air fare (coach),
$80 per day,
2 days travel

4 members and director

Per diem, 5 members, director

3 days meeting,

In-state travel total

Qut-of-state

Board and staff
familiarization with

training assumptions:

lottery operations in other

The hoard and all

2,486

2,240

S-37-.0f»5.

staff members will < jire

states. Two board members and two

staff members will travel to Salem, Or. Three board members and two staff members
will travel to Olympia, Ha. Each trip will be for four days.
SALEH, OR:
Air fare (coach), for fourto Portland 2,752
Car rental, to drive to Salem,
$53 per day for 4 days, plus mileage 272
Per diem, $80 per day, for 4 days 1,180
OLYMPIA, HA:
Air fare (coach), for fiveto Seattle 3,250
Car rental to drive to Olympia
$54 per day for 4 days, plus mileage 276
Per diem, $80 per day, for 4 days 1.600
Total board and staff trainingtravel $9,430

training assumptions:
in other

Executive director

will require additional training lottery

in Colorado, Montana, California,

Two states will be visited on each trip.

COLORADO, MONTANA:

Air fare(coach), for two
$80 per

5 days,

day, 7 days
$54 per day

Per diem,

Car rental,

CALIFORNIA, BRITISH COLUMBIA:

Air fare (coach), for two

Per diem, $80 per day, 7 days
Car rental, 5 days, $55 pe" day
ILLINOIS, MASSACHUSETTS:

Air fare (coach), for two

Per diem, $80 per day, 7 days
Car rental, 5 days, $60 per day

Total additional staff training travel

page 4 of 6

The executive director

British Columbia,

and research analyst

states. Training will take place

Illinois, and Massachusetts.

2,500
1,120

2,016
1,120
275

2,756
1,120
- 300

$11,477



Director candidates assumptions: Three candidates will be traveling from Baltimore,
Chicago and Sacramento for final interviews. The successful candidate will be moved

to Anchorage at state expense.

Candidate travel:

Air fare (coach), for three 3,271
Per diem, $80 per day, 4 days 460
4,231

Moving expenses:
(assumption: 4 family members from Baltimore)

Household goods (10,000 Ibs) 11,500
Air fare for 4 adults 2,912
Per diem for 21 days, $50 per day, for 4 4.200
18,612
Out-of-state travel total $ 43.750.
TOTAL TRAVEL S 80.795.
CONTRACTUAL

The contractual figures include daily office expense items and the cost of a contracted
anaylsis of demographic, social and marketing possibilities. All figures are based on a
staff of four over a 12 month period.

Office communications:
Long distance: assuming 10 calls per day,
22 working days per month,
at $4.50 per call 11,880

Local service: $70 per month,

for 12 months 840
Total office communications 12,720
Copy costs: includes equipment le3se, 1,600

paper and toner

Printing and mailing of proposed regulations:
10 pages, 2 sided, 30,000 copies 25,700

Advertising of regulations and publichearings 20,000

Word processing work station maintenance:
$600 per work station, 4 work stations 2,400

Office space: Figures are based on space at Ensearch Plaza which houses the current
00R offices. This will allow a simplified link to the existing computer system
already in use in the DOR Anchorage field office.

850 sq feet of space @ $2.05 per sq. foot

or $1,742. 20,910
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These figures were derived from an estimate obtained

1986. The
study of social

in

indepth

Market research:
Institute for Social and Economic Research would perform an
impacts, potential markets, and a demographic analysis.

Total Contractual
SUPPLIES
Office supplies are estimated at $1.0 each for four

Office Supplies

EQUIPVENT

Office furniture and equipment costs
in DOR offices,

are figured for

currently in use in Ensearch Plaza,
4 Systems furniture($3,000 per

file

unit)

4 Legal size cabinets

4 calculators

4 Wang 4230 work stations ( $2,070 each )

The existing V.S. 90 computer system in Anchorage is

155,000
$238.330.

staff.

$ 4.000.

four employees. A Wang V.S. 90 is

in Anchorage.

12,000
1120
540
8,280

not capable of handling the

increased memory/storage required to accommodate four new work stations. The following
equipment is necessary for adding tothe computer's capacity.
1 serial input-out-put processor 3,600
1 390 mega-byte disk drive 22,000
1 disk input-output processor 10,500
1 field upgrade of existing V.S. 90 12,000
Telephone system: Bell Pacific TIE 612 system with four extensions and two lines. This
system has expansion capacity that will allow a total of twelve extensions and six lines.
Four extensions 1,506
Installation of two lines 65
Telephone system total S1.571
Total equipment S 71.611.
Total Operating Budget $564.532.
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STATE OF ALASKA 1087 LEGISLATIVE SESSION

REQUEST:

FISCAL NOTE

Bill Version: HB 236

Publish Date:

Revision Date:

Agency Affected: Department of Revenue

Title: State Lottery. AK State Lottery BRU: Treasury

Corp., Arts & Public Broadcasting Account

Sponsor: Boyer

Components:

Requestor: House Labor & Commerce

EXPENDITURES/REVENUES: (Thousands
1
OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

-

N

1 CAPITAL 1
1 REVENUE 1

FUNDING: (Thousands of Dollars)

| GENERAL FUND |
| FEDERAL FUNDS

| OTHER i
1 TOTAL 1

POSITIONS:
| FULL-TIME |
| PART-TIME

1 TEMPORARY !

ANALYSIS: Attach a separate page

Prepared By: Milt Barker m
Division: Treasury

Approved by Commissioner:
Agency: Department of Revehu7

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)
Senate Secretary

of Dollars)

FY 87 1 FY 88 | FY 89 I FY 90 I FY 91
T T T SR
R T T T S
-1 -1 -1 -1
-1 -1 -1 -1
T T S
-1 - 1 -1 -1
-1 - 1 - 1 -1
T T T
-1 - 1 -1 -1 o
R N T T S
-1 - 1 -1 -1
-1 - 1 -1 -1
-1 - 1 - 1 -1 -
-1 -1 -1 -1 o

t - 1 -1 -1 -
- -1 - -1
- - - 1 _ 1 -
_ 1 - - - 1 _

for analysis.

Phone: 465-2350

Date: April 7. 1987

Date: * Yl f
~ 7 /

page

1 FY 92
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OS-"w.- JF.TE

Position Title

-Executive .DirecHiX.

Time Status
EH
Type of Expenditure
1
Salary
Benefits
Premium Pay
Other
Total Perso
Travel
Contractual
Commodities
Equipment
Other

Total Cost

Funding Source for

Federal Receipts
G.F. Match

J.ene.r.fli_JFundS-
I-A Receipts
Program Receipts.
_ CIP Receipts.
Q-the.r_

REQUEST FOR
NEW POSITION

No. of Positions Rango/Step Barg. Unit
m X
Staff Months Location T Election District.
6 _ EM.
Justi fication
Amount
The Executive Director will administer the activities of the lottery
2 3 corporation and supervise its daily operations, attend monthly board
31,254 meetings and act as the board's secretary. The executive director
will act on advice and recommendations from the board and will, in
8,718 turn, advise the board of corporate activities and provide
statistical reports, information on the progress of the lottery as
a revenue-generating enterprise and information on activities in
other states. The Executive Director will hold press conferences
. to keep the public informed and supervise the Research Analyst IV,
nal Services 39,972
Analyst/Programmer IV and Administrative Assistant II.
32,777
The Executive Director will also visit other states for training
600 in their lottery operations. Travel may also include moving ex-
1,000 penses from out of state.
17,903
92,252
-T, & §_§..0. i
Total Cost
JM2.
1003
1004 02.252
JJQ5-
JLQ2.8_
JML
Agency Department of Revenue
BRU Public Services - Ooeratina Page 1 of 1 FY 88
Component

Kpw

Revised Date



Position Title No. of Positions Range/Step Barg. Unit

Research Analyst IV 1 L_ 21A X
lime Status Staff Months Location Election District
PFT 2 _ EBA
a1 ox o Lo D x e e < 4 BEL%-11-1 | | Justification
Type of Expenditure Amount i . . . i . i i
This position will be responsible for coordinating the direction of
1 the contracted market research, gathering various pertinent data and

information from state lotteries in operation throughout the United
Salary 34,479 . o . )
States, and supervising the Administrative Assistant II.

Benefits 10,170 . .
The Research Analyst IV will prepare recommendations for the

Premium Pay Executive Director and the Board from gathered data pertaining to

implementation of a lottery in Alaska.

Other
-J xX X J 1 1 1 1 [
Total Personal Services 44,649
a1 1111 x

Travel 7,169
Contractual 600
Commodi ties 1,000
Equipment 17,903
Other

Total Cost 71,321

— X X X 11X 1 X X 1t 11X L J X X X -F-k-1_X L

Funding Source for Total Cost

Federal Receipts

G.F, Match J0Q3-
General Funds _1QQ4_ .71,321
j- A Receipts 1%
Prooram Receipts m
-CIP. Receipts m
Other
1 X k- kX X _t X 1——1—'—1_
Agenc
REQUEST FOR gency Department of Revenue Y 88
BRU Public Services - Oneratina Page 1 of 1

NEW POSITION
Component
Revised Date



Position Title No. of Positions Range/Step Barg. Unit

Analyst Programmer IV 1 19A X
time Status Staff Months Location Election District
m 6 EBA
____i_t_|_ - it o+ x—_i.i-1 i Justification
Type of Expendi ture Amount
This position will review/plan data processing requirements
1 for a state lottery. The Analyst Programmer will visit another

Salary 16,765 state for familiarization with lottery operations.
Benefits 4,690

Premium Pay

Other

Y———%—— i t i
Total Personal Services 21,455
1111
Travel 970
Contractual 600
Commodities 1,000
Equipment 17,903
Other
Total Cost 41.928
e B b b b X Lt %t t Al = —+ 11 0 i
Funding Source for Total Cost
Federal Receipts J..Q.QL
G.F. Match 1003
General Funds 1004 41.928
m-a.Receipts 1005
-Program.Receipts . -1Q8
C1P Receipts J.Q61-
Other
4 i—i—i———i——i—i—i—i——t—i—i—i—i—i—i_i i i i i i iiii. . =m
Agency Department of Revenup
REQUEST FOR
BRU Public Services - Operatina Page 1 of 1

NEW POSITION
Component
Revised Date

FYy 88



Posi tion Title No. of Positions Range/Step Barg. Unit
Admini strative.Assi stant |1 | m &
lime Status Staff Months Location Election District
PFT 12 EBA
Justi fi cation
Type of Expendi ture Amount . . . . . .
This position will provide research assistance to all staff and will
1 provide for office management and clerical assistance.
Salary 28.380 The Administrative Assistant will responsible for answering the
hones, typing, handlin the mail, and maintainin files in addition
Benefits 9,540 P Yp g g g
to preparing the budget documents.
Premium Pay . .
The Administrative Assistant will another state for
Other . familiarization with lottery operations.
o o=1—a 1 t t
Total Personal Services 37,920
Travel 1,008
Contractual 600
Commodi ties 1,000
Equi pment 17,903
Other
Total Cost 58.431
'i—ﬁl— € >-1—— -1+ i_i € € i i 1
Funding Source for Total Cost
Federal Receipts 1002
G.F. Match -100.3-
General Funds -LUM- 58.431
I-A Receipts JEQ5_
-Program.Receipts J2S _
-1IP-REE£. Ip-ts- 1061
.Other
111 -1+ - AL
Agency Department of Revenue
REQUEST FOR ) ) ) FYy 88
BRU Public Services - Ooeratina Page 1 of
NEW POSITION
Component .
Revised Date



STATE OF ALASKA BILL VERSION : HC 236
1983 LEGISLATIVE SESSION T,

FISCAL NOTE

REQUEST:

Revision Date: o - Agency Affected: Dept, of Administra tion
Title: An Act establishing a State 1ottery . Alaska Public Broadcasting
creating the Alaska State Lottery Corp., commi ssion

and establishing the artTInd public”
hroadcastina account, etc.

Sponsor: Rep. Boyer and Cato
Requestor:House Labor & Commerce Committee

components. APEC

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FYs8 FY 89 FY 90 FY 91 FY 92 FY 93
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL n o n n 0 0 0
SUPPLIES n 0 0 0 0 0
EQUIPMENT n n 0 0 0 0
LAND & STRUCTURES n 0. 0 0 u 0
GRANTS, CLAINMS 0. 0 @ @ u 0
MISCELLANEOUS 0 0 0 0 D - u
TOTAL OPERATING 0 0 0 e °© 0

CAPITAL 0 0 0 10 0 0

REVENUE Estimate rjf lottery Revenue shluld be obtlined froml Departmer t

of Revenue
FUNDING: (Thousands of Dollars)
GENERAL FUND n 0 0 0 0 0
FEDERAL FUNDS n 0 0 n 9 0
OTHER 0 0 n 0 0 0
TOTAL an n 0 0 0 n
POSITIONS:
FULL-TIME , . o 0 o o
PART-TIME . ) 0 c 0 1
TEMPORARY o 0 0 , , 1 9
ANALYSIS : (Attach a separate page if necessary)

Mo additional expenditures of any type are anticipated by the APBC as a
result of this bill,

& f+ tL A. yf» (fL 7/p Phnne: .465-2345 .-
pivision ; Alaska Public Broadcasting Commission Date: January 1s, 190s
Approved by Commissioner: John Andrews D ate: R
Agency: Oeoartment of Administration

Distribution (by preparer,
Legislative Finance
Legislative Sponsor

Requestor
Office of Management and Budget n s}

Impacted Agency! ies) [P YT — of —-



POSITION PAPER
Bill nmHB 236

This bill would establish an official Alaska State Lottery, to be operated
by an Alaska State Lottery Corporation. The net proceeds of the lottery
(after expenses and prizes) would be deposited in an arts and public
broadcasting account within the State's general fund. The Alaska State
Council on the Arts and the Alaska Public Broadcasting Commission would
receive their appropriations, via the regular appropriations process, on an
annual basis, from the Ilottery proceeds. The Ilegislature would retain
authority to make annual appropriations and would also maintain authority
to fund other activities of State government from proceeds remaining in the
lottery fund.

The major impacts of an official State lottery, insofar as State government
is concerned, would be felt by the Department of Revenue, which would be
required to administer the new lottery corporation. The problems associated
with establishing and policing a State lottery are best left, therefore, to
that department.

The impact on the Alaska Public Broadcasting Commission, currently housed
in the Department of Administration, would be to change its source of State
revenue from regular General Fund monies to a specific account in the
General Fund.

Date
Department of Administration



POUCHY SAECAIICE

TO HHIOMTFM e
LEGISLATIVE AFFAIRS AGENCY
MEMORANDUM April 27, 1987
SUBJECT: Section-by-section analysis of HB 236
TO: Representative Dave Donley
FROM: George Utermohlenr/”

Legislative Counsel

The following is a section-by-section analysis of HB 236, An
Act establishing a state lottery, creating the Alaska State
Lottery Corporation, and establishing the arts and public
broadcasting account in the general fund; and providing for
an effective date.

A section-by-section analysis or summary of a bill should
not be considered an authoritative interpretation of a bill.
The bill itself is the best statement of its contents.

Section 1. Section 1 of the bill states the Findings and
Purpose of the bill.

Section 2. Section 2 of the bill amends AS 05 by adding a
new chapter.

CHAPTER 18. State Lottery
ARTICLE 1. Administration.

Sec. 05.18.010 creates the Alaska State Lottery Corporation
as a public corporation within the Department of Revenue.
The corporation is established for the purpose of generating
revenue Tfor the support of the Alaska State Council on the
Arts and the Alaska Public Broadcasting Commission and for
other expenses of the state.

Sec. 05.18.020 establishes the board of directors of the
corporation.

The board consists of five members, one of whom is the
commissioner of revenue, one of whom has experience in
public broadcasting, one of whom has experience in arts or
arts administration, and two of whom are public members.



Representative Donley
Page 2
April 27, 1987

Appointed members of the board shall qualify under
AS 39.05.100. The governor appoints the chair of the board.
The members appointed by the governor are appointed to
staggered terms of four years. A vacancy on the board does
not impair the authority of the board.
The governor may remove a member of the board provided
certain procedures are followed.
Appointed members of the board receive $150 per day for
each day they are engaged in the duties of the board.
Appointed members of the board also receive travel
expenses and per diem.

Sec. 05.18.030 provides that the board shall meet quarterly
and at other times determined by the chair or the members of
the board or at other times scheduled by the board.

At least three members of the board must be present and
vote in favor of the action for an action of the board to be
effective.

Sec. 05.18.040 sets out the duties and powers of the board.
The board is responsible for the management of the corpora—
tion but shall delegate certain powers and duties to the
executive director.

Sec. 05.18.050 sets out the regulations that the board must
adopt.

Sec. 05.18.060 provides for the executive director and
employees of the corporation.
The executive director shall supervise and direct the
corporation. The board shall appoint the executive director.
The executive director may appoint deputies and other
employees necessary to perform the duties of the corporation.
The executive director and other employees of the cor—
poration are in the exempt service, however the employees
are covered by those provisions of AS 23 that are applicable
to state employees.
The corporation may not employ persons who have been
convicted of certain crimes.

Sec. 05.18.070 sets out the duties of the executive director.

Sec. 05.18.080 provides that executive director or the board
may compel production of persons and documents by subpoenas.
The executive director and the board may enforce compliance

with a subpoena by applying to the superior court.



Representative Donley
Page 3
April 27, 1987

ARTICLE 2.

Sec. 05.18.100 relates to lottery retail sales agents.

The executive director may contract with persons to act
as lottery retail sales agents for the corporation.

The lottery retail sales agent may sell lottery products
and award certain lottery prizes. The lottery retail sales
agent may employ persons to sell lottery products and to
award certain .lottery prizes.

The lottery retail sales agent shall supervise each
employee authorized to sell lottery products and to award
lottery prizes.

Sec. 05.18.110 sets out the qualifications necessary for a
lottery retails sales agents.

Persons who want to be lottery retail sales agents must
apply to the executive director of the corporation and pay
the application fee charged by the corporation.

In awarding contracts to lottery retail sales agents
the executive director shall consider several factors
including

(1) the financial responsibility and security of the

applicant and the applicant®™s business;

(2) accessibility of the applicant®s place of

business;

3) the ability of the applicant to promote the sale

of lottery products;

4 the need for additional salesagents;

(5) the volume of expected sales; and

(6) other relevant factors.

The executive director may not contract with a person
if the person

(1) is not a resident of the state or is not a

corporation, partnership, or association licensed to

conduct business in the state;

(2) does not conduct a business;

(3) 1is under the age of 18 years; or

(4) has been convicted of certain felonies.

Sec. 05.18.120 provides that the term ofa contractwith a
lottery retail sales agent may not exceed two years butthe
contract may be renewed.

Sec. 05.18.130 provides for the revocation and suspension of
contracts with lottery retail sales agents.
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Sec. 05.18.140 provides for the compensation of lottery retail
sales agents and establishes the criteria that the executive
director must consider in setting compensation for lottery
retail sales agents.

Sec. 05.18.150 establishes requirements for payment of pro—
ceeds and for reports by lottery retail sales agents.

Each lottery retail sales agent shall deposit lottery
proceeds in banks designated by the executive director.

Each lottery retail sales agent shall report on the
sales of lottery products every two weeks.

The executive director may impose a service charge on a
lottery retail sales agent for dishonored checks and elec—
tronic fund transfers.

The executive director may charge a lottery retail
sales agent interest and service charges on anj* amount that
is 10 days past due.

The amount owed to the corporation is a lien against
the property or the lottery retail sales agent at the time
that the corporation files a claim of lien in the recording
office where the principle place of business of the agent 1is
located.

Sec. 05.18.160 requires the lottery retail sales agent to
post a bond in the amount determined by the board of direc—
tors in order to protect the state.

The bond remains in effect until cancelled by the
surety, the principal, or the corporation.

An action to collect from a bond must be brought within
three years after the bond is cancelled.

ARTICLE 3. PRIZES

Sec. 05.18.200 prohibits the assignment of a lottery prize.
A lottery prize may be paid to a person other than a prize
winner 1f the payment is made under a court order, if the
payment is made to the prize winner"s estate, or if the
payment is made to the Department of Revenue to satisfy a
judgment in favor of the state.

Sec. 05.18.210 provides for the payment of prizes to persons
under 18 years.

A prize of $5,000 or less shall be paid to an adult
member of the minor®"s family or the minor®s guardian. A
prize of more than $5,000 shall be deposited in a bank to
the credit of an adult member of the minor®"s family or a
guardian of the minor, as a custodian for the minor. The
person named as a custodian 1is subject to AS 45.60.
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The state is discharged of liability for payment of
prizes to a minor by payment under this section.

The terms "bank™, "guardian™, and "member™ of a "minor-s
family™ are defined.

Sec. 05.18.220 provides for the distribution of unclaimed
prizes.

ARTICLE 4. MISCELLANEOUS PROVISIONS.

Sec. 05.18.300 establishes the arts and public broadcasting
account in the general fund. The proceeds received from the
sale of lottery products shall be credited to the account.
The annual estimated balance in the account shall first be
used to make appropriations to the Alaska State Council on
the Arts and the Alaska Public Broadcasting Commission.

That portion of the annual estimated balance in the account
not necessary for the support of the Alaska State Council on
the Arts and the Alaska Public Broadcasting Commission may
be appropriated to other purposes.

Sec. 05.18.310 provides for an annual audit of the books and
records of the corporation by certified public accountants.
Special audits may be performed at the request of the board

or the executive director.

Sec. 05.18.320 sets out prohibited acts.
A person may not

(1) act as a lottery retail sales agent or sell a
lottery product without a contract with the corpora—
tion;

(2) sell a lottery product for a price greater than

that fixed by the corporation;

(3) sell a lottery product to a person under the age

of 18 years;

(4) counterfeit a lottery product;

(5) present a counterfeit or altered lottery product

for payment; or

(6) impersonate a representative of the lottery.

A lottery retail sales agent, a member of the board, or
an officer, employee, or a contractor of the corporation may
not purchase a lottery product or receive a lottery prize.

A lottery retail sales agent may not wilfully withhold
funds owed to the corporation.

A lottery product may be given to a person of any age.
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Sec. 05.18.330 provides that a person may not assign a con—
tract with the corporation without the permission of the
corporation.

Sec. 05.18.340 provides that a person who violates
AS 05.18.150, 05.18.160, 05.18.200, 05.18.320, or 05.18.330

is guilty of a class C felony.

Sec. 05.18.350 provides that each lottery product must indi—
cate the odds of winning a prize.

Sec. 05.18.980 provides that the operations of the corpo—
ration are exempt from AS 05.15, relating to games of chance
and contests of skill, and from state procurement laws
including AS 36.30.

Sec. 05.18.990 sets out the definition of "agent™, ™"agent
contract"™, "board"™, "corporation™, "director , "lottery",
"lottery product™, "operation and administration™, and "per—

son" .

Section 3. Section 3 of the bill amends AS 36.30.015(e) to
provide the Alaska State Lottery Corporation with the
authority to adopt regulations substantially equivalent to
the State Procurement Code VvAS 36.30).

Section 4. Section 4 of the bill amends AS 36.30.050(c) to
provide that the Alaska State Lottery Corporation may use
lists of contractors prepared by the Department of Adminis—
tration.

Section 5. Section 5 of the bill amends AS 36.30.990(1) to
exclude the Alaska State Lottery Commission from the defini—
tion of "agency" so that the Alaska State Lottery Corporation
is exempt from the State Procurement Code (AS 36.30).

Section 6. Section 6 of the bill amends AS 39.25.110(11) by
adding a new subparagraph to provide that the employees of
the Alaska State Lottery Corporation are in the exempt ser—

vice .

Section 7. Section 7 of the bill amends AS 39.50.200(b) by
adding a new paragraph to provide that the members of the
board of directors of the Alaska State Lottery Corporation
must dislose financial interests under AS 39.50.

Section 8. Section 8 of the bill sets July 1, 1987 as the
effective date of sections 1, 2, 6, and 7 of the bill.
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provides that sections 3-5

Section 9. Section 9 of the bill
chapter

of the bill take effect on the same date as section 2,
106, SLA 1986 *(State Procurement Code).

GU:mkr
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Offered

TO:

Page 16,

AMENDMENT

in the HOUSE By Gruenberg

HB 236

line 14 - 16, following M* S¢&j . 8."

Delete all material

Insert:

"The lieutenant governor shall place before the qualified
voters of the state at the next genora.” ..section the following
question, advisory to the legislature. The question shall appear

on the ballot in substantially the following form:

* Sec.

1989.

* Sec.

QUESTION
The legislature has passed a law to establish
a state lottery in 1989. Should the state

operate a lottery?

Yes [ ] No [ ]

9. Sections 1 - 7 of this Act takes effect February 1,

10. Section 8 of this Act takes effect July 1, 1988."



PAGES 6, 7, 8, 9, 10, 11, 13, 14, A\D 15: FOR ALL OCCURRENCES,
DELETE agent and ADD 'RETAILER"
DELETE agent? and ADD "RETAILERS"
DELETE an agent and ADD "A RETAILER"
PAGE 6, LINE 5, DELETE agents and ADD "LOTTERY PRODUCT RETAILERS"
PAGE 8, LINE 7, 8 AND 10, DELETE RETAIL SALES AGENTS and ADD "PRODUCT RETAILERS"
PAGE 11. LINE 8. DELETE An. app]icant for an agent contract shal 1. at tht time of.
application under AS 05. 18. 110. to and ADD 'THE CORPORATION RESERVES THE RIGHT
TO REQUIRE AN APPLICANT FOR A LOTTERY PRODUCT RETAILER CONTRACT, UNDER AS
05.18.110, TO”
PAGE 11. LINE 18 (additional sub-section regarding GLEPS)
PAGE 14. LINE 9, DELETE section 05.18.340 and REPLACE with:
STATEMENT OF ODDS. A statement to include an explanation of the odds for
winning a lottery game will be available upon request from any lottery
retaiier.
PAGE 14, LINE 20, DELETE "agent and ADD "’Lottery proouct retailer’ or

‘retailer



INFORMATION BRIEF: NO. 1

WHAT IS THE ALASKA LOTTERY COALITION?

The Alaska Lottery Coalition is an organization that was founded to promote the

establishment of a state operated lottery. It is a non-profit Alaskan corporation
composed of individuals and businesses, jnd is controlled by a five member board of
directors. We support a state operated lottery because lotteries are a provein and

predictable method for generating state revenues.

To this end, we provide a formal structure for those interested in making an Alaskan
lottery a reality. We ore actively encouraging and supporting legislation, House Bill
236 by Representative Boyer, that would create a state operated lottery. We are
addressing this goal through a state-wide educational and lobbying effort.

WHY THE ALASKA LOTTERY COALITION INFORMATION BRIEF?
This brief, and those to follow, are intended to provide legislators, coalition
members, and other selected individuals and entities with current accurate information

about government operated lotteries. Briefs will also discuss pending legislation that

relates to an Alaskan lottery.

WHAT IS A LOTTERY?

Lotteries are a fora of legalized gambling. Some forms of lotteries are currently
approved by State law and regulated by the Alaska Department of Revenue. Technically,
lotteries include games such as bingo, keno, lotto, raffles, numbers, pull-tabs, punch
boards, instant scratch-off, and other variations in which a chance is purchased and

the winning numbers are drawn at random.

Games offered by state operated lotteries can be divided into two categories; ’'passive"

)

and "active. Passive games are those in which players have no input to influence
whether they have they have won or lost. A ticket is purchased and the outcome is then
revealed. Passive games offered in the U.S. include instant games, traditional ’draw’

tvpe lottery games and some subscription games.

Active games are those in which the player participates in the bet by choosing a n> ber
or set of numbers. The player’s choice has no bearing on the outcome of the game.
Many players enjoy active games because they can choose numbers that have some
significance to them which gives an added dimension of entertainment and interest.
Active games currently offered by the U.S. lottery states include three and four digit

numbers games and lotto.

The games mentioned above are all easy to play, and none involve any skill.

ARE LOTTERIES SOMETHING NEW FOR GOVERNMENTS TO BE INVOLVED WITH?

Lotteries have a long history e they can be traced from ancient Rome, through medieval

times, and into the present. Historical references show clearly that in every age and
in all countries chance has been the key to solving problems that were otherwise



insoluble; has been a source of recreation; and became an integral part of the customs

and usages of peoples.

Public lotteries have been in existence for at least 500 years. During the
Renaissance, lotteries were used to raise public revenue throughout Europe. During the
early years of the United States, thenew nation borrowed this tradition from Europe
and used lottery proceeds to fund public works, economic development, schoolsand
universities, and other projects. In the 1960°'s several states revived the idea of
government-sponsored lotteries and a new era of public interest in lotteries began.

The development of sophisticated computer technology added a new dimension to state-run
lotteries, offering improvements in performance and security that are vital to the
current phenomenal success of state lotteries. With computer technology reducing
operating costs and geometrically enhancing security, more states have created
lotteries and the public has demonstrated its acceptance and trust in their operation.
Today, 27 states plus the District ofColumbia offer a variety of lottery games. In FY
1986 the lottery industry in the U.S. generated sales of $12.5 billion.

ARE LOTTERIES A GOOD METHOD OF RAISING STATE REVENUES?

Not as effective as taxes — taxation, is the most effective way of raising revenues.
Lotteries are best described as a supplemental revenue source only. As Thomas
Jefferson 1is often quoted, 'Lotteries are a wonderful thing, they tax only the
willing.=*

HOW MUCH REVENUE WILL A STATE LOTTERY PRODUCE

As stated earlier, FY 1986 statistics indicate that total gross lottery sales in the
U.S. was $12.5 billion. This computes to an average annual state lottery gross revenue
of about $100 per capita. A simplified means of predicting any state's likely gross
lottery sales is to multiply this number ($100 per capita) by the state’s population.
Aluska’s population (530,000) times this $100 per capita would result in $53,000,000

of gross sales for Alaska.

On the average, about 35* to 40* of gross lottery sales goes to the state as profits.
Based on this $53,000,000 of gross sales, net profits for Alaska would be between
$18,550,000 and $21,200,000. Future issues of this Information Brief will detail
expected revenues and expenses for an Alaskan lottery.

IS A STATE-RUN LOTTERY THE ANSWER TO THE ECONOMIC PROBLEMS CURRENTLY FACING ALASKA?

Certainly a state-run lottery 1is not the answer to all the financial needs of the
state. At the same time, in many states the lottery has stabilized some of their
problems. An Alaskan lottery will provide one additional source of revenue to help
buffer state operating budgets against the volatile swings in the oil market and our

resultant primary flow of cash to operate state services.

ARE LOTTERIES POPULAR?

Yes. More people participate in state-run lotteries than any other form of legalized
gaming. Of the 29 states in which the public has voted to accept or reject a state
operated lottery, all voted 'yes' except North Dakota. In operating lottery states,
75* of the residents favor the games. Alaskans support the concept of a state operated
lottery by a margin of two to one according to a poll completed in Nov. 1985 by the
Dittman Research Corporation of Anchorage. This tnrgin of support is typical of other

polls conducted in other states and smaller regions of Alaska.



Needless to say, there are those who oppose lotteries or gambling in any form. These
people are free to abstain from buying tickets.

ARE LOTTERIES DIFFICULT TO ADMINISTER?

Modern-day lotteries hove been in existence for 23 years in the U.S. and there
certainly isn’t any mystery concerning their operations. Host states have lottery
commissions overseeing their operation. All lotteries have full-time directors or
executive secretaries — people with extensive backgrounds in lottery operations.
Lottery staff can run from 30 to 150 depending on the size of the state.

Few problems have arisen in the lottery industry during the past 23 years. When
problems have arisen the industry has been quick to react. Present lottery states are
very amenable to sharing their experiences and their techniques with new entrants into
the lottery field. The professional organization of lottery administrators for the
U.S. and Canada, the National Association of State and Provincial Lotteries (NASPL),
offers extensive assistance for new lottery states. Numerous consultants and lottery
industry experts with experience in lottery implementation and operation around the
world are also an available resource.

HAVE ANY MODERN STATE OPERATED LOTTERY

EVER FAILED OR FAILED TO SHOW A PROFIT?

No lottery has ever failed — or failed to show a profit. Gross sales have increased
every year since 1964, which should be expected with additional states joining the
lottery field each year. However, the real measure of lottery success and acceptance
by the populace, per capita sales, has also demonstrated an increase each year and is
estimated to hit $2 per week in 1987. Lotteries are now played by more Americans than
any other commercial game, and this is with lotteries operational in about 50* of the
states.

WHAT HAPPENS TO THE LOTTERY DOLLAR AND HOW DOES A LOTTERY AFFECT THE ECONOMY OF THE
STATE?

Generally, 45 cents to 50 cents of every dollar is returned to ticket buyers in the
form of prizes — 5 cents to 7 cents of every dollar is paid to local merchants as
commissions for selling tickets — about !5 cents to 10 cents of each dollar is wused to
pay state lottery employees, rent and wutility bills for office and warehouse space, to
purchase lottery products from established and experienced vendors, to establish a
computer system, and promote the lottery — and the balance, about 35 cents ends up as
the profit for the state. Almost all lottery dollars stay in the state.

Each state decides by law how to distribute revenues. Typically, special programs in
areas such a education, environmental projects, economic development, transportation,
senior citizen programs, or revenue sharing are targeted as beneficiaries of the net
revenue. However, the financial benefits that lotteries provide a state are not
limited to this disbursement of public funds. A state-sponsored lottery contributes to
the economic growth of the community through the commissions earned by retailers,
employment of individuals from the local work force, and the supplies and services
purchased from communication, advertising, transportation, and other related
industries.

WHERE ARE LOTTERY TICKETS SOLD?

Most states license retail establishments that are easily accessible to the public such
as drug stores, supermarkets, convenience stores, newsstands and package stores. As a
rule of thumb, one license is granted for every 1,000 people. As stated previously,



these agents usually receive 5* to 7* of their sales os commissions for selling lottery
tickets. In granting licenses, lottery agencies will investigate prospective licensees
as to past criminal records, their financial condition, their ability to serve the

public, and their general fitness to serve as agents.
AREN'T LOTTERIES, FOR THE MOST PART, SUPPORTED BY POOR PEOPLE?

No. The conclusions from 20 years of extensive studies of state-run lotteries indicate
that an overwhelming majority of ticket purchasers are in the middle income ranges.
Whereas citizens in the low income ranges buy lottery tickets, they buy fewer
proportionately than their percentage of the population.

Government lotteries are implemented to raise revenue. It just does not make sense to
try to raise revenue from people who don’t have money! A J12.5 billion per year
entertainment industry in the U.S. as not been 'built onthe backs ofthe poor.'

DON’T LOTTERIES APPEALTO THE UNDER-EDUCATED?

Similar to the previous question, current demographic information obtained from actual
prize claim forms (which represents a near perfect sampling of those who play
lotteries) over the last 23 years indicate that thevast majority(66%) of lottery
purchasers have a highschool education or better.

HOW ABOUT ORGANIZED CRIME AND LOTTERIES?

There is absolutely no evidence of any state lottery being infiltrated by 'organized
crime.’ Modern day lotteries are run by state governments and there are no avenues
available for illegal operators to ply their trade. Isolated attempts to manipulate
the outcomes of some lotteries have been made by employees, but the extensive security
measures practiced by all state lotteries have foiled these few attempts.

WHAT ABOUT THE SOCIAL IMPLICATIONS OF ADVOCATING A FORM OF LEGALIZED GAMBLING AS A
METHOD OF RAISING REVENUE?

Of the 53 separate U.S. governmental entities (states, territories, & Wash. D.C.), all

but three, Hawaii, Indiana, and Utah, allow some form of legalized gambling. Of the
many forms of gaining authorized by these governments, experts in field of social
impacts of gambling conclude that lotteries are the least likely to affect people

negatively.

This is true because state lotteries do not offer the stimuli associated with other
forms of gambling. Most other forms of gaming are played in some form of social
setting, offer immediate or near-immediate reinforcement (payoffs), and allow the
player to apply some level of self perceived skill. State lotteries offer non of
these. There is no similarity between state-run Jlotteries and casino gambling or horse

race betting.

A recent Newsweek article concluded, 'The only games that apparently pose no real
threat of addiction are state lotteries. That is because they don’t have enough
action.* John D. Quinn, Director of the New York State Lottery, and a past president
of the National Association of State Lotteries says that during his tenure as director

of the N.Y. Lottery (with sales of 3-4 billion tickets) he has not received one phone
call or letter saying a wife or husband 'had spent the bread or milk money on the
lottery .'

Please look for Information Brief No. 2; Historical Perspective on Lotteries, to be

mailed in two weeks.
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INFORMATION BRIEF: NO. 2

HISTORICAL PERSPECTIVE ON LOTTERIES

Historians and linguists still argue about which language first adopted the word
‘lottery . It seems there are a number of languages, ancient and modern, to which we
might trace this term, such as the Teutinic hlot (meaning heritageor prize-drawing),

the Italian lotteria or the Dutch loterije.

As far back as history can take wus, we find traces of our profound attraction toward
mystery and the unknown. We have worshiped the stars and looked for signs in the
heavens, we have consulted oracles, and have left to soothsayers decisions in which our

very lives were at stake.

Before declaring war or giving battle, the Chinese, the Japanese, the Medes, the
Persians, the Romans and the Greeks all entrusted their destiny to a reading of the
future in the entrails of a freshly-killed animal, in the toss of knuckle-bones or the

configuration of the zodiacal signs.

Homer, the bard of Greek mythology, relates how the soldiers put their lives in
Agamemnon’s hands as he determined, by drawing lots, which of them was to confront the
noble Hector. Alexander the Great consulted oracles before every one of his conquests.

Darius gave up his land to the invader when the auguries hinted at his defeat and fall.

Ancient historians also cite many cases when chance was called wupon as an instrument of

policy. Moses called wupon chance to shape his people’s destiny in the division of the
land west of the Jordan River: ' the land shall be divided by lot: according to the
names of the tribes of their fathers they shall inherit.” (Numbers, XXVI, 55.) In the
Bible we also read how Jonas was thrown into the sea by sailors frightened by the
storm. They drew lots to find out who in the ship was bringing the storm wupon them,
and Jonas lost the draw. (Jonas, I, 7.)

Hindu culture developed a kind of trial by chance. Statuettes were placed in an wurn,
one of them representing guilt and the other innocence. The accused decided this own

fate by fishing one of them out of the wurn.

In China, a full century B.C., we find the game of Keno which was proposed to have been
invented by Chung Lung, a member of the Han dynasty, to raise money for his armies.

The game wused 120 characters or Chinese proverbs, from which a certain number had to be
chosen. This "Chinese lottery’ came with Chinese immigrants to Europe and later to
America, and reduced the grid from 120 to 80. The popular game of Bingo further
reduced the grid to 75 squares, with a free number in the middle.

The use of draws of all sorts was widespread in ancient Rome. The emperors at their

banquets liked to offer various presents or conoiaria to their guests by drawing lots.
Each guest paid his own reckoning for the meal, and might win a prize of great value or
a worthless trinket. He can see the parallel between such draws and today’s lotteries.

The emperor Nero (37 to 68 A.D.) marked his celebrations of the Eternity of the Empire
by public draws, with up to a thousand prizes daily: jobs, land, slaves or ships were

the prizes.

Lanpidus, the biographer of Heliogabalus (204 to 222 A.D.), tells about this emperor’s
pranks in the organization of his lotteries. It pleased him to give prizes either of
considerable worth or of no value at all, such as ten camels as opposed to ten flies:
or ten pounds of gold against ten hens eggs.



Saint Hippolytus, a Greek Christian writer in the third century A.D., relates in his
Philosophouicna (or Refutation of A1l the Heresies) the use cf digits and numbers by
the Celts.

In France, from Charlemagne to Francois |, including the reigns of Saint Louis, Charles
le Bel and Charles V, edicts and regulations rained down in an attempt to dampen the
slightest urge to gamble that might smolder among the people. Charlemagne, in his
Capitularies, forbids both laypersons and clergy to indulge in games of chance, in the
spirit of the edict of the Council of Hayenne in 813. Saint Louis, in 1252, condemned
the game of dice. His successors, Charles le Bel (in 1319) and Charles V (in 1369)
repeat this prohibition, adding board games like checkers and chess, as well as
backgammon, billiards and bowls.

It seems, however, that local lotteries existed in Europe throughout the Middle Ages.
He find the first written evidence of medieval lotteries in territory belonging to

Flanders, then a part of the Netherlands.

In broadsheets of the time — the ancestor of our newspapers — we find, between 1443
and 1449, that many prize-draws were held in a variety of locations: Ghent, Utrecht and
Bruges. They also mention lotteries being held in areas ruled by the Dukes of Burgundy

at an even earlier date.

In Bruges more than a century before, since 1292 in fact, lots were drawn for the
allocation of stands in the large farmers’ markets. The Flanders broadsheet draws
attention to the fact that in the draw of August 29, 1446, one of these positions was
won by the wife of a Venetian merchant, which showed, the writer insisted, the
impartiality of the draw.

Again in Bruges, we can trace the regular holding of lotteries between 1465 and 1474,

most of them to support building of chapels, almshouses, canals and port facilities.
A charter dated May 29, 1475, issued by Charles the Bold, grants to the Corporation of
St. George of 6hent the rightto organize a lottery for four years, with two draws per
year, to finance the construction of a guildhall for the corporation, and a chapel.

According to the Jesuit publication Relations, the first lottery with cash prizes dates
back to 1490. The modern lottery as we know it then came into being two years before

Columbus discovered America.

It is interesting to note that even in those days there were special prizes for holders
of the numbers immediately above and below the winning figure, anticipating the

ancillary prizes given in today’s lotteries.

He also came upon traces of Bedieval lotteries in German states, particularly in the
ancient Duchy of Bavaria, where many towns ran lotteries. In Hamburg the lottery was
so effectively publicized that its popularity and fame extended to neighboring states
where lotteries were banned.

It is even reported that someprizes offered in Germany were out of all proportion,
starting from draws forpieces of land and swelling to the raffling of a whole town,
with 29 villages, a palace, 10,000 hectares of forest, 1,000 acres of arable land and a
factory.

The proliferation of lotteries during the early 1500°'s is evidenced by a Malines edict

of May 2, 1526, wherein all lotteries operating without a license were forbidden, wunder
penalty of confiscation of tickets and proceeds. Royal edicts or orders prohibiting or
permitting lotteries soon became more frequent, in the Netherlands, Prussia and

Austria, and finally throughout Europe.

In France, Francois |, an open-handed, good-natured fellow, first reintroduced betting
at tennis, then authorized the setting-up of lottery offices in Paris and four other

cities of the kingdom in 1520.



While the lands of northern Europe were developing the lotteries that have bncoae

traditional today, other gaaes of chance were born farther south. In the Republic of
Genoa, custoa had it that 1lots should be drawn once a year to choose five citizens as
aeabers for the Senate aaong 90 candidates who were chosen six Months in advance. That
this should have a parallel function as a gaae of chance was inevitable. It cost one
pistole to play. The big winner who picked all five naaes correctly got about 20,000
pistoles. Four correct naaes were worth 5,000, and three naaes won 500.

In 1519, Benedetto Gentile seeing the potential profits, astutely considered that one
draw each year was not enough. He replaced the 90 nases by 90 nuabers, and the ’'Gioco
di Seainario’ quickly become one of the favorite aauseaents of the Genoese. The first
official records of this ’5/90" draw date fro* 1535.

The Italian Lotto soon took root in other European countries, transplanted by the
ltalian courtiers of Catherine de Medici. These were partially an atteapt to curb the
exit of cash froa non-lottery jurisdictions, through subscriptions to foreign lotteries

which were already very popular.

The earliest days of colonies in Aaerica were also a tiae in Europe during which the
phenoaenon of lotteries underwent an extraordinary growth.

In 1612, King Janes authorized a lottery to help finance the ‘colonial settlenent'’

which paid the cost of settling Virginia. In 1751 and 1754, Benjaain Franklin helped
sponsor a series of "Acadeaic Lotteries' and helped fund the University of
Pennsylvania. The Congress of 1776 provided a National Lottery strongly supported by

Thoaas Jefferson and others of the nation’s founding fathers, partially funding the

Colonial Army during the Revolutionary War.

Soae 70 acts were passed by Congress before 1820 authorizing lotteries for the building
of schools, roads and other public projects. Lotteries helped erect Harvard, Yale,
Brown, Dartaouth, Coluabia, Princeton, Williaa and Hary and other acadeaic

institutions.

Public trust in U.S. and soae European lotteries wained in the aid 1800's when their
growth allowed a few dishonest public eaployees to aanipulate the outcones of soae
lotteries for personal gain. U.S. lotteries all but disappeared until 1964.

The first Western lottery to start operations in the 20th Century was Awustralia’s
Queensland State Lottery, drawing its first ticket in 1917, The first 20th Century
U.S. lottery began in New Haapshire in 1964. ' e following list gives those states

with lotteries and years their lotteries started.

1. New Haapshire 1964 14. Arizona 1981
2. Massachusetts 1971 15. Dist. of Coluabia 1982
3. New Jersey 1971 16. Washington 1982
4. Pennsylvania 1972 17. Colorado 1983
5. Connecticut 1973 18. California 1985
6. Maryland 1973 19. Oregon 1985
7. Michigan 1973 20. West Virginia 1985
8. Illinois 1974 21. lowa 1985
9. Ohio 1974 22. Missouri 1986
10. Maine 1975 23. Kansas 1987
11. Delaware 1976 24. Montana 1987
12. New York 1976 25, North Dakota 1987
13. Veraont 1977 26. Florida 1988

In addition voters ha«e given approval to lotteries in Idaho and Wisconsin, and
legislatures in Virginia and Indiana have given the nod to a vote by the electorate for

state lotteries.



In 1984, the International Association of State Lotteries listed 63 aenber nations,

including every continent except Antarctica. In most cases, proceeds go directly into
national treasuries, or are earnarked for puMic benefits such as health, education or
charities. The Netherlands has the oldest lottery in operation, started in 1726.

These few historical references gleaned froa past centuries show clearly enough that in
every age and in all countries chonce has been the key to solving prob.Veas that were
otherwise insoluble; has been a source ofrecreation; and becaae an Integral part of
the custoso and usages of peoples.

Johan Huizinga, the Dutch philosopher-historian, writes is his book Hobo Ludens
(roughly translated by "Man the GaBester"”) that "... when we look deeply into the
nature of our actions, the notion Bay surface in wus that all the activities of aan are

nothing but a game."

For huaan beings lotteries have always been — and always will be — a gaae that s

attroctive, fascinating, and available toall.
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INFORMATION BRIEF NO.3

ALASKA LOTTERY REVENUE PROJECTIONS

The most often asked question regarding an Alaskan lottery concerns the probable income
to the State treasury. The simple answer, as stated in Information Brief No. 1 and
detailed below, is in the range of $20,000,000 per year.

Although every state has differences, a well-precedented and accurate way for a

non-lottery state to project the revenue potential of a lottery 1is to use averages. As
with any business, if a state lottery ia mismanaged, it may fall short of the average
and, conversely, if a state lottery Jlearns from the management experience of
established state lotteries and uses streamlined, efficient a J effective management,
it will obtain revenues above the average. Nonetheless, using averages has proven an

accurate, albeit slightly conservative method of predicting revenues for new lottery

states.

The average per capita lottery expenditure during FY85 was $98.02. This is the highest
per capita expenditure for the 23 year history of lotteries in the U.S. and continues

the annual increase for this measure. The measure of per capita expenditures does not
assume that everyone makes lottery purchases, it’s a statistical measure which enables

comparisons and projections to be made.

For convenience, the rate of $100 annual per capita expenditure will be used for the
following projections. This is a conservative measure when we considerthatper capita
average expenditures have recertly been increasing at a rate of more than $10 per year,

and since an Alaskan lottery will most likely be started after July,1988, three years

later than when this 1985 measure was taken.

To estimate an Alaska gross lottery sales for 1987, we need to merely multiply this per
capita expenditure by our population, which is estimated by the AK Dept, of Laborto be
544,000:

$100 (per capita expend.) x 544,000 (AK pop.) = $54,400,000 (gross rev.).

Generally, and again as an average, 35% to 40% of the gross lottery revenues are
returned to the state treasury. Thus, to determine a range for net lottery revenues
for Alaska for 1987, we need merely to multiply these percentages times the gross
lottery sales:

35% x $54,400,000 = $19,040,000, and 40% x $54,400,000 = $21,760,000.

This range, $19,040,000 to $21,760,000, then gives us a point-in-time projection based
on what is actually being experienced in the lottery market in mid-1980"s dollars, and

based on our current population.

However, we must keep in mind that most of the states from which the average per capita
expenditures figures come are ’'mature lottery states."” Therefore, this $20,000,000 net
revenue range should be thought of as what Alaska could expect today if it had a

lottery considered "mature."

The degree of maturity a state-run Jlottery is considered to have reached is based wupon
a combination of its age and its product line or game mix. An instant lottery has
typically been the first lottery product made available to the public. After a period
of time deemed appropriate by the lottery agency management (six months to a year), an
on-line system is usually started. The on-line system provides for sales of lottery



tickets for a perio .* (weekly - monthly) lotto games and generally two simple numbers
gemes. For the past 12 years this has been the normal pattern forlottery states
unless legislation stipulated particular lottery games; i.e., Colorado law restricts
state lottery sales to instant games.

Sales records from operational state lotteries, started within the last five years,
demonstrate similar sales curve profiles. Total sales vary considerably, depending on
the size of the state, however, their sales profiles have all been similar.

Instant game sales begin very strong with first year sales being highest. Sales then
decline considerably before beginning a slow, steady yearly increase. The slope of the

decline and the degree to which it falls depends on .everal factors:
The lottery administration reaction through adjustments to game design
and prize structure;
The lottery agency's advertising budget and strategies;
The size of the state population which will eventually constitute the
loyal constituency for instant games.

Sales for on-line games begin relatively slow in western states. Sales generally
exhibit strong steady growth as more and more people become familiar with the games and
more educated with lotteries in general. On-line game sales for all stateshave
improved each year of operation and sales profiles show a continuous increasing curve.

The slump in total sales for new lotteries after the end of their first year has often
been reported by the media. Doubters of lotteries have used this "news' to
substantiate their claims that lotteries are not good revenue sources and their
proponents have made false promises about possible revenues to the state. One only
needs to study the history of new lotteries to conclude that this sales fluctuation s
normal and is followed by predictable sales increases. The severity of the down-turn
in sales is a function of administrative decisions and legislative constraints, as is
the degree of sales increases to follow.

Graph No. 1 illustrates how these factors, instant game sales curve and on-line games
sales curve, combine to generate a resulting total sales curve for the first five years
of a typical lottery.

GRAPH ND. 1

The additional elements of product mix and time can be factored with per capita sales
averages and population estimates to begin to refine net revenue projections over a
span of time for a state.

Graph No. 2 gives the range of net revenue we could expect from an Alaskan Lottery for
the first five years. Until a lottery is in operation, the exact net income is

impossible to predict. Just as with any convenience purchase, factors such as consumer
awareness, access, and product desirability play critical roles in how successful sales



are. Sales are also affected by population demographics and concentration/dispersion

patterns. (As will ti discussed in a later Brief, Alaska’s population is mostly urban
00* live in communities of over 5,000; 85* live in communities of over 2,000; in sales
terms, 80* live in three major marketing areas.)

Graph 2 shows a likely net revenue range for the first five years of an Alaskan

lottery, operating similar to other western states.

ARHN. 2

Nt Inoe & Nt Iole & ot kS\«d
This illustration assumes:
1. Alaska would start a lottery in 1988 with an instant game and implement on-line

games one year later.

2. First year per capita expenditure for instant game sales is >75 based on the
average instant game sales of the last four states to start lotteries. Total
lottery per capita expenditures decline the second year, 3s illustrated in Graph

No. 1, and then increase to >100 per year, the 1985 rate.

Per Capita Lottery Expenditures (PCE)

1988 > 75 instant game only
1989 > 70 instant and on-line games
1990 > 80 instant and on-1line games
1991 > 90 instant and on-line games
1992 >100 instant and on-line games
3. Alaska Department of Labor middle series population projections for 1985-1991,
rounded to nearest 10,000 are correct. Alaska’s population in 1992 is a 10,000

person increase from 1991 as the Alaska Department of Labor projections for the
previous four years srggest is reasonable.

Alaska Populatio Project. >ns

1988 550,000 AK Dept, of Labor, mid series
1989 560,000 AK Dept, of Labor, mid series
1990 570,000 AK Dept, of Labor, mid series
1991 590,000 AK Dept, of Labor, mid series
1992 600,000 AK Lottery Coalition estimate

These assumed per capita expenditures and projected populations result in the following
gross lottery sales for each year. Computing a low-end net revenue (35* of gross
sales), and a high-end net revenue (40% of gross sales), gives a range of revenues that
could be expected from the first five years of an Alaskan lottery.



Yr PCE Pop Gross $ Net § 35* Net § 40*
1988; $75 x 550,000 = $41,250,000 $14,437,500 $16,500,000
1989; $70 x 560,000 = $39,200,000 $13,720,000 $15,680,000
1990; $80 x 570,000 = $45,600,000 $15,960,000 $13,240,000
1991; $90 x 590,000 = $53,100,000 $18,585,000 $21,240,000
1992; $100 x 600,000 = $60,000,000 $21,000,000 $24,000,000

Three additional factors should be kept in mind when concluding how valid the above

projections will prove to be.

1. The above computations exclude probable lottery purchases by our additional summer
workforce, and our annual tourist volume of about 775,000 persons, for which
specific lottery games could be targeted.

2. The relatively new development in the lottery field smaller states conducting
multi-state lottery games in addition their in-state games which adds to the
likelihood that Alaska will match national per capita sales averages.

3. A demographic analysis of the population of Alaska illustrates that when compared
to other lottery states on those factors which indicate lottery success (above
average income, above average education, percent in groups which buy lottery
products most, and male to female ratio) our per capita lottery sales would be
higher than average.

All three of these factors suggest that the above projections are likely to be

conservative. A net income range of *20,000,000 annually, once an Alaskan lottery s

fully developed, is a reasonable projection for a state operated Alaskan lottery.

PO. Sox 22204 = Juneau. Alaska 90802
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INFORMATION BRIEF NO. 4: SOCIAL IMPACTS OF LOTTERIES

WHAT AFFECT DO STATE-OPERATED LOTTERIES HAVE ON THE ‘POOR?*

WHAT AFFECT DO STATE-OPERATED LOTTERIES HAVE ON THE ‘LESS EDUCATED?’
HOW DO LOTTERIES AFFECT THE INCIDENCE OF COMPULSIVE GANBLING?

DOES WINNING DISRUPT THE LIVES OF WINNERS OF LARGE CASH PRIZES?

These questions, even when not verbalized, often come to mind when discussions about
state-operated lotteries occur. In recent years, as more people have experienced state
lotteries, concerns related to the above questions appear to be declining. Statistics
compiled from extensive data collected by states with lotteries provide wus with

convincing and comforting answers.

THE *POOR’ AND 'LESS EDUCATED* DO BUY LOTTERY PRODUCTS, BUT TO A LESSER DEGREE THAN
THEIR PERCENTAGE OF THE POPULATION.

SOCIOLOGISTS CONCLUDE THAT COMPULSIVE PERSONALITIES WHO RELY ON GAMBLING FOR
STIMULATION ARE NOT INTERESTED IN LOTTERIES.

LARGE CASH PRIZES DO CHANGE THE LIVES OF SOME WINNERS, THESE CHANGES ARE CONSIDERED
POSITIVE FIR THE VAST MAIJORITY.

Government entities administrating lotteries collect demographic data from their prize

winners. Winners are selected completely a rano:<m from all who purchase lottery
chances. Therefore, the data collected is a near perfect cross-section of those who
play. This data is collected for two reasons; to provide the governing body with

information to assure that this revenue producing arm of the state does not prey on any
segment of the population; and to provide the marketing division of the lottery with

information to best utilize advertising budgets.

Research has been conducted in every state with a lottery operating for over one year
regarding questions one and two, and the conclusion has always been the same; the poor
and less educated play the lottery to a lesser degree than their proportion of the

population. Some examples:

Colorado: “During each year, several state lotteries do research on the profile of
their players through analysis of winners’ age, income, occupation, sex, residence, and
lifestyle. Every study conducted in the legal lottery business in North America has

shown that the bulk of the lottery tickets are purchased by middle income consumers.
Typically, most tickets are bought by persons between the ages of 35 and 54 although
the play of lotteries ranges in age from 18 to over 65. In addition, although the
range of players runs from low income to high income, the majority of the tickets are
purchased by persons whose household incomes are between $12,000 and $36,000 (in 1983
dollars). Research in Colorado indicates that the average education and income of the
players are higher than the national average. Even low income pluyers play the lottery
from their discretionary income, that is to say, even low income persons purchase
lottery tickets on a competitive basis with their purchase of candy, movies and

softdrinks. An average of 90 cents a week played on the lottery, while being a higher
percentage of the discretionary income of low income person than it is in a middle
income person, is still a minor decision. . ." (“Colorado Lottery Facts', Report to

the Colorado Legislature. Oct., 1983)



Arizona: An independent study concluded that “the poor are dramatically under-

represented among lottery players.” ( Time. May 28, 1984, p.42)

Illinois: People with incomes below *11,000 only participated in lotteries about
75-78* of their percentage of the population. ( Public Gaming Magazine. Jan. 1982)
Maine: Studies 'conclusively demonstrate that it is the middle income segment of the
population that is the primary market for lotteries . . . the poor are extremely under-
represented among lottery players.” ("Analysis of Sales Data of Lotteries", July,

1983, compiled by Scientific Games, Inc., cited by Public Gaming Magazine. Dec., 1983)

Washington: An analysis of all players in the lottery during the 1983 reporting period
indicated the group which played the lottery the least was the under *10,000 income
range. (Washington State Lottery 1983 Annual Report)

Louisiana: The Louisiana legislature, after conducting an extensive investigation on
this issue and an analysis of the numerous available studies, concluded: "The
overwhelming majority of siudies conducted in this country illustrate that the poor
patronize the lottery in numbers proportionately less than their numerical presence in
any community." ( Final Joint Lottery Subcommittee Report. Louisiana Legislature,
April, 1983)

Illinois. Michigan. New Jersey. New York. Pennsylvania: - analysis of the household
income profiles of over 6.5 million winners established that "the poor participate in

the state lotter"” games at levels disproportionately less than their percentage of the
population,” ("The Myth of the Poor Buying Lottery Tickets", Public Gaming Magazine.
Jan., 1982)

Minnesota: Similar conclusions have been admitted by lottery critics. The Berean
League of Minnesota stated in a paper submitted to the Minnesota legislature, in
opposition to pending lottery legislation, that, "Poor people do not play the lottery
out of proportion to their percentage of the population (the evidence shows that they
play less than their percentage of the population). . . nothing has surfaced to
question the accuracy of the studies that the poor play the lottery . . . less than
other segments of vhe population.” ("The Proposed Minnesota Lottery", Report by the

Berean League of Minnesota, 1984)

Most analysis and comment froa the studies conducted by states operating lotteries
include educational levels as well as household incoae issues. These studies indicate
siailar conclusions with regard to education levels of those playing lotteries; the
less educated play lotteries proportionately less than they are represented in the

total population.

The Washington State Lottery found that residents with 1-3 years of college were over-
represented in lottery play to a degree significtmtly exceeding that of any other

educational group. Conversely, those with eight years of education or less were
severely underrepresented. The Arizona Lottery also surveyed for educational levels of
its players. The median educational level of players exceeded that of Arizona adult

residents overall.

These conclusions are no surprise to those who view lotteries as a business operated

for profit. The tremendous growth in both lottery participation and profit to those
states operating then could never be generated by a dependency on the poor and wunder-
educated. This segaent of our population simply does not constitute a large enough

percentage base to target aarketing efforts. The majority of the population in most
states lives in Middle inco*e households and has a higher than median level education.

This i3 the natural aarket.



retired compared to 39% of the winners 65 and older. Overall, 1 found a str ,u
commitment to work among the winners, and this was especially evident when . looked at
a person’s occupation, income and job tenure. The higher the occupational level, the
more interesting the kind of work they were doing, the longer they ha. been working in
their jobs, ar.d the more they earned before winning, the lower the number quits and

retires. ’
'Nearly twice as many winners who won under $10,000 annual installments kept working os
winners who received $30,000 annually., Obviously, the greater the winnings, the more

security people had and the easier it was for them to leave the Ilabo*~ force.'

Kaplan on marriages; 'While there have been some cases of divorce and disruption,
winning the money has made most of their (winners) marriages stronger than ever. Once
the financial burden has been lifted, an important source of stress and strain goes
with it. People are now freer to enjoy life and to do the things they always wanted."'

'Generally, people who are extroverted, easy-going and gregarious take the winning in
stride and seem to enjoy themselves, while introverted, shy and suspicious people tend

to have their level of anxiety heightened...*
DATA COLLECTED FROM OVER 23 YEARS OF STATE LOTTERY OPERATIONS CONCLUDES;

STATE-OPERATED LOTTERIES DO NOT PREY ON THE POOR OR LESS EDUCATED SEGMENTS OF THE
POPULATION!

THERE IS NO CAUSE-AND-EFFECT RELATIONSHIP BETWEEN STATE-OPERATED LOTTERIES AND
COMPULSIVE GAMBLING!

WHEN LARGL PRIZE WINNER’S LIVES ARE AFFECTED BY THEIR WINNINGS, THE CHANGES ARE MOST
OFTEN FOP. THE POSITIVE!

RO. Sox 22204 = Juneau, Rlosto 99802 < (907) 463-5044



HOW DO LOTTERIES AFFECT THE INCIDENCE OF COMPULSIVE GAMBLING?

Studies have concluded the compulsive gambler to be someone who by nature seeks avenues
other than state lotteries to satisfy his or her need for gambling; state lotteries do
not provide what a compulsive gambler needs for gratification.

Dr. Robert Custer, acting director of mental health for the Veterans Administration in
Washington, D.C. and medical advisor to the National Council on Compulsive Gambling,

is the recognized expert on the incidence and treatment of compulsive gamblers. Custer
contends that state lotteries do not provide a sufficient outlet for a compulsive
gambler to either alleviate withdrawal symptoms or to experience any sustained euphoria

generated by most other types of gambling. Custer said that of the compulsive gamblers
he has treated at the V.A., 80* fall into one of four different categories; addiction
to horse race betting; casino games; illegal sports betting; and stock options and
commodities. The remaining 20* is divided among all other forms of gambling, lotteries

only amounting to perhaps 2*.

Of compulsive gamblers, Custer said lotteries are "not their style," because play is
too slow. "Any game involving a waiting period for toe outcome and/or collection of
winnings, such as lotteries, does not sustain a compulsive gambler, ..." Two key

elements that compulsive gamblers need for satisfaction are some feeling that s/he has
an ‘'edge' or privileged information regarding the bet, and that some element of skill
Plays a part in the outcome. Neither of these exist with state lotteries. Custers
concludes that no data exists supporting the contention that lotteries increase

compulsive gambling.

A study for the New Jersey Lottery, supervised by Dr. Peter Carlton of the Ne» Jersey
College of Medicine and Dentistry, reached basically the same conclusions as did
Custer’s research; no cause-and-effect relationship was established showing lotteries
to cause compulsive gambling. Carlton’s results show that lotteries simply don’t ofi'tr
enough ‘action"™ to satisfy the needs of a compulsive gambler.

A totally different environment exists for playing a lottery, as opposed to other types
of gaming; lottery playing does not require a contained environment with a high degree
of social interaction, as is found with other gaming activities. The decision to
participate in a lottery game is generally an impulse purchase while conducting
additional shopping.

DOES WINNING CHANGE THE LIVES OF WINNERS OF LARGE PRIZES?

Yes, in a variety of positive ways; that’s the reason people buy lottery tickets.

H. R. Kaplan, Ph.D., Florida Institute of Technology, provides the most comprehensive
data about lottery winners, and some of the .Tost interesting reading in this field.
Kaplan started collecting data thousands of lottery winners, in the U.S. and Canada,
17 ysars ago in his study of people's commitment to work. For decides social
scientists have asked the question, "If you could live comfortably without hc-ing to
w«rk would you continue to work?" Lotteries have finally provided a basis f

ad ressing this question from a real versus hypothetical perspective.

Kaplan summarized his data in a presentation at the North American As .won of State
and Provincial Lotteries Conference, June, 1986 with, 'l never met an, ,io wanted to

give the money back."

Kaplan on jerk; ’*While million dollar lott ry winners were more likely to quit their
jobs in the first year after they won than smaller winners, overall only about a fourth

of the winners and their spouses quit or retired."

"People's decisions about work, after winning large prizes (over *1,000,000), depend on
two primary factors, the winners age and the amount of their prize. The older the
winner, the more likely they were to retire. Only two people less than 50 years of age
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INFORMATION BRIEF NO- 4: SOCIAL IMPACTS OF LOTTERIES

WHAT AFFECT DO STATE-OPERATED LOTTERIES HAVE ON THE 'POOR?*

WHAT AFFECT DO STATE-OPERATED LOTTERIES HAVE ON THE 'LESS EDUCATED?'
HOW DO LOTTERIES AFFECT THE INCIDENCE OF COMPuuSIVE GAMBLING6?

DOES WINNING DISRUPT THE LIVES OF WINNERS OF LARGE CASH PRIZES?

These questions, even when not verbalized, often coirie to mind when discussions about
state-ooerated lotteries occur. In recent years, as more people have experienced state
lotteries, concerns related to the above questions appear to be declining. Statistics
compiled from extensive data collected by states with lotteries provide us with

convincing and comforting answers.

THE *POOR' AND 'LESS EDUCATED' DO BUY LOTTERY PRODUCTS, BUT TO A LESSER DEGREE THAN
THEIR PERCENTAGE OF THE POPULATION.

SOCIOLOGISTS CONCLUDE THAT COMPULSIVE PERSONALITIES WHO RELY ON GAMBLING FOR
STIMULATION ARE NOT IN.ERESTED IN LOTTERIES.

LARGE CASH PRIZES DO CHANG6E THE LIVES OF SOME WINNERS, THESE CHANGES ARE CONSIDERED
POSITIVE FOR THE VAST MAIJORITY.

Government entities administrating lotteries collect demographic data from their prize

winners. Winners are selected completely a random from all who purchase lottery
chances. Thereiore, the data collected is a near perfect cross-section of those who
play. This data is collected for two reasons; to provide the governing body with

information to assure that this revenue producing arm of the state does not prey on any
segment of the population; and to provide the marketing division of the lottery with
information to best utilize advertising budgets.

Research has been conducted in every state with a lottery operating for over one year
regarding questions one and two, and the conclusion has always been the sane; the poor
and less educated play the lottery to a lesser degree than their proportion of the

population. Some examples:

Colorado: ‘During each year, several state lotteries do research on the profile of
their players through analysis of winners' age, income, occupation, sex, residence, and
lifestyle. Every study conducted in the legal lottery business in North America has

shown that the bulk of the lottery tickets are purchased by middle income consumers.
Typically, most tickets are bought by persons between the ages of 35 and 54 although
the play of lotteries ranges in age from 18 to over 65. In addition, although the
range of placers runs from low income to high income, the majority of the tickets are
purchased by persons whose household incomes are between $12,000 and $36,000 (in 1983
dollars). Research in Colorado inJicates that the average education and income of the
players are higher than the national average. Even low income players play the lottery
from their discretionary income, that is to say, even low income persons purchase
lottery tickets on a competitive basis with their purchase of candy, movies and

softdrinks. An average of 90 cents a week played on the lottery, while being a higher
percentage of the discretionary income of Ilow income person than it is in a middle
income person, is still a minor decision. . ." ("Colorado Lottery Facts’, Report to

the Colorado Legislature. Oct., 1983)



Arizona: An independent study concluded that "the poor are dramatically under-

represented among lottery players.” ( Time. May 28, 1984, p.42)

Illinois: People with incomes belgw $11,000 only participated in lotteries abou'.
75-78% of their percentage of the population. ( Public Gaming Magazine. Jan. 1982)
Maine: Studies “conclusively demonstrate that it is the middle income segment of the
population that is the primary market for lotteries . . . the p.nr are extremely wunder-
represented among lottery players."” ("Analysis of Sales Data of Lotteries’, July,

1983, compiled by Scientific Games, Inc., cited by Public Gaming Magazine. Dec., 1983)

Washington: An analysis of all players in the lottery during the 1983 reporting period
indicated the group which played the lottery the least was the under $10,000 income
range. (Washington State Lottery 1983 Annual Report)

Louisiana: The Louisiana legislature, after conducting an extensivt investigation on
this issue and an analysis of the numerous available studies, concluded: ™"The
overwhelming majority of studies conducted in this country illustrate thtt the poor
patronize the lottery in numbers proportionately Iless than their numerical .Tesence in
any community." ( Final Joint Lottery Subcommittee Report. Louisiana Legislature,
April, 1983)

Illinois. Michigan. New Jersey. New York. Pennsylvania: An analysis of the hojsehold
income profiles of over 6.5 million winners established that "the poor participate in
the state lottery games at levels disproportionately less than their percentagi of the
population.” ("The Myth of the Poor Buying Lottery Tickets’, Public Gaming Mai azine.
Jan., 1982)

Minnesota: Similar conclusions have been admitted by lottery critics. The Berean
League of Minnesota stated in a paper submitted to the Minnesota legislature, in
opposition to pending lottery Jlegislation, that, "Poor people do not play the Ilottery
out of proportion to their percentage of the population (the evidence shows that they
play less than their percentage of the population). . . nothing has surfaced to
question the accuracy of the studies that the poor Miay the lottery . . . less than
other segments of the population.” ("The Proposed Minnesota Lottery", Report by the

Berean League of Minnesota, 1984)

Host analysis and comme it from the studies conducted by states operating lotteries
include educational levels as well as household income issues. These studies indicate
sioilar conclusions with regard to education levels of those playing lotteries; the
less educated play lotteries proportionately less than they are represented in the

total population.

The Washington State Lottery found that residents with 1-3 years of college were over-
represented in lottery play to a degree significantly exceeding that of any other

educational group. Conversely, those with eight years of education or less were
severely wunderrepresented. The Arizona Lottery also surveyed for educational levels of
its players. The median educational level of players exceeded that of Arizona adult

residents overall.

These conclusions are no surprise to those who view lotteries as a business operated

for profit. The tremendous growth in both lottery participation and profit to those
states operating them could never be generated by a dependency on the poor and under-
educated. This segment of our population simply does not constitute a large enough
percentage base to target marketing efforts. The majority of the population in most
states lives in middle incoc' households and has a higher than median level education.

This is the natural market.



HOW DO LOTTERIES AFFECT THE INCIDENCE OF COMPULSIVE GAMBLING?

Studies have concluded the compulsive gambler to be someone who by nature seeks avenues
other than state lotteries to satisfy his or her need for gambling; state lotteries do

not provide what a compulsive rambler needs for gratification.

Dr. Robert Custer, acting director of mental health for the Veterans Administration in
Washington, D.C. and medical advisor to the National Council on Compulsive Gambling,

is the recognized expert on the incidence and treatment of compulsive gamblers. Custer
contends that state lotteries do not provide a sufficient outlet for a compulsive
gambler to either alleviate withdrawal symptoms or to experience any sustained euphoria

generated by most other types of gambling. Custer said that of the compulsive gamblers
he has treated at the V.A., 80% fall into one of four different categories; addiction
to horse race betting; casino gumes; illegal sports betting; and stock options and
commodities. The remaining 20% is divided among all other forms of gambling, lotteries

only amounting to perhaps 2%.

Of compulsive gamblers, Custer said lotteries are 'not their style," because play is
too slow. "Any game involvir.g a waiting period for the outcome and/or collection of
winnings, such as lotteries, does not sustain a compulsive gambler, ..." Two key

elements that compulsive gamblers need for satisfaction are some feeling that s/he has
an "edge" or privileged information regarding the bet, and that some element of skill
plays a part in the outcome. Neither of these exist with state lotteries. Custers
concludes that no data exists supporting the contention that lotteries increase

compulsive gambling.

A study for the New Jersey Lottery, supervised by Dr. Peter Carlton of the New Jersey
College of Medicine and Dentistry, reached basically the same conclusions as did
Custer’s research; no cause-and-effect relationship was established showing lotteries
to cause compulsive gambling. Carlton’s results show that lotteries simply don’t offer
enough "action" to satisfy the needs of a compulsive gambler.

A totally different environment exists for playing a lottery, as opposed to other types
of gaming; lottery playing does not require a contained environment with a high degree
of social interaction, as is found with other gaming activities. The decision to
participate in a lottery game is generally an impulse purchase while conducting

additional shopping.

DOES WINNING CHANG6E THE LIVES OF WINNERS OF LARGE PRIZES?

Yes, in a variety of positive ways; that’s the reason people buy Ilottery tickets.

H. R. Kaplan, Ph.D., Florida Institute of Technology, provides the most comprehensive
data about lottery winners, and some of the most interesting reading in this field.
Kaplan started collecting data on thousands of lottery winners, in the U.S. and Canada,
17 years ago in his study of people’s commitment to work. For decades social
scientists have asked the question, 'If you could live comfortably without having to
work would you continue to work?" Lotteries have finally provided a basis for

addressing this question from a 'eal versus hypothetical perspective.

Kaplan summarized his data in a presentation at the North American Association of State
and Provincial Lotteries Conference, June, 1986 with, "I never met anyone who wanted to

give the money back."

Kaplan on work; "“While million dollar lottery winners were more likely to quit their
jobs in the first year after they won than smaller winners, overall only about a fourth
of the winners and their spouses quit or retired."

"People’s decisions about work, after winning large prizes (over $1,000,000), depend on
two primary factors, the winners age and the amount of their prize. The older the
winner, the more likely they were to retire. Only two people less than 50 years of age



retired compared to 39* of the winners 65 and older. Overall, | found a strong
c;mmitment to work among the winners, and this was especially evident when | looked at
a person’s occupation, income and job tenure. The higher the occupational level, the
more interesting the kind of work tney were doing, the longer they had been working in
their jobs, and the more they earned before winning, the lower the number quits and

metires.’

‘Nearly twice as many winners who won under $°0,000 annual installments kept working as
winners who received $30,000 annually. Obviously, the greater the winnings, the more
security people had and the easier it wuas for them to leave the labor force."

Kaplan on marriages; "Uhile there have been some cr>es o’ Jivorce and disruption,
winning the money hi' made most cf their (winners) marr' rs stronger than ever. Once
the financial burden has been lifted, an important sourct o, stress and strain goes
with it. People are now freer to enjoy Ilife and to do the things they always wanted."

"Generally, people who are extroverted, easy-going and gregarious take the winning in
stride and seem to enjoy themselves, while introverted, shy and suspicious people tend
to have their level of anxiety heightened..."

DATA COLLECTED FROM OVER 23 YEARS OF STATE LOTTERY OPERATIONS CONCLUDES:

STATE-OPERATED LOTTERIES DO NOT PREY ON THE POOR OR LESS EDUCATED SEGHENTS OF THE
POPULATION!

THERE IS NO CAUSE-AND-EFFECT RELATIONSHIP BETWEEN STATE-OPERATED LOTTERIES AND
COMPULSIVE GAMBLING!

WHEN LARGE PRIZE WINNER’S LIVES ARE AFFEj:TED-~BY_JHEIR WINNINGS, THE CHANGES ARE MOST
OFTEN FOR THE POSITIVE!

PO 8o0x 22204 = X -COU. flosko 99802 = (907) 463-3044

Rep. John Sund
PO Box V

Juneau, AK 99811



to. JmDaey DAE Frnay 2, 198
Gy W lias

FROM:

SUBJECT: AEG'G HlE Bi"'%

| hae the falloning mmﬁwmnirgtreﬁladm Lottery Act:

é{? %%E:jfﬁs:% fd%j%%f%uslaiu%aﬁl they

%&3 See. 06.18.010: Tms)%té%n shJJdl:etl L%ttof low the
ﬂiﬁat Il first EX&%[Q& %ﬁsm%?%
* qkaglw\z i G
Py g;g% [ s oo e

( %Lml mtre PLblic, Broactast

er itionally, the
if'vf;,% el e ﬁﬂﬂ%‘m

onofth&ee v&ﬁ
f B sg,%ﬁu&w%? R T

7 Sectlon 06.18070; If mt dlsenwere by Aaden lawy it
@ otﬁeseftolt?gry Director t0 de%ate his él\f‘er

P 9 S 0518120 chntseethepomt in limiting the trmof
agFt contracts o o years.

chfll SacOfOéSH18160 m%%;dnr'anfgra reoes&aryard it only adb

S { it
ézﬁm( O%Ew%]gsar%nlgeuﬂanwpnz&toﬂestate |

? eX|s also ru‘i}egllm%ﬁglnr%y pe%zg

jons cn Ishing Incentive progyans for

Qe—rm




Jiin Davey February 22, 1988

T Ao B PR S laeine pees, o B

] dign’t
It.

exparses, ad pudlic
R Y SRR Aty o awos

S



MY TURN
by Robert D. Thomas, Director; Alaska Lottery Coalition

As Alaska searches for additional sources to replace dwindling oil revenues,
some members of the Alaska legislature seem to ignore the obvious; the need to

broaden our base from which we receive dollars to support state government. One
small step to broaden that base cr Zd be implementation of a state-operated
lottery.

We are not talking about legalizing another form of gambling and we are not
talking about adopting a new public policy with regard to funding government
services with public gaming revenues. Lottery games are legal in Alaska, as
well as 44 other states. These games are run through state-operated lottery
agencies or permit holding charitable organizations; Alaska permits about 1,000
organizations 1in the state to operate games of chance. The Alaska Department of
Revenue annually receives about $100,000 from the activities of the games held
by these permit holders.

Is the Alaska legislature willing to approve authorization to implement a
lottery; estimated to contribute $20,000,000 annually to the state treasury?
Even with state-wide polls indicating the public favors the concept of a lottery
by a two to one margin, some legislators are still unwilling to support lottery
legislation this close to re-election time. Unfortunately for the majority of
the state, this minority of the legislature wields enough power to stop most
legislation they are personally opposed to.

This minority is o-. tent to cut the jobs, services, and projects the $20,000,000
in new revenue wouid maintain. They are content to look away as untold dollars
exit the state by Alaskans playing lotteries, via the mail, of other states and
Canadian provinces. They choose to ignore a voluntary source of revenues from
those Alaskans who would like to play a state lottery, our part-time summer
population, and our huge tourist influx.

At an average of $50,000 each, $20 million would support 400 stateemployees.
How many of the projects which did not get funded throughthe recently passed
jobs bill, HB 512, could be funded with an additional $20 million? How many
unfunded private sector economic development projects would $20 million provide
through our Dept, of Commerce and Economic Development?

In addition to lottery net profits, estimates of an Alaskan lottery"s annual
impact include; $27,500,000 in prizes to the players, $2,750,000 in commissions
to retailers of lottery tickets, $1,300,000 to advertisers and the media within
Alaska, $1,750,000 in salaries for 35 new jobs within the state, and $850,000 in
charges for warehouse and office rental, telephone services, courier services,
etc.



The current bill which would authorize the state to start a lottery similar to
those in thirty other states and every Canadian province is House Bill 236, by
Rep. Mark Boyer. HB 236 has been sitting in the House Judiciary Committee for
almost a year. No hearings were held for it during the interim, one hearing was
held on Feb. 11th of this year. During that one hearing, although a vote was
not taken, the obvious consensus was 4 to 1 in Tfavor. The chairman was the
obvious "no"™ vote and has refused to hear the bill again to date. There has not
been one word of testimony in opposition to this bill since its introduction.

Reluctance by some House members may come from rumors that the more cor”ervative
Senate leadership does not want to address this issue. Threats to load a
lottery bill, passed by the House, with too many committee hearings to complete
prior to the end of session have tended to erode support for HB 236. This 1is
unfortunate for the vast majority of the state which would like to see an
Alaskan lottery become a reality.

Where does this leave supporters of a state-operated lottery? We still believe
legislators listen to their constituents and "cards and letters from home™ have
an impact. Let your legislators know your position; call them, write them, talk
to them when they come home on weekends.

The longer Alaska delays entering the state-operated lottery field, the greater
our lose becomes from not providing a means for voluntary support of state
government.

{The Alaska Lottery Coalition is an educational and lobbying entity established
to support legislation authorizing the state of Alaska to implement a
government-operated lottery.)



DT: 4/25/88
TO: Rep. John Sund
Ff>: Bob Thomas <£5”°
Alaska Lottery Coalition
RE: HB 236, Alaska Lottery
I"m sorry we missed connections last Friday, however, | wanted to pass on some

comments regarding HB 236.

As stated in my 3/28/83 memo to you, the Coalition supports suggested
amendments to HB 236 mentioned by you and other House Judiciary Committee
members (stripping the dedication language and including an advisory vote).
Our first concern is support of legislation authorizing a state operated

lottery. Additional provisions in any lottery bill, such as attempts to
target proceeds, are of secondary concern to the Coalition. However, if
given a choice we would support a bill with no dedication language over one

that attempts to dedicate for some specific purpose.

There appears to be growing interest for the state operated lottery concept
in the Senate, the Governor’s office, the Dept, of Commerce and Economic

Development, and the 'ept. of Revenue. This interest likely stems from
concerns about the state of affairs with jard to stretching current
requirements for operation of charitable gaming activities not visualized
when those laws and regulations were implemented. The interest 1is also
tied to Lhe possibility of targeting all or part of the proceeds of a
lottery. In this case, the target is economic development projects
throughout the state. The Oregon plan is that most often referenced *n

these discussions.

Of any plan for targeting lottery proceeds, this 1is the type we feel offers
the most palatable option. By establishing a mechanism for funding loans
to private interests with viable economic development projects and grants
to municipalities for enhancing economic development through needed
infrastructure, we do not generate an expectation by an operating state
agency or create a new entity demanding an annual appropriation for

operat ion.

If HB 236 were to pass the House this year and if time permitted Senate
consideration, additional amendments to embody the concepts above would

likely be considered.

The Coalition has a high level of concern with regard to the current status
of HB 299, the "Bingo Bill." The lack of movement of HB 236 has resulted
in amendments to HB 299 which would legalize the type of lottery now being
conducted in Alaska wusing charitable gaming permits. The stated rationale
for these amendments is to insure that the lottery concept is kept before
the public until another effort to provide legislation for a state r<’'n
lottery is attempted.



4/24/88
Sund memo cont.

The two charitable lotteries currently known to be operating, ’'Alotto’
operated by an individual from Fairbanks wusing a permit for the American
Legion in Glenallen and one recently started in Juneau using the American

Legion permit here, are operating illegally according to the Dept, of
Revenue. Should HB 299 become law in its current form, this type of
lottery operation would become legal and is very Ilikely to flourish

throughout Alaska.

The stage being set by these moves is very similar to that of the early
1800°s when government permitted, but not regulated, lotteries flourished
and were subject to manipulation by their operators. It was during this
era that lotteries were banned throughout the U.S. and Canada and not
revived again until the advent of computer systems which provide the key to
secure accounting and absolute assurance that the game is fair to all who
choose to play.

Experience in the U.S., Canada and most of the rest of the world indicates
that government run lotteries are the only form of lottery operation
caoable of Droviding the necessary security to adequately protect the

This assurance is the reason government lotteries have

trust in recent years. The consensus from those
familiar with lotteries, Alaska Dept of Revenue staff, the lottery service
industry for government lotteries, and lottery administrative personnel
from other states, views non-government run of lotteries to be in extreme
conflict with the pu terest.

The lotteries we see operating in Alaska today offer absolutely no security
to insure that the players’ are protected from outright fraud or accidental
omissions eliminating players from the drawings they are promised to be a

part of. We predict that it would only be a matter of time before this
absence of security will result in someone "walking with the money.” When
this happens, the charities loose credibility and money, the public will be
cheated, and the resulting image of legitiment lotteries will be tarnished.
There is al. ' no reliable accounting method which can insure that a true

picture of the gaming activities operated by the charitable gaming
permitees and private operators is reported as required.

5. We again request that you calendar HB 236 to allow consideration and debate

on the lottery issue.
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April 29, 1987

Representative Dave Donley

Chairman, Labor and Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Representative Donley:

I understand your committee will be reviewing HB 236
which creates a state lottery and establishes an Arts and

Public Broadcasting account 1in the general fund. I support
this bill. Its language preserves the appropriation
prerogative of the legislature and at the same time states
legislative 1intent. Proceeds from such a lottery will do

xittle to help these important programs 1if simply deposited
in the general fund.

I have wurged such a system of support for our Public
Broadcasting system since 1977. For many Alaskans these
broadcast services are the only link to the outside world and
it is important that a system be found to protect these

servi ces.

Si neerely,

Les Robinson
Manager KDLG Dillinghanm
President APRN

LR: kc
CC: APRN file.

A non-profit corporation funded by these APRN Member Stations:

KSKA-FM Adtaage KBKW-AAL Harrow* KYUK-AM Eftalle KDLG-AM Dillinphant © KUAC-FM Fairbanks* KIIKS-F.M Haines
KHBI-AM Homer © KTOO-FM Juneau * KRBD-FM Ketchikan * KMXT-FU Kodiak * KOTZAM Kihuax KSKO-AM MSath
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» Dealing With the Press and the Myths About Lotteries, from a
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Myths Surrounding Lotteries

3 Myths Surrounding Lotteries

OVERVIEW

The expansion of the lottery industry in the U.S. during the
lasttwo decades, clearly demonstrates the positive feelings of
the American public regarding state lotteries. Nevertheless,
despite the fact that in legislative actions, initiativesand
referendums the people have said syes" to lotteries in 22 states
plus the Districtof Columbia, opponents continue to attest to the
dangerand damage that these avenue-producing entities
provide. Much of this opposition to state-run lotteries, however, is
supported by myths often erroneously associated with them.

Myths about who plays the lottery abound. Around 'he
country, allegations are repeated in public forums concerning
players'economic, social and culti "al status. Fears about
potential negative effects of lotteries on the community are often
raised, despite the factthatresearch done to date indicates
overwhelmingly favorable results from legalized lotteries. And, of
course, one of the most telling statistics is the one showing that
residents where lotteries have been legalized, approve of their
lottery by a vast majority.

Inmostcases, opposition to lotteries seems to be founded

re on fear than fact. Again and again, misconceptions refutable
oy authoritative data are raised in ? tblic debate. Lottery
marketing departments in all states regularly survey residents in
an effortto determine demographics, purchasing habits, attitudes
and general leelings about the lottery, and findings consistently
indicate that publics enjoy and support state lotteries.

Unfortunately, lottery supporters are usually putin the
position, not of € guing the relative merits and disadvantages of
lotteries, butof addressing rumor and misstatement—the myths
surrounding lotteries. The dictionary defines a myth as an
unproved collective belief that is accepted uncritically. The myths
about state lotteries certainly fall into this realm and carry with
them certain underlying social and cultural implications.

WHAT ARE THE MYTHS SURROUNDING LOTTERIES?
Some ol the prevalent myths are:
*The poorpurchase a disproportionate amount of lottery
tickets
e Lotteries appeal to the less educated
*The lottery fosters compulsive gambling
*The lottery willdecrease taxes

THE POOR PURCHASE A DISPROPORTIONATE

AMOUNT OF LOTTERY TICKETS

This is the prevailing myth voiced by opponents of the lottery
issue today, and yetitis the easiest one to dispel. Numerous
studies conducted across the United States have disproved the
theory that the lowestincome groups are the primary purchasers
of lottery tickets. Results of participation research, polls and
demographic surveys have shown that overall, lottery play is
heaviestamong middle to upper-middle income players. Studies
in five lottery states (Now York, Pennsylvania, Illinois, Michigan
and New Jersey) show that the highest level of participation
comes from persons whose income falls between $18,000 and
$34,000 per year,

Results of a survey conducted at the end ol California's first
game indicated that players in California basically fitthe income
prolile mentioned above. The California study indicated that the

CALIFORNIA
Income Lovels of Moderate and Heavy Players

Moderate Heavy
Income % %
Under 7,000 5 11
$7,000-$14,999 13 13
$15,000-$24,999 18 18
525,000-$29,999 16 15
$30,000-$39,999 18 18
$40,000-$49,999 8 12
$50,000 or more 22 13

Source: Information published in The Sacramento Bee 12/13/85.

highestincidence of participate ,was by players with incomes
ranging from between $15,000 to $35,000. A study of lottery
playing by selected demographics published in The Sacramento
Beein December 1985 showed that 18 percentof heavy players
have income ranges of $15,000 to $24,999 and $30,000 to
$39,999.

In 1985. the research firm of Moore & Associates conducted
a statewide study on behalf of tht Michigan Lottery and its
advertising agency, W.B. Donerand Company. One of the
primary objectives of the study was to gain a clearer
understanding of those individuals who play the lottery in
Michigan. A total of 3,000 telephone interviews were conducted
for the survey. The study stated thatalthough itis impossible to
put together an accurate profile ofa "typical”’game player, survey
results indicate that the most active players are likely to be
employed ina skilled, semiskilled or trade occupation with a
household income of $20,000 to $29,999.

According to the study, 85 percent of lotter/ game players
reported that they were employed outside the home, worked as
homemakers, were retired, or were students at the time of the
survey. Ofthese, persons employed in skilled, semi-skilled and
trade occupations made up the largestgroup at 21 percent, while
assembly workers and unskilled laborcomprised the second
largest group of players at 19 percent.

Ranking third were professionals at 11 percent of total
players. Hetired persons, along with manager/administrator and
homemaker categories each made up apprc ximately 9 percent of
players. Persons inthe armed forces and farmers made up the
smallest group of game players at 0.1 percentand 0.3 percent
respectively.

Interms of household income *..-ported by lottery game
players, 25 percentof all players surveyed fell into the $20,000 to
$29,999 income range, with an additional 34 percent reporting
incomes over $30,000 and 16 percent reporting incomes over
$40,000.

As a final note, David Weinstein and Lillian Deitch conclude
in their book, The ImpactofLegalized Gambling: The
Socioeconomic Consequence ofLotteries, that participation by
various income groups is roughly equal to their respective

Pago 23
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porcontago ol tho total population and is relatively equal among all
income classes.

OCCUPATIONS OF ARIZONA INSTANT GAME
PLAYERS

Profossional/Technical 33%

Clerical 13%
Laborer/Sorvice 53%
Other 1%

Source; Information supplied by the Arizona Lottery

LOTTERIES APPEAL TO THE LESS EDUCATED

This isa myth about lotteries thatis closely tied to the idea
that lowerincome groups buy a disproportionate amountol lottery
tickets. Again, the lacts disprove the myth. Information from the
state of Michiga treveals that nearly 88 percent of lottery players
had at least a high school education. Almost42 percent of
players reported either attending college, trade or technical
schools, or having post-college graduate educations. Tho
smallest percentage of players— 12.3 percent—reported less
than a high school education.

CALIFORNIA
Education Levels of Moderate Lottery Players

Players %
Less than high school 4
High school graduate 28
Some college/trade school 41
College graduate 15
Postgraduate training 12

Source; Information publishedin The Sacramento Bee 12/13/85.

Figures in California show thatamong heavy lottery players,
41 percent have had some college or trade school education,
while 19 percent of heavy players have less than a high school
education. Lightto moderate players with college degrees
representapproximately 15 percent of lottery players. Only about
5 percentof lightto moderate players are persons with loss than
high school educations.

LOTTERIES FOSTER COMPULSIVE GAMBLING

Studies have shown that the nature of lottery play does not
provide the stimulus necessary to hook a compulsive gambler.
The compulsive gambleris interested in the elements of risk and
danger, skill, excitement, competitiveness and a degree of
aggressive play. Tho competitive and aggressive motivational
elementofgambling does notapply to lottery play. Lottery play is
too “slow,* too “boring,* and notenough sk'll is involved to keep
the attention of a compulsive gambler.

In Gamblingand the Social Structure: A Sociological Study
ofLotteries and Horse Racing in ContemporaryAmerica, Edward
C. Devereux Jr. states that lack of 'certain kinds of strain* or
excitementin lottery play 'provokes more experienced gamblers
to consider lotteries a bore.* Devereux also says that lotteries are
mgenerally considered to bo peculiarly fairand equitable* and
"differential skills of players, inall lotteries are hence irrelevant..’
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Those characteristics of lottery play force tho compulsivo gambler
to oth-ravenues for gratification.

In addition, Dr. Rohert Custer, former acting director of
mental health for the Veterans Administration in Washington,
D.C.,who has done oxtensive research on the problem and
treatment of compulsive g, nbling, concluded that lottery play is
too slow to sustain the compulsive gambler. Tho purchase of a
lottery ticket and the subsequent wait lor potential winning and
collection does not satisfy the compulsive urge of th.-gamblor.

LOTTERIES DECREASE TAXES

This, most obviously, isnotan argument thathas been
voiced by opponents to the lottery, butitis not true either. The
establishmentof a state lottery willnotdecrease state taxes.
But, itwill lorestall tho necessity of increasing taxes to support
vital public programs. Ifhistory is any precedent, taxes are
always going to go up. Butlottery-funded supplements to state
tax revenue supports public services, the benefits of which the
citizen will realize without having to pay accordingly.

An example of the role which lottery funds should play in
state revenue plans is stipulated in the state constitutional
amendmentwhich established the California Lottery. Itstates
that proceeds from the lottery will be in addition to—notinplace
of—funds already allocated for public education in California.

OCCUPATIONS OF MICHIGAN LOTTERY PLAYERS

Occupations Players Total
% Surveyed %
Skilled/semiskilled. Lades 21.1 20.4
Labor/assembly, unskilled 18.7 17.4
Retired 9.1 10.3
Professional 11.0 13.7
Homemakers 9.0 8.9
Clerical/office 8.6 7.7
Manager/administraton 9.0 8.4
Sales 5.3 4.7
Police/fire/postal/govemment 2.4 2.0
Owner/proprietor 1.9 1.8
Technical 15 1.6
Student 0.8 0.9
Farmer 0.3 0.7
Armed services 0.1 0.4
Other 1.2 1.2

Source: W.B. Donerand CompanyAdvertising

EDUCATION OF MICHIGAN LOTTERY PLAYERS

Players Total

% Surveyed %
Less than high school 12.3 12.6
High school graduate 46.0 42.6
Some college 20.8 21.0
Trade/technical school 2.9 2.4
Coilege/post graduate 18.1 21.5

Source: W.B. Donerand CompanyAdvertising



INCOME LEVELS OF MICHIGAN LOTTERY PLAYERS

Players Total
Income % Surveyed %
$10,000 orless 17.3 18.3
$10,000'm$19,999 23.2 22.8
$20,000-m$29,999 25.3 24.6
$30,000-m$39,999 18.1 17.2
$40,000-m$49,999 7.9 8.2
$50,000-m559.999 4.2 4.1
$60,000-m$69,999 1.9 2.0
$70,000 and above 2.1 2.8

Source: W B. Donerand CompanyAdvertising

Myths Surrounding Lotterlos

MICHIGAN
Profile of a Typical Michigan Lottery Player

. White

. Male/Female

. Married

. 25-44 years ofage

. Atleast a high school graduate

. Employed in a skilled, semiskilled or trade occupation
, Household income of $20,000 - $29,999

Dr.John Ft. Koza is chairman emeritus and co-founderof Scientific Games, Inc. ofAtlanta, Georgia, a leading supplierof
games to the state lottery market. He has a B.A. incommunication science, a M.A. in mathematicsanda M.S. and Ph.D.
incomputerscience from the University of Michigan. Despite the factthatdata used in thisanalysis are a fewyears old,
the following article by Dr. John Ft. Koza, nevertheless, remainsone ofthe outstandingpieces ofwork in the lottery
research area. Init Dr. Koza reviews the massive body ofdata thatexists on who buys lottery tickets, and he presents
factualinformation on the question of whetherornotthepooractuallydo buy lottery tickets to a disproportionate basis.

THE MYTH OF THE POOR BUYING LOTTERY TICKETS
By Dr. John R. Koza

Published 1982

One of the most persistent myths concerning lotteries is that
the poor buy a disproportionate share of the tickets. The image is
thatofa poor, black welfare mother squandering her monthly
welfare check on lottery tickets while her helpless children go
hungry. The statement that the poor buy a disproportionate
number of lottery tickets almost invariably is joined by the
statement that lottery tickets (even though voluntarily purchased)
are some kind of 'regressive tax’on the poor.

There is probably not one of the lottery states in the United
States thatdoes nothave its resident professor who periodically
holds a press conference and announces that the poor are
disproportion sly buying lottery tickets. There is certainly not
one legislative hearing in a non-lottery state which does nothear
atleastone such resident or out-of-state 'expert' solemnly
testifying that a state-operated lottery will promote everything
from broken homes, public drunkenness, organized crime, and
unemployment, to street muggings. And, of course, the
statementisalways made that the poor buy lottery tickets
disproportionately.

Without exception, in spite of fine credentials in their actual
areas of expertise, the 'experts' providing this testimony never
presentany actual surveys, studies or evidence that support
their testimony that tho poor disproportionately buy lottery
tickets. Inmany cases, the 'evidence' consists of trying to
bootstrap newspaper articles about similar pre vious Wisuoported
statements into some kind of reaiity.

Curiously, the belief that the poor buy lottery tickets seems
to be especially prevalentamong some of the people who
constitute the decision-making leadership in our country in
business, government, universities and legislatures.

The purpose of this article is to review the massive body ol
actual data that exists on who actually buys lottery tickets and

presentsome factual information on the question of whether or not
the pooractually do buy lottery tickets to a disproportionate

basis. The approach and conclusions herein are notbased on
colorful, isolated individual examples but rather upon an
exhaustive examination o) the massive records of actual lottery
winners maintained by the various state governments involved.

WHAT THE PUBLIC THINKS

Before getting into our main questions, however, we need to
en phasize a very important point. Namely, whatever some of the
‘butter informed' decision-makers may think about this issue, the
publicat large does not believe this myth. In 1980, Public
Response Associates of San Francisco (PP,t), a professional
public opinion survey company, conducted three separate public
opinion surveys in three jurisdictions where lottery referendums
were on the November 4,1980 general election ballot.

These three areas were Arizona, Colorado and the District of
Columbia. Ineach jurisdiction, approximately 600 registered
voters (randomly selected to be representative of the electorate in
thatjurisdiction) were interviewed to determine their attitudes
abouta state lottery and their voting intentions on the lottery
question in the upcoming election. The interviews were conducted
by telephone in March 1980 in Arizona; in both May and October in
Colorado; and, in September in the District of Columbia.

On the basic question of whether or not the person favored
the lottery, the percentages in the surveys were between 55
percentand 57 percent favorable in all jurisdictions. All three
referendums were, in fact, subsequently approved in the actual
election on November 4,1980 by percentages of 52 percent, 60
percentand 64 percent Thedata from these surveys are
considered statistically ...” -oie (as of the time they were taken)
within a range ol plus or minus 3 percentage points.
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The three surveys showed that81 percent of the public
believed that buying a lottery ticketwould appeal to the average
person and notthe poor.

TABLE 1
QUESTION: I'm going to read some statements
people have made about state-operated lotteries.

Please tell me whether you agree or disagree with
each statement.

EEP.CENT AGREEJNG

STATEMENT AZ co D.C.

88% 88% 86%

People are going to gamble
no matter what

Itmakes no difference to me 84 85 78
ifsomeone wants to gamble

on a lottery

Ifwe authorize some forms 29 2 29

of gambling, itwillcon-
tribute to a bad moral climate

Ifwe have a slate-operated 24 2 27
lottery, we will soon have
casino-type gambling

The only one who is going to 21 2 2
getany benefitout of a state
lottery is its promoters

All leading law enforcement 18 14 2
agencies will be againsta
state-operated lottery

CROSS-TABULATION OF RESULTS

In both the Arizona and the District of Columbia surveys, the
percentage of people disbelieving the statement that the poor
disproportionately buy lottery tickets was cross-tabulated and is
available according to whether or not the respondent intended to
vole in lavor of having a lottery in the upcoming election. Among
those favoring the lottery, 94 percent disbelieved the statement
about the poorin Arizonaand 88 percentdisbelieved the
statement in the District of Columbia.

More interestingly, among those opposing the lottery, only
30 percent of those in Arizona believed the statement about the
poor and only 23 percent of those in the Districtof Columbia
believed the statement. Thatis, only a minority ofeven those who
opposed the lottery believed that the poor disproportionately buy
lottery tickets.

Inthe Colorado survey, the percentage of people
disbelieving the myth about the poor was cross-tabulated and is
available according to whether the respondent said he or she
would purchase a lottery ticket if the lottery was ultimately
approved.

Among those saying they would purchase a ticket, 95
percent disbelieved the statement about the poor. Among those
saying they would not purchase a ticket, only 29 percent believed
the statementabout the poor. Thatis, only a minority of even
those who did not intend to ever participate in tho lottery bolioved
the statementabout the poor.
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In fact, ina report reviewing the surveys, Public Response
Associates said: "Overthe pastyear, we have conducted
statewide surveys inseveral areas concerning voters'sentiments
aboutlegalized gambling initiatives (primarily state-suporvised
lotteries). Tho findings from all surveys are consistent—most
people would like their state to establish a legal, state-operated
lottery. Moreover, there are relatively few fears that the
legalization of gambling will lead to a bad moral climate.” Also PRA
added: "Mostvoters have positive attitudes about the notion of a
lottery, lew are concerned about the 'oftenassumed’' negative
aspects of a lottery."”

The results of some other attitude questions on lotteries are
presented in Table I

FACTORS ENTERING INTO THE PURCHASE
DECISION

Over the pastyear, Scientific Games Inc. has undertaken a
systematic analysis of both demographic and psychological
factors thatenter into the consumer's purchase decision for
various lottery products.

One phase of thiswork has consisted of a statistical and
demographic analysis of every recorded winner of a large prize in
every lottery game since the very beginning of each lottery
involved. The study included all winners ol all large prize levels of
all games ofall types forwhich the prize claiming and prize
procedure captures the names and addresses of a representative
cross-section of winners of thatgame.

The study included winners in all such games for the entire
period of existence of each lottery. This ongoing study has so far
examined the demographics of lottery players in five of the most
populous lottery states: New York, Pennsylvania, Illinois.
Michigan and New Jersey. These five slates have a total
population in excess of 57 million people (about 38 million adults),
which isabouttwo-thirds of the population of the 15 states in the
U.S. operating lotteries in the same time period.

So far, this study has encompassed 6.5 million recorded
winners of large prizes in 140 different lottery games that these
five lotteries have run since their inception (which ranged from
1971 to 1976). Almostone million additional winners of large
prizes were notincluded inthe study because they were not
residents of the states in which they had claimed their lottery
prize. Togive some perspective to the magnitude of the data
base used in this study—on the average one adultin six in these
five populous states has won a recorded large prize from these
lotteries over the five to 10 year time period involved.

In performing this analysis of the demographic and
psychological basis for lottery purchase decisions, Scientific
Games has drawn upon the computerized data base and survey
analysis services provided by three leading market research
services— C.A.C.l. of Rosslyn, Virginia (which invented the
'"ACORN'"system fcrclassifying residential neighborhoods using
zip codes), the Claritas Corporation, also of Rosslyn, Virginia
(which created the 'REZIDE'data base of Federal Census data in
zip code form), and the Stanford Research Institute (which
provides a psychological and sociological perspective on
consumer buying patterns in its 'Values and Lifestyles' program).
The income data used to produce the data lor this article relied
upon the 'REZIDE'data base.

The 6.5 million recordod winners of large prizes lived, at the
time of their winning, in a total of 7,020 different zip codes lying in
the five states involved. These 7,020 zip codes averaged about
8,100 people, about 5,500 adults, and about 2,500 households.

Ifone considers only the larger zip codes (i.e., the 2,110 zip
codes in the five states having a population of a least 5,000
people, and these zip codes contain 89 percent of the population
of the live states), we findan average of 3,082 recorded lottery



winners in each such large zip code. Thisnumber of people in
each cfthese 2,110 large zip codes is more than twice the 1,500
orso respondents commonly used in national public opinion
surveys.

Tho processing of this massive amountofdata required
hundreds of hours of computer time and several thousand hours
of computer programming time.

ACHIEVING RANDOM SAMPLE

Becauso winning in the lottery is "random,’ tho subgroup of
players who win at the various lottery games is a statistically
perfectrandom sample of the players. Since non-redemption is
very low in lottery games, the suugroup of players who claim their
prizes isessentially the same as the group of players who win.
The overwhelming majority of bigwinners claim theirown prize (or.
at most, are claiming the prize forsomeone in the same family or
household as themselves) so that the address on the claim is
almostalways the correctaddress of the - ctual ticket buyer.

Itshould be remembered that, ineach case, a state check
was mailed to the winner at this recorded address. The state
check was mailed, ineach case, after the claimant presented a
valid winning lottery ticket to an official state lottery claim center
and signed the ticketand claim form. The names and addresses
of these bigwinners are contained in the lottery's computerized
files of claimants of its various games, and such files have been
subjected tc umerous internal and external audit procedures.

In preparation for this study, Scientific Games collected the
firstname, address, and zip code of all such centrally-paid and
centrally-recorded bigwinners of the lottery's various games.
This list of big winners was refined so as to include only big
winners with valid zip codes within the state involved.

All of the computer programming and analysis in this study
was performed by Scientific Games. Neither C.A.C.I., Claritas,
nor S.R.l. has been involved in suggesting the design ol tho
computer programs, inwriting these computer programs, in
performing the analysis, in reaching the conclusions herein, or in
the preparation of this article, and accordingly, they bear no
responsibility forany conclusions herein.

EVOLUTION OF GAMES IN THE 70s

The data base of 6.5 millionwinners represents 140 different
lottery games run by the five states. The New Jersey Lottery was
established in 1971; the Pennsylvania and Michigan Lotteries
were established in 1972; the lllinois Lottery was started in 1974;
and the New York Lottery was reestablished in 1976. The first four
of these states began their ooerations by offering the public a 50-
cent draw-type weekly lottery ticket. Over the years, each of
these states varied the design of its basic 50-centweekly game
incorporating a variety of different themes, ways of winning, and
ways of awarding the grand prizes.

Each of these states also introduced additional draw-typo
games, called 'overlay'games. These overlay games, which
typically sold for $1, were run in conjunction with the basic 50-
centgames. Inmany cases, these overlay games featured a
multitude of ways of winning. The overlay games in Illinois mostly
featured sports themes. Inseveral cases, 3-digitthemes were
used.

In 1975, four of these five statos introduced rub-off Sl
instant games. Now York began its operations in 1976 with a 51
instant game. Since then, the five lotteries have rur. a total of 76
different $ linstantgames incorporating a wido variety of different
themes and game designs.

In addition, four ol tho five states ran special draw type
games at $5 at various limes, and New York ran a serioc of seven
'‘Olympic' lottery games at $10. Two states ran special Ho, so
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Race games at $2 perticket New York also offered a Keno game.
Finally, all five states now have 3-digitdaily numbers games; four
have 4-digitnumbers games; and two have a 6-digitnumbers
game (i.e.,the New Yorkand New Jersey Lotto games).

DISTRIBUTION OF HOUSEHOLD INCOME

Table Il shows the distribution of household incomo ol the
6.5 million persons who are recorded as having won a large prize in
the 140 lottery games involved. Household income isdivided into
seven categories (based on 1980 dollars). These categories start
atthe 'Under56,700'annual household income category and
ranges upward to the 'Over556,000' category. The percent of the
U.S. population with each household category is presented at the
bottom of the table. Forexample, 17.3 percentof the U.S.
population have household incomes of under $6,700 in 1980
dollars.

The 140 different lottery games have been analyzed
separately; however, forthe purposes cf this table, games of the
same type selling at the same price ir: the same states have been
grouped together. This produces 24 groupings of games. Then,
foreach of the seven household income categories, an 'index' has
been created to indicate the degree to which the income category
participates in each of the 24 groupings of lottery games.

Thus, forexample, the index number of 135 appearing in the
upper leftcorner of Table Il for New Jersey's nine 51 instant
games means that participation in New Jersey's nine S1 instant
games by the 'Over556,000'income category in New Jersey is 35
percent higher than thisincome category represents in the
population. An index number below 100, such as the 67 found for
New Jersey's instant games in the 'Under $6,700' income
category means that participation in New Jersey in the nine S1
instant games among this low-income category is at a rate of only
67 percent of what itwould be ifthis income category participated
in proportion to its presence in the population.

The information for the 51 instantgames (which represents
over half of the 140 games and an even greater portion of the total
lottery revenues involved) is presented in Graph I. This graph is
based on 1.3 million recorded winners in these 76 instant games.

In this graph, the seven income categories are presented for
each ol the five states. The black bar at the rightedge of each
cluster of bars represents the percentage of the national
population that falls into the given household income category.
Ascan be seen, the percentage of those with household incomes
above $56,000 is 4 percent nationally. And, in four of the five
lottery states shown, this category participates in $1 instant
lottery gam es at slightly above their percentage of the population.

Conversely, innone of the five states is the participation by
persons with household incomes below $6,700 above the national
average. This isalso the case for the $6,701 to S10,999 incomo
category, In fact, itis not until the above average income
category of $23,000 to $33,000 that the participation in all live
states rises above the national average. Tho conclusion is that
participation in $ 1instant games isdisproportionately low among
those ol lower incomes.

CORRELATION WITH PRICE OF TICKET

Returning now to Table Il, we note that tho first five rows of
index numbers correspond with tho data in Graph 1

The next typo ol lottery gamo in Table Il is tho 50-cent
weekly draw-typo lottery game. Here again, as with the $1 instant,
tho poor participate proportionately less than their portion of the
population. The same conclusion applies to the $1 weekly draw-
type games (which were mostly the so-called 'overlay games'), tho
$2 'Horse Race'games, the S5 draw-typo games, tho $10 draw-
typo gamos, lotto and keno.
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This graph shows the percentage of U.S. population having the ranges of household income shown
and the percentage of instant lottery game players in 5 states with that level of income. Note
that lower income Individuals participate less.
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This graph shows the percentage of persons with household income below $6,700 (in 1980 dollars) in each
of 24 categories of lottery games conducted by 5 slate lotteries. Note that these lower income Individuals
participate less in every instance.
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Asone would expect, the participation of the higher-income
categories increases as the ticket price increases. The 310 New
York Olympic draw-type ticket had an index of 148 of participation
inthe over-$56,000 income category.

Althoughwe have not presented each of the 140 different
lottery games separately in Table Il. the games of the sam e type
and the same price in the sam e state typically have virtually
indentical index numbers. Innone of the 140 lottery games, run
over the five-to 10-year period by the five states, did the lower
income categories participate toa degree even equal to their
percentage of the population (i.e., all the ir-dex numbers for all 140
individual games were below 100—just as they are in Table Il for
24 groupings of games).

INDEXING SEPARATELY FOP EACH STATE

In addition, we should pointoutthatone can also index the
same data to the various statewide household income
distributions. The median household incomes for the five states,
forexample, vary from 101 percentof the national median to 119
percentof the national median.

However, even ifthe indexing isdone foreach state
separately (this is, against the five different statewide
distributions), the conclusion is still the same; that is, there is
none of the 140 lott-iry games in the five states (and none of the
24 groupings of games) over the five- to 10-year period forwhich
the lowerincome categories participate ata rate even equal to
their percentage in the population. Inall cases, their participation
is lower.

PROGRESSION OF LESSER PARTICIPATION BY
POOR

Graph Ilisanother presentation of the data from Table las it
relates to those persons with a household income of under $6,700
in 1980 dollars. Itshows graphically again that fornone of the 24
groupings of lottery games does the participation of the pooreven
equal theirpercentage of the population.

Italso shows a progression of this lesser participation by the
poorranging from a low index of 65 (for New Jersey's $5 draw-type
game) to a high index of 97 for New York's weekly lotto game. As
expected, many of the more expensive tickets have especially
low participation among the poor.

Anotherway to consider the same data is to consider the
areas ol the state forwhich sales are average, below-average and
above-average. Toillustrate this approach, we presentthisdata
for New York's 17 $1 instantgames in Table lll. New Yorkwas
chosen because itshousehold income profile for lottery game
players was most representative of the average of the five stales
involved.

For this purpose, an area was defined as having 'above-
average'sales ifthe sales index forthatzip cod9 averaged 25
percentor more (overthe 17 games) above the statewide level.
An area was defined as having 'bulow-average'sales ifthe sales
index averaged 25 percentor more below the statewide level. The
remaining areas were considered 'average.' Thisapproach placed
about 24 percent of the New York population into above-average
sales areas; about 43 percentinto average sales areas; and
about33 percentinto below-average sales areas.

DIFFERENT APPROACH YIELDS SAME RESULTS

Having thus divided the stale into three distinctareas based
on the actual occurrence of recorded lottery winners (and hence
players), we examined the household incomo distribution lor the
three areas. To facilitate comparison, we have presented this
data in the form of indexed numbers in Table IIl.

One can see immediately that the income profile of the areas
of the state having above-average sales have relatively higher
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representation of the high-incomo categories. The same is true of
thb areas 0'tho state having average sales.

However, forthe areas of the state having below-average
sales, the income distribution is bimodal. Itcontains the 'poor*
and italso contains a significant representation of very high
income peoplo. The main point, however, is that tho lower-income
categories are relatively underrepresented in both the average
and the above-average sales areas and thatthe lower-income
categories are overrepresented only in the below-average sales
areas.

Thus, using this slightly different perspective, the
conclusion is again the same. Namely, that the poor participate in
the lottery games ata disproportionate rate as compared to their
percentage of the population.

We believe thut the results of this analysis of the
participation of lower-income individuals in lottery games should
be considered definitive, since itis based on all valid, in-state,
centrally-recorded winners of large prizes in all 140 different
lottery games thatwere run by the five states involved during the
entire five- to 10-year period inwhich each state has been
operating a state lottery.

The conclusions herein are based i, in the factthat
6,504,237 state prize payment checkswere mailed to 6,504,237
individuals during the 10-year period inresponse to their
presenting a valid, randomly-winning lottery ticket to the official
stale lottery claim center. The data base used for thisanalysis is
notonly extremely large, itis essentially complete in the sense
thatthere isno more data available anywhere on the names and
addresses of actual lottery players in these state lotteries.

Itmight be added that this conclusion has been well known
by all state lottery officials foryears (in spite of the persistent
myth to the contrary).

One mightadd thatin the course of designing and producing
lottery games for 14 of the 15 state lotteries over the past eight
years, literally dozens of different public opinion surveys and
market research studies have come to my attention and the
attention of my associates. These studies have been conducted
by a variety of different polling organizations, advertising
agencies, and marketresearch companies using a variety of
techniques and methodologies.

Inevery single case, ifan income profile of the lottery
playerswas part of the study (and italmost always was), the
participation of low-income individuals was less than their
percentage of the population and less than the level of
participation of individuals with average or above-average
incomes.

One final interesting perspective is available from the 1980
Districtof Columbia survey. Inthatsurvey, tho percentage of
peoplo who intenoad to buy a lottery ticketwas cross-tabulated
and is available according to the respondent's incomes.

The highest percentage of planned participation occuned in
the $20,000-t0-$35,000 income category. The lowest percentages
of planned participation occurred in the over-$35,000 category
and in tho two lowestincome categories. Inotherwords, ihe
public's own perception of theirown future likelihood lo participate
in a future lottery corresponds to what actual!ll  ppens—thatis,
lhe lowerincome categories participate less

CONCLUSION

Tosummarize; Wo examined the household income profile of
$6,504,237 recorded, valid, in-stato winners of large prizes in all
140 lottery games run by ihe state lotteries of New York,
Pennsylvania, Illinois, Michigan and New Jersey since the
inception of those lotteries until the spring of 1981 (orwhich the
names and addresses ofa representative cross-sociion of
winnerswas in existence.
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TABLE 1

This tablo shows tho index of participation of each incomo group foreach difforent type of lottery gamo inl . rottery states based on
the national income distribution. Noto that lowerincome individuals participate less in every instance.

ANNUAL HOUSEHOLD INCOME (1980 DOLLARS)

% % % % % % %
Over $34,000- $23,000- $18,000- $11,000- $6,700- Under
$56,000 $56,000 $33,999 $22,999 $17,999 $10,999 $6,700

$1 INSTANT GAMES (76 GAMES)

NJ-9G. 135 143 120 96 80 74 67
NY-17G. 133 126 110 95 89 84 84
MI-25 G. 113 145 123 97 72 71 74
IL-13G. 110 134 121 94 81 76 78
PA-12G. 65 84 107 118 105 95 93

50c WEEKLY DRAW-TYPE (22 GAMES)

NJ-2G. 140 145 120 96 79 73 66
NY-4G. 115 124 114 98 88 81 83
M1-2G. 120 152 124 94 69 69 71
IL-11G. 115 134 120 94 81 75 78
PA-3G. 70 86 107 118 103 93 92

$1 WEEKLY DRAW-TYPE (24 GAMES)

NY-2G. 133 126 107 94 90 84 86
MI-4 G. 123 153 123 93 68 69 71
IL-13G. 110 132 120 95 82 77 80
PA-5G. 68 85 107 118 104 94 92

$2 INSTANT 'HORSE RACE GAMES (2 GAMES)

NY-1G. 133 126 110 95 89 83 84
PA-1G. 60 84 107 118 105 94 93

$5 DRAW-TYPE GAMES (6 GAMES)

NJ-1G. 138 146 120 96 78 71 65
NY-1 G. 130 126 110 95 88 83 84
MI-1 G. 125 159 124 92 66 66 69
PA-3G. 73 87 108 118 103 92 90

$10 DRAW-TYPE GAMES (7 GAMES)

NY-7G. 148 132 111 93 86 78 80

WEEKLY LOTTO (1 GAME)

NY-1G. 108 106 101 98 98 97 96

WEEKLY KENO (1 GAME)

NY-1 G. 140 128 107 93 90 84 86

PERCENT OF U.S. POPULATION WITH INCOME LEVEL SHOWN

4.0% 13.7% 23.0% 18.9% 12.0% 11.0% 17.3%

NOTE:
This graph is based on analysis 016,504,237 recorded winners of large prizes in 140 different lottery games of 24 categories from five
lottery states. The data represents all valid, in-state, centrally-recorded winners in all 140 games in all five states from the time of

each lottery's inception (which ranged from 1971 to 1976) until spring 1981. The analysis was performed by Scientific Games Inc. of
Atlanta, Georgia.
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Wo examined tho data in dotail by individual gamo and by addresses of the many pooplo who actually play stato lottery
convenientgroupings of games, and we examined iton the basis games, the results were the same—namely, "the poor* participate
ofabove-average sales areas in the states. We examined the in the state lottery games at levels disproportionately loss than
data against both the national and the individual statewide their percentage of tho population.
household income distributions. The assertion thatthe poor disproportionately buy state

Regardless of how we looked at this massive (and lottery tickets is only a myth.

essentially complete) data base containing the names and

TABLE 1l

INDEXED HOUSEHOLD INCOME DISTRIBUTION
(Above-Average, Average & Below-Average Areas ol New York State)
17$1 InstantGames

ANNUAL HOUSEHOLD INCOME
(In 1980 Dollars)

Over $34,000- $23,000- $18,000- $11,000- $6,700- Under
$56,000 $56,000 $33,999 $22,999 $17,999 $10,999 $6,700
Above-
Average 105 128 120 99 83 75 75
Average 158 139 109 90 83 75 79
Below-

Average 140 94 81 89 111 116 113



Delaware

STATE: DELW ARE

POPULATION: .6 million

SIZE 4 NATURE OF STATE: 2,057sq. mi.; 70.6% Urban;
Principal industrieschem icals, agriculture, poultry, shellfish,
tourism, auto assem bly, lood processing, transportation
equipment; Percapita income (1985) S 14,337.

LOTTERY: Delaware State Lottery

ADDRESS: Blue Hon Mail, Suite 202
Dover, DE 19901

PHONE: (302) 736-5291
GOVERNOR: Michael N. Castle
DIRECTOR: Otho Brown

OTHER KEY ADMINISTRATIVE STAFF:
Operations S Security Adm inistrator Fred R. Cleaver
Finance 4 Administration: Frank Brown
M arketing & Sales: Ted Manno

TOTAL # EMPLOYEES: 16

ORGANIZATIONAL CHART:

Delaware Slate Lottery

Director
.................... |
Operations/ Finance/ Marketing/
Security Administration Sales

LOTTERY START-UP DATE: FirstSale 10/75

HOW CREATED: By legislative action. Start-up time 7
months; Seed money 5250,000, rjpaid to state in 18 montnr.

GOVERNMENT STRUCTURE:
GOVERNING DEPT: Division ol DepL of Finance

DIRECTOR REPORTS TO: Secretary ol Finance who
reponsto governor.

GOVERNMENTAL RELATIONSHIP: Nocommission
(dissolved 10years ago);
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SALES HISTORY CHART:

FY Gross Sales; Delaware

77 78 79 80 81 82 33 84 85 86

(millions of dollars)

FY 77: 56.3m FY 82:
FY 78: S5.4m FY 83:
FY 79: 512.0m FY 84:
FY 80: S16.0m FY 85:
FY 81: 520.1m FY 86:

REVENUE HISTORY CHART:

Net Revenue to Slate:

77 78 79 80 81 82 83 84

S$25.6m
$30.1m
§33.1m
S.'8.7m
541.1m

Delaware

85 86

(millions of dollars)

FY 76: S2.0m FY 82:
FY 77: $1.9m FY 83:
FY 78: 31.6m FY 84:
FY 79: S4.2m EY 85:
FY 80: S5.6m FY 86:

FY 81: S7.5m

$9.5m
511.0m
S .4.0m
515 0m
$16.7m

PROJECTIONS FOR FYB87:

SALES: Over545 million
REVENUE TO STATE: 517 million

HOW MONEY IS USED:

Distribution of Fund*: D*«wr* Lottery

1% i

GENERAL FUND: 41%
PRIZE FUND: 48%

LOTTERY ADMINISTRATION:
Commissions 8%
Operational expense 3%

RETAILER/AGENT INFO:
# OF AGENTS: 420
# OF ON-LINE TERMINALS: 236
PATs: 2
COMMISSION STRUCTURE: 5% of total sales

AGENT CHARGES: Agentpays fordedicated line and
linechargesof510/week; No bonding requirement.

UOF SALES DISTRICTS: 4

OFFICES: One main office

State Summary— Datanare

» OF SALES/FIELD MANAGERS/REPS: 4

MAXIMUM PAYOUT BY AGENT: InstanlIS50;
On-Line 5599

TICKET DISTRIBUTION: Instantthrough banking
network-on consignment

SUPPLIER INFO:
INSTANT: Scientific Games
ON-UNE: Control Data Corporation
EXPANSION P'-ANS:
Addition of numbers terminals.
Possibility of M ule-State Lotto.

PRODUCT MENU 4 EVOLUTION:

INSTANT: Began 10/75;prizes 521051000;5to 6 games per

year, Lilaofgame 9 weeks; Avg.95,000 ticketpergame; Used to

have grand prize drawing for >1,000 a month for hie butwas
eliminated.

3-DIGIT: Play 3 began 1/78; Mon thruSal

4-DIGIT: Play 4 began 1/80;was 4 times/week, changed to 6
days/w skin 86.

LOTTO: Began 4/83 as 6/30 with Thursday draw;change to Tues

& Fridraw in 3/34; Formatchanged to 6/34 in 11/86.

OTHER: Advance play foroneweek; Easy Pickon 3-,4-and 6-

digil
SALES RANKING: 1.3-Digit
2.4-Digit
Loro
4. Instant
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STATE: NEW HAMPSHIRE

POPULATION: .998 million
SIZE & NATURE OF STATE:9,304 sq. mi.;52.2% Urban;

Principal industnes manufacturing, tourism, agriculture, trade,
mining; Parcapitaincomo (1985)514,308.

LOTTERY: New Hampshire Sweepstakes Commission
ADDRESS: Fort Eddy Road
Concord, NH 03301
PHONE: (603)271-3391
GOVERNOR: John H.Sununu (R)
DIRECTOR: George C.Jones

OTHER KEY ADMINISTRATIVE STAFF:
A sst Director4 Chief Financial Officer: Robert H. Brotherlon
Games Manager;Jam es W imsatt

TOTAL # EMPLOYEES: 57

ORGANIZATIONAL CHART:

New Hapshire Ske Loty

LOTTERY START-UP DATE: Firstsale 3'64

HOW CREATED: FirstU.S. Lottery; enacted by legislative
action

GOVERNMENT STRUCTURE:
GOVERNING DEPT: Independenl agency.

DIRECTOR REPORTS TO: Commissioners, then
Governor

GOVERNMENTAL RELATIONSHIP: Director appoinlod
by 3-memborcommission; commission appointed by Governor.
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Hampshire

SALES HISTORY CHART:

'~ Gross Sales:

77 78 79 80 81

82

Now Hampshire Di

83 84 65 86 87

PROJECTIONS FOR FY87:
SALES: 545 million
REVENUE RETURNED TO STATE: S13million

HOW MONEY IS USED:

ion of Funda: HamapMra Lottery

EDUCATION: 33.5%"

PRIZE FUND: 46%*

LOTTERY ADMINISTRATION: 20.5%*
'‘Average over 23 years.

(millions ol dollars)

FY 77: S9.9m
FY 78:$14.0m
FY 79:S811.0m
FY 80:S12.1m
FY 81:511.0m

REVENUE HISTORY CHART:

Net Revenue to

77 78 79 80 81

State:

82

83

RETAILER/AGENT INFO:

FY 82: S12.3m
FY 83: 513.8m # OF AGENTS: 1,200

FY 84: 517.1m

FY 85: 515.2m # OF ON-LINE TERMINALS: 697
FY 86: S34.3m

AGENT CHARGES:No charges toagentfor
instailation/lino charges; no bonding requirement

COMMISSION STRUCTURE: 5% on sales

Now Hampshire
# REGIONAL OFFICES: Main office A two satellite

offices

84 85 86 87

(millions ol dollars)

FY 75: S4.2m
FY 76:55.7m
FY 77:82.7m
FY 78:S4.0m
FY 79:S3.5m
FY 00:53.7m

FYy 81: 53.0m
FY 82: 53.6m
FY 83: 53.6m
FY 84: SS.6m
FY 85: 54.3m

FY 86: 510.7m

» OF SALES DISTRICTS: 11 sales areas

# OF SALES/FIELD MANAGERS/REP3: 11 Held
reps

MAXIMUM PAYOUT BY AGENT: 5100 lorinstant;
5599 on-line

METHOD OF TICKET DISTRIBUTION: By field reps;
ticketson consignment; no telemarketing butconsidering.

PATe: No

SUPPUER INFO:
INSTANT: Glenoonn (for30 million bckols)
ON-LINE: Scientific Games through 588

EXPANSION PLANS:
No plans.

PRODUCT MENU 4 EVOLUTION:

If.iTANT:Beganin75; Now 10-14 poryear; 1.5 million tickets
pergame; life ofgame 4-6 weeks; Used to have grand pnze draw
butchanged to put funds into low-lier prize struciure.

3-DIGIT: Began9/85;Pick3;6days/wk
4-DIGIT: Began9/85;Pick4;6days/wk

LOTTO: 3egan Tri-Stale M egabucks 9/85 as 6/30 formatwith
ME 4 VT;Changed in 1/86 to 6/36;Satdraw; has subscription
program.
SALES RANKING: 1. Lotto (M egabucks)
2. Instants
3. 4-Digit
4 .3-Digit



Slats Summary— Mains

PROJECTIONS FOR FY87:
SALES: Over S50 million

REVENUES TO STATE: 516.9 (based on 58.483 in6

months)

HOW MONEY IS USED: (basedon FY86)

STATE: MAINE SALES HISTORY CHART:

POPULATION: 1.16 million FY Gross Sales: Maine

ilfi Jx
SIZE 4 NATURE OF STATE: 33,215 sq, mi.;47.5% Urban; D|I|fjbut|0n ot Fund*; Utint Iottery
Princrpal industries manufacturing, services, trade, government,
agriculture, fisheries, forestry; Percapita income (1985)$11.423.

LOTTERY: Maine State Lottery

ADDRESS: State House Station 30

Augusta. ME 04333

PHONE: (207) 289-2081

GOVERNOR: John McKeman (R)

DIRECTOR: H.Alan Timm GENERAL FUND: 30.5%
PRIZE FUND: 51.7%

OTHER KEY ADMINISTRATIVE STAFF: 77 78 79 80 81 82 83 84 85 86 LOTTERY ADMINISTRATION:

Deputy Director. Pamela Coutts
Director of Marketing 4 Agent Relations: Harry Murchin
Field Rep Supervisor Marcia W right-M athieu

Operatingexpenses: 10.2%"
Agentcommissions: 6
Ticketexpense: 1%

(millions of dollars)

FY 77: S6.4m FY 82: $9.7m ~Halfto Maine State Lottery; half to Tri-State
TOTAL# EMPLOYEES: 33 FY 78: S6.8m FY 33: 513.0m

FY 79: S6.6m FY 84:516.0m RETAILER/AGENT INFO:
ORGANIZATIONAL CHART: FY 80: 56.0m FY 85: 516.0m

FY 81: S6.4m FY 86: 538.8m # OF AGENTS: 1.600

# OF ON-UNE TERMINALS: 700 (approx.)

@t&n lfﬂly REVENUE HISTORY CHART:

mo) AGENT CHARGES: Lotterycovers installation and lino

Net Revenue to State: Maine charges; no bonding requirement

COMMISSION STRUCTURE: 8% on instantsales; 5%

8|‘<[ng Slalljfn% onon-line
# OF SALES DISTRICTS: 11 territories
Axaang  TotAcaxmj OjaPrxtaing  UomirQ S

LOTTERY START-UP DATE: Firstsale 6/74

HOW CREATED: Established by legislature and approved
instatewide referendum in 11/73;sales began with SOeweekly
game;Joined with Vermont & New Hampshire in 9/85 to form Tri-
State Megabucks

GOVERNMENT STRUCTURE:
(millions ol dollars)
GOVERNING DEPT: dependentagency butmay be put
under Finance Oept (not finalized)

FY 75: S1.19m FY 81: 51.093m

DIRECTOR REPORTS TO: Governor FY 76 52.610m FY 82: 52.3BSm

FY 77: S1.491m FY 83: 53.694m

GOVERNMENTAL RELATIONSHIP: Director FY 78: $1.593m EY 84: 5 4.516m
appointed by governor;5-membercommission appointed by ey 79: 31'379'_” FY 85: S4.442m
governor, approved by legislature 4 director. Ey 80: s ég6m FY 86 511.845m

Stcto Summary— Malno

# REGIONAL OFFICES: one main olfico
# OF SALES/FIELD MANAGERS/REPS: 11
MAXIMUM PAYOUT BY AGENT: up to5599

METHOD OF TICKET DISTRIBUTION: by field reps;
bckotson consignment; uso telemarketing

SUPPUER INFO:
INSTANT: Scientific Games (ends 6/87-RFP out)
ON-UNE: Scientific Games through 5/88
EXPANSION PUN S:
ON-UNE TERMINALS:as needed, no ceiling

PATs: looking at butno plans

MULTI-STATE: lookingatbutno plans
PRODUCT MENU 4 EVOLUTION:

INSTANT: Began 7/75;6-7 peryear (may increase); 3 million
tickets pergame; life ofgame 8-10 weeks; low-lier prize structure;
Used to havegrand prize lor550.000 buteliminated-sales up
over 100%;

3-DIGIT: Pick3 began 6/80; top prize 5250; M on-Sal
4-DIGIT: Pick4 began 7/85; top prize 52500; M on-Sat.

LOTTO: (Tri-State M egabucks) Began 9/85 as 6/30 format;
changed to 6/35in 1/86;Sat. draw; have subscription.

SALES RANKING:
1. Megabucks (Lotto)
2. Instant'
3.3-Digit
4 .4-Digit
‘Instantgam es have been within 550.000 ol Lotto

Pago 187



District of Columbii

STATE:

POPULATION: .64 million

SIZE 4 NATURE OF STATE: 67sq.mi.;Soatof federal
government: May 1974 voters approved charter giving them tho
rightto electown mayorand a 13-momborcity council; Districtcan
levy own taxes butCongress retains power toveto Council
actionsand approve dty'sannualbudget.

LOTTERY: Districtof Columbia Lottery and
Charitable Games Control B jyd

ADDRESS: 2041 Marlin Luther KingJr. Ave. SE
W ashington, DC 20020

PHONE: (202) 433-6000

MAYOR: Marion Barry, Jr.

DIRECTOR: Executive Director: Bernard Edwards

OTHER KEY ADMINISTRATIVE STAFF:
Executive Assistant: Sylvia M. Kinard
Public Information O fficer: Dana V. Shelley

TOTAL # EMPLOYEES: 94

ORGANIZATIONAL CHART:

Not Available

LOTTERY START-UP DATE: FirstSale 8/82

HOW CREATED: Legislative approval granted 3/81.Start-
up olon-lineone yearlater; Seed money $628,000, repaid inone
month.

GOVERNMENT STRUCTURE:

GOVERNING DEPT: Under Committee On Finance &
Revenue

DIRECTOR REPORTS TO: 5-member Board (D.C.
Lottery & Charitable Games Control Board)

GOVERNMENTAL RELATIONSHIP: Mayorappoints5
membersol D.C. Lottery Board; board reports to Mayorwho
presents budget, legislation to city council, then lo Hill, Chairman
of Finance 4 Revenue Committee oversees lottery; Granted
independent personnelauthority 2/87. Charitable Gam es Division
isresponsible lorlicensing rallies and bingo lor non-profit
organizations.

Pago 180
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SALES HISTORY CHART:

FY Gross Sales: District of Columbia

20

150

50

FY 83:
FY 84:
FY 85:
FY 86:

84

85 86

(millions of dollars)

S 54.1m
$85.6m

$111.

98m

$118.6m

REVENUE HISTORY CHART:

Not Revenue t

FY 83:
FY 84:
FY 85:
FY 86:

$12.0m
$25.2m
$35.4m
S$40.0m

o State: District of Columbia

(millions of dollars)’

PROJECTIONS FOR FY87:

SALES: $123.8 million
REVENUE TO STATE: $38.4 million

HOW MONEY IS USED (Based on FY87):

OUtrlbution of Fund*: DC lottery

GENERAL FUND: 31.0%

PRIZE FUND:51.8%

LOTTERY ADMINISTRATION:
Commissions 5.5%
Advertising ?..9%
Administrative expenso 4.3%
Other 4.5%

RETAILER/AGENT INFO:
# OF AGENTS: 681

# OF ON-UNE TERMINALS: 560

COMMISSION STRUCTURE: 4% on-line sales; 6% on

instant; 3% on cashing tickets

AGENT CHARGES: Lottery pays installation and lino

charges;agentpays$75 bonding fee.

# OF SALES DISTRICTS: structured by existing 8
wards of city

OFFICES: One office

# OF SALES/FIELD MANAGERS/REPS:

6

Sisto Summary— District of Colurbia

MAXIMUM PAYOUT BY AGENT: Upto $599

TICKET DISTRIBUTION: Fourdistrictcontars setup-
handled by 3-memborin-house Inventory Control Dopt; Use
telemarketing; retailorpays up front-modifiod GLEP.

SUPPUER INFO:

INSTANT: Scientific Gamos (renegotiated 3/86 fortwo
years)

ON-UNE: LTE through 12/88
EXPANSION PLANS:

ON-UNE TERMINALS: Currentcontractprovides forup
to 1,000

PAT»: Considering
MULTI-STATE: Lookingat
PRODUCT MENU & EVOLUTION:

INSTANT: Began 8/82;4games poryear; 1.25 million tickets
pergame; Ufaofgame 11 to 12 weeks; Features Fortune W heel-
players use 'entry* ticketsand spin formoney and merchandise.

3-DIGIT: Lucky Numbers began 8/83;6 draws perwk.
4-DIGIT: DC Fourbegan 4/85;6 draws perwk.

LOTTO: Began 4/84 as 5/40 with Wed.drawing; changed to
6/36 Lucky Lottoin 11/85and draws changed to Tuos. 4 Fri. in
10/86; No subscription butconsidering

OTHER: Bogan Daily Double 2-Digit(0-99) game in3/86;6 draws
perwk. Looking atadding low-tierinstantgam es to menu-another
4-5 peryear. Ouick Pick leature on allon-fino gam es.

SALES RANKING: . 3-Digit
4-Digit
Lotto
Instant
2-Digit

th B W e



Slalo Summary— Vermont Slate Summary— Vermont

PROJECTIONS FOR FY8T: MAXIMUM PAYOUT BY AGENT: $100 on instant;

$5990n-lino
Vermont SALES: 524.06 million

REVENUE: $7,078 million METHOD OF TICKET DISTRIBUTION: By field rops

HOW MONEY IS USED*: SUPPUER INFO:

STATE: VERMQNI o i o I
SALES HISTORY CHART: Distribution ol Fundi: VirmoM Lotury INSTANT: Scientific Gam es for 12 million tickets

POPULATION: .54 million

ON-UNE: ScientificGames through5/88
FY Gross Sales: Vermont

SIZE ft NATURE OH STATE: 9,609 sq mi.;33.87, Urban;
Principal industries manulacturing, tourism, agriculture, mining,
government; Percapitaincome (1935)$11,599.

PATa: None

EXPANSION PLANS:

LOTTERY: Vermont Lottery Commission
ON-UNE TERMINALS: Hopeto add more
ADDRESS: PO Box 420 PATa: Desire to test for future use
Route 14

South Bane, VT 05670 . .
MULTI-STATE: Willnotparticipate

PHONE: (802)828-2274 0r800-322-8800 _ _ .
OTHER: Runningtwoinstantgam esatsametime.
. . GENERAL FUND: 27%
GOVERNOR: Madel M. K D
adeleine unin (D) PRIZE FUND: 51% PRODUCT MENU 4 EVOLUTION:

DIRECTOR: James M. Bolton LOTTERY ADMI_NISTRATION: ) )

Goods 4 Services: 14% INSTANT: Began 7/78;changed fall 66 to low-ti'er prize
© 59 structure, no drawings; to nzeS1,000; 8-10 games peryear,

OTHER KEY ADMINISTRATIVE STAFF: Agentbonuses: 5% s . 9 PP . 9 pery

Employee income: 3% 1.2-2.4 million ticket pergame;lifeofgame 4-8 weeks;

Sales Manager: Robert B. Quinlan
Business M anager Harry Seal
M arketing M anager: Tom McGuire

- (millions ol dollars) ‘Based on FY 86

3-DIGIT: Pick3began'8l;6days/wk

Executive Assistant: Carole Lacasse FYy 78: SL7m FY 83: 54.5m RETAILER/AGENT INFO:
’ FY 79: S5.0m FY 84: 55.1m 4-DIGIT: Pick 4 began 9/85; 6 d3ysAvk
: FY 85: S§5.2m .
TOTAL # EMPLOYEES: 22 (including part-time) FY 80: S2.9m # OF AGENTS: 650 _

FY 81: S2.5m FY 86:512.4m LOTTO: Tri-State Megabucks began 9/85 as 6/30;change to

ORGANIZATIONAL CHART: FY 82: S3.8m # OF ON-UNE TERMINALS: 186 6/36 in 1/86;Satdraw; Hassubscription
AGENT CHARGES: Nocharges toagents; no bonding OTHER: Alllotterywinnings free olstate taxes; Advance play

Vermont Lottery REVENUE HISTORY CHART: requirement and Quick Pick features.

COMMISSION STRUCTURE: 5% ofsales; 1% bonus
Net Revenue to State: Vermont

on prizes $500 ormore sold (max S15,000) SALES RANKING: 1. instants
2. Loco (Megabucks)

# OF SALES DISTRICTS/OFFICES: 5 districts; 3. 3-Digit

One main office 4. 4-Digit

# OF SALES/FIELD MANAGERS/REPS: 5 DSRs

LOTTERY START-UP DATE: Firstsale 2/78 (weekly game)

HOW CREATED: Referendum 11/76; Legislative approval
olact

GOVERNMENT STRUCTURE:

(millions ol dollars)
GOVERNING DEPT: State ol Vermont

FY 78: S.729m FY 83:51.117m
DIRECTOR REPORTS TO: Commission FY 79:51.148m FY 84:51.285m
FY 80: S.824m FY 85:51.235m
GOVERNMENTAL RELATIONSHIP: Lotteryclassified FY 81: 5.476m FY 86:5S3.342m
as Agency ol Administration (Governor's office and stall), FY 82: 5.968m

overseen by 5-membercommission appointed by governor;
reportstogovernor’s office on budgetary matters butrelatively
autonomous.



military rules allow, a
Niiardson spokesman said

jsday.

American Tire

Anders Cache

Angel Creek

Big D Bar (Delta Junction)
Box Boy Stores

Badger Rd. Video
Circle M Lounge
Comet Ctub
Community Hdwr.
Co-Op Drug

Cork's Pit Stop
Comerstore (Roger Rd)

Evergreen Bar (Delta Junction)

Fox General Store
Garden Island Party Store
Dale’s Alaska Chevron
Fingertip Today (NP)

litotefefcfe

field, t anning saia. tie saia ne oe-
lieves Cowper will not take a simi-
lar approach to his bill if it passes

TICKETS AVAIIABLE AT:

D & H Liquor Store

E.T.'s Ceramics

49'er Bar

Gold Hil

Gold Rush Saloon

Golden Nugget

Holtfs Music

Hub Liquor
-International Liquor

Jack's Uquor (Delta Junction)
Larry's Barber Shop (North Pole)
Pike’s Landing

Pina Plus

Polaris Lounge

Super Valu Liquor Stores
Super Valu Grocery Stores

Petro Star Convenience Store (North

451-6865

FAIRBANKS

OFFICE IN GAVORA MALL

\

lieVtv
confide
\Y
QTs Lounge

Oaken Keg (Gaffney)
Oaken Keg (College)
Rivervlew Uquor
Ruby's Cafe

Sam's Donut*

SKS Texaco Station
Tsck's Genera! Store
Terry's Uguor
Thrifty Uquor

Valley Center

Pizza Pub

Club 11 (North Pole)
Mike's University Chevron



ECONOMIC IMPACT OF AN ALASKA LOTTERY

HB. 1988

oG,

INOOMVE

INSTANT GAMES $27,500.000
ON-LINE GAMES 27.500.000
INTEREST EARNINGS 80,000

TOIAL RRBNES 55.080.000
GAE EXPENES

PRIZES (50% OF SALES) 27.500.000
COMMISSIONS (5% OF SALES) 2.750.000
TICKET COSTS (1.2* OF SALES) 660,000
ON-LINE CHARGES (3% OF SALES) 1.650.000

TOIAL GME EPENSES 32.560.000
CPERATING EXPENSES

AOVERTISING/PROMO1ION  (2.45 OF SALES) 1.300.000
PERSONNEL EXPENSES (2.25 OF SALES) 1.200.000
SERVICE AND SUPPLIES (1.5* OF SALES) 850.000
DEPRECIATION 120.000

TOTAL CPERATING EXPENSES 3,470,000
NET INCOME $19,050,000

Wp%et&gl ﬁ]sgﬁckﬁtt%‘xnlﬁnanmal plan projected from Oregon Lottery,



ECONOMIC IMPACT OP AN ALASKA LOTTERY

RETAILER COMMISSIONS

On a projected $55,000,000 gross sales and a 5% commission to retailers a total
of $2,750,000 wuould be paid to those retailers. Assuming 275 retailers are
contracted to market lottery products (one retailer for every 2,000 population),

each retailer would receive an average of $10,000 annually.

INSTANT GAMES TICKET EXPENSES

Ticket costs for $27,500,000 (one-half of total sales) would run about $060,000.
These monies would most likely exit the state. Secure ticket printing within
the state would most likely require a higher expenditure, reducing net to the

general fund.

ON-LINE GAMES EXPENSES

On-line charges include lease of on-line terminals and data line charges to the
central computer management system. Lease charges would be negotiated with a

selected vendor and be dependent on the number of terminals used. If we assume
a lease fee of 43 of on-line sales, these charges would total $1,100,000. About

one-half of this amount would exit the state and the other half would be used by
the vendor to staff their Alaska operations, approximately 10 additional jobs.

The remaining $550,000 would pay for data line charges. A portion of this would
be an interagency transfer from the Ilottery agency to the Alaska Telecommunica-
tions Network. The remainder would purchase data communication services from
local telephone companies to connect retailer terminals to local nodes of the

telecommunications network.

ADVERTISING AND PROMOTION EXPENSES

$1,300,000 would be spent for advertising and promotion; TV. 433; Radio, 143:
Printed Media, 103; Point-of-Sale, 123, Production, 103; Public Relations, 103;
and Other, 13. See attached tables for national averages of lottery expendi-
tures for advertising and promotion. All of these expenditures should remain

within Alaska.

PERSONNEL EXPENSES

Staffing the lottery agency would require about 25 employees for a state rhe
size of Alaska. At $50,000 per employee the budgeted $1,200,000 would provide

24 new jobs.

SERVICE AND SUPPLIES

General office expenses, $350,000, would remain within the state. Office 3nd
warehouse space, office equipment, phone, etc. would be provided by this

expenditure.



OREGON LOTTERY
FINANCIAL PLAN
FISCAL YEAR 1988
INSTANT TICKETS
MEGABUCKS
DAILY 4
INTEREST EARNINGS
OTHER INCOME
TOTAL REVENUES

GAME EXPENSES

PRIZES
COMMISSIONS
ON-LINE CHARGE

TICKET COST

TOTAL GAME EXPENSE

GROSS PROFIT
OPERATING EXPENSES
ADVERTISING/PROMOTIONS
PERSONAL EXPENSES
SERVICES AND SUPPLIES
DEPRECIATION

TOTAL. OPERATING EXPENSES
NET INCOME
DI'Sr. TO ECONOMIC

DEVELOPMENT FUND

AMOUNT RETAINED

FY 1988
60,476,389
52,666,438

9,235,963
150,000
18,000

122,546,792

61,273,396
5,871,330
3,959,200
1,477,438
72,581,444
49,965,348
2,942,530
2,672,620
1,927,678
365,754

7,908,582

42,056,766

41,665,909

390,857

FY 1987
64,328,000
30,623,902

2,140,640
'358,296
51,000
97,501,838
48,750,919
4,798,927
2,105,122
1,736,856
57,391,824
40,110,014
2,986,258
2,601,070
1,844,800
384,976

7,847,107

32,262,907

33,359,999

(1,097,092)

INCREASE
(3,851,611)
22,042,536
7,095,325
(208,296)
(33,000)
25,044,954
12,522,477
1,072,403
1,854,158
(259,418)
15,189,620
9,855,334
(43,728)
41,547
82,878
(19,222)

61,475

9,793,859

8,305,910

1,487,949



U.S. LOTTERY RETAIL AGENTS

POPULATION TOTAL# # ON-UNE SALES
STATE (In millions) AGENTS TERMINALS COMMISSION BASE*
ARIZONA 3.2 1,950 1,268 6%
CALIFORNIA 26.4 19,500 6,500 5%
COLORADO 3.2 2,600 0 5%
CONNECTICUT 3.2 3,500 2,000 5%
DELAWARE 0.6 420 236 5%
D.C. 0.6 681 560 6% instant/4% on-lino
ILLINOIS 11.5 8,952 3,249 5%
IOWA 2.9 3,500 1,100 5%
MAINE 1.2 1,600 700 8% instant/5% on-line
MARYLAND 4.4 1,658 1,658 4%
MASSACHUSETTS 5.8 4,700 4,367 5%
MICHIGAN 9.3 8,300 4,000 6%
MISSOURI 5.0 4,550 1,410 5%
NEW HAMPSHIRE 1.0 1,200 697 5%
NEW JERSEY 7.6 4,100 4,100 5%
NEW YORK 17.8 10,393 4,400 6%
OHIO 10.7 6,600 3,800 5%
OREGON 2.7 2,400 1,200 5%
PENNSYLVANIA 11.9 9,000 3,000 5%
VERMONT 0.5 650 186 5%
WASHINGTON 4.4 3,900 930 5%
WEST VIRGINIA 1.9 2,527 780 5%

General Notes
*« Does notinclude incentive programs or cashing fees
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26 Gaming & Wagering Business June 1987

INCENTIVE PROGRAMS PROLIFERATE

Lottery agents continue to cash in on commissions

Lottery agents continue to cash in on
the lottery frenzy sweeping the conti- Table 1 U S & C ana d i an Lotte r i es -
nent. ) )

In fiscal 1986, total com missions paid Commission and bonus plans
to the 144.444 North American lottery
agents amounted to US$779.5 million,

which represented 5.5 percent ofthe in- FY '88 %

dustry's total sales. Sale* Commit- of
(Separately, the 23 U.S. lotteries paid OfT-line On-line Total Com- Additional lona FY '86
out $660.3 million in com missions, the Lottery Agents Agents Agents mission Bonus (SM) salex
five provincial lotteries C$159.6 million Arizona 735 1,275 2.010 8% 1% quota bonus s 73 6.0%
or U.S.$119.2 million.) California 19.070 5,315 24.385 5% 1/2% of top three tier 83.3 5.1%
Inthe U.S., the agentsearning the big- !otto prlz.es. $1,000+
. . . instant tickets
gestcut of the pie operate in Arizona, Colorado 2.700 - 2.700 5% 1% sales bonus (1) 6.5 6.0%
M aine, M ichigan, Now York and Rhode Connecticut 1,750 1,975 3,725 50 Bonus plan for high 212 4.9%
Island, where com missions average be- tier instant v/inncrs
tween 6 and 8 percent of sales. (See Delaware 179 238 415 5% 2% bonus for $100+ winner 2.0 5.0%
table 1.) 1% bonus if exceed
In Canada, agents com missions are average payout
D.C. (1) 99 580 679 4-8% 3% redemption: 1% for 6.3 5.3%

higheron the average (about 8.1 percent

of sales) than their counterparts in the selling winning lotto

jackpot ticket

U.S. because commission structures inoi
0 0 i

vary by game. W hile on-line agents nots 5.562 3.382 8.944 5% 1_/0 fo.ranyflcket es.a 5.1%
typicall 5 t issi winning ovi; $1,000

ica earn a 5-percent commission
yp y P X lowa 2,253 1,050 3.303 5% 1% for selling winning 4.4 5.4%
for sales, the rate for the national pass- lotto Jackpot winner
ive games is set at 8 percent for the S10 M aine (2) 1,000 700 1,700 5-8% Bonus for selling 2.6 6.6
Super Loto ticket, 10 percent for tho S5 winning tickets
Provincial ticket. Commissions also M aryland 1.887 1,887 4% 3% redemption: S1 for 38.5 5.1%

each orocessing claim
for 600+ prizes
M assachusetts 895 4,487 5,382 5% 1% redemption: 1% For 64.0. 5.6%
selling winning lotto
jackpot ticket

vary for provincial passive games and
instant tickets.

Lotterios license a wide variety of
retail outlets to sell lottery tickets, in-

cluding fruit and vegetable markets, L
) M ichigan 5.083 3.117 8.200 6% 2% redem ption 67.0 6.7%
snack bars/mass merchandisers, sport- . .
’ . M issouri 3.800 1.400 5.000 5% 1% quota bonus for 115 5.8%
ing good stores, nurseries, arcades,
X Instant sales
travel agencies and racetracks. New Hampshire 525 734 1.259 5% Bonuses Forselling 1.7 5.0%
In Canada, non-profit associations winning instant and
and mobile ticket sellers also hawk on-line sales
tickets. The free-standing lottery kiosk, New (ersey - 4.209 4.209 5% 1% redemption 53.0 5.3%
a fixture in Canada, generates substan- New York 6.030 4.248 10,276 6% None 79.0 6.0%
tial sales in m alls. O hio 2.700 3.800 6,500 5.5% .5-1.5% redemotion 51.7 5.5%
Altogether, 111 North Amorica there Oregon 1.140 1.160 2.300 5% 1% redemption 4.7 5.3%
0
are 24,914 grocers, 34,061 convenience p | . 8.000 3.000 9,000 :O/A’ PAT
ennsylvania s , s .
stores. 13.048 liquor stores, 8,538 res- y ’ Quota bonuses for 68.7 5.2%
dt 4435 tand instant sales
taurants an ave_fns: , newsstands, Rhode Island (3) 450 850 1,100 5-8% 1% for off-line ticket 4.1 7.2%
14.292 drug/variety stores, and 2.408 winning over $1.000
tobacconists selling lottery tickets. (See Vermont 869 189 858 5% 1% for any ticket 6 5.0%
tables 2 and 3.) winning over $500
The sales contribution by type of W ashington 2.880 937 " 3.817 5% “Ask for Sole" bonus 9.2" "5 10
agent varies significantly, as illustrated W est Virginia 2,127 780 2,907 5% 1% forany ticket 2.6 4.9%
in table 4 (page 28). winning over $500
Total 85,447 44,909 110,358 $660.3 5.5%
Incentive programs
W hile lotteries typically do not C anadian L o tteries
change their sales com mission, it is not
uncommon forspecial bonuses to be in- Atlantic 2,185 1,508 3,693 5-10% 1% for any ticket s 8.7 5.7%
stituted to hike sales. winning ovor $10,000
In 1987, agentincentive programs are $.10 for cashing
expected to proliferate as lotterios seek 8. Columbia 810 2,025 2,835 5-10% None 17.6 5.3%
new ways to arrestdeclines in maturing
products. Loto-Quebec 8,091 4,057 12,148 5-10% 1% for any ticket 48.0 5.4%
Currently, sales bonuses tied to winning over $1.000
agents achieving higher sales quotas O ntario 8.073 4.000 12073 5.10% X
are found only in three states: Arizona, ’ ) ' ’ ’ 1% f?r any ticket 658 6.9%
Col P d M . winning over $10,000
olorado an |ssour|.. SLOOG bonus for
More popular by far is the 1-percent lackpot. $500, 2nd tier
bonus given out to the agent who sells lotto ticket
the winning lotto jackpot ticket or high- W estern 1678 1.881 3.539 5-10% 2% redem ption 19.4 6.1%
tier instant ticket. Eleven North Ameri-
Total 20,837 13,451 34.088 $159.8 8.1%

can lotteries offer this type of bonus.

Critics of the prize bonus, however,
(1] D.C pap 4% form *llm wko. ** for lamai u

contend that it does not reward the (2) Mddm S% for oa+Jlaa uIn. 1% for InMaat u In
hard-working agent, but rather the (3) IKoti* filad pajm  for oa-ilao m lcs. 2% far lotlaal m Im

lucky one. Consequently, many mature
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lotterlea are considering incontive pro-
grams to hike sales.

M arketing experts say Incentive pro-
gram s tied to sales motivate tho agont to
push tho product through the distribu-
tion channel. W hile lotteries can try to
repositioning the

rejuvenate sales by

product or changing the prize struc-
ture. without concrete retailor support,
sales will not improve.

The problem with paying quota bo-
nuses in money to agents, directors feel,
isthat they get disillusioned orannoyed
if they don't meat their quota the next
month. Merchandise awards serve as a
constant reminder of the lottery's role
in an agent's business.

Recently, tho Michigan lottery be-
came the first state to institute an incen-
mer-

tive program where agents win

chandise exceeding salos
quotas for its 3-digit and 4-digit games.

The first in a series of four eight-wezk

prizes for

incentive programs to run in fiscal
1987,
volve agents earning five award points

for each dollar sold over their weekly

these numbers promotion' in-

sales goal.
Award

week to an

credits are deposited each

agent's “award bank ac-
count" Points can be redeemed at any
time or accumulated over ail four pro-
motions for larger value prizes. There
are seven award collection levels, with
merchandise ranging from calculators
to 35-milllmeter cameras.

Before the promotion's start-up, the
Dally 4

over the

lottery's sales were averaging
previous

D aily 4

9.5 percent year.

Since the program’s start-up.
sales are up 20.7 percent
Apparendy, these numbers have also
impressed lottery executives elsewhere.
According to a recent Gaming fr W ager-
ing Business survey, 10 North American
lotteries are contem plating merchan-

dise/cash incentive program in fiscal
1988. It should be a good year for lot-
tery agents. — T. La Fleur

fTable 4 is on page 28)

W here they're so ld

in N orth A m erica

Convenience stores 34,061
Grocers 24,914
Drug/variety 14,292
Liquor stores 13,048
Restaurants, bars 8,536

Newsstands 4,435
Smokeshops 2,408
Other* 42,750
TOTAL ’ 144,444

‘includes gas staUons, racetracks, bow-
|srtg alleys, beauty shops and specialty
0res.

T able 2

D
Lottery Grocer*
Arizona 470
California 983
Connecticut 170
Delaware 24
D.C 75
llinois 812
lcwa 385
M aryland 104
M assachusetts 431
M ichigan 1,184
M issouri 504
New Jersey 513
New York 1.089
O hio 1,388
Oregon 213
Pennsylvania 830
Rhode Island 101
W ashington 177
W est Virginia 148
Total 9.382
% of total 21.6%
AU antic 30
B.C. 43
Loto Quebec 755
Ontario 392
W estern 43
Total 1,202
% of total 9.4%

strib u

Conven-
ience
Store*

837
1,844
885
57
122
] 070
534
387
1,777
935
5B0
448
0
458
574
435
142
810
465
11.374
28.3%

739
1.179
1,728
1.200

758

5,804
41.7%

.7~ Pl )
Qaming .*Wugcring Business

None

t] Nodm available for Maine. New Hempahir* or Vermont
3) New York groupa convenience atom and grocer* lot*<bar
3] Clauifled aa bov*r«ge dUtnburor
41 Other include* kioak category. Percenlage of agent network: 9.C. (7.8%): LotoQuebec (4J%| Ontario |7.3%l: Wetitrn (7 3>|

T able 3

D
Lottery Grocer*
Arizona 137
California 4,245
Colorado 466
Connecticut 529
Delaware 27
D.C. 28
Illinois 1,724
lowa 498
M issouri 812
Ohio 378
Oregon 298
Rhode Island S3
Vermont 408
W ashington 580
W est Virginia 374
Total 10.352
% of total 22.5%
Atlantic 109
B.C. 8
Loto-Quebec 2,808
O ntario 969
W estern 44
Total 3.938
% of total 19.1%
NUK

istrib u
Conven-

ience
Store*
375
3.299
941
410
81
20
687
834
1,260
540
507
138
174
1,415
742
11,383
24.8%

1.158
231
2.308
1.372
659

5.727
27.7%

11 No ofNine agents in New Jersey or Maryland
21 No dila available for Maine. MasMChusetis. Michigan. New Hampshire. New York or Pennsylvania

tio n o

ff-line A gen

agemnts by

Liguor Restaurant/ News-
Stores Tavern* stands
53 34 63
3,217 1.404 0
540 115 0
509 39 95
48 30 0
17 3 10
812 834 195
45 288 0
382 313 11
162 135 27
84 113 2
53 53 2
20 0 0
240 321 159
118 88 20
6,080 3.788 583
13.2% 8.2% 1.3%
v.diiduiau
0 2 219
0 16 42
0 485 0
0 0 0
0 63 0
0 507 261
0.0% 2.7% 1.3%

O n-line A gen
tio n o agents by type of
Uquor Restaurant/ New*- Drug/
Stores Tavern* stands Variety
87 41 21 8
1,583 202 5 292
535 69 209 154
9.1 0 19 12
244 23 23 6-1
643 189 145 372
20 25 0 39
819 188 33 258
1,005 153 247 431
581 25 0 405
112 42 0 42
0 1919 430 513
373 281 1.373 0
722 380 152 418
44 15 2 43
185 213 288 281
185 70 22 99
6 68 29 47
9 17 13 29
8,968 3.921 3.013 3.485
16.1% 9.1% 7.0% \0 %
ae- _ mM -
c& Cii3Q L o tteries
0 30 168 483
0 18 7.00 188
0 195 0 211
0 0 212 1.420
0 41 0 564
0 282 578 2,884
0.0% 2.1% 4.3% 21.3%

ts

type o f

Drug/
Variety
35
1.499
488
149
2
14
373
115
108
182
18
47
20
168
166
3,338
7.3%

L uiw rtca

631
20
316
3.391
247

4.605
22.3%

~5™rr

u siness

Smoke-

shop* O ther

10 10

11 415

105 4?

3 25

0 29

0 545

0 67

0 100

0 444

6 0

0 nz

290 96

0 1,130

304 0

0 268

39 969

9 41

0 0

0 99

777 4.397
1.8% 10.2%

0 60

0 399

787 402

0 776

174 281

941 1.918
7.0% 14.3%

Smoke-

shops O ther
IS 24
0 5.406

0 171

0 21

2 9

1 9
128 1.029
0 470

0 914

0 1.296

1 137

2 101
47 0
0 0

0 821
190 10,216
0.4% 22.2%
66 0
0 293
324 1.853
0 2,341
105 560
494 5.047
2.4% 24.5%

Total
Agents

1.285
5.313
1.975
236
580
3.382
1,050
1,687
4,467
3.117
1.400
4.209
4.246
3.800
1.160
3.000
650
937
780

43.296

1.50
2.023
4.057
4.000
1,861

13.449

Total
Agents

735
19,070
2.700
1.750
179
99
5582
2.253
3,600
2.700
1.140
450
689
2.880
2.127

45.914

2.185

610
8.091
8.073
1.878

20.637



(continued from previous page}

Sales Contribution by Type of Agent

Table 4
(% of sales)
u .s I. Lotteiries
Convenience Retail Restaurants/
Grocer* Store* Liquor Store Taverns Newatand* Drug/Variety Smokeshops Other
Off-line On-line Off-line On-line Off-line On-line Off-line On-line Off-line On-line Off-line On-line Off-line On-line Off-line On-line
Arizona 34.7% 45.0% 48.1% 43.5% 3.1% 3.3% 2.4% 1% .1.5% 4.9% 5.9% 3% 1.2% 1% 3.1% 1.8%
California 38.0 17.8 20.0 37.3 14.1 30.1 3.5 25 — — 5.9 5.1 — .3 10.4 6.3
Colorado 38.2 — 37.5 — 8.8 — 1.6 — — — — — — — 10.7 —
Connecticut 28.1 10.3 23.4 34.7 29.1 27.1 2.2 3.5 5.4 15.9 8.5 7.8 — — 1.2 2.4
Delaware 9.0 8.1 57.0 18.7 21.0 41.3 10.0 — — 13.0 1.0 5.4 — 1.8 2.0 11.9
D.C. . 20.0 10.0 10.0 7.0 20.0 80.0 5.0 3.0 10.0 2.0 20.0 5.0 — — 15.0 13.0
Illinois 24.3 19.9 21.0 20.6 10.8 20.3 12.0 5.6 3.0 3.8 3.9 8.9 — ° 25.2 20.9
lowa 39.2 50.0 40.8 40.4 1.5 1 6.4 1.4 — — 2.4 2.7 — — 9.8 5.4
Maryland - 6.7 - 20.9 - 39.5 - 10.1 — 2.1 — 15.8 ' — ‘ — 4.9
M assachusetts — 10.6 — 38.9 — 25.1 — 2.2 8.5 — 7.7 — * - 7.0
Michigan -— 60.0 — 20.0 — 12.0 — 4 — — - 7.0 - .8 — —
M issouri 28.4 36.0 43.0 42.0 7.7 8.0 55 3.0 A4 — 2.0 3.0 — — 13.0 8.0
New Jersey — 10.1 — 13.2 — — — 40.2 — 14.1 — 11.6 — 8.3 — 2.5
New York 39.2 25.6 I i 7.7 8.9 6.3 6.6 22.3 32.3 - - : > 24.5 28.6
Ohio 30.0 34.0 15.0 11.0 17.0 20.0 10.0 8.0 5.0 6.0 10.0 13.0 — — 13.0 8.0
Oregon 28.1 18.4 44.5 49.5 5.0 3.8 9.9 1.3 2 2 1.6 3.7 A — 12.0 23.1
Pennsylvania 18.7 — 13.0 — 8.2 — 5.9 — 12.8 — .+ 838 - 1.8 - 32.8
W ashington 40.1 18.7 36,8 64.9 9.2 .5 8.8 6.0 1.0 3.4 4.3 « 59 - - 1.2 .6
West Virginia 19.6 18.0 53.8 62.0 2.1 7 2.1 1.4 1.4 2.2 5.5 3.5 - - 5.2 3.6
Canad ian Lot ;teries
Atlantic 2.0 1.0 50.0 50.0 . 12.0 11.5 31.4 33.2 4.% 4.(‘
B.C. 9 1.4 16.7 3B.5 - - I.I 4 2.8 12.9 1.3 8.7 77.2 38.1
Loto-Quebec 32.3 12.9 30.2 35.5 — - 8.3 8.2 — - 4.2 4.6 4.1 4.6 20.9 36.2

Ontario 9.0 . 17.0 22.8 — — — — 36.5 38.8 - 37.5 31.1

7.3
V\Tastirnrﬂ ||8 2"% |- 1|7| maiZ - 279 — - 4.0 1.2 6.8 9.5 14.1 27.9 33.0 31.8
*

*
¥



THIRD ANNUAL ADVERTISING REPORT

Lottery ad

Advertising expenditures for tho 23
U S. lotteries should top S156.4 million
in fiscal 1987. a 26.4 percent leap over
fiscal 1988. However, established lot-
terios are holding down their budgets as
sales flatten out.

Iri Canada, the five Canadian lotteries
spent CS51 million on advertising, up
3.3 percent from the previous year. Fis-
cal 1987 lottery sales are expected to hit
CS3.3 billion, a 27.4 percent jump over
th previous year.

Sales for the U.S. lotteries are esti-
mated at S12.4 billion, a jump of 2.8 per-
cent from last year's S12.1 billion. In
Canada, fiscal 1987 sales are projected
at CS3.3 billion, up from S2.6 billion in
fiscal 1986 (see table 1),

Taken together, advertising repre-
sented 1.26 percent of sales for the U.S.
lotteries. 1.52 percent for the Canadian-
lotteries.

Table 1 also shows that advertising
expenditures grew at a faster pace than
sales for 12 state lotteries. Four lotteries,
reduced fiscal 1987 ad budgets over the
previous yean Colorado. District of
Columbia. Washington and Ontario.

Television continued to account for
the lion's share of the lotteries' advertis-
ing budget. In fiscal 1987, the U.S. lot-
teries allocated 42.6 percent of their
budget to TV. the Canadians 37 percent
(see table 2|.

Among the U.S. lotteries, radio came
in second at 13.8 percent, while point of
sale was third, with 10.4 percent. In
Canada, printed media is the second
most favored advertising vehicle, with
the lotteries allocating 19 percent of
their budget. Radio came in third, at 13
percent.

Table 2 also lists the actual dollar
breakdown by lottery on advertising
cost for five key media, plus produc-
tion. drawings and public relations ex-
penditures.

Also new to Coming & Wagering Busi-
ness' third annual advertising report is
the allocation of advertising dollars by
product category. The breakdown in
fiscal 1987 was as follows: instant (40
percent!. 3-digit (9 percent!. 4-digit (2
percent), lotto (35 percent!, other (9 per-
cent!. Six percent of the budget was ear-
marked for corporate advertising (see
table 3|.

Because of the large sales contribu-
tion from passive gam-s. the Canadian
lotteries earmark 50 percent of their
advertising budget for this category.
Lotto comes in second, at 27 percent:
instant, third, at 22 percent.

Advertising budgets includes miscel-
laneous point-of-sale, drawing costs,
market research and public relations
expenditures. No cost breakdown was
available from ihe Arizona. British Col-
umbia. Michigan, and New jersey lot-
teries.—T.La Fleur

budgets r

T able 1

Lottery

Arizona
California
Colorado
Connecticut
Delaware
D.C.

Ilinois

fowa

Maine
Maryland

M assachusetts
Michigan
Missouri
New Hampshire
New jersey
New York
Ohio

Oregon
Pennsylvania
Rhode Island
Vermont

W ashington
West Virginia

Total

C an

Lottery

Atlantic
B. Columbia
Loto-Quebec
Ontario
W estern

Total

T able3

Lottery
Atlantic

B.C.
Lotto-Quebec
Ontario

W estern

Total by game

ema.i

U .S.

dian

C anadian

Instant
1.01
0.51
4.33
3.50
0.59

S$9.94
22%

n flat

L otteries'

Proj.
FY 87
Sales

S 130.0
1.415.0
120.0
480.0
45.0
125.0
1,400.0
N/A
50.0
756.8
1.245.0
1,000.0
206.0
45.0
1.100.0
1.465.0
1.035.1
116.0
1.330.0
57.5
20.0
183.5
81.0

512,405.9

L otteries7 A dvertising E x

Proj.
FY 87
Sales

S 200.0
450.0
1.000.0
1.255.0
444.8

53,349.8

3-digit
Numbers

0.20

S0.20
*14%

L otteries:

in fiscal "87

A dvertising
Fiscal 1987
(S in millions)

Proj. Adv. Adv.
FY 87 as % of budget
Adv. FY 87 per
Budget Sales capita
S 4.50 3.46% S1.42
35.30 2.49% 1.35
4.70 3.92% 1.46
4.50 0.94% 1.42
0.50 1.11% 0.81
3.60 2.88% 5.77
12.94 0.92% 1.12
N/A N/A N/A
0.73 1.45% 0.62
5.00 0.66% 1.14
10.80 0.87% 1.86
12.22 1.22% 1.34
11.90 5.78% 2.36
0.58 1.28% 0.58
4.50 0.41% 0.60
15.70 1.07% 0.88
10.40 1.00% 0.97
2.00 1.72% 0.74
8.70 0.65% 0.73
0.45 0.78% 0.46
0.35 1.74% 0.65
3.13 1.71% 0.71
3.90 4.81% 2.01
S156.40 1.26% S1.15

(C$ in millions)

Proj. Adv. Adv.
FY 87 as % of budget
Adv. FY 87 Per
Budget Sales Capita
S 6.64 3.32% S2.88
3.20 0.71% 111
14.15 1.42% 2.15
20.20 1.61% 2.23
6.85 1.54% 1.52
S51.04 1.52% S2.01
A dvertising D ollars
(CS millions)
4-digit
Numbers Lotto Corporate
0.31 1.05 0.24
— 1.50 -
- 2.55 -
- 6.50 -
— 0.70 —
S0.31 S12.30 S0.24
1% 27% 1%

penditures

by

E xpenditures

% chg.
in ad
budget
'88 to
'87

14.5%
52.8%
-10.5%
28.9%
11.1%
-16.3%
43.8%
N/A
7.4%
42.2%
2.9%
19.2%
210.7%
32.2%
4.7%
7.0%
4.0%
42.9%
2.4%
11.1%
64.5%
- 8.5%
85.7%

26.4%

(FY 1987)

% chg.
in ad
budget
'86 to
'87

24.8%
6.7%
2.6%

-7.8%

27.4%

3.3%

G am e

Passive
2.07
1.18
7.10
9.00
3.25

$22.60
50%

% chi
in FS
sales
'86 fc

7.5
-19.8"
10.2'
11.9'
10.0%
5.4'
6.4°|
N/A
28.9°1
5.4°
9.8°
0.1°
-0.5°
34.3°
11.1°
11.2%
9.8°
30.9*
0.7%
I 1%
51.3"
1.3%,
52.8%

2.8*.

% chg.
in FY
sales
'86 to
'87

31.0%
36.3%
13.2%
32.5%
40.0%

27.4%

Total
4.63
119

14.18
19.00
4.54

S45.59



Table 3

Table 2

Lottery

Arizona
California
Colorado
Connei..:cut
Delaware
D.C.

Illinois
Maine
Maryland

M assachusetts
Michigan
Missouri
New Hampshire
New Jersey
New York
Ohio

Oregon
Pennsylvania
Rhode Island
Vermont

W ashington
West Virginia

Total
% of total budget

Lottery

Atlantic
8.Columbia
Loto-Quebec
Ontario
W estern

Total
% of total budget

U.S. Lotteries: A dvertising
(S millions)
3-digit -t-digit
Lottery Instant Numbers Numbers Lotto
Arizona 1.24 - - 1.98
California 16.75 — - 16.75
Colorado 4.10 — —_ —_
Connecticut 1.46 0.81 - 2.29
Delaware N/A N/A N/A N/A
D.C. 0.80 - - 0.90
Ilinois 2.60 0.40 — 1.30
lowa N/A N/A N/A N/A
Maine 0.27 0.09 — 0.07
Maryland 1.50 0.80 —_ 0.80
M assachusetts 3.70 2.10 - 3.80
Michigan 3.30 1.70 1.20 2.50
Missouri 5.10 0.95 — 3.06
New Hampshire 0.10 0.05 0.05 0.05
New Jersey 0.31 0.61 1.11 1.31
New York 3.81 3.77 — 5.97
Ohio 2.30 0.78 - 2.30
Oregon 1.14 — - 0.86
Pennsylvania 4.21 0.70 0.07 2.70
Rhode Island 0.34 - — 0.11
Vermont 0.24 0.03 0.03 0.01
W ashington 1.20 3.19 - 1.65
West Virginia 1.80 0.15 — 0.90
Total by game S5S5.07 S13.12 $2.48 S49.30
40% 9% 2% 35%
U.S. L otteries' A dvertising A
Printed
TV Radio Media Billboards Outof Homel POS
(SM) (SM) (SM) (SM) (SM) (SM)
28% 126 12% 0.54 14% 0.63 7% 0.32 2% 0.09 9% 0.41
50% 17.65 11% 3.88 3% 1.06 2% 0.71 2% 0.71 11% 3.88
24% 113 21% 0.99 5% 0.24 _ _ - —  10% 0.47
32% 142 41% 185 19% 0.87 8% 0.36 — - - -
— - 71% 0.36 26% 0.13 3% 0.02
39% 140 17% 0.61 10% 0.36 - — — — 10% 0.36
34% 439 11% 1.35 6% 0.77 11% 1.35 — — - -
53% 0.38 — — 3% 0.02 — — — — 6% 0.04
47% 235 15% 0.75 10% 0.50 - - - - 6% 0.30
63% 6.75 — - - - - - - - 13% 1.35
47% 573 23% 2.81 8% 0.98 — — — — 18% 2.20
35% 351 1% 0.13 30% 3.07 - - — — 7% 0.68
30% 0.17 15% 0.09 15% 0.09 10% 0.06 5% 0.03 5% 0.03
35% 158 22% 0.99 21% 0.95 - - 3% 0.14 — -
46% 7.22  14% 2.20 7% 1.10 — — 3% 047 24% 3.77
42% 437 23% 239 12% 1.25 8% 0.83 — 0.00 7% 0.73
16% 0.32 28% 0.56 12% 0.24 1% 0.02 - - 9% 0.18
53% 4.61 5% 0.44 18% 1.52 8% 0.71 — — 18% 1.57
30% 0.14 10% 0.05 9% 0.04 8% 0.04 3% 0.01 18% 0.08
23% 0.08 18% 0.06 — — — — — — 21% 0.07
37% 114 31% 0.97 4% 0.12 — — — — 2% 0.06
25% 0.98 15% 0.59 5% 0.20 — — — — 4% 0.14
S86.58 S21.59 S14.12 54.41 S1.44 $18.30
42.8% 13.8% 9.0% 2.8% 0.9% 10.4%
C anadian L otteries' A dvertising
Printed
TV Radio M adia Billboards Outof Home POS
(SM) (SM) (SM) (SM) (SM) (SM)
26% 1.74 4% 0.25 35% 2.30 4% 0.25 4% 0.28 10% 0.64
43% 138 24% 0.77 0.00 7% 0.22 — — 8% 0.26
54% 7.61 12% 174 15% 2.18 - - - - 7% 1.00
27% 5.45 13% 2.63 25% 5.05 4% 0.81 — — 4% 0.81
38% 2.62 19% 1.29 1% 0.09 10% 0.68 — — 4% 0.27
S18.80 S6.68 S9.62 S1.98 S0.28 S2.98
37% 13% 19% 4% 1% 6%

D ollars

Corporate
0.29

N/A
0.20
1.90
N/A
0.15
0.65
0.80

0.49
0.10
0.90
0.47
2.50

0.03
0.10

58.58
8%

Ilocation

Production
(SM)
28% 1.26
9% 3.18
8% 0.38
17% 0.61
35% 0.25
16% 0.80
21% 2.27
14% 1.40
10% 0.06
10% 0.45
9% 0.93
17% 0.34
10% 0.05
22% 0.68
10% 0.39
S13.03
8.3%

by G am e

Other

0.60
N/A
0.20

1.70
N/A

0.25
0.40
3.40
2.56
0.20
0.27
1.88
0.37

1.03

0.15

$13.02
9%

Drawings

(SM)
0.71
0.19

A llocation

Production

(SM)
1.18
0.58

18%
18%
2.02
0.89

10%
13%

S4.67
9%

Drawings
(SM)

4%
12%
6%

0.60
2.42
0.44

S3.46
7%

Total
3.50
33.50
4.70
4.50
N/A
2.10
7.90
N/A
0.58
4.00
10.80
12.10
12.16
0.50
3.40
15.70
8.25
2.00
7.67
0.45
0.34
3.14
3.00
S140.30
Public
Relations Other TOTAL
(SM) (SM)
- — — - 4.50
5% 1.77 5% .77 35.30
11% 0.52 15% 0.71 4.70
— — — — 4.50
0.50
7% 0.25 — - 3.60
2% 0.28 14% 1.78 12.94
3% 0.02 — - 0.73
1% 0.05 4% 0.20 5.00
3% 0.27 2% 0.16 10.80
3% 0.37 3% 0.01 12.22
13% 1.30 —_ - 11.90
5% 0.03 5% 0.03 0.58
1% 0.05" — — 4.50
- - 6% 0.94 15.70
_ - 6% 0.61 10.40
17% 0.34 — - 2.00
- - - - 8.70
9% 0.04 —_ _ 0.45
10% 0.03 13% 0.05 0.35
2% 0.05 3% 0.08 3.13
10% 0.39 17% 0.64 3.90
S5.76 S6.98 S156.40
3.7% 4.5%
Public
Relations Other TOTAL
(SM) (SM)
- - — — 6.64
— - — — 3.20
- - 1% 1.00 14.15
- - - - 0.2
5% 0.37 3% 0.20 6.85
S0.37 S1.20 51.06
1%
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Jersey’s Gambling: Too Much ofa Bad Thing?

HyJOSEPH F.SULLIVAN

The booming lottery business

Trenton
H EGALIZF.D gambling in New Jo t-
® scy lias generated more lIlian
ijj J4 billion in stale revenues
"M over Hie lasi 17 years, hul

there is n growing sense of alarm
about ilssocial effects.

These concerns arc being raised
even as the stale looks to gambling

for additional revenues. The New
Jersey Lottery Commission started a
new lotto game two weeks ago — 1lIs

fourth. Meanwhile, many experts say
compulsive gam bling Isincreasing.

"We have to decide to what ex-
tent we are willing to be addicted,”
said Assembly Speaker Charles L.

Hardwick, Republican of W estfield,
who sponsored the bill creating the
Governor’'s Advisory Commission on
Gambling. "W e still have not taken
the necessary steps to ensure that
gambling Is carried on in a socially
X . 70 71 72
responsible way.

In 1970, New Jersey w as the first ( )
stale In (lie country lo offer a lottery
that allowed playersto pick numbers,
as they do in lllcgnl numbers games.
Now 20 other states — twelve since
1982 — the District of Columbia.
Puerto Rico and the Virgin Islands
have similarnumbers lotteries.

New Jersey's lottery operation, Including its ruboff
card games, arc cxpcclcd to contribute S4B0O million to
the stale treasury thisyear. In addition, Hit state is home
lo Il gambling casinos in Atlantic City thi t took in 52.5
billion last year and five horse tracks that supplement

their racing cards with simulcasting, a system that al-
lows helling on races at out-of-slale tracks.
Hut some officials arc questioning the Impact of

gambling and the wisdom of further expansion. The deci-
sion by lottery officials to sinrt the new gam e raised pro-
tests from state Senate President John F. Russo, Demo-
crat of Toms River, and Arnic W cxlcr, director of lhe
Council on Compulsive Gambling, a nationwide, non-
profit organization devoted to helping people with gam -
bling addiclions.

Mr. Russo called fur the resignation of the lottery's
executive director. IInrbarn A. M arrow, snying she "ap-

Number of states
with lotteries

parcntly is too busy schooling how to squeeze more
money out or the working men and women of this stale to
worry about social responsibility.”

Ms. M arrow denies that lhe now game, the first in
seven years, "'represents overkill or an abandonment of
social responsibility.” She noted that New York offers

.five numbers games and Pennsylvania, four — “the
Isanic number that our new lotto game gives us."
When legalized gambling is proposed il is often

linked lo some worthwhile public purpose. For example,
INew York Gov. Mario Cuomo died the additional S29
‘million that would be generated for state education pro-
grams when he recently proposed a new m ultistalc lot-
tery. In New Jersey, ail 8 percent lax on casino revenues
is designated for programs for (he elderly and disabled.
The (ax has raised about $1 billion, including 5200 million
during 1987. In addition, the casinos must contribute 1.25
percent of their income fur 25 years to a fund that will

/

support redevelopment projects
In Atlantic City and across lhe

stale. The fund Is cxpcclcd to
gross more than $1.5 billion.
Il is tills love-hale relation-

ship between New Jersey and
gambling that the Advisory Com-

lo examine,

mission Is expected

reporting Ils recommendations
by June. Among the divergent
proposals the commission will

consider are an industry request
for 24-hour gambling, and, from
the oilier side, requests to curb
gambling advertising and lo pro-
vide more funds for trcutmecnt of
gambling addicts and for educa-
tional programs qgn gambling's

dangers.

The Council on Compulsive
Gambling estim ates there arc 12
million gam bling addicts nation-
wide and 400,000 in New Jersey.
Last week, for example, lhe 18-
ycar-old daughter of an Atlantic
City police detective was sen-
tenced to one year’s probubllon
and ordered lo undergo treat-
ment fur gambling addiction
after being convicted of violating
a slate law Hint prohibits belling
by minors. The woman, Debra
Kim Colton, had begun gambling
whenshe was 16.

Mr. W cxler said the percentage of calls the council
receives from lotto players Is rising. From January lo
June of lasiyear, 19 percentofthe calls were from people
who had gone overboard belting on lotteries, compared
with 4or5percent Inpreviousyears, hesnld. —.

Assembly Speaker Hardwick told of a woman who \
lost more than 550.000 on lottery tickets. The woman got
the money from her husband who sent it lo her from
Alaska where he worked In Ihe oil fields. When her hus-
band was scheduled Ib return, Hie woman embezzled
imore money from Ihe bank whore she worked lo buy
Imorc lottery tickets Inan attem pt lo win back the funds
she had lost — and lost Hint money, too.

"We don't understand compulsive gambling
enough,”Mr. Hardwick said.” Wedon't haven handle on
what the hype does to people, how il induces the uniniti-
ated to begin lo gamble and those already gambling lo
bet more."
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Lottery Start-Up

secondary security measures thatcan be taken to invalidate
stolen or misplaced tickets, as in other matters, prevention is
better than a cure. Lottery premises, both administrative and
warehousing, mustbe secure and mustbe seen to be secure.
Most states require that retail agents be ol good moral

characterand submitto some form of pre-sale examination or
licensing. Lottery suppliers and staff are also subjected to the
dosestscrutiny inorder to vouchsafe the integrity of the

lottery. Ticketdelivery and distribution systems must also be
Continuedonpage 143

A lottery start-up offers a combination ofblessings and potentialpitfcdls. While public anticipations ofa tottery virtually
guarantees healthy initialsales, the image thatis created before, during, and afterstart-up willstick with a state's

residents and legislators fora long time.
created and lessons learned as a start-up consultant.

Here, Scientific Games Vice PresidentJames Culveranalyzes the innovations

THE SCIENCE OF LOTTERY START-UPS

By James Culver
From: Public Gaming June 1985

Starting a lottery is a little like sky diving. Itis fun,
exhilarating, challenging and just a little bit frightening—and the
consequences of failure are severe inboth cases. Thingsare a
little uncertain when the firststep is taken, butwhen things go
well, one feels a greatsense of pride and accomplishrr.enL

No one has perfected the way to run a lottery. Each new
lottery builds upon the experience of those that have gone before
it creating a synergistic entity thatcombines the bestof the old
wilh the innovation of the new. The resultisa dynamicand
expanding industry that improves with the addition of each new
lottery.

New lottery start-ups produce innovation and invention from
rethinking and reapplying time-tested systems and procedures.
They also focus more minds on universal lottery problems, which
ultimately benefits all. As former Michigan Lottery Deputy Director
Alvin Whitfield was fond of saying, "W here many spit, a well is
formed.*

The Arizona Lottery start-up (July 1981) provided three
significant contributions to the lottery industry. Itwas the first
lottery to utilize the term 'retailers’ to apply to its ticket sellers;
the first to incorporate the use ofa Guaranteed Low End Prize
Structure (GLEPS), and the first to institute a lottery Tel-Sell
system. Since then, many new lotteries have incorporated these
features. Additionally, several 'mature’ lotteries are revising their
systems to add one or more of the innovations.

Prior to the Arizona start-up, other states had used the term
'‘agent* when referring to the retail outletengaged in the sale of
lottery tickets. Confusion often existed as to whether the "agent*
was the person who sold the tickets or the lottery field
representative. Most lotteries now agree that “retailer* is
preferred terminology, and many confess that, "ifwo had itall to
do overagain, we would use the term 'retailer*.* Every lottery “—
starting after Arizona has adopted the "retailer* terminology.

GLEPS isa system of providing a pre-determined amount of
low-tier (below $25) winners in each pack of tickets. The packs
are then discounted to the retailer, who in turn provides
redemption to his/her customers. Retailersand players prefer this
system since they can be assured of a specific number ofwinning
tickets in each pack.

But the major beneficiary is the lottery, since itno longorhas
todeal with the redemption of low-end prizes. This provides an
enormous administrative cost savings. Italso eliminates the
misunderstanding which inevitably arise when retailers must
return redemption envelopes to the lottery forcredit or

reimbursement — —

The Arizona Lottery also introduced the first lottery Tel-Sell
program. Underthis system, lottery sales representatives
telephoned retailers to determine their ticketrequirements, prior to
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delivery by the field representative (usually on the following day).

The start of the Colorado Lottery (January 1983) brought
refinements to the Tel-Sell system which had been introduced in
Arizona. Colorado inserted automation into the system to produce
the lotteiy industry's firstautomated Tel-Sell program. Tel-Sell
representatives could now utilize the lottery's central computer to
determine a retailer's rate of sale and other pertinent information
at the same time they were talking to the retailerabout his/her
ticketinventory status.

The automated Tel-Seli system also produced improvements
in ticketaccounting and marketing information. The lottery could
now determine on a daily basis the status of all daims,
rademptions and ticketinventories.

W ashington State (November 1982) had already implem-
ented its lottery priorto the Colorado Tel-Sell enhancements, but
itquickly contracted with Scientific Games to install the same
system.

Ironically, Washington was able to assist the Arizona Lotteiy
in upgrading its Tel-Sell program, bringing the drde back to the
lottery which had first introduced the concept to the industry.

Subsequently, Oregon utilized the sam e system with even
more enhancements with the installation of the Stratus Fault
Tolerant XA600 computer system.

New lottery start-ups also tend to produce a healthier, more
competitive vendorenvironment A stroll through any of the
recentgaming conferences revealsa wide variety of new lottery
business ventures with new ideas and improved technology. A
bigger marketplace attracts better 'mousetraps* and maintains
acceptable pridng polides fortho older ones.

Tho role of the tottery start-up consultantis a delicate one.
New lottories find no shortage ofadvice. The staff has probably
visited several states and returned with loads of facts, figures,
point-of-sales materials and well-intended counsel from other
lotteries.

In fact, they may have too much advice, often ofa
contradictory nature. The problem lies in the fact thatdifferent
sets of challenges and opportunities face different lottery
jurisdictions. Whatworkswell in one situation may not function at
all inanother.

The start-up consultant should have a broader perspective
and the knowledge of how to apply proven, time-tested systems
and procedures that can function in the new lottery's unique
environment Thisis notto say thatthe people who buy lottery
tickets in one state are ’different* from those in another (an
expression often voiced in a new lottery). But political,
demographical and geographical considerations mustbe
addressed when making recommendations to a lottery.

Forexample, ourrecommendations to the lowa Lottery
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operating the Lottery and fulfilling its objectives.

67-7429. PROHIBITION ON USE OF STATE FUNDS. It is the intent of this
chapter that the state Lottery, establLished by this chapter, shalLL be a self-
supporting, revenue raising agency of state government. No appropriations,
Loans, or other transfer of state funds shallL be made to the state Lottery,
except for the temporary Line of credit for initiai start-up costs of the Lot-
eery, as provided in this chapter.

67-7430. TEMPORARY LINE OF CREDIT FOR START-UP COSTS. There 1is hereby
estabLished a temporary Line of credit to be drawn from the state generalL
account to the stace Lottery account in the amount of one miLLion dolLLars
($1,000,000). This amount of money is continuously appropriated for carrying
out the purposes of this chapter. This temporary Line of credit may be Trawn
upon by the state Lottery only during the first eighteen (18) months after the
effective date of this chapter and onLy for the purpose of financing the ini-
tial start-up of the Lottery. The Lottery may draw upon all or part of this
temporary Line of credit, as shall be required. The money so advanced from the
state generalL account shalL be repaid with interest to the generalL account
within one (1) year from the date the Lottery first begins to selL Lottery
tickets or shares. The interest of ten percent (10%) per annum, shalLL be cal-
cuLated upon the principal amount outstanding each month untilL repaid.

67-7431. CASH RECEIPTS. The foLLowing moneys shalLlL be deposited in the
stace Lottery account, as-estabLished under section 67-7428, Ildaho Code:

(1) AIL moneys received from the sale of Lottery tickets or shares;

(2) Funds drawn against Che temporary Line of credit, as established
under section 67-7430, I1daho Code; and

(3) Any ocher moneys received by Che Lottery from whatever source.

67-7432. CASH DISBURSEMENTS. The director is -authorized to make Che folL-
Lowing disbursements from the state lottery account:

(1) Payment of prizes directLy to the hoLder of valid winning tickets or

shares;

(2) Purchase of annuities or investments to be utilized to pay Tfuture

installments of winning tickets or shares;

(3) Refunds, if any, due to lottery retailers or plLayers;

(4) Expenses of the lottery;

(5) The payment of the lottery"s obligations, including the funds
advanced under the temporary -line of credit, as -provided for under section
67-7430, Idaho Code, and the purchase of property, buildings and equipment;
and

(6) The payment of dividends, as provided for under section 67-7434,
lIdaho Code.

67-7433. PRIZE EXPENSE. Total prize expense, net of unclaimed prizes,
determined on a cumulative basis, shalL be no Less than forty-five percent
(45%) of lottery revenues. In addition, low-tier claims, if any, that are to
be paid by the seLling Lottery game retailer and are not claimed, shall be
construed to be a prize expense and shall 1inure to the benefit of the selling
lottery retai

67-7434. LOTTERY DIVIDENDS. At least anr.ualLy, the lottery shall transfer
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one-half (1/2) of its net income to the permanent building account and one-
haLf (1/2) of its net iIncome to the schoolL district building accounc, after
reserving sufficient moneys to ensure the continuation of the lottery, as
determined by the director and commission. After the twelfth month of ticket
sales the transfer of lottery dividends to the permanent building account and
school district building-account shall-represent no less than thirty-five per-
cent (35Z) of lottery revenue less prizes computed annually.

A one (1) time allotment of two hundred thousand dollars ($200,000) of the
lottery®"s first year dividends shall be allocated and used by the permanent
building fund advisory council for the construction of a Vietnam veterans
memorial 1in Che state.

67-7435. REIMBURSEMENTS FOR GOVERNMENT SERVICES.It is the intent that
the lottery shall be a sel-f-supporting agency of state government. The direc-
tor shall reimburse at a reasonable rate all other governmental entities for
any and all services necessary to effectuate the purposes of this chapter pro-
vided by such governmental entities to the lottery.

67-7436_AUDITS. The state auditor or a certified accounting Tfirm

appointed by Che stace auditor shall conduct audits of all accounts and trans-
actions of the lottery. The director, Che stace audicor and their agents con-
ducting an audit under this chapter shall have access and authority to examine
any and all loctery-relaced records of lottery contractors. Such records shall
be treated as confidential records and shall not be subject to public disclo-
sure. The lottery may comrraxrt with -or «"smpl-oy an outside auditing firm to con-
duct specialL audits of any financial accounts of the lottery at Che request of
the director. An independent certified public accountanc, retained by Che lot-
eery, shalLl wicness all drawings of Che lottery.

67-7437. PRIZES. Except as otherwise provided in this section, any prize
won under this chapter is not assignable. |IFf the prize winner dies before Che
prize is paid, the prize shall be paid to Che estace of Che prize uinner. A
prize is subject to garnishment and recovery tor unpaid taxes, child support
or public assistance benefits paid and recoverable by Che stace or any county,
or by a person pursuant to a judgmenc and execution under an order of Che
court. The Lottery shall not pay a prize claim until the lottery ticket or
share has passed Che validation tests established by the lottery.

No prize shall be paid arising from claimed tickets or shares Chat are
stolen, counterfeit, altered, fraudulent, unissued, produced or issued in
enor, unreadable, not received or not recarded bythe Ilottery by applicable
deadlines, lacking in captions chat confirm and agree with the Lottery play
symooLs as appropriate to the game involved, or not in <compliance with such
additional specific rules and regulations and public or confidential valida-
tion and security tests of the Lottery appropriate to the particular lottery
game 1involved.

No particular prize in any lottery game may be paid more than once, and in
the event of a binding determination chat more Chan one claimant 1is entitled
to a particular prize, the sole remedy of such claimants is the award to each
of tnem an equal share in the prize.

67-7438.  PRIZE CLAIMING PERIOD. Prizes may be claimed for a periodof one
hundred and eighty (I1SO) days afcer the drawing in which the prize waswon or

from che last day cickecs from chac specific inscant game were sold. Prizes
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won through an electronic terminal shall be payablLe in accordance vith rules
and regulations of the lottery. If a claim is not made for the prist* within
the applicable period, the prize money shall be added to future prise pools,.
to be used in addition to prize allotments already allocated, except pro-
vided in section 67-7433, ldaho Code. -V

67-7439. TAXES. No state or local taxes of any kind whatsoever shall be
imposed upon the proceeds from a prize awarded by the state lottery* Ho taxes
of any kind whatsoever shall be imposed upon the sale, purchase, storage, use
or other consumption of state lottery tickets or shares, or upon equipment,
devices or systems directly used in the production, operation, sales, dxstri—
bution,tracking, drawing, accounting, communication of or computation of lot-
tery games. -

The lottery shall pay to a city, county, the state or any political subai-
vision or municipality thereof in which the lottery occupies a premise owned
bythe state a grant not to exceed the amount thac would be payablLe a3 taxes
on the property in that year, if the property were noc exempt from taxacion.

67-7440. RESTRICTED PLAYERS. No Ilottery ticket or share may be purchased
by, and no prize may be paid to, any of the following persons:
(1) Any member of the commission or erapLoyee of the Lottery; or
(2) Any owner, or in the case of a corporation, an owner of five percenc
(5%) or more of the corporation stock, any officer or employee of * company
thac 1is currently under contract to provide a major procurement; or
(3) Any other person doing business with Che lottery as may be determined
by the director; or 1
(4) Any person related by blood, adoption or marriage and who 1is * member
in the same household in Che principal place of abode of any such person.”
Notwithstanding the above, any of the above may purchase a lottery tickec
or share and attempt to claim Che related prize provided the purpose of such

purchase or claimis to test the lottery®"s systems- or is related to inves-
tigacion and is approved in advance by the director of security. If a tickec
or share is claimed 1in such a test or investigation, the warrant must be

returned to the lottery without being cashed.

67-7441. RECORDS. ALL papers, records, correspondence, communications
and proceedings of the Idaho state lottery and the commission shall h* open to
the puoLic except as otherwise provided by statute; provided, howrvor. that
business records and information provided to the lottery pursuant to soccions
67-7412 and 67-7420, Ildaho Code, shall -remain confidential and shall noC
subject to pubLic inspection.

Notwithstanding any other provision of law, the commission shall determine
which documents and information obtained and held for the purposes ht lottery
security and investigative action shall be confidential by rule and regula
tion. Such confidential information shall be- subject to disclosure only by
subpoena or court order upon a showing that the pubLic interest in disclosure
substantially outweighs the private need for protection from publ®C Ji~c_*<
sure. Nothing herein shall prohibit the lottery from disclosing entormacion
obtained by it to law enforcement agencies or other Lottery organizatl003*

No lottery employee shalLL divulge or make known to any person vn nny man
ner any information, whatsoever, obtained directly or indirectly bv him i““c”e
discnarge of his duties, or permit any copy thereof to be seen ex,**rc under
such ruLes and regulations which the lottery shall prescribe. Anv <fipiJdyee
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offering for sale or lease, buying, or servicing of gaming materialLs or equip-
menc .

No person shall be a lottery game retailer who is engaged exclusively in
the business of selling lottery tickets or shares. The director may contract
with lottery game retailers on a permanent, seasonal or temporary basis. The
lottery may require payment by each lottery game retailer to the lottery of an
initial fee and an annual fee as a condition for a contract to be a lottery
game retailer. The authority to act as a lottery game retailer shall not be
assignable or transferable. A lottery game retailer shall report immediately
to the lottery any changes in the information required in this section.

67-7413. TERMINATION OF THE LOTTERY GAME RETAILER. The director may ter—
minate a contracc with a lottery game retailer for such reasons of termination
as shall be recited iIn such contract, which reasons shall include, but not be
limited to, the knowing sale of tickets or shares to any person under the age
of eighteen (18).

67-7414. COMPENSATION FOR LOTTERY GAME RETAILERS. The compensation paid
to lottery game retailers shall be Tfive percent (5Z) of the retail price of
the tickets or shares. The director may pay lottery game retailers an addi—
tional one percent (1%) 1incentive bonus based on attainment of sales volume or
ocher objectives specified by the director for each lottery game.

67-7415. SALES TO PERSONS UNDER THE AGE OF EIGHTEEN. No tickets or shares
in the lottery games shall be sold by or to persons under the age of eighteen
(18). In Che case of loctery tickets or shares sold by loctery game retailers
or cheir empLoyees, such persons shalLl establish safeguards to help assure
thac such sales are noc made to natural persons under Che age of eighteen

67-7416. DISPLAY OF CERTIFICATE OF AUTHORITY. No lottery tickets or
shares shall be sold by a loctery game retailer unless the retailer has on
pubLic dispLay on the premises a certificate of authoricy to sell loctery
tickecs or shares signed by Che director. -

67-7417. LOTTERY GAME RETAILER BONDING. The di-ector may require an
appropriate bond from any loctery game retailer or may purchase blanket bonds
covering Che activities of selected lottery game retailers.

67-7418. LOTTERY GAME RETAILER ACCOUNTING. The director shall establish
procedures which shall be utilized by lottery game retailers to account for
all tickecs or shares thac are sold to the public by each loctery game
rccailer and to account for all funds received from the public by each lottery
>a.le recailer for the tickets or shares.

67-7419. LOTTERY GAME RETAILER PAYMENTS. No payment by Qloctery game
recailers to Che lottery for tickets or shares shall be in cash. All such pay—
ments shall be In the form of a check, bank draft, electronic fund transfer,
or ocher recorded financial instrument as prescribed by lottery rule. The
director may require lottery game recailers to deposit to the credit of the
loccery, in financial institutions designated by the director, money received
by lottery game recailers from sale of tickecs and/or shares, less the amount
of comoensacion, if any, authorized under section 67-/414, 1ldaho Code, and to



prize monoy shall be reverted to the State Lottery Fund
(or the specific purpose ofawarding additional prizes in
order to comply with the intent of this statute as to the
percentage of prize awards to bo paid.

XXI. INELIGIBILITY TO BUY STATE LOTTERY

TICKETS AND SHARES

A State lottery ticketor share may notbe boughtby and a prize

may notbe given to:
A. an officeroremployoe of the Lottery: or
B. an individualwho is a spouse, child, parent, or sibling
ofan officeroremployee of the Lottery and resides in the
principal residence of the officeroremployee.
C. The Director is authorized to establish rules
prohibiting contractors and others directly involved in
the production ofgames from purchasing Lottery
tickets.

XXII. PROHIBITED ACTS; PENALTIES

A. Scope of Section—This section does not prohibit:
1. giving a State lotteiy ticketor share as a gift; or
2. buying a State lottery ticketor share as a gift
fora minor.

B. Unlawful Sale of Tickets and Shares—A person may

not:
1. unlessa licensed agentoremployee ofa
licensed agent, sell a State lottery ticketor
share; or

Lottery Creation and Legislation

2. sell a State lottery ticketor share atany
price other than the price that the rules and
regulations of the Lottery set; or

3. sell a State lottery ticket or share to a

minor.
C. Unlawful Presentation of Lottery Ticket—A person
may not:

1. knowingly present a counterfeitor altered
State lottery ticketor share for payment;
2. knowingly transfer a counterfeitoraltered
State lottery ticketorshare to another person
to present for payment; or
3. withintent to defraud, falsely make, alter,
forge, utter, pass orcounterfeita lottery
ticket or share.
D. Unlawful Acts—
1. Anagent may notwillfullywithhold funds
due ant'owing the Lottery.
2. Apetton may notimpersonate a Lottery
represen. ative.
E. Penalties—Ai y person violating any of the provision
of this Actshall be guilty ofa misdemeanorand upon
conviction be fined up to one thousand dollars ($1,000)
orimprisoned up to .*ix (6) months or both fined and
imprisoned.

EdwardJ. Powersserved as the executive directorofthe New Hampshire Sweepstakes Commission, the firstlotteryin
the U.S. in the 20th century. Powersis also a founderofthe NationalAssociatbn ofState Lotteries, andserved as
presidentofthe Association from 1974to 1976. He iscurrentlya consultantto the gaming industry, and in the following
article he offers hisadvice on ten basicpoints to consider when establishing a state lottery.

DO YOU WANT TO START A STATE LOTTERY?

BV Ed”ard J"P<=%"3

Itis comparatively easy to operate a successful state
lottery these days. In 1964, when New Hampshire was getting
underway, itwas a much different situation. There was no place
to seek information orguidance. There was no pastexperience
that could be researched and there were restrictive federal laws
affecting taxes, drawings and the use of mails, radio and
television.

Today, 22 states and the District of Columbia have legalized
lotteries. The archaic federal laws restricting the operation ofa
state lottery have been amended by Congress. The NASPL (North-
American Association of State and Provincial Lotteries),
composed of lottery directors and industry professionals, is most
cooperative in helping a new state get started. The Public Gaming
Research Institute is also a storehouse of information and
statistical data aboutthe experiences ofall the state lotteries.

A roadmap, then, of successful techniques is dearly
marked (orall to examine. State lotteries have been tested in the
crudble of experience and have succeeded. However, a state
lottery continues to be a complex, sensitive business that
requires thorough planning and research. The objective of this
article is to provide ideas forreflection on the process of the
legalization of lotteries.

LOTTERY CHECKLIST

There are several basic points that should be carefully
considered in the plans to establish a state lottery:

1. Avote ofthe people isdesirable. A state lottery is still
controversial and itis important thatthe people are afforded a
chance to vote on the question. A favorable vote is the quickest
way to silence the opposition.

2. The directorshould be a professional person with lottery
experience. The lottery should be as free from political
interference as possible. The director should have the authority
to build the staffwith people of meritand qualifications. All
candidates should be carefully screened and their experience and
background verified.

3. The question of whether ornot there should be a
commission is debatable. Michigan has been very successful
with one commissionerwho functions as the director. He answers
only to the governorand has the authority to make all the
essential decisions. This is probably the most efficient system
because itcuts through the political red tape, permits quick
decision-making and eliminates bickering, needless delays and
personality clashes thatmay develop within a commission of
several members.
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On the other hand, there are some advantages to having a
commission. Acommission made up of three to five members can
share with the director tho responsibility (or sonsitive problems,
can be a sounding board for majordecisions and can work
effectively with the legislature. Many commissioners have
previously served in the legislature, and this experience is a
valuable asset

4. 1-ull public accountability must be required. Periodic
reports of revenue and expenses mustbe issued to the governor
and tho legislature. Anannual reportshould be published for the
public and the press to review. Some lotteries require thatan
outside accounting agency conduct periodic audits.

5. The lottery agency should be treated likea business as
much as possible. This isthe onlyway to maximize revenues. It
must have the flexibility to launch new programs and to change
ma' Keting strategy. Itshould notbe ina budget straitjacket that
prevents it from making personnel or policy changes.

6. Itisrecommended thatthe lottery be a separate agency
and notunder the control of any other state agency. Itshould
have itsown identity and be responsible forits decisions. This is
best from a public relations as well as from an efficiency
viewpoint Itshould have the authority to issue and present prize
checks and news releases. Itshould be able to employ personnel
and to enter into contracts, within established state procedures,
and to issue itsown bid specifications. However, itshould be
noted thata number of state lotteries are currently functioning
within another state agency.

7. Careful consideration should be given towhether the
lottery agency should be permitted to enter into no-bid contracts
orto accepta contract from a vendorwho is not the low bidder.
Security requirements are so essential on tickets and drawing
equipment, forexample, thatitis possible that the low bidder
would not provide the state with the best product The lottery
should work closely with the state purchasing departmentin these
matters. e -

b. Whowould be the beneficiary of the lottery revenues?
Many states channel the netrevenues into the general fund while

others earmark them for public education, forcities and towns, for
aid to senior citizens or forparks and recreation. Itseems
preferable from the lottery viewpointto earmark the funds fora
special purpose. Bydoing this, the benefits derived can be more
readily measured and recognized. Forexample, itis very
impressive to read in the annual report of the Pennsylvania
Lottery ol the $538 million distributed as tax rebates and free
transportation for senior citizens, with appropriate photographs.

Another benefit of earmarking is the creation of a support
group for the lottery. The legislation in Colorado established the
beneficiary as parks and recreation. This immediately provided an
incontive forthese state employees, their families and ihoir
vendors to work for public approval. The group was very effective
in obtaining a favorable vote from the people.

9. Security isparamountin every aspect of the lottery. The
draft legislation should provide the framework for the internal
controls thatare necessary to deter and prevent subversion both
from within and wilhouL Computer technology permits controls
today thatwere unavailable inthe past Mostsecurity problems
have arisen from employees and thisemphasizes the need for
close pre-employmentscreening. There mustbe cross-checks
and frequentunannounced inspections to eliminate temptation.

10. Itmustbe remembered that a state lottery will return
close to 40 percent of total gross revenues to the state, after
paying all the prizes and expenses. Th9 lottery agency is
completely self-supporting. Its initial start-up costs will be paid
back to the state within a matter of months. The draft legislation
should not specify a percentage of prizes to be paid, the amount
to be spenton advertising, the percentage allowed forexpenses
or the minimum amountto be returned innetrevenue. These
restrictions can seriously impede decision-making. Itis best to
charge the administrators of the lottery with the responsibility of
raising maximum revenue from the program.

There is room fordiscussion on all these points. There is no
one single road to a successful lottery. The essential factor is to
recognize the problems and then to tailor the solutions to fit the
special circumstances thatexistin each state.

One thing a state mustconsiderwhen establishing a state lottery iswhetherornotto tax lottery winnings. Thispractice

varies from state to state as indicated in the following article.

TO TAX OR NOT TO TAX LOTTERY WINNINGS
From: Public Gaming July 1985

Many lottery winners are unpleasantly surprised to find that
20 percent of theirwinnings (in prizes of $5,000 and over) is
immediately deducted for federal income taxes. Some become
furtherdismayed upon learning that their prize money is subjectto
state taxation as well.

Although the 20 percent federal withholding affects winners
in all states and isrequired by law, notevery state imposes state
taxes on lottery winners. As laws differ from state to state, so do
attitudes concerning these tax policies. Many 6tates whose
residents must pay state taxes on lottery winnings feel that this is
an unfair form of ’double taxation,” and are pushing legislation to
eliminate the state tax requiremenL

In Ohio, the Lottery Commission is interested in legislation to
eliminate the state tax on lottery winnings "simply because itis not
fair to the consumer, who is more or less double taxed,’ said
spokesperson Anne Bloomberg. Youcould consider the lottery a
form of recreation tax."

Sylvia McMorris of the District of Columbia Lottery's public
relations office said that, because 35 percentof the lottery's take-
ingoes to the general fund, playing is a form of taxation in itself,
so residents are notsubject to state taxes on lottery winnings.

In Maryland, legislation to end the current state tax
requirementon lottery winnings has been attempted several
times, buthas never passed.

And, in New York, the lottery has for six years been pushing
forlegislation eliminating the state tax requiremenL Although the
proposal has reached committee, ithas never proceeded into the
voting stage.

Pennsylvania residents originally had to pay state income
tax on theirwinnings, buta law calling forexemption was signed in
July 1983. (Butlong-term prize payments started before that time
are still subject to the tax.)

Arizona, however, took a differentroute. Under original
legislation, lottery winnings were exempt from state taxation, but
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A LOTTER1 IS A REGRESSIVE SOURCE OF TAXATION

The entire debate about state-operated lotteries is a result
of the pressure for more revenues for the states. Within this
present context, lotteries are purely and simply viewed as means
of raising revenues from the citizens of the state who are either
inclined, or can be enticed, into playing the lotteries. Since
the result is to clearly function as a tax, the lotteries must be
judged by the manner 1in which they function, which includes a
consideration of those from whom the state raises revenue.

State-operated lotteries follow a pattern in developing the
games which are pjayed by the gamblers. Usually they turn t;. he
daily "numbers"™ game to hike revenues which level off and decline
after the start-up period for the lottery.

The "numbers™ or player selection lottery games generate the
major portion of the revenue derived from state-operated
lotteries. From 1976 through 1979, Maryland®s lottery netted
$145 million for the state, and $133 million of it was from the

daily numbers game. Since Pennsylvania introduced its daily
numbers game 1in 1977, 70 percent of its income has come from the
daily numbers game. In fiscal 1982, 88.8 percent of~New

Jersey®"s lottery income was from daily numbers games.

There can be no reasonable doubt that the daily numbers
game, the one upon which most of the state-operated lotteries
depend for their main source of revenue, appeals primarily to the
poor and to the minor members of our society. Its appeal is
based on the illusory promise and the desperate hope of a big

win.

Most forms of gambling are highly regressive when viewed as
forms of taxation. This is not a new conclusion. It was clearly
demonstrated by the research done in connection with the
Presidential Commission on the Review of the National Policy
Toward Gambling. 0Of the 11 different types of gambling reviewed,
all but two, casinos and 1illegal sports booking bets, were
regressive. When Nevada residents were surveyed, even casino
gambling was found to be regressive. The only reason that casino
gambling was not regressive for the population of the United
States as a whole is that poor people outside of Nevada lacked
the funds to travel to Nevada, which was the only state with
legal casino gambling when that study was made.

Daniel B. Suits, an economics professor at Michigan State
University, has pointed out on several occasions that low-income
lottery players wager a disproportionately high percentage of
their income orl(.the lottery, with the numbers game having the
primary appeal.

Perhaps the most conclusive evidence of the manner in which
lotteries appeal to poor people is the fact that their outlets
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are concentrated 1in poorer neighborhoods. One highly
informative study was done 1in New Castle County, Delaware, 1in
1979. The study found no lottery outlets in the upper-income

neighborhoods where 17,630 persons lived. There was one lottery
outlet for every 17,774 persons in upper-middle income
neighborhoods. There was one lottery outlet for every 5,032

persons in the lower-middle to middle-income neighborhoods.
There was one lottery outlet for every 1,981 persons in the
poorest neighborhoods.

State-operated lotteries are a regressive and inefficient

way to raise taxes. A form of taxation is regressive if it draws
a larger percentage of its revenue from the poorer citizens than
from middle- and upper-class citizens. It is regressive if a

poorer person spends a higher percentage of his or her 1income on
the activity than does the person of modest or affluent means.
Such 1is clearly the case with the lottery.

State-operated lotteries are among the most regressive Tforms

of legalized gambling. They are almost twice as regressive as
pari-mutuel wagering on horses. The conclusions of the study of
the Presidential Commission have been supported by a number of
other studies which have reported remarkably similar results. In
all of the studies, persons with incomes below $5,000 spent a

much larger percentage of their personal income on the lottery.
The most revealing comparison is the amount spent on the lottery
out of every thousand dollars of income. In Connecticut, the
figure was 14 times greater for those with incomes below $5,000
than for those with incomes of $25,000 or more; in Massachusetts,
15.5 times greater; 1in Maryland®, regarded as perhaps the most
successful state lottery, the figure was 2.1.5 times greater.

One of the few forms of gambling which was more regressive than
state-operated lotteries was the illegal numbers game. But
that same game 1is now being run by state-operated lotteries in a
number of "player choice" games, which was not so when most of
these studies were conducted. So the state-operated lotteries of
today are even more regressive than 4 of the 5 studies
demonstrated.

The player selection games, which represent the main source
of revenue for state lotteries, have been identified as having a
disproportionate drawing from lower socioeconomic groups. One of
the earliest studies to detect this heavy appeal was conducted by
Dr. Mark Abrahamson, Professor of Sociology, University of
Connecticut.

That study offered several recommendation: "Connecticut
Daily Numbers primarily attracts poor, long-term unemployed and
less educated participation. It generates State revenue in a

regressive manner and should be discontinued.™

It might also be instructive to note some relevant
information which can be derived about lottery regressivity from
persons and organizations associated with the lottery industry.
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Scientific Gaines, Inc., a subsidiary of Bally, Inc., is a
leading supplier of products for the operation of state-operated
lotteries.

Scientific Gaines, Inc., 1is such a strong advocate of state-
operated lotteries that it serves as a catalyst in states
considering the adoption of state-operated lotteries. Published

reports have indicated that Scientific Games has spent in excess
of $2._.1.in California in getting the lottery.issue on the

ballot,., approximately $200,000 1in Arizona, $150,000 in
Oregon, perhaps another $150,000 1in Colorado and the District
of Columbia, hired a lobbyist in Missouri, and spent

unidentified amounts in states such as West Virginia, Louisiana,
Mississippi, and New Mexico.

These funds were expended in a variety of ways: for
petition circulators, for lawyers fees, for promotion campaigns,
and other activities connected with the development of a campaign
for legalization of a state lottery. Clearly Scientific Games 1is
fully involved with the marketing and development of state-
operated lotteries.

In 1982 Daniel Bower, president and cofounder of Scientific
Games, Inc., addressed the Fourth Annual Gaming Conference and
International Gaming Congress at the Dunes Hotel in Las Vegas,
Nevada. On that occasion he identified the principal players
of the three different forms of lottery games being played: the
weekly draw game, the instant game, and the player selection
game. These different games were introduced chronologically in
that general sequence and each form of the lottery represented an
approximate tripling of the activity being realized by the
predecessor.

The weekly draw game attracts players "most likely to be
white male, and on the middle to lower side of the occupational
scale. A majority of the players are age 55 or older."

The dollar instant game 1is most likely to be played by those
who are white and male, but somewhat younger than those playing
the weekly draw game.

The big attraction, however, 1is the player selection game,
which 1in some states represents almost 90% of the net sales of
the lottery. According to Bower, the player "is most likely to
be a nonwhite male employed as a laborer or service worker. Most
players have less than an eighth grade education and few have
more than a high school education."”

In expounding on the merits of the development of the "video
lottery," considered to be the "state of the art for the future,"
Bower noted that it will attract a new group of consumers not yet
attracted by existing forms of the lottery. This group 1is
"younger, better educated, more affluent and higher in
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occupational status."” Surveys he quoted in this address indicate
an awareness that white-collar, upper-income individuals do not
presently play the lottery.

Thus it seems clear that the proponents of the lottery are
aware that their product attracts individuals on the lower 1income
strata of society, on the low end of the educational and
professional ladder.

Pub2 ic_GaniiBg Maga2 ine carried a series of articles
describing a study conducted by Dr. John Koza, chairman and chief
executive officer of Scientific Games. Dr. Koza received a Ph.

D. in computer science from the University of Michigan. The
study conducted was of participation 1in the lottery in New
Jersey.

The most instructive part of the study was reported in Part
IV of the series. In that article, Koza identified the leading
neighborhoods 1in terms of the participation in the lottery. He
identified the leading four kinds of neighborhoods in playing the
different games sponsored by the New Jersey lottery. It should
be noted that the New Jersey lottery does not have a weekly draw
game. This has been abandoned as among the least profitable.
The New Jersey lottery has the instant game and three forms of
the player selection game: Pick 3, Pick 4, and Pick 6.

Since Koza 1identified the leading four neighborhoods for
each form of the lottery, a total of 16 possibilities existed in
determining the leaders in playing the lottery. 0Of the 16
possibilities, only 2 neighborhoods were either middle-class or
upper-class level in income, both with the instant game. The
other two neighborhoods which showed up among the leaders in
playing the instant game were identified as follows:

0 Older Population, Lower-Middle Income, Eastern Europeans,
Northeastern U.S., and

0 Older Population, Lower-Middle Income, Low Value, Very O0ld
Housing.

The kind of neighborhood which was the leader in both Pick 3
and Pick 4 was 1identified as Black Neighborhood, Older
Population, 0ld Rental Housing. This neighborhood was the fourth
leading neighborhood in playing Pick 6. The frequency with which
this kind of neighborhood played Pick 3 was 2.46 times greater
than average, 2.29 greater than average for Pick 4, and 1.23
times greater than average for the Pick 6 game.

A second leading neighborhood in playing the player
selection games sponsored by the lottery is identified as Older
Population, Lower-Middle Income, Small Towns. This neighborhood
was third in Pick 3, fourth 1in Pick 4, and second in Pick 6

playing.



The neighborhood which was identified as Older Population,
Lower-Middle Income, Eastern Europeans, Northeastern U.S., which
was the leader 1in the instant game, was second 1in both Pick 3 and
Pick 4 and third in Pick 6.

The other neighborhood to note is identified as Hispanic
Neighborhood, Poor Families, Very O0ld Housing. This neighborhood
was identified as being fourth in Pick 3, third in Pick 4, and
second 1in Pick 6.

Thus of the 16 possibilities, only 2 of the neighborhoods.,,
represented income levels classified as middle-class or above.

The public policy question can be posed simply: Should a
state sponsor a lottery which is calculated to have a
disproportionate appeal to individuals from the lower
socioeconomic classes of our society, thereby extracting a
disproportionate share of state revenue from them? NO1

A LOTTERY WILL KNOWINGLY APPEAL
DISPROPORTIONATELY TO ETHNIC MINORITIES

One characteristic of state lotteries has not adequately
been noted by the literature which has analyzed their operation.
Objective studies which have focused on the regressivity of the
lotteries have dealt with ethnic identification less precisely
than would have been desired. However, it now 1is apparent that
there is a clear awareness that state lotteries have a dramatic
appeal to ethnic minorities which transcends even lottery
regressivity.

At the time of the study done for the Presidential
Commission on the Review of the National Policy Toward Gambling,
the daily numbers or player selection games had not yet become
the staple of the lottery industry. While some states had
introduced them, other states had not yet done so and information
was lacking about their participation. The study indicated that
25% of the white population had bought a lottery ticket in 1974,
whereas only 19% of nonwhites had done so. So in 1974, the
nonwhite-population was less attracted to the lottery than were
whites.

At this point it should be noted that the daily numnbers
games had a long history, going back for decades, 1in ghettos of
the black and Hispanic communities. TheQgame had a profound
sociological impact upon the community. There is little
guestion that the introduction of a legal numbers game had a
profound result on black and Hispanic participation in the scate
lottery. Abrahamson®s study reports the following conclusion
about the Connecticut daily numbers game: "The Connecticut daily
lottery attracts predominantly black, low income, daily bettors
who continue to play the illegal numbers game at the same time

This was true in spite of original restrictions about



the sale of these tickets in lower socio-economic neighborhoods,
which restrictions subsequently were eliminated.

This contention 1is further demonstrated by the quote from
Bower mentioned earlier: "The player selection games 1in the U.S.
primarily attract the low-income, minority market. The player is
most likely to be2a nonwhite male employed as a laborer or
service worker."

Koza®"s study further demonstrates the dramatic appeal that
state-operated lotteries have to ethinic minorities. In Part 1
of his study, he indicated that blacks and Hispanics played the
Pick 4 game with 1.99 the frequency of the average population, or
almost double. The Pick 3 game attracted blacks and Hispanics
with 1.97 times.,the frequency of the average population, or
almost double.

One Michigan legislator, Representative Joe Young, Jr. (D-
Detroit) began raising these kinds of questions in 1983. Lottery
officials had apparently very little data on who played the
lottery. According to officials of Market Opinion Research of
Detroit, the proportion of blacks who play is higher than whites,
and among those who play, blacks play with greater frequency.
"This sort of data is not lost on Young, who 1is black, and who
has concerns that Michigan®s lottery, subtly or otherwise, preys
on inner-city residents and 1is, in effect, a tax on poor people
and black people.”™ This conclusion seemed to be reinforced by
statistics indicating that 47% of the Michigan on-line lottery
outlets were 1in the Detroit city limits.

Further inquiry 1is needed into this apparently conscious
direction and marketing of the player selection games to ethnic
minorities. The indication is that state lotteries knowingly
derive a significant percent of their income from games directly
targeted to blacks and Hispanics. As such, | believe strongly
that this is a form of ethnic exploitation that is at least
implicitly racist and should not be tolerated in a civilized
nation.

I might not have been sensitive to this dimenr .on of the
issue of state-operated lotteries except for a pho ? conversation
which 1 had with the director of one state lottery, whom I am not
at liberty to identify. As a native of Texas and a current
resident of Tennessee, | was relatively unfamiliar with a
lottery. This individual was explaining to me the daily numbers
game. When 1 experienced difficulty 1in understanding what he was
relating to me, he resorted to the use of a racial slur in order
to clarify the nature of the game: "Fellow, the numbers game is
what 1is called "Nigger pool."" I learned from that comment more
than the simple mechanics of the game.

A LOTTERY WILL NOT REDUCE
ILLEGAL GAMBLING BUT WILL STIMULATE IT



One of the main arguments advanced for the legalization of
state lotteries is that legalization will cut into illegal
gambling and thereby cut off a major source of funds for
organized crime. This contention 1is not supported by evidence.

It is understandable that a society would be concerned about
organized crime. In 1980, Forbes magazine ran a series of
articles on organized crime that estimated-the income of
organized crime at $150 billion per year. 0Of that amount,
approximately $22 billion was projected to result from illegal
gambling activity. Income from organized crime derived from
illegal gambling serves as seed money for drug traffic.

In January of 1984, an interview was conducted with Mr. Sean
McWeeney of the FBI. He 1is chief of the organized crime section
of the criminal investigative division. Mr. McWeeney declined
to speculate on the amount of income organized crime derives from
illegal gambling, but he did express disagreement with the 1idea
that legalization of a form of gambling will reduce the amount of
illegal gambling and thereby reduce organized crime®s association
with gambling.

"The major problem 1is credit,” McWeeney said. "Legal
gambling creates new gamblers who switch over to illegal gambling
when their money 1is exhausted. They switch to the illegal games
because they can get credit.” Although acknowledging that he did
not possess statistics, he did estimate that organized crime
derives more 1income from its involvement with illegal lotteries
than from its more publicized involvement with casinos.

“"Small individual bets by themselves don®"t seem significant.
But millions of these small bets provide an enormous source of
income which can then be used in other organized crime activities
like the narcotics trade."

"Those who go overboard 1in their betting are likely to wind
up getting 1involved with loan sharks. Only then, when they are
unable to pay the exorbitant fees, do they run into the violent
aspect of organized crime," said McWeeney.

Legal lotteries are unable to compete effectively with
illegal lotteries for three reasons. First, they have higher
overhead because a part of the total wagered goes to the state.
Second, they make lower payouts than the illegal lotteries.
Third, illegal lotteries do not report winnings to the Internal
Revenue Service. This applies to the weekly drawing, instant
games, and the daily numbers game. It remains to be seen what
effect the Lotto games will have on this picture.

The conclusion from law enforcement sources and studies
seems to have disputed for a number of years the idea that
legalization of a form of gambling will have the effect of
reducing 1illegal gambling.
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In 1974, the Fund for the City of New York and the Twentieth
Century Fund sponsored a Task Force On Legalized Gambling. Two
relevant conclusions were stated by that Task Force: "Legalized
gambling probably cannot simultaneously serve the objectives of
both maximum gains .in revenues and improved law enforcement. A
policy designed solely to maximize public revenue from gambling
may conflict with other policies in the public interest. The law
enforcement benefits of legalization are more 1important than the
revenue potential. But even though legalization of certain
specific games may make a noticeable dent in the volume of
illegal gambling, legalization of most forms of gambling- unless
accompanied by greatly increased law enforcement efforts- will
not eliminate illegal gambling operations."”

One of the forms of legalized gambling which the Task Force

thought promising was the legal numbers game. This optimism
seems unjustified, however. Captain Dennis Deneen, vice control
commander for the Chicago police 1is quoted as saying: "Our

biggest problem right now 1is the illegal booking of the state
lottery."”

This 1is a situation which has been noted also in Washington,
D.C. "Washington®s illegal numbers racket is booming, with
profits as large as they"ve ever been, despite the introduction
of the District"s first legal gambling last August," according to
D.C. police officials. "...Matching the illegal game against the
legal lottery "is like two guys 1in a boxing ring, one with an crm
tied behind his back,"™ said Howard Klein, associate publisher of
Gaming”Business magazine 1in New ¥ork and an expert on legal and
illegal lotteries. "We expect the 1illegal numbers game to
continue to flourish in spite of any legal games," Inspector Kris
Coligan, chief of the D.C. police morals division, said.
"Obviously, a legalized lottery is not going to stop the illegal
numbers game that we have now," said police chief Maurice Turner,
citing a similar pattern in other cities where legalized gambling
has been introduced.

The matter was made worse 1in Washington, D.C. by the use of
preprinted slips to be used in connection with the legal numbers

game. But these slips can be used by the operators of the
illegal games, making arrest and prosecution for illegal gambling
almost impossible. "With the use of official government-

sanctioned bet slips, numbers operators would be able to tell
police that their slips were meant for use in the legal game even
if they were instead planned for use in the illegal game."

In 1978, hearings in Florida by the Senate Permanent
Subcommittee on Investigations stated the following conclusion:
"Thus, while the level of illegal lottery activity cannot be

labeled “wide open® it is definitely widespread.”™ The report
indicated that one operation alone grossed in excess of $10
million. Lottery operators were discovered to have clear links

with organized crime families both 1in Florida and in the New
York/New Jersey areas.”



A study financed by the National Institute of Law
Enforcement and Criminal Justice, the research arm of the LEAA,

contained the following statement: "Police efforts against
gambling could not be reduced, even with legalization, because
there is no evidence that legalized wagering decreases 1illegal
gambling...." "Major systemwide gambling-related corruption
scandals in the recent past have been more likely to occur in
cities where organized.crime was thought to be directly involved
in illegal gambling."

Senator Strom Thurmond®s Judiciary Committee took testimony
from Lt. Colonel Justin J. Dintino, commander of the Intelligence
Division of the New Jersey State Police. Mr. Dintino is a member
of the Presidential Commission on Organized Crime. The following
excerpt 1is instructive:

Sen. Thurmond: "In other words, you"re saying that when you
legalize gambling it has increased other gambling, 1is that
right?”

PiDtiDo: "Yes, in other words, when youintroduce gambling to an
area where they never had gamblingbefore, you now develop a
whole new group of individuals whostart to gamble. Now, as a

resuit of that, they may initiallystart out with legal gambling,
but some of those people will turn to the illegal gambling
because maybe it offers them higher payments and there are no tax
payments that have to be made.

Mr. Austin McGuigan, Chief State"s Attorney, State of
Connecticut, has successfully prosecuted the operators of the
lottery on two separate occasions. He suggested that, upon
legalization of gambling, 1including the lottery, rather than
pretending to regulate the activity, the state post a sign which
says something like the following: "The state does not guarantee
the honesty or integrity of this game."

Mr. McGuigan®s comments seem appropriate. A sufficient
number of instances of corruption have occurred to indicate that
state-operated lotteries indeed are not free of corruption.
Ample evidence exists to indicate the proliferation of illegal
gambling under the umbrella created by a state-operated lottery.

Establishment of lotteries does not carry with it sufficient
funding for the law enforcement necessary to guarantee the
honesty of the game and to control the growth of illegal gambling
which takes place within the state environment.

One illustration of this is a report prepared by Gregory H.
Smith, Attorney General of the Stat " of New Hampshire. The

report regarding Bally Manufactur” "orporation was prepared in
response to the prospect of the of New Hampshire entering a
contract with Scientific oames, ) , a wholly-owned subsidiary

of Bally, in connection with the New Hampshire lottery. Mr.



Smith recommended against doing business with Scientific Games
because of his review of Bally®"s record. His report was
eventually ignored by the Commissioners of the Sweepstakes
Commission, who contracted with Scientific Games,over the
opposition of the Attorney General of the state.

It has long been recognized that the two goals, maximization
of revenue and crime control, are not compatible. There 1is no
doubt that the state-operated lotteries come down strongly on the
side of maximization of revenues and that crime control is
something which becomes neglected.

Should a state establish a lottery when the 1inevitable
problem of controlling illegal gambling is rendered even more
difficult? NO!

A LOTTERY WILL CONTRIBUTE TO
GROWTH IN THE NUMBER OF PROBLEM GAMBLERS

In 1981, the American Psychiatric Association classified
compulsive gambling as a mental disorder. Thus, compulsive
gambling 1is recognized as a disease, an illness, in the same vein
as drug addiction or alcoholism. Estimates vary as to the number
of com-pulsive gamblers in the nation, jJjust as estimates vary
about the number of drug addicts in the nation. Most estimates
suggest the number 1is about 8 million. This means that there are
about 8 million persons in our nation who are unable to control
their urge to gamble.

The introduction of a state lottery places the state in a
paradoxical role in relation to these individuals. If we are to
take seriously the mandate to "promote the general welfare,”™ our
nation and our states must provide medical attention for these
individuals just as we seek to do for the drug addict. Yet the
introduction of a state-operated lottery would put the state in
the position of being the huckster that promotes the very
activity which 1is detrimental to the health of the individual.
The constant promotions on television, the daily announcement of
the winners, the conduct of an activity which 1is glorified by
newspapers and television reporting- all of this carries with it
the imprimatur of the state, legitimatizing the activity which
for some will grow beyond their ability to control.

A few samples of information may dramatize slightly the
seriousness of the problenm. Many of us noted with sadness the
plight of the 19-year old boy who wagered $6,000 on a lottery
drawing and attempted suicide after losing rather than have a
confrontation with his father over the squandering of his
savings.

Although this example is extreme, other kinds of personal
tragedy are almost as severe, although not as widely publicized.
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Perhaps the most draniatic growth in compulsive gambling has
been among women. Earlier studies had identified the problem as
essentially a man®s problem. But Arnie Wexler, vice president of
the National Council on Compulsive Gambling, has stated that
about 25% of the compulsive gamblers are now women. 3

In 1977, New York City police chaplain Msgr. Joseph Dunne
estimated that perhaps 1,500 of the 25,000 New York City
policemen might have a gambling problem that would require
professional counseling to help overconme. Gerald T. Fulcher of
the Delaware Council on Gambling Problems states that 86% of
compulsive gamblers have committed felony crimes while pursuing

their addiction. A study seriously needed is one which would
seek to identify the amount of money lost through the commission
of these crimes by compulsive gamblers. The amount would stagger

the imagination and would serve as an antidote for myopic
projections about the good that legalized gambling does for a
state"s economy. Fulcher cites estimates from the American
insurance 1industry which indicate that about 40% of "white collar
crime”"™ 1is committed by compulsive gam-blers. In addition, he
cites studies that almost 20% of wife abuse cases involve
domestic tension resulting from compulsive gambling.

Mr. Thomas J. O0"Brien, director of the New Jersey Division
of Gaming Enforcement asserts, "We"re creating a whole generation
of gamblers in this country. The person with access to funds
will be increasingly susceptible to committing crimes such as
embezzlement."

Perhaps the biggest tirnebomb is the problem of compulsive
gambling among teenagers. An address at a thoroughbred racing
meeting contained the following warning: "Someone on the lottery
commission also wants to put lottery tickets 1in slot machines,
where you can go right into any place, press a button, put your

money in, and get your ticket. It is also going to be available
to high school students. Their lunch money is going tpggo in
there like it has gone into all of those video games."

One way to deal substantively with the issue of compulsive
gambling 1is to note several studies and articles dealing with
compulsive gambling in New Jersey.

A 1979 study was conducted by Mr. Rickey Greene of the New
Jersey Department of Health, Alcohol, Narcotic and Drug Abuse
Unit. I simply note some of the highlights of his study:

0 Individuals who are probable compulsive gamblers are Tfive
times as likely to have been married three or more
times than the population in general,

0 The average compulsive gambler affects four to ten other
individuals.
0 One study indicates that there are as many women compulsive

gamblers as there are men.
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0 Studies indicate that in excess of 90% of compulsive
gamblers began gambling prior to age 21.
0 Lottery tickets are highly accessible to children since they

are sold in locations which are readily available, such
as candy stores, supermarkets, and news stands.

In 1901, committee hearings were held on the subject of
compulsive gambling by the Assembly Institutions, Health and
Welfare Committee of the New Jersey Legislature. One of those
testifying was Mr. Robert Klein, a specialist counselor at the
Atlantic City High School, working with problems of addiction

such as compulsive gambling. He had conducted a survey among
Atlantic City High School students regarding their gambling
behavior. He noted the following results:

72% of the students gambled 1in the casinos in New Jersey,
69% started gambling at the age of 16.

6% started gambling at the ages of 10-12.

9% started gambling before the age of 10.

6% shoplift to get money to gamble.

3% sold drugs to get money to gamble.

O O0Oo0oooo

,f 72% of the students have gambled at one time or another,
or with some frequency, 1in casinos, with all of the attempts at
regulation and control, how can we seriously contend that lottery
sales can be conducted so as to assure that children do not take
advantage of the greater availability of lottery tickets? We
canll .

One last statement from New Jersey seems appropriate. Mr.
Walter Read, Chairman of the New Jersey Casino Control Commission
made the following statements:

"Fifteen years ago there were no women and no teenagers 1in
Gamblers Anonymous. Today there are 20 percent teenagers and 20
percent women. A common profile of a compulsive gambler today
would be someone under 30 years of age and $85,000 in debt."

The lottery industry insists that its product 1is not a major
contributor to the problem of compulsive gambling. It should be
noted, however, that neither the casino industry nor the pari—
mutuel industry regards its product as the primary cause of
growth in compulsive gambling either.

Attempting to seperate the lottery industry from the problem
of compulsive gambling 1is inconsistent with the way in which the
lottery industry views 1itself and in turn 1is viewed by other
parts of the gambling industry.

In an editorial explaining why the pari-mutuel industry
should not look at the lottery as an opponent, Ilrving Babson made
the following statement: "Over the past five years we have taken
the position repeatedly that, rather than take away players,



lollerj.es_create risk_ takers-i]i_thp _most costreffeet ive”
efficient_mapper_ppssible." (Emphasis added.)

Such an outlook 1is perfectly consistent with the attitude
expressed by one representative of the casino industry at the
recent Conference on Gambling and Risk Taking held in December in
Atlantic City. In a discussion of the lottery industry, Mr. Vern
Kite, Director of Planning and Economic Research, Harrah®s East,
made the following statement: "Lotteries are a way to educate
people about a way of entertainment. They can learn about it at
home. Then they will look to Atlantic City as a destination for
our type of entertainment.”

These viewpoints recognize that a state-operated lottery
more widely distributes points of contact between the gambling
industry and potential clients. By going into the business and
residential communities, gambling is made more respectable,
especially since it carries with it the imprimatur of the state.

The study of gambling in New Jersey conducted by Koza 1is
also informative at this point. By using his figures on the
percent of New Jersey adults who are regular players, it was
possible to make some estimates on the amount of money wagered by
the "regular"™ players of the different lottery games:

0 Instant game. The per capita expenditure was $12, and the
figure for the 16% who played twice monthly or more
often was $63.15.

0 Weekly game (Pick 4).The per capita expenditure was $18-

19, and the figure for the 14% who played twice monthly
or more often was $126.

0 Lotto game (Pick 6). The per capita expenditure was $26-27,
and the figure for the 22% who played twice monthly or
more was $110.

0 Daily game (Pick 3). The per capita expenditure was $73-74,
and the figure for the 13.1% who played weekly was
$505 . Tfce figure~rfor_t]ie 4J7S_pf_t]lie adults_iy]ip_p2ayed
daily _was_$291.

These figures clearly demonstrate that the lottery has the kind
of attraction that can become addicting. This 1is especially true
for the daily game, which provides both the immediate
gratification and a sufficiently large prize to provide the
"action" desired.

There 1is no doubt that the problem of compulsive and problem
gambling is increasing dramatically. The Presidential Commission
Report 1is worth remembering in this regard: "The Commission®s
research has shown that the availability of legal gambling
creates new gamblers. A government that wishes merely to
legitimatize existing illegal wagering must recognize the clear
danger that legalization may lead to unexpected and ungovernable
increases .in the size of the gambling clientele."



Other relevant quotes are also noteworthy: "By directly
engaging 1in the promotion of a gambling business, a State takes
on the responsibilty of insuring that the enterprise 1is conducted
in the best interests of the people. Indeed, the State as
lottery entrepreneur has a special fiduciary responsibility to
its citizens; since the presumption exists that the State is
acting on behalf of the people, it has an obligation to inform
them of its intentions to profit from the participation.
Accordingly, the State must take care to inform the public fully
as to the odds and character of the games being offered, and to
avoid any misleading practices 1in its advertisements and
promotional activities.... The states should conscientiously
disseminate information about the probabilities involved in
winning a prize, and should scrupulously limit their lottery
advertisements to those informing the public of the existence and
nature of the games offered, rather than actively encouraging
them to participate."

The Report continues: "In this context, the States have the
responsibility to police themselves. Should they fail in this
responsibility, Congress should consider giving the Federal Trade
Commission the explicit authority to set and enforce compulsory
guidelines.”

At the press conference connected with the jackpot 1in
Illinois, which produced a $40 million jackpot, one of those
attending was Governor Jim Thompson who had publicly purchased

tickets for the jackpot. Governor Thompson 1is quoted as saying:
"l think i1t"s_terrific. There are no losers in the Illinois
Lottery...." How far 1is this"quote from being exactly the kind

of state action about which the Presidential Commission Report
was warning?

It is clear that no other form of legalized gambling will
bring the activity more visibly into the community. Those who
choose to utilize the services of a casino or a racetrack have to
travel to that facility to engage in gambling. This 1is not so
with the lottery. Because of its greater availability, it has
much greater potential for doing exactly what the Presidential
Commission warned against: encouraging people to gamble rather
than simply allowing those to gamble who might choose to do so.
The lottery goes into the community with its outlets. It goes on
television and advertises under the banner of the state®s name.
One has to look long and hard for information about how poor the
chances of winning are.

Should a state establish a lottery which will increase the
number of compulsive and problem gamblers 1in our society? NO!

CONCLUSION

Several quotes are especially relevant to express
opposition, and that of many individuals and organizations,
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regarding this legislation. A quote of Harry Reid, then chairman
of the Nevada Gaming Control Commission and now U.S.
Representative, seems relevant: "1*"d be a fool to say gambling

has not been good for the state,...but any state trying to follow
Nevada®s lead will._find that social costs far outweigh any
economic benefit."

Likewise recent comments from two individuals connected
with the Presidential Commission are relevant.

Mr. James Ritchie, formerly Executive Director of the
Commission, 1is quoted at the Fourth Annual Gaming Conference and
International Gaming Congress in 1982 as follows: "There 1is no
question that gaming is regressive in terms of raising revenue.
It is inefficient compared with a broad-based tax." "The theory
that we developed at the U.S. Commission on Gambling is that,
from the standpoint of economics, legal gaming not only feeds on
itself and is itsgown economic stimulus, but it also stimulates
illegal gaming."”

Mr. Charles H. Morin, chairman of the Commission, 1in 1983,
told the Fifth Annual Gaming Conference:

"The conclusion was that where gambling is legal, it did
increase the incidence of illegal gaming.

"Does legalized gaming offer a major source of government
funding? We concluded that it is not significant in relation to
the budget 1in almost any state. I think we would conclude the
same today."

"ls taxation of gaming particularly regressive? We found
that it is, primarily because the survey showed that most gaming
was done by the lower and lov.8r-middle classes and that the
taxation of those proceeds, if any, was regressive in nature."

"Would legalization of gaming lead to a substantial 1increase
in the number of compulsive gamblers? According to the evidence
presented in the survey, the answer was a resounding yes."

The foregoing demonstrates the factual information upon
which opposition 1is based. When the facts are clearly viewed,
the kind of assessment upon which public policy should be based
weighs heavily against the state-operated lotteries, and that
reliance upon them constitutes an abdication of the legitimate
role of the state 1in "promoting the general welfare."



FOOTNOTES

1Ci?icago_Tribuce: March 2, 1980, Section 1, p. 6.
2C])icagp_TribuBef March 2, 1980, Section 1, p. 6.

3
Lucj<y_for_New_Jerseyj_New_Jersey_State_iotle_ry 1382 _Addual
Report, p. 2.

4
Ney YprJ(_Tiines, Sept. 23, 1980, p. 23; Rochester_Deroperat
Chronicle, March 27, 1983, p. 3B; JVa2l jgtreet_Joujrpal, Feb.

23, 1983, Section 2, pp. 31-32.)

55an>b’\icg_iB_Miej:icai_FiriaI._,Repprt_of_the_Cpininissipii_PB_ti!e
Reyiew_of_the National Policy_Toward”~Gambling (Washington; 1976) ,
p. 91.

ADaniel B. Suits, "Gambling Taxes: Regressivity and Revenue
Potential," National_Tax_Journal, Vol. 30 #1 (March, 1977), pp-
22-29; Daniel B. Suits, "Economic Background for Gambling
Policy,"” The_ _Journal_of_Social_Issues, Vol. 35 #3 (1979) , pp- 52-
57; The_Christian_Science_Mpnitor, May 12, 1982, p. 10;"Gambling
as a Source of Income,”™ in Michjgap”~s_Fiscal_and_ Econpinic
Structure, Edited by Harvey E. Brazer (Ann Arbor: The University
of Michigan Press, 1982), pp. 828-853.

7G. Robert Blakey, "State Conducted Lotteries: History,
Problems and Promises," The Journa2,pf_j?pciai_lssues, Vol. 35 #3
(1979), pp. 63-64; TbP_.ChristiSD-SPJiencp~fIPBilpx, May 12 "82, p.
10; Dudley E. Sarfaty, "A Need to Guard Against a Gambling
Dependent State," EDgage/Sccial_Action, Vol. 11 #8 (Sept. 783),
p. 14 ; The _Impact _of_ State_ Sppnspjed f£ambling _pn_. the Community:
A six-month study conducted 1in New Castle County, Delaware, by
the Delaware Council on Compulsive Gambling.

g

The Jmpact_of_ Sta;e Sppnsored_Gainbling pii_the CommuBity. A
six-month study conducted 1in New Castle County, Delaware, by the
Delaware Council on Compulsive Gambling.

qM. Spiro, "On the Tax Incidence of the Pennsylvania
Lottery,"™ Natiopal _Tax_Journal, Vol. 27 (1974), pp. 57-61; R. E.
Brinner and C. T. Clotfelter, "An Economic Appraisal of State
Lotteries,”" Natiopal _Tax_Journal, Vol. 28 (1975), pp. 395-404;
Suits, "Gambling Taxes: Regressivity and Revenue Potential,”™ pp.
19-35.

m/Suits, "Gambling Taxes: Regressivity and Revenue
Potential," pp. 24-29.

m"Mark Abrahamson, Director, and John N. Wright, Assistant
Director, Gambling_ in_Connecticut, a Research Report Funded by
the Connecticut State Commission on Special Revenues, Storrs,
Connecticut, Nov. 77, p. 1i.



-17-
12Wasbingtop,Postj March 19 "85, p. Al4.

12BiII Curry, "State Lotteries: Roses and Thorns," b5tat.8
Legislatures, Mar. "84, p. 16.

140regpB_StatesinaB_Journal, July 24 "84.
15AIisonsas_Denipcrat, Dec. 12 *"83.

"Daniel W. Bower, "Video Lottery Devices: A New Generation
of Players," Fourth,Annual,Gaming Conferepce_and,Interpatipca.l
Gamipg,Congress, 1982 (Philadelphia: Laventhol & Horwath, 1982) ,
pp. 23-24.

17Dr. John R. Koza, "Who is Playing What: Part 4 of a

Series,” Pubiic,famiBg, June "84, pp. 50ffF.
181bid.

195ainbiipg_iB_AIperica. Final Report of the Commission on
the Review of the National Policy Toward Gambling (Washington:
1976) , p- 156.

on
S. C. Drake and H. Cayton, "Policy: Poor Man®s Roulette,"

in Gambling, by R. D. Herman (New York: Harper and Row), 1967.

** Mark Abrahamson, Director, and John N. Wright, Assistant
Director, Gambling,in_Connecticut, A Research Report Funded by
the Connecticut State Commission on Special Revenues, Storrs,
Connecticut, Nov. "77, p. 33.

Bower, pp. 23-24.

23Dr. John R. Koza, "Who 1is Playing What: Part I of a
Series,”™ Public_£amiiig, Mar. "84, p. 14.

2”"Detroit,Free,Press, June 23 "83.

ocC
James Cook, "The Invisible Enterprise,” forfef (Sept. 29

"80), pp. 60-71.

26Easy_Money. Report of the Task Force on Legalized
Gambling sponsored by the Fund for the City of New York and the
Twentieth Century Fund (Millwood, New York: Kraus Reprint Co.,
1975) , p. 2.

27"Gambling Rage Out of Control?"” Lj_ .~ Neyp_aBd_"pjid
Report, May 30 "83, p. 28.

gRWashiBStpn_Post, Apr. 26 "83, pp. Al, AS8.

29WashingtpB,Post, May 29 "83, pp. BI, B9.



-18-

30Organized_Cjijninal,Activities— Sputh, Flor ida, and, US
Peniteptiary. Hearings before the Senate Permanent Subcommittee
on Investigations, Part 3, 95th Congress, 2nd Session, Oct. 24-
25, 1978, pp-. 750 and 818.

31Crime,CoptrpI,Digest, Apr. 10 *78, pp- 3-5.

32Opgapiped,Crime_Digest, Feb. "83, p. 3.

3Report from Gregory H. Smith, Attorney General, State of
New Hampshire, to members of the Sweepstake Commission.
September 1, 1982.
Pjogress, Nov. 183.

35Arkapsas_Democrat, Dec. 26 "83.

oC
Crime,Contrpjl,Digest, July 7 77, pp. 5-6.

37Gerald T. Fulcher, "In Response: Legalized Gambling, Who
Are Its Victims?" State Legislatures, Oct. "81, pp. 20-21.

38The,WalJ,Street,Jourpal, Nov. 23 "83.
39
The,BlopdrHprse, May 12 "84, p. 3443.
40Rickey Green, A,Preliminary, Study_on. Compulsiye_ Gambling
in,New,Jersey, July "79. Greene 1is an employee of the New Jersey

Department of Health, the Alcohol, Narcotics and Drug Abuse Unit.

41Pubii.c,He£ ripgs,pp_Compulsive,GaEibiipg, before the
Assembly Institut dns, Health and Welfare Committee, Apr. 8 "81,
p. 3A.

4?"Regulation 1984," Public,Gamipg, Feb. "84, p. 18.
43GamiDs_apd,Wage ring,Business, Nov *84, p, 2.
44Gameipg,in,America, p. 2.

451bid, p. 159.

461bid, p. 158.

47Ti}e_Tenpessean, Sept. 4 "84, p. 1.

48"Gambling: Government®s Bad Bet," Kiwanis_l4agazine, Feb.
"82, p. 33.

49James E. Ritchie, "Gaming Today and Tomorrow--The United

States,” Fourtb_Annual,Ggnung,Conference_and_Internatiopal, Ganupg
Congress, 1982, pp. 52-54.

50Charles H. Morin, "The Presidential Commission on the
Review of the National Policy Toward Gambling Revisited," Fifth
Annual,Gaming,Cconfejencej,1383 (Phi2adelphia: Laventhol &

Horwath, 19837~, pp. 54-55.



WHERE DO LOTTERY PROFITS GO?

ARI1ZONA - Roads and Highways, Cultural Programs, & General Fund
CALIFORNIA - Public Education (K-12, 81%; CC"s, 12%, Univs., 7%)
COLORADO - Parks & Recreation

DIST. of COLUMBIA - General Fund

DELAWARE - General Fund

ILLINOIS - Public Education

IOWA - Economic Development

MAINE - General Fund

MARYLAND - General Fund

MASSACHUSETTS - Municipal Revenue Sharing

MICHIGAN - Public Education

MISSOURI - General Fund

NEW HAMPSHIRE - Public Education

NEW JERSEY - Public Education (min. of 30% of gross sales;
remainder of net income to General Fund)

NEW YORK - Public Education

OREGON - Economic Development
PENNSYLVANIA - Senior Citizen Benefits
RHODE ISLAND - General Fund

VERMONT - General Fund

WASHINGTON - General Fund (public schools, 46%; higher ed., 15%;
human resources, 27%; parks & recreation and Miscell., 12%)

WEST VIRGINIA - General Fund



HOW DOES OPERATION OF A STATE LOTTERY AFFECT OTHER CHARITABLE GAMING?
Washington state is similar to Alaska in that they have many rural
communities with a substantial number of minority residents.

Washington also licenses charitable organizations to operate games of skill
and chance similar to Alaska.

According to Mary Faulk, past Director of the Washington State Loctery and
current Commissioner of Administration for Washington, the lottery has not
negatively affected their charitable gaming industry.

It appears that the opposite 1is true.

License applications for charitable gaming in Washington increased by about
10% per year for the first three years of their lottery"s operation.

Gross income from those games operated by charitable organizations
increased at a rate of 15% per year for the same time period.
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WHO PLAYS THE LOTTERY?

CALIFORNIA (moderate players)

Income Education

Under $7,000 5% Less than high school

$ 7,000 - $14,999 13% High school graduate 23%
$15,000 - $24,999 18% Some coll./trade school 41%
$25,000 - $29,999 16% College graduate 15%
$30,000 - $39,999 18% Post graduate training 12%
$40,000 - $49,999 8%

$50,000 or more 22%

MICHIGAN

Income Education

$10,000 or less 17.3% Less than high school

$10,000 - $19,999 23.2% High school graduate 46.0%
$20,000 - $29,999 25.3% Some college 20.8%
$30,000 - $39,999 18.1% Trade/technical school 2.9%
$40,000 - $49,999 7.9% College/post graduate 18.1%
$50,000 - $59,999 4.2%

$60,000 - $69,999 1.9%

$70,000 and above 2.1%

Profile of Typical Michigan Lottery Player

* White

* Male/Female

* Married

*25-44 years of age

At least a high school graduate

Employed in a skilled, semi-skilled or trade o. "“upation
Household income of $20,000 - $29,999

* X ok

ARIZONA: An independent study concluded that "the poor are dramatically
underrepresented among lottery players."”

ILLLINOIS, MICHIGAN, NEW JERSEY, NEW YORK, PENNSYLVANIA: An analysis of
the household income profiles of over 6.5 million winners established that
"the poor participate in the state lottery games a levels disproportion—
ately less than their percentage of the population.”

WASHINGTON: An analysis of all players in the lottery during the 1983
reporting period indicated the group which played the lottery the least was
the under-$10,000 income range.
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Table 3-111

1984 ALASKA POPULATION ESTIMATES FOR COMMUNITIES OVER 2000

PLACE/S POPULATION % of AK.
Anchorage Borough 243,829

Subtotal 243,829 46.62
Fairbanks Area 62,175*

(Frbnks., Eielson, College,
No. Pole, & Fox)

Subtotal 306,004 58.50
Palmer-Wasilla 25,791*
Juneau Bourough 23,729*
Kenai-Soldotna 23,371*

Subtotal 378,895 72.45
Kodiak Area 11,024*

(Kodiak & Kodiak C.G.B.)
Ketchikan Area 10,422*

(Ketch., No. Tongas Hwy. & Saxman)

Subtotal 400,341 76.54
Sitka Borough 7,611

Subtotal 407,952 78.00
Delta Jet. Area 4,850%

(Delta Jet., Big Delta & Ft. Greely)

Subtotal 412,802 78.92
Bethel 3,743*
Valdez 3,719*
Homer 3,373
Petersburg 3,340%*
Nome 3,184*
Adak 3,169

Subtotal 433,330 82.85
Barrow 2,969
Seward 2,923*

Subtotal 439,222 83.97
Wrangell 2,499*
Kotzebue 2,485*
Cordova 2,356*
Dillingham 2,084*

Subtotal 448,646 85.78
Remainder 70,286

(262 places of less than 2000)
Balance of Census Subareas (BCSAls)** 4,116 523,048 100.00

Source: Alaska Department of Labor, Research and Analysis, (Draft)
Alaska Population Overview, 1985; Table 1V.1.

Population in BCSA included.

*x Balance of Census Subareas (BCSA) contain those people living
outside of defined communities designated as census areas; 1i.e.,
those living in the Kodiak area but outside of the Kodiak city
limits.
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Table 2-111

1984 ALASKA POPULATION ESTIMATES BY COMMUNITY SIZE

A B C D E F

COMMUNITY SIZE # T0T. POP.  Yoof AK #WIC___ S SVD.

0 50 37 1,266 0.24 0
51 - 100 51 3,834 0.73 4 7.8
101 - 150 23 2,881 0.55 3 12.5
151 - 200 24 4,087 0.78 7 29.2
201 - 250 23 5,194 0.99 10 43.5
251 - 300 19 5,252 1.00 4 19.1
301 - 400 23 7,883 1.51 10 43.5
401 - 500 23 10,370 1.98 21 91.3
501* - 600 18 9,821 1.88 10 55.6
601 - 700 8 5,242 1.00 7 87.5
701 - 800 2 1,509 0.30 2 100.0
801 - 900 4 3,448 0.66 5 100.0
1,001 - 1,500 4 4,690 0.90 4 100.0
1,501 - 2,000 3 4,809 0.92 1 33.3
2,001 - 2,500 4 9,424 1.80 6 100.0
2,501 - 3,000 2 5,892 1.13 4 100.0
3,001 - 3,500 4 13,066 2.50 6 100.0
3,501 - 4,000 2 7,462 1.43 4 100.0
4,001 - 5,000 1 4,850 0.93 3 100.0
5,001 - 8,000 1 7,611 1.46 3 100.0
9,001 - 15,000 2 21,446 4.10 8 100.0
15,001 - 25,000 2 47,100 9.01 1 100.0
25,001 - 50,000 1 25,791 4.93 4 100.0
50,001 - 75,000 1 62,175 11.89 9 100.0
75,000 - 250,000 1 243,829 46.62 36 100.0

BCSA"s (Table 3-111) 4,116 0.78 0

Total 283 523,048 100.00 180

Source: Alaska Department of Labor, Research and Analysis; (Draft)
Alaska Population Overview, 1985; Table 1V.2.

Alaska Department of Health & Social Services; Special
Supplementary Food Program for Women, Infants and Children,
Vendor List, Sept. 1985.

Column Explanations

Self explanatory.

Number of communities within the size indicated in column A.
Total population of all the communities within that size group.
Percent of the total population of Alaska within that size group.
Number of WIC vendors serving communities within that size group.
Percent of population within that size group served by WIC

vendors.

Mmoo ®>
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WHAT KIND OF LOTTERY GAMES WOULD BE LIKELY FOR AN ALASKA LOTTERY?

We will have to assume that Alaska will use the experiences of other states
as a guide for implementing its lottery. An instant lottery 1is almost
always the first lottery product made available to the public. After a
period of time deemed appropriate by the lottery agency management team
(six months to a year), an on-line system would be started. This would
provide for sales of lottery tickets for a periodic (weekly - monthly draw)
lotto game and two simple numbers games (pick 3, & pick 4). For the past
12 years this has been the normal pattern for lottery states.

Eightyfive percent of the state®"s population would have direct access to
on-line games and between 85% and 95% of the population would have access
to instant tickets. A subscription program could be established to provide
access to the lottery for residents of rural areas.

In addition to this game structure | believe that a specific instant game
would be designed and marketed to the tourist visiting Alaska.

With this game structure Alaska would experience predictable sales curves
which have been consistent in state after state for lottery start-ups. One
sales curve for instant games and a separate sales curve for on-line games.
The sum of these two curves depict gross revenues and can help to forecast
long-range net profits to Alaska. The basic sales curves experienced by
previous lottery states is illustrated below.

Time



WOULD THE STATE OF ALASKA MAKE MONEY FROM A STATE OPERATED LOTTERY?

FY85 total U.S. sales, $8,982,200,000.

FY85, U.S. per capita sales, $98.02.

FY85, weekly U.S.

per capita sales, $1.88.

AK Dept, of Labor Population Estimate for 1986; 545,200.

$100 (per capita sales) x 540,000 (AK pop.) = $54,000,000 (gross sales)

35% x $54,000,000
40% x $54,000,000

45% x $54,000,000

(gross sales) = $18,900,000 (net $ to State)

(gross sales) $21,600,000 (net $ to State)

(gross sales) $24,300,000 (net$ to State)

$80 (per capita sales) x 540,000 (AK pop.) = $43,200,000 (gross sales)

35% x $43,200,000
40% x $43,200,000

45% x $43,200,000

These estimates do

(gross sales) $15,120,000 (net $ to State)

igross sales) $17,280,000 (net $ to State)

(gross sales) $19,440,000 (net $ to State)

not include lottery product sales to the tourist market

of 775,000 annually.
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Lottery Data

LOTTERY START-UPS: HOW MUCH; HOW LONG?

STATE START-UP TIME SEED MONEY STATE REPAID
ARIZONA 7 months $1,400,000 12 months
CALIFORNIA 11 months $16,500,000" Rrst few weeks
COLORADO 8 months $2,000,000 2 months
CONNECTICUT 7 months $2,150,000 10 months
DELAWARE 7 months $ 250,000 18 months
D.C. 17 months $ 628,000 1 month
ILLINOIS 9 months $2,000,000 1 month
IOWA 4 months $3,000,000 3weeks
MAINE 7 months $ 400,000 12 months
MARYLAND 6 months $2,300,000 1.5 months
MASSACHUSETTS 6 months $2,000,000 3 months
MICHIGAN 3 months $4,400,000 6 months
MISSOURI 7 months $5,000,000 3.5weeks
NEW HAMPSHIRE 11 months* $ 250,000 2 months
NEW JERSEY 12 months $1,500,000 12 months
NEW YORK 5 months Notavailable"1 Not available
OHI0 14 months $2,000,000 4 months
OREGON 3 months $1,800,000 6 months
PENNSYLVANIA 6 months $1,000,000 10 months
RHODE ISLAND 1.7 months $ 500,000 2 months
VERMONT 10 months $ 250,000 12 months
WASHINGTON 4 months $1,400,000 6.7 months
WEST VIRGINIA 9 months 0"*
AVERAGE 7.9 months $2,400,000 5.8 months

' The nation’s first lottery was delayed waiting for a public vote after legislative approval. Source: State Lottery Officials

" California Lottery actually used under $3 million of appropriation.

" "West Virginia Lottery did not appropriate money from state-used $367,000 from governor's contingency fund and asked in RFP
that vendor provida system, software, consulting, advertising, tickets and public relations. Money repaid to governor's fund in 2 weeks.
"'New York Lottery reorganized in 1976 with $8.9 million. Original seed money figure not available.



Looking 1o the Future

With the success of the Tri-State Megabucks game formed by Vermont, Maine and New Hampshire, the ideaofa multi-
state lottogame was not farbehind. Forthe lastyear, lottery directi, rhave met in numerous meetings to discuss the
feasibility o4banding together to offer huge jackpots to the playing public. The followingprovides an update on their latest
meetings and the progress ihey are making toward creating the Multi-State Lottery.

THE MULTI-STATE LOTTERY

STRUCTURE

Initially, 13 lotteries were investigating the possibility of
joining to form a multi-state lottery, but that number has now
narrowed down to eight: Illinois, lowa, Missouri, New York,
Oregon, Flhode Island, West Virginia and the District of Columbia.

The directors of the state lotteries who were planning to
participate in a new multi-state lottery met in Seattle, Washington,
early in 1986 to form a governing board. That board induded the
directors of the Illinois. New Hampshire, New York, Oregon and
Rhode Island state lotteries. An executive committee now me* Is
once a month to formulate recommendations for the governing
board.

Some of the governing rules that have been formulated were
modeled after the Canadian system, said Rebecca Paul, director
of the lllinois Lottery. ’And some of the things weVe done all on
our own. One of the interesting things we've done is the voting
structure. Inorder to pass anything by the board, you have to
take two votes. One state by state, one by population.’ This, says
Paul, is a safeguard against passing something benefidal to large
states and detrimental to small states, or vice versa.

Illinois, the time-zone center of the United States, has been
designated the control state. The control office will be located in
Chicago. Start-up costs and staffingwill be underwritten by the
Illinois State Lotteiy Board, as provided by their new games
development appropriation of funds, for as long as lllinois Lottery
Board employees make up the staff.

GAME DESIGN

The game design for the new multi-state lottery has notyet
been released. Likewise, the size of the prize pool has not yet
been determined as that will depend largely on the size of the
populr.tion base, rate of partidpation and the game design itself.
The lottery did announce itwill begin with ‘America's Game," a
lotto-type game with one drawing per week.

Preliminary discussions have also addressed the questions
of how often and how many additional states may be allowed to
join the core group once the new multi-state lottery is up and
running. "Because the game will bo designed around a population
base,' Paul explained, “itmakes itvery difficult to add at a
moment's notice any state thatwants tojoin us. "We eventually
hope that every lottery state is a part of this multi-state game. But
when you have to redesign a game fora new population base, print
new bet slips, etc., that makes itvery, very difficult’

The proposition under consideration would enable new states
tojoin January 1ofevery otheryear. Hence, the lirstopportunity
for additional states to participate after the game is initiated will be
January 1990.

DISCUSSIONS CONTINUE

The logistics of the new multi-state game entail back-and-
forthcommunications between the control board and the
participating lottery states.

At the meeting which took place in New York in March,
several issues were still left to be ironed out ifthe dream is to
become a reality. According to New York Lottery Director John
Quinn, who is vice chairman of the Multi-State Lottery
Commission, three main items were discussed at the meeting:
vendor insurance: the legal agreement the participating states
must enter into; and prize structure.

Vendor insurance is necessary, Quinn says, so that the
lottery is not legally liable for any problems thatarise. The original
draftof the legal agreement was written last October, but has
undergone several revisions. To date, a final draft has still not
been agreed upon.

In order for the lotteries to participate in the multi-state
game, they must first get approval from their respective
legislatures. The one exception is lowa, which received approval
to participate in organizations such as the Multi-State Lottery in
its enabling legislation. Phode Island and West Virginia, however,
have leeway within the parameters of their enabling legislation to
participate. Ifany of the remaining states or the District of
Columbia are notable to secure the necessary approval, they will
be forced to withdraw.

While the idea of a multi-state lotto game is receiving a warm
welcome from lottery officials, the idea of a national or federal
lottery has been criticized as detrimental to the success of state
lotteries. A survey of governors of states showed a less-than-
favorable attitude toward the federal concept. The multi-state,
then, is tho preferred alternative to a national lottery, as it is more
in step with the needs and wants of the states involved.

Tho next meeting of the interested lotteries will be sometime
this spring (1987), according to Quinn. He adds that the earliest
start-up date for tho Multi-State Lottery would be sometime this
fall, but he believes that early 1988 is probably a more reasonable
estimate.

Pago 347
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SUMMARY

As the state of Alaska faces the very real prospect of long-term
declining revenues from its number one revenue source while the demand
for state government services continues to “ncrease, exploration of
new revenue generation sources 1is necessary. The notion of lotteries,
specifically state operated lotteries, 1is far from a new idea, and
although over one-half of the U.S. population lives in states operat—
ing lotteries, misinformation abounds regarding them. Lotteries offer
state governments a proven method for enhancing their total level of
revenue receipts. Lotteries are not designed to solve all the finan—
cial woes of any state but can help diversify a total package of
revenue generation programs.

Government sponsored lotteries have been around from the birth of this
nation and have become an integral part of 22 state government®s
financial support system. Lotteries provide state governments with an
acceptable, predictable, voluntary form of revenue generation.
Projections for revenue generation in Alaska conservatively range from
$15 million to $20 million per year.

Lotteries do not prevail on the "poor" or the "less educated"

every study conducted to date concludes that the above average income
and higher than average educated segments of the populations, in
states operating lotteries, buy the lions share of lottery products.
Lotteries do not increase the incidence of compulsive gambling and do
not disrupt the lives of large prize winners. An Alaska lottery would
not negatively affect the economies of the states 262 rural commu—
nities.

While a politically conservative approach to drafting legislation for
authorization of an Alaska lottery is recommended, the experience of
states with successful lottery histories and advice of directors of
those lotteries should be utilized to maximize the profit potential
for this state. The broadest possible latitude must be given the state
agency, and board or commission, for operation of the lottery to aT"ow
for the flexibility to operate within and adjust to everchanging
market conditions.

Recent surveys conclude that the broad cross-section of Alaskan
residents would favor the impl mentation of a state sponsored lottery
by two to one margin.
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INTRODUCTION

This report is intended to provide the reader with general information
regarding state operated lotteries. Types of customary lottery games
are described and the most common questions about lotteries are
answered based on validated research completed by numerous state
governments and lottery industry organizations over the past twenty
years.

Revenue generation in states currently operating lotteries is examined
and comparisons are presentea to assist the reader analyze those
factors affecting projection of revenue that could be expected from an
Alaskan lottery. Among those factors examined are the economic and
physical, characteristics of the population of our state, marketing
area configurations, and tourist impact on Alaska. A projectior. of
probable profits from a lottery is presented based upon most current
population figures, tourist influences and conservative expectations
of per capita expenditures on lottery products.

State responsibility for the social affects of government sponsored
activities must be of paramount concern to all involved in effecting
legislation establishing authority for these activities. The social
impact from the operation of a state lottery is discussed and the most
current research available is presented.

A brief discussion on implementation and operation of a state lottery
is presented from recommendations by several recognized authorities
with many years of experience in directing state lotteries.

The conclusions of a November 1985 state-wide opinion poll conducted
in Alaska are presented for the readers examination.



Part 1: LOTTERY BASICS
Nutshell History of Lotteries

Lottery, according to Webster, is "a drawing of lots in which prizes
are distributed to the winners among persons buying a chance.”" The
lottery 1is not an invention of conventional America. Lotteries have
been used by kings, emperors and representative governments throughout
history to finance building projects or to increase revenues. The
first reported government lottery was instituted by Ceasar Augustus to
rebuild Rome. In 1612, King James authorized a lottery to help
finance the '"colonial settlement” which paid the cost of settling
Virginia. In 1751 and 1754 Benjamin Franklin helped sponsor a series
of "Academic Lotteries" and helped fund the University of Pennsyl—
vania. The Congress of 1776 provided a National Lottery strongly
supported by Thomas Jefferson and others of the nation®"s founding
fathers. Some 70 acts were passed by Congress before 1820 authorizing
lotteries for the building of schools and roads and other public
projects. Lotteries helped erect Harvard, Yale, Brown, Dartmouth,
Columbia, Princeton, William and Mary and many of the nations other
prest gious academic institutions. Today over 112 countries around
the world sponsor government lotteries, including most of Western
Europe, Canada, Mexico, and many Central and South American nations.
The modern U.S. lottery started in 1964 in New Hampshire.

Thomas Jefferson once said that "Lotteries are a wonderful thing; they
tax only the willing." Indeed many states have turned to state-
operated lotteries as a means of raising revenue "painlessly."
Lotteries are currently legal in the District of Columbia and 22
states - Arizona, California, Colorado, Connecticut, Delaware, I1l1li—
nois, Maine, Maryland, Massachusetts, Michigan, Missouri, New Hamp—
shire, New Jersey, New York, Ohio, Oregon, Pennsylvania, Rhode Island,
Vermont, Virginia, Washington, and West Virginia; (Puerto Rico and
Guam also have lotteries). Well over 50% of the population of the
U.S. Tlives in lottery states.

Types of Lottery Games

Lottery games can be divided into two category - "active" and "pas—
sive." Active games are those in which the player participates in the
bet by choosing a number or set of numbers. The winning numbers are
drawn completely at random, so the player"s choice has no bearing on
the outcome of the game. However, many players enjoy active games
because they Can choose numbers that have some significance to them
which gives an added dimension of entertainment and interest. Active
games currently offered by the U.S. lottery states include three and
four digit numbers games and lotto.

Passive games are those in which the player takes no action to deter—
mine whether he has won or lost; a ticket is purchased and the outcome
is then revealed. Passive games offered in the U.S. include instant



games, traditional "draw" type lottery games and some subscription
games.

The games mentioned above are all easy to play, and none involve any
skill. Features of the various games can be described as follows.

1. Draw Lotteries

Though rare in the U.S., this was the original lottery game, and
remains the main game in overseas lotteries. Players purchase pre-
n .mbered tickets and wait for a weekly drawing, similar to a raffle.
Payouts vary among games, but generally start at around $5 and cap off
at either $50,00U or in some cases into the hundreds of thousands of
dollars and more.

2. The Instant Game

Instant lottery games involve a fixed price for a ticket, usually $1.
The ticket normally has a scratch-off spot to reveal whether or not it
is a winner. The advantage of this game is no waiting: the player
knows immediately whether or not. he has won.

Prizes range anywtere from a free ticket up to hundreds of thousands
of dollars. Most lotteries hold some type of grand prize drawing for
winners of some lower-tier prizes, the winner of that drawing receiv—
ing a prize sometimes as high as $1 million or $1,000 a week for life.
Most lotteries offer several instant games per year, and grand prize
drawings are generally held when a specific game is sold out or
otherwise ended.

3. Lotto

/~ traditional European lottery game in which the player selects four,
five or six numbers from a field ranging from 30 to 49, depending on
the size of the population of the state.

Payout is parimutuel; i.e. the jackpot is created from money wagered,
and the more that people bet, the larger the prize becomes. If no one
selects the winning six numbers in any order, the jackpot "rolls over"
to the next drawing. |If there no winners for a number of weeks the
jackpot can become enormous. Prizes can be divided when more than one
bet is placed on the same numbers, and many states offer smaller
prizes if one chooses most of the correct numbers.

4. Subscription Games

Many lotteries offer subscriptions to their lotto games, allowing the
player to select certain numbers, pay a bulk rate, and automatically
be issued a ticket for each drawing. The same concept is applied to
many ‘“raw-type games, and many lotteries offer a stand-alone subscrip—
tion game that doubles as a weekly draw lottery.

5. Numbers Games

Numbers games have been one of the traditior~~ games of state lot—
teries since the 1970"s. The player selects a three- or four-digit
number and places a bet on it, normally starting at $.50.

The winning number 1is drawn at a preset time, and the drawing Iis
usually broadcast on television and/or radio. Drawings are held
daily for three-digit games, and anywhere from once a week to daily
for four-digit games. All but one numbers game in the U.S. offer a



fixed payout for winning numbers, i.e. the payout ratio does not
change when more people bet money. Several options for betting
combinations are available to play at a variety of predetermined odds
and pay-off formulas. Payouts are determined by the amounts bet.

Questions and Answers about a State Lottery

Are lotteries a good method of raising state revenues?

Not as effective as taxes ... taxation is the most effective way of
raising revenues. No responsible person in the industry has ever
claimed that lotteries replace broad based taxes. Lotteries are best
described as a supplemental revenue source only. Lotteries were never
designed to solve tax revenue collection problems - only to assist.

How much revenue will a state lottery produce?

Fiscal year 1985 statistics indicate that total gross lottery sales in
the U.S. exceeded $8.8 billion. This means the average annual state

lottery gross revenue was about $90.00 per capita. A simplified means
of predicting a state"s likely gross lottery sales is to multiply this
number by a state"s total population. On the average, about 35 - 40%
of gross lottery sales goes to the state as profits from the lottery,

(see Pt. Il for complete discussion of revenue projections for Alaska)

Is a state-run lottery the answer to the economic problems currently
facing Alaska?

Certainly a state-run lottery is not tho answer to all the financial

needs of the state. At the same time, 1in many states the lottery has
stabilized some of their problems. Connecticut raised $148,000,000

from its lottery, Pennsylvania, $572,600,000; Michigan, $320,000,000;
and little old Rhode Island $18,600,000 in FY 85. All of this revenue
is raised voluntarily. Needless to say, there are people who oppose

lotteries or gambling in any form. These people are free not to buy
tickets.

Are lotteries popular?

Yes. More people participate in state-run lotteries than in any other
form of legalized gaming. In present lottery states, 75% of the
residents of those states favor the lottery programs. At one time or
another 60% of the residents of a lottery state will buy lottery
tickets. Recent ballots in four states (California, Oregon, West
Virginia, and Missouri) showed an overwhelming acceptance vote (over
60%). Alaskans support the concept of a state operated lottery by a
margin of two to one according to a poll completed in November, 1985
by the Dittman Research Corporation of Anchorage (see Pt. V for



complete Dittman Research Corporation report). A survey of voters in
AK House District 1 A-B by Rep. Robin Taylor, also completed in
November "85, concluded the same level of support for a lottery; 66%
of the respondents (from a total of 00.8) would support a "tightly
regulated state operated Lottery Program"™ in Alaska. Polls taken in
other non-lottery states such as Nebraska, Missouri, Florida indicate
overwhelming support (two or three to one) for state-run lotteries.

Has any lottery in modern times ever failed ... or failed to show a
profit? How are sales doing?

No lottery has ever failed ... or failed to show a profit. Sales are
soaring! In 1982 lottery ticket sales exceeded $4.2 billion .. with
lottery profits exceeding $1.5 billion. In calendar year 1983, sales
exceeded $6.0 billion with profits exceeding $2.4 billion. In 1984,
sales hit $6.9 billion, generating $2.8 billion in profits; and in FY
85 gross sales were $8.8 billion providing an estimated $3.8 billion
in profits for those states with lotteries.

What do states do with their lottery profits?
Most states put their lottery profits into their general funds.

However, some states earmark lottery profits for specific purposes.
California, Michigan, New Hampshire, New York and New Jersey use their

profits to aid education ... Pennsylvania donates its profits for
senior citizen programs ... Massachusetts shares its profits with all
the towns and cities in the state ... Colorado earmarks iome of its

profits for parks and recreation.

What happens to the lottery dollar and how does a lottery affect the
economy of the state?

Generally, 45<t to 50<f of every dollar is returned to ticket buyers in
the form of prizes ... 5% to 7< of every dollar is paid, to local
merchants as commissions for selling tickets ... about 51 to 1£ of
every dollar is used to pay state lottery employees, rent and utility
bills for office and warehouse space, to purchase lottery products
from established and experienced vendors, to establish a computer
system, and promote the lottery ... and the balance, about 35<« ends
up as the profit for the state. Almost all lottery dollars stay in
the state.

Are lotteries difficult to administer?

Absolutely not! Modern-day lotteries have been in existence for 20
years (since 1964) and there certainly isn"t any "mystery" concerning
their operations. Present lottery states are only too happy to share
their experiences and their techniques with new entrants into the
lottery field. Most states have lottery commissions overseeing their
operation. All lotteries have full-time Directors or Executive
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Secretaries ... people with extensive backgrounds in lottery opera—
tions. Few problems have arisen in the lottery industry uuring the
past twenty years. When problems have arisen the industry has been
quick to react. Recent studies indicate that a majority of ticket
buyers believe that lotteries are well run and honest. Lottery staff
can run from 50 to 150 depending on the size of the state.

(see Pt. IV for additional discussion regarding lottery operations)

Where are lottery tickets sold?

Most states license retail establishments that are easily accessible
to the public such as drug stores, supermarkets, convenience stores,
newsstands and package stores. As a rule of thumb one license is
granted for each 1,000 of popu"ation. As stated previously, these
agents usually receive 5% to 7% of their sales as commissions for
selling lottery tickets. In granting licenses lottery agencies will
investigate each prospective licensee as to past criminal records
their financial condition ... their ability to serve the public

and their general fitness to serve as agents.

Aren"t lotteries, for the most part, supported by poor people?

Definitely not! Extensive studies of the state-run lotteries indicate
that an overwhelming majority of ticket purchasers are in the middle
income ranges. Whereas citizens in the low income ranges buy lottery
tickets, they buy fewer tickets proportionately than their percentage
of the population, (see Pt. IIl for complete discussion of social
impacts of a lottery on Alaska)

Don"t lotteries appeal to the under-educated?

Current demographic information obtained from actual prize claim forms
filed with the Washington State Lottery (a perfect sampling of lottery
ticket purchasers) show that 65.6% of players are high school gradu—
ates or better and that those with less than eight years of schooling
play the lottery in far less proportion than they represent in the
population. This study"s conclusion repeats that of e”ery study of
lottery participation conducted in the U.S. over the last twenty
years, (see Pt IIl for complete discussion of social impacts of a
lottery on Alaska)

How much money does the average citizen spend on lottery tickets per
year?

The "per capita" spending on lottery tickets in 1984 was about $72.02.
Since only about 60% of a state"s population is expected to buy
tickets, actual expenditures for tickets is about $120, or about $2
per week.



How about "organized crime™ and lotteries?

. re is absolutely no evidence of any state lottery being infiltrated
by "organized crime." As a matter of fact some lottery Directors
believe that state-run Ilotteries have taken customers away T/ im
illegally-run numbers games. A Connecticut study came to the “elu—
sion that the state"s legal games had, in fact, impacted i1~ "gal
wagering in that state. A 1976 report of the National ¢e ri-g
Commission stated that 115%# of all Americans wager illegally. In
lottery states that percentage drops to 6% ... almost a 50% decrease
in illegal wagering. Modern day lotteries are run by state govern—
ments and there are no avenues available for illegal operators to ply
their trade. There is no similarity between state-run lotteries and
casino gambling or horse racing. The latter two are usual.y operated
by private individuals or corporations that are licensed by the state,
(see Pt. Il for additional discussion)

What about the social implications of advocating a form of legalized
gambling as a method of raising revenue?

People have been known to gamble for thousands of years and will
continue to gamble. Most sociological studies (and there are many)
have concluded that state-run lotteries are a "harmless" form of
legalized gambling. A comprehensive, independent, state-commissioned
study completed in 1981 concerning Connecticut®s legalized gambling
programs gave the state "a clean bill of health” ... "no increase in
welfare cases, no increase in bankruptcies, no increase in compulsive
gambling, and no increase in unemployment.” Newsweek concluded an
article on gambling in its March 3, 1980 issue by stating: "The only
games that apparently pose no real threat of addiction are state
lotteries. That is because they don"t have enough action.” (again,
see Pt. Il for further comment on social implications of lotteries)
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PART 1l: ALASKA LOTTERY INCOME

Alaska Compared to Current Lottery States

Consideration of an Alaska state operated lottery always prompts the
question of how much profit could the state generate on an annual
basis. A responsible answer to this question is dependent on many
factors and requires careful consideration. Because lotteries are
businesses operated for a profit,, they are dependent upon the same
factors that affect other businesses. These basic marketing factors
must be studied to determine if Alaska has those characteristics
indicative of lottery success. To date there has been no in-depth
analysis of the characteristics which are generally present in states
currently operating successful lotteries and the degree to which these
characteristics exist in Alaska. The following discussion provides,
for the first time, this analysis.

Since every state lottery has always produced a profit, it could be

said that all are successful. However, as Table 1 indicates, some

states are more successful than others; that is some states produce

both a higher net profit and a higher per capita profit from their

lotteries. A review of the marketing conditions of the lottery states

quickly reveals why some are more successful than others. These

factors are:

1. The economic characteristics of the population of the state,

2. The physical characteristics of the population of the state (age,
sex, education level, etc.),

3. The population concentration/dispersion patterns for the state.
4. Unique conditions usually affecting a particular state or region
(neighboring state"s lotteries, high volume of non-resident

traffic, etc.)

Table 1-11 lists the 18 states which have operated lotteries for over
one year and the income generated for the years 1981-1985. Gross, net
and per capita income has been presented from available sources.
Because of the tremendous variation in the size of the population of
the states listed a comparison of gross or net lottery income does
little to help determine which states are successful andwhich are
not. The key measure of just how successful a state hasbeen in
operation of its lottery is the per capita profit to thestate. A
sound per capita measure will also be of most help to project the
possibilities for Alaska. As can be seen, Maryland is the most
successful and Vermont is the least successful in per capita income of
all 18 states.

Those top five states experiencing the most success with lotteries in
1983 thru 1985 were Maryland, New Jersey, Pennsylvania, Connecticut,
Colorado ("83), Wash. D.C. ("84 &"85), and Massachusetts ("85). Those
stater, with the least successful record with regard to per capita
income were Vermont, Maine, New Hampshire, Arizona, Ohio ("83),
Colorado ("84) and Rhode Island ("85). Colorado ranked in the top
five for 1983 and in the bottom five states in 1984 and 1985.
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1983a
$Mil $ Per
Net Capita
30.0 11.04
72.8 25.19
75.2 24.20
110 18.51
14.2 22.25
214.4 18.76
3.3 2.93
198.5 47.07
97.3 16.33
221.2 23.88
3.7 4.02
295.0 40.06
262.4 14.94
144.8 13.41
335.4 29.96
15.0 15.84
1.1 2.15
90.0 21.78
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168.3 24.61
capita

Games and Wagering Business; May 1985.

¢ "USA Today";

9/12/85.

Table 1-11

STATES LOTTERY
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Table 2-11 provides a comparison of Alaska to all states which have
lotteries or are in the process of starting lotteries, with regard to
income levels and physical characteristics of the populations within
these states. These comparisons have been illustrated for those
factors generally considered to oe indicators of positive characteris—
tics for the operation of a profitable lottery. States are ranked in
descend order for each category of economic and physical character—
istics of their population. Rankings for Table 2-11 have been made
from information contained in Tables 3-11 and 4-11, for which specific
values for rankings can be ascertained.

Columns A-G contain economic comparisons for the 21 states involved in
this analysis. The ranking is straight-forward, the state with the
highest income figure for each category 1is ranked first, for each of
these columns except for columns D and E. Columns D and E are rever—
sed, with the state with the lowest income figure for this category
ranked first.For example, Alaska has the lowest percentageof its
population inthe$0 to $10,000 household income category. Since
lottery participation by the lower income groups is less than their
proportion to the population in general the state with the Ilowest
percentage of itspopulation in this group shouldbe ranked first.
The same reasoning ha? been applied to column E.

For all categories of income measures indicating ability to operate a
profitable lottery, Alaska ranks first. In addition, those states
with a record for operating the most successful lotteries (see Table
I-11) rank with Alaska in the top one-third of states compared in
Table 2-11, (Pennsylvania an exception). Those least successful
lottery states (see Table I-11) fall at the opposite end of the
spe”"*V'um from Alaska.

An analysis of personal, family and household income, comparing Alaska
to other lottery states indicates that Alaska should expect to be able
to operate a profitable lottery.

Column H compares Alaska and the current lottery states as to how
urban their population 1is. History has shown that state operated
lotteries generally are more successful in urban versus rural states.
States rank from first, Washington D.C., with a 100% urban population,
to last, Vermont, with a 33.8% urban population. The percentage of
Alaska population living in urban areas is 64.3%; this is 35.7 per—
centage points below D.C. and 30.5 percentage points above Vermont.

The rank order in column H 1is less conclusive than the percentage
point differences between the states. This is confirmed by the fact
that each of the top five most successful lotteries are represented in
the highest, middle and lowest one-third of the order. The closest
state (with an income history) to Alaska 1in its percentage of urban
population is the third most successful lottery state Pennsylvania,
with 69.3%. Those least successful lottery states, Vermont, Maine and
New Hampshire, have the most rural populations by far. Contrary to
the belief of many, that we in Alaska live in remote areas, the large
majority of our population lives in urban areas, and, according to the
Alaska Department of Labor we are becoming more urban each year.

- 13 -



Alaska®"s population grew by 30% in the 2.25 years between 5/1/80 and
7/1/84 and 90% of that growth was in the Anchorage, Kenai Penn.,
Mat-Su, Fairbanks, ar.d Juneau Boroughs.

Again, Alaska appears to be in a favorable situation for probable
lottery success when considering its percentage of urban population.

Column 1 of Table 2-11 illustrates the ranking of lottery states and

Alaska for their population mix of males to females. Numerous studies
of lottery players indicate that more males than females play lottery
games, (see Pt. IIl) Alaska leads all states in the number of males
to 100 females, with a total of 112 (Table 4-11). A significant point
here is that all lottery states, except Washington D.C., have between
90 and 99 males for every 100 females. This large difference between
Alaska and other lottery states is a factor in support of being able

to implement a successful lottery.

Column J presents a ranking of the percentage of populations over
eighteen years of age. Alaska®"s population is youngest compared to
those in lottery states. However, information from Table 4 indicates
that the percentage of population eighteen and older for lottery
states (excluding DC at 77.5%) ranges from a high of 74.0% (RI) to a
low of 70.3% (MI). Alaska®"s eighteen and o Her population makes up
67.5% of its total population. Two points need to be made here; first
lottery states is not significantly large; and Alaska, like Washing—
ton D.C., 1is subject to peculiar circumstances. Alaska has the lowest
percentage of elderly, population in the nation (2.8% compared to a
U.S. average of 11.8% ), this reduce,. our percentage of eighteen and
older population. This second point is actually 3 positive charac—
teristic for lottery success in Alaska since the elderly play lotter—
ies in numbers less than their proportion to the total population.
Although the total percentage of eighteen and older population is
lower than other lottery states, the percentage of age levels that
play lotteries the most, is higher than this 67.5% figure. This
conclusionWashington D.C. has the highest percentage of female popu—
lation in the nation due to occupationalopportunities there.

Columns K and L of Table 2-11 provide acomparison of Alaska and the
lottery states regarding the education levels for their populations.
Studies of lottery players indicate that the typical player has more
education than the average for the total population, (see Part III)
Again Alaska ranks first with the highest percentage of its population
having more than 12 years of school, and third highest for the per—
centage of its population with 16 or more years of education.

Alaska®"s ranking in all of the categories examined in Table 2-11 are

high and indicate, that from the basis of this information, Alaska

would be successful if it implemented a lottery. That 1is, Alaska

could expect to generate for its general fund, a level of revenueper
capita on a par with the most successful lotteries now in operation.

1 Alaska Department of Labor, Research and Analysis, (Draft) Alaska
Population Overview, 1985; Chapt. II.
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TABLE 2-11

LOTTERY STATES DEMOGRAPHIC COMPARISONS REGARDING POSITIVE CHARACTERISTICS
FOR OPERATION OF PROFITABLE LOTTERY

A B C D E F G H 1 J K L
Personal Median Median Yof  Yof % of % of % Pop  Male/ Qopop  YoPop % Pop
Income/  Family Hsehid Hsehid Hsehid Hsehid  Hsehid Urban 100 over 18 w/ 12+ w/ 16+
Rank  Capita Income Income  $0-10K $10-20K  $30-40K $40K + Areas Female  Yrs 0ld Yrs Sch
1 AK AK AK AK AK AK AK DC AK DC AK DC
2 DC CT MD MI MD MD MD CA WA RI co co
3 CT MD CT CT NJ uJ CT NJ Co MA WA AK
4 NJ NJ NJ NJ IL Ml NJ RI CA PN OR CT
5 CA IL IL IL MO CT DC NY OR CT CA MD
6 IL Ml M1 Co CT e IL CA AZ AZ NY AZ MA
7 NY WA WA MI CA WA IL. MA MI CA NH CA
8 MD CA CA WA WA CA Ml IL NH NJ MA WA
9 WA co co CA NY co co co VT OR VT VT
10 Co MA DW NH MA OH DW MD MN WA CT NJ
11 MA OH OH DW DW MA NY CT IL MD MN NH
12 DW DW MA OH DC DW RI WA MD Co bW NY
13 Ml NY NH MA OH NY WA OH OH DW MI OR
14 PN OR PN PN Co OR MA MI CT NH MD DW
15 OH PN OR OR OR PN OR DwW DW IL NJ AZ
16 RI NH NY AZ PN AZ OH PN NJ VT DC IL
17 NH RI AZ NY RI NH AZ OR PN M OH RI
18 OR DC RI DC AZ DC PN AK RI OH IL MN
19 AZ AZ VT RI NH RI NH NH MA Al NY MI
20 VT VT MN VT MN VT VT MN NY Ml PN OH
21 MN MN MN VT MN MN VT DC AK RI PN
* District of Columbia omitted from this source; not a state.

Source: TABLE 3-11, & TABLE 4-1,

Column Explanations:
A, B, & C. First ranked (,11) state has highest income for category; last ranked (#21) has lowest income for
category of lottery states.

D & E. First ranked (#1) states have lov/est percent of households in income category; last ranked (#21) states
have highest percent of households in income category.

F &G. First ranked (#1) states have highest percent of households inincome category; last ranked (#21) states
have lowest percent of households in income category.

H. First ranked state has highest percent of population living in urban areas.

I. First ranked state has the highest number of males per 100 females.

J, K, & L. First ranked states have the highest percent of population in each category.



Table 3-11

INCOME CHARACTERISTICS OF POPULATIONS IN LOTTERY STATES AND ALASKA

Personal Income 1981 Money Income 1979
Household Income
Median Percent Within Pov.
Per Trnsfr. Family Less $10K $20K $30K $40K $50K Per Level
Total Capita Pymnts. Income than to to to to and Median Capita Fan).
(Mil $) (%) (Mil  $) ($)  $10K $20K $30K $40K $50K Over ($) Rnk.  ($) {%)
New England
Maine 9,662.7 8,530 1,748.2 16,167 34.9 35.7 19.3 6.4 1.9 1.8 13,816 46 5,768 9.8
New Hampshire 9,367.3 10,013 1,208.3 19,723 26.3 33.2 23.6 10.0 3.6 3.4 17,013 21 6,966 6.1
Vermont 4,498.7 8,727 699.3 17,205 31.8 35.7 19.6 7.6 2,7 2.6 14,790 37 6,178 8.9
Massachusetts 64,243.9 11,128 9,423.4 21,166 27.7 28.8 22.5 11.3 4.9 4.7 17,575 19 7,458 7.6
Rhode Island 9,678.0 10,155 1,657.6 19,448 30.7 31.0 21.9 9.4 3.6 3.3 16,097 29 6,897 7.7
Connecticut 40,131.1 12,805 4,410.6 23,149 22.2 27.6 24.1 13.1 6.0 7.0 20,077 4 8,511 6.2
, Middle Atlantic
New York 201,707.2 11,460 30,386.4 20,180 30.4 28.4 20.8 10.6 4.7 5.2 16,647 26 7,498 10.8
~ New Jersey 90,001.3 12,156 11,460.8 22,906 23.8 26.7 23.0 13.4 .3 6.7 19,800 6 8,127 7.6
1 Pennsylvania 123,056.8 10,366 20,583.8 19,995 28.6 30.6 22.9 10.2 4.0 3.7 16,880 22 7,077 7.8
East North Central
Ohio 111,186.4 10,313 15,978.2 20,909 2619 29.5 24.0 11.4 4.4 3.8 17,754 15 7,285 8.0
Illinois 132,638.0 11,57? 17,003.6 22,746 25.0 25.7 23.5 13.1 5.8 5.9 19,321 7 8,066 8.4
Michigan 99,016.6 10,758 14,244.3 22,107 25.5 26.4 23.5 13.3 5.9 5.3 19,223 8 7,688 Cc.2
South Atlantic
Deleware 6,643.5 11,102 836.1 20,817 26.5 29.3 22.7 11.2 5.1 5.1 17,346 13 7,449 8.9
Maryland 48,821.9 11,452 6,332.6 23,112 22.1 27.1 23.1 14.0 6.8 6.9 20,281 3 8,293 7.5
Wash. D.C. 8,522.8 13,509 1,916.2 19,099 30.5 29.4 17.6 9.6 5.2 7.7 16,211 X 8,960 15.1
Mountain
Colorado 33,257.4 11,216 3,680.6 21,279 25.4 29.9 23.0 11.6 5.1 5.1 18.,056 12 7,998 7.4
Arizona 27,285.8 9,765 4,008.1 19,017 28.8 31.3 21.8 10.1 4.1 4.0 16,448 27 7,041 9.5
Pacific
Washington 47,546.4 11,274 6,521.9 21,696 26.0 28.4 23.6 12.2 5.0 4.7 18,367 9 8,073 7.2
Oregon 26,528.8 10,009 4,042.0 20,027 28.7 30.5 22.3 10.5 4.0 3.9 16,780 24 7,557 7.7
California 289,583.8 11,968 38,308.8 21,537 26.3 28.1 21.5 12.1 5.7 6.4 18,243 10 8,295 8.7
Alaska 5,660.7 13,749 500.2 28,395 18.3 21.2 18.4 15.1 11.3 15.7 25,414 1 10,193 8.6

Source: U.S. Bureau of Census, County & City Data Book, 1983



Table 4-11

PHYSICAL CHARACTERISTICS OF POPULATIONS IN LOTTERY STATES AND ALASKA

1980
25 Years and Older

Land Males 18 Yrs Total College Yrs of Sch

Area Total Urban Per 100 and Median House- Enroll- 12+ 16+

(Sqg Mi) Persons (%) Females Older Age holds ment Total {%) (%)
New England
Maine 30,995 1,124,660 47.5 94 .4 803,273 30.4 395,814 45,764 '-.61,840 68.7 14.4
Mew Hampshire 8,993 920,610 52.2 95.0 662,528 30.1 323,493 50,344 541,953 72.3 18.2
Vermont 9,273 511,465 33.8 94.9 366,138 29.4 178,325 29,703 295,051 71.0 19.0
Massachusetts 7,824 5,737,037 83.8 90.8 4,246,648 31.2 2,032,717 415,897 3,463,256 72.2 20.0
Rhode Island 1,055 947,154 87.0 91.0 704,303 31.8 338,590 64,128 575,243 61.1 15.4
Connecticut 4,872 3,107,576 78.8 93.1 2,284,657 32.0 1,093,678 177,255 1,900,164 70.3 20.7
Middle Atlantic
New York 47,377 17,558,072 84.6 90.5 12,870,209 31.9 6,340,429 1,076,133 10,721,012 66.3 17.9
New Jersey 7,468 7,364,823 89.0 92.2 5,373,962 32.2 2,548,594 384,885 4,504,247 67.4 18.3
Pennsylvania 44,888 11,863,895 69.3 91.9 8,740,599 32.1 4,219,606 550,786 7,240,244 64.7 13.6
East North Cent
Ohio 41,004 10,797,630 73.3 93.5 7,703,310 29.9 3,833,828 514,105 6,291,667 67.0 13.7
11linois 55,645 11,426,518 83.3 94.0 8,183,481 ?9.9 4,045,374 617,759 6,678,759 66.5 16.2
Michigan 56,954 9,262,078 70.7 95.2 6,510,092 28.8 3,195,213 531,671 5,254,040 68.0 14.3
South Atlantic
Delaware 1,932 594,338 70.6 93.1 427,743 29.8 207,081 34,286 344,657 68.6 17.5
Maryland 9,837 4,216,975 80.3 94.0 3,049,445 30.3 1,460,865 256,872 2,499,096 67.4 20.4
Wash. D.C. 63 638,333 100.0 86.1 494,842 31.1 253,143 59,302 398,653 67.1 27.5
Mountain
Colorado 103,595 2,889,964 80.6 98.5 2,081,151 28.6 1,061,249 179,073 1,663,891 78.6 23.0
Arizona 113,505 2,718,215 83.8 96.9 1,926,728 29.2 957,032 179,503 1,558,891 72.4 17.4
Pacific
Washington 66,511 4,132,156 73.5 98.7 2,992,796 29.8 1,540,510 243,004 2,439,417 77.6 19.0
Oregon 96,184 2,633,105 67.9 97.0 1,910,048 30.2 991,593 149,400 1,579,841 75.6 17.9
California 156,299 23,667,902 91.3 97.2 17,278,944 29.9 8,629,866 1,720,087 14,043,986 73.5 19.6
Alaska 570,833 401,851 64.3 112.8 271,106 26.1 131,463 18,778 211,297 82.5 21.1

Source: U.S. Bureau of Census; County & City Data Book, 1983



So far we have only looked at the first two marketing conditions
listed above; the economic and physical characteristics of the popula—
tion of Alaska in relation to other lottery states. The third market—
ing condition needing examination is how the population of Alaska is
concentrated and/or dispersed.

Alaska is unique in its vastness with over one-half million square
miles of land, 3.7 times the area of the next largest lottery state,
California, and 541 times the size of Rhode Island, the smallest
lottery state (excluding DC). However, as we saw in Table 2-11,
Alaska is quite urban; twice as urban as Vermont, and only 36% less
urban than Wash. D.C. with 100% of its population living in urban
areas. When we examine the degree to which the population in Alaska
is concentrated we find that there exists similarities with some of
the other lottery states. These states are the relatively large
western states of Arizona, Colorado, Oregon and Washington. Table
5-11 and maps of these states following Table 5-11 illustrate this
similarity in population concentration in marketing terms.

As Table 5-11 illustrates, each of these states has one marketing area
which contains approximately one-half of the states total population.

This area has been identified as the primary marketing area for that
state. In addition, each of these states has from one to three other
major marketing areas within the state which, when combined with the
primary marketing area, contain approximately 80% of the state"s total
population. The conclusion made from this comparison is that these

states would be reasonable candidates for use as a comparative model

to help predict possible revenue levels for an Alaskan lottery.

The three western states with lottery history at this time are Ari—
zona, Colorado and Washington. Of these states the most similar to
Alaska 1is Colorado, with the same pattern of population concentration
(one primary marketing area and two additional major marketing areas).
Colorado is also a very close match with its percentages of total
population in these marketing areas very similar to Alaska"s.

Also included is a map of Vermont, a state often used as an example to
compare with Alaska for projections of lottery revenue because its
total population size is similar to Alaska"s. Three factors should be
considered to illustrate why Vermont is not a reliable example for
this comparison. Note that although Vermont®s population is about the
same as Alaska®"s, there is only one city, Burlington, with over 25,000
people. Also not that 66.2% of Vermont®"s total population lives in
rural settings (Table 4-11); only 35.7% of Alaska"s population lives
in rural settings (Table 4-11). Vermont lacks the population ccncen-
tration/s necessary for effective marketing of lottery products.
Last, note that Vermont 1is surrounded by larger lotteries of New
Hampshire, Massachusetts, New York and Quebec; Vermont residents have
until recently been able to easily access all of these high prize
lotteries.



State
AK

AZ

Co

WA

OR

Source:

Table 5-11

WESTERN LOTTERY STATES MARKETING AREAS COMPARISON

County

Anchorage
Mat-Su
Kenai Pen.

Fbnks-NS

Juneau
Ketchikan
Si tka
Wrang-Pet

Maricopa
Pinal

Pima

Denver
Adams
Arapahoe
Douglas
Boulder
Jefferson

El Paso
Pueblo

Lari mar
Weld

King
Kitsap
Pierce
Snohomish
Thurston

Clark
Spokane
Yakima
Clackamas
Multnomah

Washington
Marion

Lane
Linn
Benton

Jackson

U.S. Census Bureau;

(1980 U.S.

Total
Pop

174,431
17,816
25,282

53,983

19,528
11,316
7,803
6,167

1,509,052
90,918

531,443

492.365
245,944
293,621

25,153
183,625
371,753

309,424
125,972

149,184
123,438

1,269,749
147,152
485,643
337,320
124,264

192,227
341,835
172,508
241,919
562,640

245,808
204,692

275,226
89,495
68,211

132,456

Prim Mkt
Area Pop

217,529

1,599,970

1,622,461

2,364,128

1,255,059
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PvA | Maj Mkt
of St Area Pop
54.1
316,326
58.9
2,131,413
56.1
2,330,479
57.2
3,070,698
47.7
1,820,447

County & City Data Book, 1983

A %

of St

78.7

78.4

80.6

74.3

69.1



Alaska



Arizona
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The fourth, and last, marketing factor listed above was that of unique
conditions affecting a particular market. There are several obvious
and some not-so-obvious conditions present in some of the currently
operating lottery states which impact their sales.

Small states with large populations in the East have an advantageover
large less populatedstates with regard to the physical marketing of
their lottery product.

People in the northeastern states have experienced a long history of
exposure to illegal lottery type games and are therefore familiar with
the concept. They do not have to be educated about how lotteries are
played.

Those least successful lottery states of Vermont, Maine, New Hampshire
and Rhode Island are surrounded by the neighboring giant lottery
states of Pennsylvania, Massachusetts, Connecticut, New York and New
Jersey. The convenience of buying lottery tickets from the large
lotteries, with large prize structures, is such that many resident
players from these smaller states choose to buy out of state. \Why
spend $1 on a chance to win $500,000, when the same $1 will buya
chance to win several million dollars? This will likely change in the
near future with the implementation of the Tri-State Lottery partner—
ship of Maine, Vermont and New Hampshire, and the recent (May "85)
reversal in federal law interpretation by the U.S. Postal Service
resulting in a ban on subscription lottery sales across state lines.

Alaska 1is unique in the fact that it experiences a tremendous annual
influx of tourists, in comparison to its resident population estimated
to reach 533,000 in 1985 . This tourist influx is large in the sense
of its total volume, 776,600 projected for CY 86 , and as percentage
of the resident population, 147.5%. In addition to the number of
tourists, a significant number of airline and cruise ship crews, a
total of 6,000 , are effectively part-time residents of the state.
This situation is unique to Alaska, and of the lottery states only
Colorado experiences a similar condition, although to a much lesser
degree. These additional people would affect lottery sales Alaska in
a positive direction.

Alaska Department of Labor, Research and Analysis, (Draft) Alaska
Population Overview, 1985: "If the in balance of migration to Alaska
during 1984-85 were to be zero, which seems unlikely, the 1985
population of the state should reach 533,000 due to natural increase
alone."

Alaska Department of Commerce and Economic Development, Division of
Tourism.

The McDowell Group (cruise ship crews), and telephone survey of
major Anchorage hotels (airline crews).
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Alaska Compared to Colorado

Information contained so far in this discussion provides a basis for
reasonable conclusions regarding a method to estimate probable net
revenue for an Alaskan lottery. Although Alaska shares similarities
with the most successful lottery states (economic and physical compo—
sition of its population), our population size does not reasonably
allow for a direct comparison with these states. Likewise, although
our population size compares with some of the least successful lottery
states, other marketing factors; our degree of urban versus rural
population, our degree of population concentration, the lack of
accessible neighboring lotteries, and the economic and physical
composition of our population; does not allow for a direct comparison
with these states.

One lottery state, with a three year lottery income history, does have
a number of similar characteristics to Alaska and qualifies as a
reasonable model for generating revenue projections. Colorado Iis
similar to Alaska in more aspects than any of the other lottery
states.

A review of Table 2-11 and the discussion pertaining to it illustrates
that Colorado provides a basis for conservative comparisons from a per
capita, family and household economic perspective. It provides for a
very close comparison from the perspective of educational level of the
populations. And when including the information from Table 5-11 with
columns H, 1 and J from Table 2-11, Colorado is a good match with
Alaska regarding comparisons of the urban nature and population
concentration patterns of the two states, as well as the male to
female ratio and population over eighteen years of age factors.

Alaska Lottery Income Projections

Using an average of Colorado s last three years per capita net income,
$17.01 (Table I-11), as a probable per capita income for Alaska will
give a reasonable, conservative estimate for annual profit from an
Alaskan lottery.

A second projection, using an average median per capita income from
all lottery states for the last three years, $26.07 (Table I1-11), will
provide a second, possibly less conservative and more simplified
projection for Alaska.

A population factor of 730,000 for Alaska has been determined to be
most useful for computing a probable FY 87 net profit, should Alaska
implement a state operated lottery by July, 1986. This population
factor is based on the assumption that tourists to the state would
play a lottery with much more frequency than the average for the
state. Tourists are here to be entertained and they have the money to
spend (82% of the visitors to,Alaska in 1983 had household incomes
over $20,000, 25% over $60,000 ). However, since tourists are in the
state for an average of only 16.8 nights (this represents more than
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10.8 million person-nights per year spent in the state) a factor must
be based on their short duration here. Therefore, an assigned factor
of .25 is used as an approximation of their lottery play, compared to
residents with a factor of 1.0. Likewise a factor of .50 is used to
approximate the frequency of lottery play by crev/s from the airlines
and cruise ships, who spend about one-fourth of the year in Alaska.

We now have enough information to compute a projection for an annual
profit from operation of an Alaskan lottery.

Population Base Number Factor Total

Alaska Total Population (Est. 1985): 533,000 x 1.00 = 533,000
Alaska Tourist Volume (Est. 1986): 776,600 x .25 = 194,150
Cruise Ship and Airline Crews (1985): 6,000 x 50 = 3,000
Total Effective Population 730,150

Using this "effective population” figure and the two per capita profit
amounts, one from Colorado ($17.01) and the other from a national
average ( $26.07), an expected range of total net revenue for Alaska
can be determined.

Alaska Total Effective Population 730,150
Colorado "83-"85 Average Per Capita Profit x $17.01
Estimated Alaska Net Revenue (low) $12,419,851
2. Alaska Total Effective Population 730,150
National "83-"85 Average Per Capita Profit x $26.07
Estimated Alaska Net Revenue (high) $19,035,011

An Alaska lottery could expect to generate between $12.4 and $19.0
million in FY 87.

This low end estimate, $12.4 million, is a very conservative figure
when we consider that it is based on the Colorado lottery which is
restricted to only operating instant games. A parallel comparison to
this restriction would be to restrict a jewelry store to only selling
gold jewelry. There is a large market for gold jewelry, but it"s only
a percentage of the total market.

The high estimate, $19.0 million, is a fairly realistic estimate, and
is only dependent on how freely the enabling legislation for an Alaska
lottery allows it to respond to the market.

5
Overview, Alaska Traveler Survey and Visitor Industry Analysis 1983;

Dept, of Commerce and Economic Development, Div. of Tourism PART
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111 : SOCIAL IMPACTS OF LOTTERIES

The five questions mosts often asked regarding lotteries social impact
are:

1. What affect do state lotteries have on the "poor?"

2. What affect do state lotteries have on the "less educated?"

3. How do lotteries affect the incidence of compulsive gambling?
4. Does winning disrupt the lives of winners of large cash prizes?

5. Do lotteries cause a negative economic drain on rural communities?

Questions 1 and 2:

The meet often raised objection to state operated lotteries is that
people from lower income households and/or the less educated buy a
disproportionate amount of lottery tickets. The implicit suggestion
is that a lottery should be prohibited in order to protect the "poor"
and "less educated." As a matter of empirical fact, it is simply
unt.rue that the poor and/or less educated buy lottery products dispro—
portionately to their percentage of the population.

Research has been conducted in every state with a lottery operating
for over one year regarding these questions (#1 & #2), and the conclu—
sion is always the same; the poor and less educated play the lottery
to a lesser degree than their proportion of the population.

Some comments from a sampling of the numerous studies conducted
follow. Please bear in mind that every statement to follow is based
upon statistical evidence, not opinion.

Colorado: Chart 1I-111, below, 1is comprised of two bar graphs. The
top graph represents the income group®s percentage of the Colorado
population. The bottom graph represents an index of lottery partic—
ipation by the income group. Where the bar 1is above zero, that group
plays the lottery more .than their relative proportion in the popu—
lation, and vice versa.

1 Chart reproduced from "Colorado Lottery Facts™, Oct. 1983, included
in the Report to the Colorado Legislature by the Lottery, dated Dec.
6, 1983.
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Chart 1-11i
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As the chart dramatically shows, the lower income groups play the
Colorado Lottery substantially less than their proportion in the
population. The Colorado Lottery explained the methodology of their
analysis and also commented generally on this issue.

"Analysis of the winners in lottery games is a statistically perfect
sampling of the players. During each year, several state lotteries do
research on the profile of their players through analysis of winners”
age, 1income, occupation, sex, residence, and lifestyle. Every study
conducted in the legal lottery business in North America has shown
that the bulk of the lottery tickets are purchased by middle income
consumers. Typically, most tickets are bought by persons between the
ages of 35 and 54 although the play of the lotteries ranges in age
from 18 to over 65. In addition, although the range of players runs
from low 1income to high income, the majority of the tickets are
purchased by persons whose household incomes are between $12,000 and
$36,000. Research in Colorado indicates that the average education
and income of the players are higher than the national average. Even
low income players play the lottery from their discretionary income,
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low income players play the lottery from their discretionary income,
that is to say, even low income persons purchase lottery tickets on a
competitive basis with their purchase of candy, movies and softdrinks.
An average of 9xt a week played on the lottery, while being a higher
percentage of the discretionary income of a low income perspn than it
is in a middle income person, is still a minor decision..."

The results of the Colorado studies are confirmed by numerous other
studies about the income levels of lottery players in other states.
For example:

Arizona: An independent study concluded that I"the poor are dramatic—
ally underrepresented among lottery players."

Deleware; 89% of the buyers of "Daily Numbers" lottery tickets had an
annual family income in excess of $10,000. The median family income

of players was $19,200 a year, while the median income of non-players
was $18,200 a year.

Illinois; People with incomes below $11,000 only participated in
lotteries about 75-78% of their percentage of the population.

Maine; Studies "conclusively demonstrate that it is the middle income
segment of the population that is the primary market for lotteries...
[T]he poor (under $5,000 in income) are extremely underrepresented
among lottery players."

Illinois, Michigan, New Jersey, New York, Pennsylvania; An analysis

of the household income profiles of over 6.5 million winners estab—
lished that "the poor participate in the state lottery games at levels
disproportionate>y less than their percentage of the population.”

"Colorado Lottery Fact Sheet", Oct. 1983, p.8, included in Report,
op. cit. fn. 1.

"Using Demographics to Increase Lottery Sales", G.E. Shippee, D.J.
Schwartzman, K. Reynolds, Public Gaming Magazine, Aug.1983. See
also, "Analysis of Sales Data of Lotteries"™, July 1983, Scientific

Games, Inc., cited in Public Gaming Magazine, Dec. 1983, p.29
(hereafter "Analysis'™), and Time, May 28, 1984. p.42.

Report by Dr. Keiser, University of Delaware, College of Business
and Economics, 1979.

5 Public Gaming Magazine, Jan. 1982, p.33, Table II.
~ "Analysis," op.cit., fn. 3.

7 "The Myth of the Poor Buying Lottery Tickets", by Dr. J.R. Koza,
Public Gaming Magazine, Jan 1982, at p.40.
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Hashingtorr, An analysis of all players in the lottery during the 1983
reporting period indicated the group wlruzh played the lottery the
least was the under-$10,000 income range.

These are only a sampling of the numerous studies on this issue.

The Louisiana legislature, after conducting an extensive investigation
on this issue and an analysis of the numerous available studies,
concluded: "The overwhelming majority of studies conducted in this
country illustrate that the poor patronize the lottery in numbers
proportionately less than their numerical presence in any

community."

Similar conclusions have even been admitted by lottery critics. The
Berean League of Minnesota, a self-described coalition of concerned
Christians, admitted in an extensive paper submitted to the Minnesota
legislature, in opposition to pending lottery legislation, that "Poor
people do not play the lottery out of proportion to their percentage
of the population (the evidence shows that they play less than their
percentage of the population)...[Njothing has surfaced to question the
accuracy of the studies that the poor play the lottery... less than
other segments of the population.”

The Illinois, Michigan, New Jersey, New York, & Pennsylvania study
took an additional step in the analysis of data collected from its
over 6.5 million winners of large prizes. Relative level of sales
were studied to determine if there were any correlations between heavy
lottery players and household incomes. New York was chosen for this
study because its household income profile for lottery game players
was most representative of the average of the five states involved.
Data for this analysis was collected from seventeen $1 instant games
in New York. Areas were designated as having "below-average" sales if
the sales index for that zip code averaged 25% or more below the
statewide level. An area was designated as having "above-average"
sales if the sales index averaged 25% or more above the statewide
level. The remaining areas were considered "average." This approach
placed about 24 percent of the New York population into above-average
sales areas, about 43 percent into average sales areas, and about 33
percent into below-average sales areas.

Having thus divided the state into three distinct categories based on
the actual occurrence of recorded lottery winners (and hence players),
the household income distribution for the three categories was examin—
ed. See Table I-111 for a presentation of this data in the form of
indexed numbers.

(6]
Washington State Lottery 1983 Annual Report.

Final Joint Lottery Subcommittee Report, Louisiana Legislature,
April 5, 1983, p. 27.

10 "The Proposed Minnesota Lottery," Report by the Berean League of"
Minnesota, 1984,pp. 22, 23.
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Table 1-11J

INDEXED HOUSEHOLD INCOME DISTRIBUTION
(Above-Average, Average & Below-Average Sales Areas of
17 $1 Instant Lottery Games, New York State)

ANNUAL HOUSEHOLD INCOME
(In 1980 Dollars)

Over $34,000- $23,000- $18,000- $11,000- $6,700- Under
$56,000 $56,000 $33,999 $22,999 $17,999 $10,999 $6,700

+ Ave. 105 128 120 99 83 75 75
Average 158 139 109 Q0 83 75 79
- Ave. 140 94 81 89 111 116 113

The income profile for the areas of the state having above-average
sales have a relatively higher representation of high-income house—
holds. The same is true for of the areas of the state having average
sales. For example; households with an income above the $56,000 (1980
dollars) range have an index value of 158 in the "average sales" level
areas. This means that this level income household occurs at a rate
58% higher than in the state as an average.

However, for the areas of the state having below-average sales, the
income distribution is bi-modal. It contains the "poor" and it also
contains a significant representation of very high income people. The
main point, however, is that the lower-income categories are relative—
ly underrepresented in both the average and the above-average sales
areas and that the lower-income households are overrepresented only in
the below average sales areas.

Thus, wusing this slightly different perspective, the conclusion is
again the same. Namely, that the poor participate in the lottery

games at a disproportionate rate as compared to their percentage of
the population.

Most analysis and comment from the studies conducted by states operat—
ing lotteries include educational levels as well as household income
issues. These studies indicate similar conclusions with regard to
education levels of those playing lotteries; the less educated play
lotteries proportionately less than they are represented in the total
population.

"Myths", Public Gaming Magazine, Dec. 1983, pp. 28-33; and '"Roses
and Thorns of State Lotteries", by Bill Curry, State Legislatures
Magazine, March 1984, p. 31-36.

- 33 -



The Washington State Lottery found that residents with 1 -3 years of
college were overrepresented in lottery play to a degree significantly
exceeding that of any other educational group. Based on an index of
100, those in this category reached index levels as high as 141.
Conversely, those with eight years of education or less were severely
underrepresented, with indices ranging from 68 down to 43.

Final figures for FY 83 in Washington showed residents with 13 - 15
years of education totaling out at an index of 120, with those with
eight years of educatioruor less playing at an index rate of 56, the
lowest of any category.

A study of six western counties of Washington state by KIRO Broadcast—
ing, Inc. found that 78 percent of the lottery players had 12 or more
years of education.

The Arizona Lottery also tested for educational level of its players.
In every case, the median educational level of players exceeded that
of Arizona residents overall.

Pennsylvania contracted with Opinion Research Corporation to use the
"low, average and heavy play" analysis procedure described above for
New York. They found that in the "heavy play"” group - the group
showing the most interest in.the lottery - only 9.8 percent had less
than a high school diploma.

Again, these are only a sampling of survey results all stating the
same conclusion - the less educated segments of the population in
lottery states play lottery games less than they are represented in
the total population of their state.

These conclusions are no surprise to those who view lotteries as a
business operated for profit. The tremendous growth in both lottery
participation and profit to those states operating them could never be
generated by a dependency on the poor and under-educated. This
segment of our population simply does not constitute a large enough
percentage base to target marketing efforts. The majority of the
population in most states lives in middle income households and has a
higher than median education level. This is the natural market.

2 Washington State Lottery, 1983 Annual Report

13 "Using Demographics to Increase Lottery Sales", G.E. Shippee, D.J.

Schwartzman, K. Renolds, Puolic Gaming Magazine, Feb. 1983.

4 Pennsylvania Study for the Bureau of State Lotteries, Opinion
Research Corporation, Princeton, NJ, 1981.



Question number 3:
How do lotteries affect the incidence of compulsive gambling?

Studies done thus far have shown the compulsive gambler to be someone
who by nature seeks avenues other than state lotteries to satisfy his
or her need for gambling; state lotteries do not provide what a
compulsive gambler needs for gratification.

Dr. Robert Custer, acting director of mental health for the Veterans
Administration in Washington D.C. and medical advisor to the National
Council on Compulsive Gambling, has done extensive research into the
incidence and treatment of compulsive gambling, and is widely recog—
nized as an expert on the subject. Custer contends that state lot—
teries do not provide a sufficient outlet for a compulsive gambler to
either alleviate withdrawal symptoms or to experience any sustained
euphoria generated by most other types of gambling. Custer said that
of the compulsive gamblers he has treated at the V.A., 20% have fallen
into each of four different categories: addiction to horse race
betting, casino games(not casinos in particular, but games associated
with them such as craps and card games), illegal sports betting, and
stock options and commodities. The remaining 20% is divided among
all other forms of gambling, lotteries only amounting to perhaps 2%.
Of compulsive gamblers, Custer said lotteries are '"not their style,"
because play is too slow. "The shorter the interval between the time
you place your bet and when you collect, the more addictive,”" adding
that, "any game involving a waiting period for the outcome and/or
collection of winnings, such as lotteries, does not sustain a compul—
sive gambler, ..." Two key elements that compulsive gamblers need for
satisfaction are some feeling that s/he has an "edge" or privileged
information regarding the bet, and that some element of skill plays a
part in the outcome. Neither of these exist with state lotteries.

"I think winning 1is a lot more stimulating than we realize,"” said
Custer. "Particularly winning amounts ranging from a fourth to a half
of one"s income. That"s one of the things about the lottery that 1%ve
never been very concerned about, because people don"t win big that
often. There are a lot of $1 and $2 winners, but very few million
dollar winners."

Custer states that no data exists supporting the contention that
lotteries increase compulsive gambling.

A study for the New Jersey Lottery, supervised by Dr. Peter Carlton of
the New Jersey College of Medicine and Dentistry, reached basically
the same conclusions as did Custer®s research; no cause-and-effect
relationship was established showing lotteries to cause compulsive
gambling, the same physiological changes were noted in gamblers as
with the V.A. research. These results show that lotteries simply
don"t offer enough "action" to satisfy the needs of a compulsive
gambler. A totally different environment of lottery-playing, as

N "Do Lotteries Increase Compulsive Gambling?I, The Lottery Journal,
Vol. 1, No. 2, p. 22 & 58.



opposed to other types of gaming, exists for state lottery participa—
tion. Lottery playing does not require a contained environment with a
high degree of social interaction, as 1is found with other gaming
activities. The decision to participate in a lottery game usually Iis
an afterthought from some other activity,

John D. Quinn, Director of the New York State Lottery, and past
president or the National Association of State Lotteries says that
during hie tenure as director of the N.Y. Lottery over 2 billion
tickets have been sold and he has not received one phone call or
letter saying.a wife or husband "had spent the bread or milk money on
the lottery."iD

16 "Myths", op.cit., fn. 11, pp 39-41.



Question number 4:
Does winning disrupt the lives of winners of large cash prizes?

The results of a survey by the Ontario Lottery Corporation, updated
through November of 1983, indicate that the lifestyles of the over—
whelming majority of the lottery"s jackpot winners changed little
after their windfalls.

This survey of 870 people who won between $7,000 and $! million in the
lottery indicated that the overwhelming majority of the big-money
winners kept their jobs and stayed in the same house. Few were
bothered by adverse publicity or bothersome requests for donations.

Of the winners responding to the survey, 91.4% of those employed kept
their job. Eight of the 25 winners of $500,000 or more continued to
work. Most of the winners bank their money, and few indulge in
spending sprees. Only 2.2% spent the bulk of their winnings on
luxuries. Twenty-five percent bought a new car, and only 22.6% took
vacations. More than two-fifths of those winning large prizes, 40.8%,
shared their good fortunes with family, friends andcharities.

Ninety percentof the winners were not subjected to calls and letters
begging for money, and 70% of those who were contacted did not consider
the solicitations a problem.

Most of the big winners have not been bothered by media attention. Of
those responding to the survey 90.1% said media treatment of their
good luck had been fair and courteous.

Surley examples exist which illustrate that lives have been changed by
the winning of large amounts of money, some of these changes would be
considered positive and some negative. However, the statistics
available, when considering broad cross-sections of winners, indicate
that the majority of winners are not negatively affected. Ms. Mary
Faulk, Director of the Washington State Lottery, puts it very well in
her statement, "The lottery by design is open to maximum scrutiny by
the public at all times. Our credibility is the first product we sell
to the public. ldentification of winners is animportant responsibil —
ity to all our players. We feel that the mediahas shown responsible
constraint in their handling of winners. Our winners have accepted
this exposure with grace, because they recognize the public®"s right to
know."

The administration of most lotteries use a prize award structure that
makes payments to large winners over an extended time period; i.e.,
$1,000 per month for life. This is financially advantageous to the
state and to the winner, and helps prevent the possible disruption of
a winners life with a $! million dollar check.

"Lottery Winner Research Indicates Life As Usual", Wendy Horne,
Ontario Lottery Corporation.



Question No. 5:
Do lotteries cause an economic drain on rural communities?

This question is asking if it appears likely that a state run lottery

will result in the residents of small remote communities spending an

amount of their available cash to a degree exceeding the benefits

these same communities would receive from the expenditures of lottery

profits. Three additional questions must be examined to provide an

answer to this concern of economic impact on rural communities:

1. How many communities and what population base 1is of concern?

2. What spending level for lottery products is likely to occur?

3. What level of benefits will these communities likely receive from
the operation of a state lottery?

A conservative analysis, considering "worst case" possibilities for
lottery expenditures by rural community residents and reasonable
assumptions regarding benefits received from probable state lottery
profits, indicaces that a state operated lottery would jiojt cause an
economic drain on rural communities. In fact, the opposite is true.

For purposes of this discussion the term "rural community"™ is defined
as a community of 2000 or less people. Alaska has a total of 262
communities of this size with a total population of 70,286, or 13.44%
of the state"s total population (see Table 2-111).

Individual spending on lottery products will be directly proportional
to the degree to which residents of these communities would have
access to lottery products. This access would only exist through
state licensed lottery product retailers. Only qualified "viable
businesses™ would be issued lottery sales licenses upon application.
A "viable business" is defined as one which would likely meet the
qualifications established by a state lottery as necessary to be
licensed as a lottery product retailer.

The Alaska WIC Program (Special Supplemental Food Program for Women,
Infants, and Children) has been selected as a means to identify the
number of probable "viable businesses”™ in rural communities. The WIC
program is a state subsidized health and nutrition program for preg—
nant women, breastfeeding mothers, infants, and young children.

The state provides subsidies for foods and other health needs pur—
chases by its participants to the retailers participating in the
program. This program has been selected for analysis on the assump—
tion that its retail participants are considered by the state as
"viable businesses" meeting WIC"s vendor qualifications.

A review of the total number and locations of WIC vendors (see Table
3-111), provides the following items of information. It appears that
a community population of more than 100 is necessary to support the

operation of a retail store, the most common form of rural business

(only 4.55% of communities of less than 100 have WIC qualified ven—
dors). Eighty eight rural communities, comprising .98% of the state’s
total population or 5100, do not have the population base to support
retail enterprises. At least some of the businesses in communities

over 100 will not desire to be qualified as lottery
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Table 3-111

1984 ALASKA POPULATION ESTIMATES FOR COMMUNITIES OVER 2000

PLACE/S POPULATION
Anchorage Borough 243,829

Subtotal 243,829
Fairbanks Area 62,175*

(Frbnks., Eielson, College,

No. Pole, & Fox)

Subtotal 306,004
Palmer-Wasilla 25,791*
Juneau Bourough 23,729*
Kenai-Soldotna 23,371*

Subtotal 378,895
Kodiak Area 11,024*

(Kodiak & Kodiak C.6.B.)
Ketchikan Area 10,422*

(Ketch., No. Tongas Hwy. & Saxman)

Subtotal 400,341
Sitka Borough 7,611

Subtotal 407,952
Delta Jet. Area 4,850*

(Delta Jet., Big Delta & Ft. Greely)

Subtotal 412,802
Bethel 3,743*
Valdez 3,719*
Homer 3,373
Petersburg 3,340*
Nome 3,184*
Adak 3,169

Subtotal 433,330
Barrow 2,969
Seward 2,923*

Subtotal 439,222
Wrangell 2,499*
Kotzebue 2,485*
Cordova 2,356%
Dillingham 2,084*

Subtotal 448,646
Remainder 70,286

(262 places of less than 2000)
Balance of Census Subareas (BCSA"s)**r 4,116

Source: Alaska Department of Labor,
Alaska Population Overview,

Population in BCSA included.

**  Balance of Census Subareas (BCSA) contain those people living
outside of defined communities designated as census areas; 1i.e.,
those living in the Kodiak area but outside of the Kodiak city

limits.
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retailers or would not qualify upon application. Therefore, it is

safe to conclude that less than 100% of the people living in commu—
nities of 2000 and fewer will have access to lottery products

on a day-to-day basis. However, a total of 84 WIC vendors (“viable

businesses™) in 83 rural communities with populations of 101 to 2000
would provide a probable minimum level of access to lottery products

for 64.8% of the rural residents.

A maximum level of access to lottery products would exist if each
rural community of 100 or more persons contained at least one lottery
retailer. This is a possibility that cannot be discounted because the
WIC program has not been able to consider service to all rural
communities, therefore its vendor list may not contain all "viable
businesses" in these areas.

The access to lottery products in rural communities, and thus the
probable level of spending on these products, can then be anticipated
as likely to be within parameters established by this maximum and
minimum. The maximum case represents a situation in which 100% of the
population in communities 101 to 2000 residents, or 65,186 people in
174 communities, would have access to a lottery retailer. The minimum
case represents a situation in which 64.8% of the rural population, or
42,261 people, those living in 83 communities over 100 and served by
the WIC program, would have access to a lottery retailer.

A probable low (maximum access) and high (minimum access) economic
impact on rural communities can now be projected from lottery sales
using an "83-"85 national per capita profit in lottery states of
$26.07 and an assumed state total net revenue of $19,035,011 (from Pt.
11, page 28). This impact will be a "esult of lottery expenditures by
residents of these communities compared to the benefits received
through expenditures by the state from lottery net profits. For this
analysis it will be assumed that state expenditures are made on an
equal per capita basis in all communities of the state. That is, a
community with 5% of the population receives the benefits of 5% of
state government spending.

Conclusion:

Both the "maximum access™ and the "minimum access" case would result
in a positive economic impact in all of the rural communities in
Alaska. This positive impact would range from a low cf 5.38% to a
high of 62.54% in the 174 communities with populations of from 101 to
2000. That 1is, for every $1 spent on lottery products which leaves a
rural community, between $1.05 and $1.63 would return in the form of
state government services and grants from lottery profits. This
return does not include the 50% of lottery expenditures remaining in
communities from retail sales commissions and prizes. Eighty eight
rural communities with populations of less than 100, comprising a
total population of 5,100 (0.98% of the state"s population), would
experience even higher economic benefits, a total of $186,543 or
$36.58 per capita, because they would receive the same benefits as
others from lottery profits but would not be likely to make expendi—
tures in a customary form of lottery.
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The following computations corroborate these conclusions.

AK Total Max. Case Min. Case

Population 730,150 65,186 42,221
Nat. "83-"84 Ave. X 26.07 X 26.07 X 26.07

Per Capita Profit

Net Profit (35% of Gross) $19,035,011 $1,699,399 $1,101,744
Gross Profit (100%) $54,385,745 $4,855,425 $3,147,841
Less Prize Payments (45%) - 24,473,585 - 2,184,941 - 1,416,528
$29,912,160 $2,670,484 $1,573,920

$29,912,160 $2,670,484 $1,573,920

Less Commissions (5%) - 2,719,287 - 242.771 - 157,392
$ Leaving Communities $27,192,873 $2,427,713 $1,573,930
$27,192,873 $2,427,713 $1,573,930

Less Admin. Costs (15%) - 8,157,862 - 728,314 - 472,176
Net Profit to Gen. Fund $19,035,011 $1,699,399 $1,101,744

Rural communities would realize benefits from a return of lottery
profits equal to their percentage of the state population times the
state net profit, or;

13.44% x $19,035,011 = $2,558,305

leaving rural
The differ—

The probable maximum and minimum amount of dollars
communities 1is $2,427,713 and $1,573,920, respectively.
ences between the negative and positive cashflow are:

$2,558,305 - $2,427,713 (max.) $130,592 (low); or a 5.38% gain;

$2,558,305 - $1,573,920 (min.)

$984,385 (high); or a 62.54% gain.

Two assumptions which have been made that led to the above conclusions
merit additional comment. First is, the assumption that rural and
urban residents would purchase lottery products on an equal per capita
ratio. As has been illustrated above, a higher ratio of urban versus
rural lottery purchases results in a high return to rural communities
in terms of benefits received compared to expenditures made. Market—
ing strategies based on economy of scale will, in all likelyhood,
focus on the urban areas of the state, not rural communities. This
will result in lottery products and consumer incentives designed to
appeal to urban residents and tourists. This will increase the ratio
of lottery purchases outside of rural areas compared to purchases in
rural communities to a higher degree than the above illustration
assumes. The second assumption 1is that rural communities and urban
communities receive benefits from state government spending on an
equal bases. This assumption, again, results in very conservative
projections with regard to the probable benefits received by rural
communities.
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PART 1V:  IMPLEMENTING AND OPERATING A STATE LOTTERY
Enabling Legislation

The experience of the past twenty years of lottery operation in the
U.S., and the experiences of other governments® lottery operations,
should be reviewed when considering legislation for an Alaska lottery.
Most state lottery laws were drafted when the idea of a state lottery
was a novel concept and little or no practical experience was avail—
able. The resulting legislation contained burdensome language addres—
sing anxiety which stemmed from illusions based on fear rather than
actual causes for concern. While this approach may have been jus—
tified ten or more years ago, it should have long since been abandoned
and enabling statutes should now be drafted in light of the available
record of lottery experience.

The operation of a lottery should be insulated, as far as is possible,
from the operation of the political process. The following points
have been recommended by Edward J. Powers, past executive director of
the New Hampshire Sweepstakes Commission, which started the first
lottery in the U.S. in 1964, and a founder and past president of the
National Association of State Lotteries.

1. A state lottery should be established in the form of an indepen—
dent authority (public corporation) rather than as a regular state
agency. The authority should have its own identity and be responsible
for its decisions. This is best from a public relations as well as
from an efficiency viewpoint. It should have the authority to issue
and present prize checks. It should be able to employ personnel and
to enter into contracts, within established state procedures, and
issue its own bid specifications. State purchasing statutes were not
written with lotteries in mind, and so are not suited to the peculiar
requirements of lottery management.

If an authority form of entity is not achievable, then, a separate
commission consisting of members from both the public and private
sector overseeing a separate department is preferable to a division
within an existing department.

However, it should be noted that a number of state lotteries are
currently functioning within another state agency.

2. The lottery agency should be treated like a business as much as
possible. This is the only way to maximize revenues. It must have
the flexibility to launch new programs and change marketing strategy.
It should not be in a budget straightjacket that prevents it from
making personnel or policy changes.

3. Full public accountability must be required. Periodic reports of
revenue and expenses must be presented to the governor and the legis—
lature. An annual report should be published for the public and the
press to review. Some lotteries require that an outside accounting
agency conduct periodic audits.

4. Security 1is paramount in every aspect of the lottery. The draft
legislation should provide the framework for the internal controls
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that are necessary to deter and prevent subversion both from within
and without. Computer technology permits controls today that were
unavailable in the past. Most security problems have arisen from
employees and this emphasizes the need for close pre-employment
screening. There must be cross-checks and frequent unannounced
inspections to eliminate temptation.

5. It must be remembered that a state lottery will return close to 40
percent of total gross revenues to the state, after paying all the
prizes and expenses. The lottery agency is completely self-supporting.
Its initial start-up costs will be paid back to the state within a
matter of months. Details as to lottery operation should not be
specified in statutes. Legislation should not specify a percentage of
prizes to be paid, the amount to be spent on advertising, the percent—
age allowed for expenses or the minimum amount to be returned in net
revenue. State lotteries have proven they are capable of raising
substantial net revenue. There is no need to set minimum acceptable
levels of net revenue. Similarly, it is counterproductive to mandate
the types of lottery games to be operated. These restrictions can
seriously impede decision-making. It is best to charge the adminis—
trators of the lottery with the responsibility of raising maximum
revenue from the program.

Experiences of operating lotteries have identified some areas that
should be addressed in enabling legislation that were not, or if
addressed were not adequately detailed. For instance, disputed claims
should be clearly appealable only through state administrative proce—
dures and should not be treated as civil disputes where contract law
applies. Authority to own, operate and maintain separate data pro—
cessing systems should be given lest a lottery be required to share
time thereby compromising the lottery"s security. Criminal offender
record information should be available for use in licensing decisions.
Failure of sales agents to promptly pay proceeds of lottery sales
after reasonable demand should be a criminal offense.

In summary, legislation should be drafted using the store of lottery
experience developed in the past and not simply be modeled on existing
lottery laws adopted when this store of experience was not available.
Maximum flexibility should be obtained in the original enactment as
once carved in stone laws are hard, if not impossible, to change. The
particular areas where governmental restraints are counterproductive
should be identified and specifically modified or waived as to lottery
operations.

| "Editorial Viewpoint", Public Gaming Magazine, Jan. 1982 and Jan.
1983.
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Interim Funding of a Lottery Agency

Any agency formed to implement a state lottery, no matter what the
organizational structure is, must be afforded interim funding. An
accepted "rule of thumb" in gauging the amount to be appropriated is
$1 for each state resident. A minimum recommendation needed in any
state, regardless of its population is $1,500,000. The following
paragraphs describe the time.frames involved in the establishment of
the lottery"s first game and where the money will be needed.

IT a lottery bill became effective on July 1 in any year, as an
example, the appointments to the board or commission and the hiring of
a full time director might take place within the next 30 to 45 days.
If a bid was prepared within the next 30 to 45 daysto purchase
tickets for the state"s first lottery game and then an award was made
to a vendor to provide those tickets by mid-October those tickets
could be delivered in the state by early or mid-December. While all
of the aformentioned 1is going on, the board or commission will have
time to promulgate lottery rules and regulations and the director will
be forming the lottery administration ... who in turn will help
license the ticket sales agents throughout the state. By the end of
December, or six months after the effective date of the legislation,
lottery ticket sales should commence. This is a conservative timeline
as has been illustrated by Oregon taking only 135 days to become
operative after its law was signed.

Based on the scenario described in the previous paragraph, lottery
ticket sales will commence around the first of the year with the
tickets for the first game "sold out" by the end of February ... or
eight months after the effective date of the legislation. At this
point in time a "cash flow" (money and profit coming into the agency
from the sale of tickets) will have started and the agency will be in
a position to return all of the "borrowed money" back to the state.
Also, from that point on the agency will be self-sufficient, requiring
no additional funding.

The interim funds provided the agency initially will be used to pay
rent and utility bills for office and warehouse space ... for payroll
costs for the the lottery employees for at least eight months ... to
purchase a small computer or lease time on an existing system for the
lottery agency®"s "accountability” programs ... to purchase vehicles
for the agency's field staff ... to advertise and promote the first
game ... to print all the necessary forms and pamphlets ... and to
purchase millions of instant lottery tickets for the first game. Most
of the above items must be paid for before the "cash flow" begins.

IfT a state with a population of 1,000,000 provided its new lottery
agency with $1,500,000 in interim funding, for example, chances are
that the state will order at least 10,000,000 instant lottery tickets
for its first game and based on prior experiences will sell those
tickets out in six to eight weeks. Washington State Lottery sold out
its first games 50,000,000 tickets in five weeks to a population of
4.1 million. Therefore by the end of February (assuming tickets were
placed on sale at the beginning of January) the state will have sold
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$10,000,000 worth of tickets and will have realized a profit of
$4,000,000. At this point, the $1,500,000 can be returned to the
state along with another $!,000,000 to $2,000,000 in profits, with the
agency holding on to the balance to carry out its activities with
continuing games.

There are two points to remember. First, the longer it takes the

state to implement the lottery and its first game, the more dollars
would be needed in interim funding. Secondly, if it is the state"s
desire to have the money "borrowed" by the lottery agency repaid

within the same fiscal year, the above scenario seesgthat. occurrence
happening with great ease and a good deal of leadway.,

Paul Silvergleid, Consultant and Past Chairman of the Connecticut
Gaming Commission, Feb. 1983
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Operation of a State Lottery

Most state lotteries are operated in a generally similar way. The
majority of the state lotteries are overseen by a Commission (Dela—
ware, Michigan and New York are exceptions). The Commission is
responsible for broad policy making decisions, promulgation of
appropriate rules and regulations to govern the lottery, and review of
proposed contracts between the lottery and outside vendors. The
actual day-to-day administration of the lottery is the responsibility
of the lottery Director, who is a full time employee and generally has
experience in the operation of state lotteries. In turn, the Director
will have department heads in such areas as security, administration,
marketing, and data processing. There will be a lottery staff of full
time employees in each of these areas. Depending on the size of the
state, the total number of staff will vary but one can expect between
50 and 150.

Although the lottery is operated by the Director and his staff,
lottery tickets are actually sold by licensed agents. These licensed
agents are generally retailers such as convenience stores, newsstands,
package stores, supermarkets, etc. The Director will accept applica—
tions from all those eligible to be licensed agents and, after a
background check, the retailers will be licensed and will sell lottery
tickets subject to rules and regulations of the Commission. The
agents will be compensated for sales of lottery tickets by receiving a
commission on such sales. The most common retailers®™ commission in
lottery states is 5%.

After setting up its staff and licensing its agents, the lottery must
determine what type of game it will run. There are variety of lottery
games available, but the two most common are what are called "instant
games"™ and "on-line games.”" An instant game is played by the use of
tickets which have hidden symbols concealed by a removable covering.
The player purchases the ticket, removes the covering, and determines
instantly whether he has won a prize and, if so, the amount of the
prize. He then redeems his winning ticket in a manner established by
the lottery. For small prizes, many states establish a system for the
payment of the winning ticket by the licensed agents themselves.
Larger prizes are redeemed through claim centers staffed by employees
of the lottery. The instant tickets are constructed in such a way so
that winning tickets can be validated to prevent any tampering,
counterfeiting or fraud.

The on-line numbers games take a variety of forms. A typical game Iis
a 3-digit daily numbers game. In order to run this game, the lottery
distributes small computer terminals to its licensed agents which are
comparable in size to cash registers. The terminals are connected
"on-line" to a large central computer at lottery headquarters. A
player selects a 3-digit number ranging from HOO to 599. He then
tells the sales agent his selection along with the amount of money he
wants to play on that number. The agent enters the number on his
terminal (which simultaneously transmits the entry to the central
computer) and the terminal 1issues the player a ticket. That ticket,
as with an instant ticket, has various security and validation fea-
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tures which protect against any tampering, counterfeiting or fraud.
At the end of the day, the lottery randomly draws a three-digit number
and the player who has a ticket with that number wins.

Although all aspects of the operation of a lottery are in-state, the
lottery will have to purchase its instant tickets or on-line system
from one to the established arid experienced vendors in the United
States. At this time, there are 3 primary instant ticket vendors and
three primary "on-line" vendors. The lottery will generally pay such
vendors approximately 2 - 3% of the total Ilottery gross revenues for
the purchase of lottery products. That money is the only money which
will be spent outside of the state.

Of course, there will be a "lag time" between the date the lottery law
becomes effective and the date lottery tickets are first sold. It is
during this period that lottery personnel are hired, the lottery
administration is established, and the lottery vendor is chosen.
Usually, there will be interim funding of the lottery during this "lag
time" and that money is invariably, repaid within 6 -8 months of the
effective date of the lottery law.

4
Robert L. Mote, Esq., Scientific Games, Inc., May, 1983.
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Part V: ALASKA LOTTERY SURVEY

The following pages contain excerpts from results of a state-wide
survey concerning an Alaskan lottery completed by the Dittman Research
Corporation of Alaska. This survey clearly indicates that Alaskans
would favor the operation of a state lottery by a two to one margin.

Survey Methodology

During the period of November 1 through November 12, 1985, 502 resi—
dents of 51 Alaskan communities were personally contacted by telephone
by professional interviewing employees of the Dittman Research Corpo—
ration. The views and opinions of the Alaskan residents v/ere recorded
on a strictly confidential basis.

Research Design: A random sample was featured which provided that all
residents of the communities included had essentially the same chance
of being interviewed.

Sample Selection: The Anchorage sample was selected through a computer—
generated random digit dialing program. This is particularly important
in Anchorage due to a 40% rate of unpublished and unlisted numbers.

The sample in other communities state-wide was randomly selected from
current telephone subscribers listed in the most recent directory for
each community. In these communities, the percentage of non-listed
numbers does not exceed 10%.

Findings

Overall, Alaskans on a state-wide basis support the idea of a lottery
by well over a 2.1 margin...

"Some people have suggested it would be a good idea for
Alaska to have a state lottery, while others have said

it would be a bad idea. What are your views -- do you
basically favor or oppose Alaska having a state-wide
lottery?"

Favor... ..o .. 65%

(0] o] oJ0 1] - T 29%

UNSUF€. e eee e 6%

...and the support is basically consistent throughout all geographic
regions. ..

Region Favor Oppose
Rural . ... ..., 57% oo 37%
Central ... .. .. .. ....... 65% . cceaaaan 28%
Southcentral .............. 65% . cceaaaan 29%
Anchorage.........coocoaoo.. 69%........... 24%
Southeast.................. 62% . e 36%



.. .demographical ly, upper income residents are slightly more suppor—
tive.. .

Income Favor Oppose
Up to $20,000. ... .o.... 64% .. .onao.. 32%
$20,000 - $40,000......... 64% .. .oo.... 30%
$40,000 - $60,000......... 65% . e 30%
$60,000 plus.............. T3% e 22%

...and young people are more supportive than older people...

Age Favor Oppose
18 - 24 years............. 84%....... - 13%
25 - 40 years............ 4. 67% oo 28%
41 - 55 years.....ooo..... 62% . e 31%
56 years and older........ 44% . ool 46%

.. .there is little difference based on gender...

Sex Favor Oppose
Male. «owoeii i 66% ... . ..... 30%
Female......oooooeoooooo... 65% ... 27%

...and significantly important, the idea of a state-wide lottery has
broad appeal across all political boundries...

Party Favor Oppose
Democrat.. ... ... .....o..... 67% - «ooeaoan 24%
Republican................. 61%.ccunaann 31%
Non-partisan.............. 67% ... 30%
Summary:

The support for a state-wide lottery is strong and broad throughout
Alaska. Only among residents 56 and over does opposition exceed
support, while among other age groups, support exceeds opposition by
margins of up to 6;l.

Overall, in terms of political and geographic constituencies, support
exceeds opposition by approximately 2:1 in each geographic area, and

Democrats, Republicans and Non-partisan voters all support the idea of
a state-wide lottery by 30% margins or more.

"State-wide Survey Concerning Lottery'"™; Report to Rep. D. Thompson;
Dittman Research Corp., Anchorage, AK; Nov. 1985.





