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Washington, D.C. 
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Washington, D.C. 
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report of findings and recommendations. 

Respectfully yours, 

~JJ.~ 
Charles H. Morin 

Chairman 
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NOTE TO READER 

Between April 3, 1974, and September 23, 1976, the National 
Gambling Commission conducted 37 days of hea.rings and received 
testimony from approximately 265 witnesses. Among the witnesses 
were elected officials; members of the criminal justice 
community at the Federal, State, and local levels; officials of 
gambling regulatory agencies in the United States and abroad; 
representatives of the various gambling industries, both legal 
and illegal; members of amateur and professional sports leagues; 
journalists; and interested citizens. Hearings were held in 
Washington, D.C., and in nine oth~r cities: Boston, Philadelphia, 
Detroit, Cleveland, Carson City, tas Vegas, Phoenix, Chicago, 
and M:lami. 

This volume contains summaries of the testimony of all 
principal witnesses, including highlights of the questioning 
period that followed witnesses' prepared statements. Readers 
desiring the complete transcripts of these hearings may contact 
the National Technical Information Service, 'Springfie1d, Va. 
(See Appendix A.) 

viii 



TABLE OF, CONTENTS 

HEARINGS PAGE 

APRIL 3, 1974, Washington, D.C. (Lotteries) ••••••••••••••••••• 1 

Max Goldman •••••• · . . ..... . ...... . ..... 2 
Robert Q. Crane •. · . 3 
Ralph F. Batch ••. . . · ... 4 
James P. Slicher. 5 
Samuel Rosen ••.••. . ..... 6 
Edward J. Powers •. • • 4' • . ...... . . . " ......... 7 

MAY 15, 1974, Washington, D.C. (IRS and Justice). • ••• 4' ......... 9 

Donald,Alexander ••••.•.•••••••••.•.••••••••.••••• 10 
Henry Dogin ................................... It • •• Ii 

JUNE 26, 1974, Washington, D.C. (FBI, FCC, Postal) •••••••••••. 21 

NOVEMBER 19, 

William V. Cleveland •• 
Ashton Hardy ••• 
John D. Tarpey. 

, ... 
. ; .. · ..... 

1974, Washington, D.C. (Lotteries) •••••• 

Ra1ph'F. 
Christo 
Stanley 
Russell 

Ba. t ch. • . . • . . . . ... _ .... It • • • • • • • .. • • •• 11 •••• 

Anton ...... . 
S. Fine ••••• 
W. Shannon. 

· ....... . · . , . • • e •• · ......... . 
Gus Harrison ••••• 
Edwa.rd J. Powers •• 
Charles C. Carella. 

. ..... 

John E. Kirkland •••••••••• 
Henry H. Kaplan •••••••••• 
Peter O'Connell •• 
Eugene G. Auen •• 

• ........................ " • I 

· .... · ........ . · ... · ............. ; ..... . 
John F... Winches ter ... :to ._ ........................ II ••• ~ ..... . 

Ronald Maiorana •••• · .............. ~ ............. . 

22 
24, 
26 

29 

30 
1-1 
'::':2. 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

NOVEMBER 20, 1974, Washington, D.C. (Dogfighting) ............ 43 

.. . .. . . . . . . . . . . . • •• til ••••••••••• Duncan Wright •• 
Bernard Carey ••• 
Don Lambert •••• 

.. . . . . · . . . ...... . 
• •• It ••• • ••• II • • • • ...... 

NancyS~assinopou1os •• 
Harrison A. Williams •• 

. . . . . . . . . . '" 

ix 

· . • II •• " ••• · . , ....... -

(; 

44 
46 
47 
48 
49 

4: 



HEARINGS 

TABLE OF CONTENTS 
(Continued) 

DECEMBER 4-5, 1974, Washington, D.C. (Legalized Gambling) 

Warren R. Spellman. 
Robert E. Whalen .. 
Paul Minus, Jr .•.• 
Harry N. Hollis, Jr 
Aaron Kahn. . • . . . • . 

*** 
Paul Ylvisaker. 
Henry S. Rowen. , 
Vincent Pier8ante . 
Francis B. Eurch .. 

FEBRUARY 19-20, 1975, Washington, D.C. (Sports betting) 

Art Rooney .. 
Andy Russell. 
Pete Rozelle. 
Bowie Kuhn .• 
Clarence Campbell 
Jimmy (the Greek) Snyder. 

*** 
Kelso Sturgeon. 
Robert C. James 
George Killian. 
Larry Herchant. 
Joseph Scelzo . 
Guy t(J.ainella. • 
J. Wal terKenned y . 
Paul Screvane . 
Jack F. Kemp ... 

MARCH 4-5, 1975, Washington, D.C. (Horseracing) 

Thruston B. Morton .. 
Charles J. Cella. 
Donald MacFarlane 
Nicholas Jemas .• 
Jack Defee .... 
Jerome L. Hauck .. . ..• 
John A. Bell, III . . . . 

*** 
John V. Newman •.. 
Ernest B. Morris .• 
Nicholas F. Brady . 

x 

PAGE 

51 

53 
54 
55 
57 
58 

60 
62 
63 
64 

65 

67 
70 
73 
77 
82 
86 

91 
97 

102 
105 
111 
114 
118 
121 
124 

129 

'131 
133 
135 
137 
139 
140 
142 

145 
147 
149 



HEARINGS· 

TABLE OF CONTENTS 
(Continued) 

MARCH 4-5, 1975 (continued) 

Don Jones • . . • 
Robert P. Strub . 
John F. Loome .. 

PAGE 

· 151 
· • 152 

• 153 

APRIL 9-11, 1975, Boston, l>Iassachusetts (Law Enforcement) •.. 155 

Thomas P. O'Neill . 
Robert Q. Crane •• 
Ger aId E. McDml1e1l. • 
Arthur A. Montouri. 
James O. Newpher .. 
Francis X. Bellotti 

*** 
Kenneth T. Lyons .. 
Charles V. Barry .• 
John F. Kehoe, Jr . 
Robert J. Digrazia. 
Charles Rogovin . • 
Jack Kelly ....• 
John E. Fitzgerald, 

*** 
Jr. 

. .. " .., 

" . " " .. 

· 157 
• 159 

• • 161 
• . 164 
• • 166 

169 

· 172 
• 174 

• • 176 
• • 178 

· 181 
· 184 

187 

· 189 Robert B. Ambler. 
Anonymolls Witness . 
Bill Cusack • • . . 
Walter Stone/Edward 
John J. Buckley .• 

. • • • . 192 

. . .,. . .. . 195 
D. Pare 

MAY 6-7, 1975, Washington, D.C. (Off-Track Betting) 

Davis Etkin . . . • . . . . . . • 
Fred Herman . . • . , • • . • • . 
Paul R. Screvane/Michael Shagan 
Easa Easa • . . . 
Paul Si1verg1eid. 
Brian Sweeney • . • • . • 
Alan Hirsch . . • 
Louis Theodore. . 

*** 
Joseph F. Joyce. 
John H. Krumpe. 
George Levy • . 

xi 

. . . . . 

. . . . . 197 
· • 198 

· 201 

• 203 
• 205 

• . 207 
· 211 

213 
• 215 
• 217 
· 219 

221 
· 223 

225 



HEARINGS 

TABLE OF CONTENTS 
(Continued) 

HAY 6-7, 1975, (continued) 

Thomas J. FitzGerald .• 
Joseph E. Cresci. 
Duane Burke . . . . . 

PAGE 

227 
229 

· . 230 

MAY 28-29, 1975, Philadelphia, Pennsylvania (Law Enforcement) 231 

George Rayborn 
George Schwartz . • . • 
James Barger. . ',' . . 
Walter M. Phillips. Jr. 
Joseph R. Glancey . . . . • • 
F. Emmett Fitzpatrick. 
John J. Finley. 
Mark Haller . . • . . 

*** 
Richard Thornburgh. 
Joel Friedman . • 
Richard J. Baker. 
Joseph 0 'Neill. 
Allen Cox . . • . 
Charles Brown . . . 
Matthew P. Boylan. 
Francis J. Schafer .. 
John J. Harrington. 
John J. Hickton . . . 

233 
• 235 

236 
· . 237 
· . 238 

239 
• 240 

• . 241 

242 
· 244 

• • . . . . • 245 
• • 247 
· • 248 

249 
260 

· 251 
. . . • . 252 

253 

JUNE 24-26, 1975, Detroit, Michigan (Law Enforcement) .•. 259 

Carl Levin 
Frank J. Kelley. 
Edward F. Bell ....• 
Dick ~lakefield. 
Elias Koury . . 
Ivan Barris . . 
Roy C. Hayes .. 
Vincent Brennan 
James E. Roberts. . 
Henry Podge . . . . 

*** 
Philip G. Tannian . 
Casmer P. Ogono\\Tski • 
Ralph Guy ... 
Gus Harrison. . • . 

xii 

257 
258 

• 260 
· 261 

· . 262 
• 264 

· . 265 
· 266 
· 267 

269 

• 270 
• 272 

• . 274 
276 



TABLE OF CONTENTS 
(Continued) 

HEARINGS PAGE 

JUNE 24-26, 1975 (continued) 

Allen Rice • 
Robert J. Columbo 
Dominick R. Carnova1e. 
Pe.t:er M. Waldmeir • 
Joh~nnes Spreen • 
David Cook • 
Timothy Donahue • 

*** Neil J. Welch. 
Neil H. Fink • 
George L. Halverson. 
Joe Schmidt • 
Leo Derdarian • 
Noel Bufe . 
Leo Shirley • 
David Diles • 
Donald B. Canhan. 

. '. 

AUGUST 18-21, 1975, Las Vegas, Nev. (Casino Gambling) 

Mike O'Callaghan. 
Robert List . 
William A. Bible. 
Peter Echeverria. 
Philip P. Hannifin. 
Warren Nelson . 
John Ascuaga. 
Bill Harrah • 
Joseph E. Dini, J'r. /Harold Larragueta • 
M. G. Vernon. 
Jerome Blankinship. 

*** William H. Briare • 
James Santini • 
R. G. Taylor. 
Frank E. Scott. 
William P. Beko . 
Shannon L. Bybee, Jr. 
Ralph Lamb/John P. Moran. 
Paul Laxalt • 
Hank Greenspun. 
Kenny C. Guinn. 
Philip Shnairson. 

.,278 

.280 
• 282 
.283 
.284 

286 
. .287 

289 
• 290 

291 
293 
294 
295 
296 
298 
300 

301 

304 
30.6 
308 
310 
312 
315 
317 
319 
321 
323 
324 

326 
328 
330 
332 
334 
337 
339 
341 
343 
345 
347 

-;~1 / ........ ; 
?' •. 

'-' 



TABLE OF CONTENTS 
(Continued) 

HF.AR~~GS PAGE 
!.'? ,~;! 

AUGUST 18-21, 1975 (continu~d) 

George Holt • 
*** \ 

Lawrence ,,~. Semenza • 
Richard P~ C:r.ane, Jr. 
Jack Keit~. • • • 
Saul LeonaJ,:'d. 
Louis Wien~r, Jr. 
William H. McE1nea, .Tr. /Harry Wa1d. 

*** \ 
Robert Broadbent. 
Michael J. Gaughan. 
Barron Hi1tort/John V. GiovencQ. 
Jack K. Pieper. 
John Gaughan. 
Steve Wynn. . .. 

AUGUST 22, 1975, Phoenix, Ariz. (Law Enforcement) 

/1 
i 

Bruce Babbitt • 
William C. Smitherman • 
Richard E. Long • 
JohJil Goodman. 
Frank Pope110 
Rai! Odom. 
Vil~ tor Dad. 
Glenn Sparks. 
Warren Ryan • 
Byron Lewis • 
Ira Osman • 
William Georgantos. 
Roman Sawark. 

xiv 

• 348 

• 349 
• 351 
• 353 
35~ 

• 357 
• 358 

• 362 
.364 
• 367 

372 

• 374 
• 377 

• 379 

• 380 
• 383 
• 385 
• 387 
• 389 
• 390 
• 391' 
• 393 
• 395 
• 396 
• 398 

400 
• 404 



HEARINGS 

TABLE OF CONTENTS 
(Continued) 

PAGE 

SEPTEMBER 23-24, 1975, Chicago, Ill. (Law Enforcement) . 405 

Samuel K. Skinner • 
Peter Vaira • • • • 
Richard G. Held • • 
Cha~les Siragusa. • • 
J. Terrence Brunner 
Virgil W. Peterson. 
Stephen A. Schiller 
Terence F. MacCarthy. 
James J. Doherty. 
Chester L. Blair. 
Jason E. Bellows. 
Dwight E. Pitman. . . • • . 
William J. Tomlinson/Gary M. Stern •• 

*** 
John G. Fary. . • . . • • . • • . • . 
Lewis 'A. H. Caldwell/Margaret Eldredge. 
Frank W. Oliver •• . ••• 
Bernard Carey . • . • • • 
Robert H. Allphin . 
Ralph F. Batch •• 
Rich Bysina • • . 
Edmund Dobbs •... 
Michael J. O'Donnell. 
Frank Carrington. 
John Dineen • • • • • • 
William Brey~ • . • 

xv 

407 
409 
411 

•• 413 
. . . . . . . • 416 

417 
• . •. • 419 

421 
• 422 

, . • 423 
425 
.426 

. • • • 427 

. . . 430 
• • . • 431 

• . • • 433 . . . 434 
436 
438 
440 
441 
443 
445 

• 447 
•• ~48 

i; 
.f 

~\ 



HEARINGS 

TABLE OF CONTENTS 
(Continued) 

PAGE 

NOVEMBER 24-25, 1975, Miami, Fla. (Law Enforcement, Parimutuel, 
Casinos). . . • . 4/f9 

Reubin OlD. Askew •. 
Richard A. Pa110t • 
Patrick J. McCann. 
Frederick L. Van Lennep . 
Gene Campbell . 
Paul Ri.co . • . . • 
At1ee Wampler . • • 
Julius L. Mattson 
Hank Messick. . • • • 
Barry Halpern 
Paul School 

*** 
David Rosen . 
Jack Key/Richard Scully . 
Jay Hogan • • • . . . . 
Sanford Berg. • • 
Dan Sullivan. . 

451 
453 

· 456 
459 
461 

• .462 
· 464 
• 466 
· 469 

472 
474 

475 
477 
479 
481 
484 

JANUARY 16, 1976, Cleveland, Ohio (Law Enforcement) 485 

Ralph J. Perk • . • • • 
Thomas L. Boardman. 
Jack C. Hunter •.. 
Frederick M. Coleman/Douglas P. 
Charles A. Vanik. 
Corrin J. McGrath. 
Lloyd F. Garey •..•. 
William McKee . . . 
Gerald S. Gold •. 

xvi 

486 
487 
488 

Roller. . 489 
. . . . . . 491 

492 
. . 493. 

494 
. . . . . . . 495 

496 



HEARINGS 

TABLE OF CONTENTS 
(Continued) 

PAGE 

MAY 10-11, 1975, Washington, D.C. (Federal Agencies) .•.•.... 497 

Frederick C. Fehl . 
John Corbin . . • . 
Donald Alexander. 
William Bavinger. . 

•• e _. .498 

*** 
Jay C. Waldman. . . . 
Ashton Hardy. 

JUNE 23, 1976, Washington, D.C. (Gambling Survey Results) •. 

Robert Kahn/Maur~en Kallick/Dani~l Suits. • 

SEPTEMBER 20-23, 1976, Hashi..IiEton,D.C (British Gambling) .. 

Sir Arthur Pterson . . 
Sir Ronald Radford • • . . 
Sir Stanley Raymond. .... ..• . 

. •• 503 
.. 505 

.508 

.511 
;" .516 

.519 

.520 

. 525 

• 526 
• 526 
· 526 

Kenneth Witney • • • • •• •• •• ••• • • 526 
Arlington Butler . • 526 

APPENDIX A: Hearing Transcripts • . 535 

APPENDIX B: Casino Tours . . . . . . • • • • • • . . . • • . • • .537 

WITNESS INDEX . . . . • • . . • . . . • . . • • . . •. . • • . • 543 

~C'-~.~·=.~C-:'~ 

.~."'~~=~~'--== 

xvii 





------~-~- --

APRIL 3, 1974 
WASHINGTON, D.C. 

• ~x Goldman (Systems Operations~ Inc.) 2 

• Robert Q. Crane '(Massachusetts State Treasurer) 3 

• Ralph F. Batch (on behalf of New Jersey Lottery) 4 

• James P. Slicher (on behalf o,f Maryland Lottery) 5 

• Samuel Rosen (University of New Hampshire) 6 
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TESTIMONY OF: 
• Max Goldman, President, Systems Operations, Inc. 

APRIL 3, 1974 

Systems Operations, Inc., a subsidiary of Mathematica, Inc., has 
developed 10 lottery systems for six States. Although there are some 
variations, the basic operation of all the lotteries is similar. 

The system--through checks between sales agents, banks, and the 
lottery, and the use of a computer--makes it nearly impossible to inter­
cept funds, or to steal, forge, or duplicate tickets. All these controls, 
in addition to the open drawings, have given the public a high degree of 
confidence in the integrity of the lottery. 

There have been no instances of criminal infiltration into the 
lotteries now operating. The only exception to this would be organized 
crime using the winning lottery numbers for their numbers operations, 
or criminal groups printing tickets and running their own lottery in 
competition withCthe State. 

The lotteries were designed for broad participation by the public 
but at a low level, per purchaser. Studies have shown this to be true. 
The average buyer is between 25 and 55 years old" is a member of the 
middle income group, and spends a dollar or 50 cents a week. Most par­
ticipants do not bet a great deal of money each week because the State 
lottery is not a multiplier--i.e., a player does not win more by betting 
more. 

Income from the lottery has tended to peak when the lottery is first 
begun and then gradually decline. Like any consumer product, the lottery 
must be changed periodically to retain public interest. 

The cost of running a lottery is much higher than the cost of other 
forms of taxation to raise revenue. Actual revenue from the lottery 
going into State fund.s is about 45 percent of the gross intake of the 
lottery. Another 45 percent goes to prizes, and the rest are administra­
tive costs and promotion. 
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TESTIMONY OF: 
• Robert Q. Crane, Treasurer and Receiver General 

Commonwealth of Massachusetts 
APRIL 3, 1974 

The Massachusetts Lottery, in operation for about 2 years, has been 
very successful. Revenue from the lottery has been rising eadb y.ear. 

The Lottery Commission is composed of four gubernatorial appointees 
and the State Treasurer. Lottery employees, although not under civil 
service, are hired on the basis of their qualifications. Revenue from 
the lottery is distributed among the towns and cities in the State. How­
ever, this was not the reason the lottery bill was supported. 

The lottery is a State-sponsored business more than a tax-raising 
agency. Lottery revenue is a supplement to, not a replacement for, taxes 
and other State revenues. 

It is unfair to compare the ,efficiency of lotteries to taxation as a 
means of raising revenue. The structure is totally different. The lot­
tery is a voluntary means of fundraising. It is less regressive than 
many forms of taxation. The point is not whether the lottery is the most 
effective means of obtaining revenue, but that people simply want to play 
the game. 

There is a large potential market for lottery sales,but, like any 
other business, it is subject to fluctuations. The market co£sists ' 
primarily of blue- and white-collar workers from the low to middle income 
groups. Money people spend on the lottery comes from their leisure funds, 
not from necessities. 
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TESTIMONY OF: 
• Ralph F. Batch, Former Director, New Jersey Lottery 

(Currently with Illinois State Lottery) 
APRIL 3, 1974 

,~ The New Jersey Lottery had three objectives: 

1. To raise revenue. 
2. To give peop1~ a form of legal gambling. 
3. To affec.t organized crime adversely. 

It has achieved all three objectives to some degree. 

The revenue collected through the lottery is a very small percentage 
of State revenue. Lottery money is eppropriated for State aid to educa­
tion and institutions. The structure of the lottery commissiun and 
employee levels is like that of any other business. 

The lottery has had a minor effect on organized crime. A small 
percentage of lottery player.s probably switched to it from playing the 
numbers racket. The lottery has also created a new gambling market. 

The New Jersey Lottery offers a subscription program called the 
Clover Club. The mails are used to pay winners and send acknowledgments 
of the receipt of money for Clover Club membership, but they are not used 
for promotion. All this is done with full knowledge of the postal 
inspectors. 

A type of "domino effect" has occurred with' the establishment of the 
State-operated lottery in that other States are instituting-·-and others 
will probably institute--lotteries because of the success of lotteries 
now in operat.ion. This occurrence has brought about the need to remove 
or modify certain antilottery legislation. 
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TESTIMONY OF: 
• James P. Slicher, Former Director, Maryland State Lottery 

APRIL 3, 1974 

A successful lottery should be set up with a commission that is 
advisory and po1icymaking, not administrative. The only exception to 
this rule of thumb has been the Michigan Lottery. 

The lottery game must be changed often to keep the public interest, 
bu~ this does not have to involve spending a great deal of money. Legal 
lotteries must be innovative while illegal lotteries need not be because 
the latter have the lure of credit, no taxes, and better odds. 

Million-dollar winners of the Maryland Lottery receive payment over 
a lO-year period. The State does not actually payout a million dollars; 
it buys an annuity. In this manner, the winner only has to pay tax~s on 
$50,000 a year. 
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TESTIMONY OF: 
• Samuel Rosen, Professor of Econqmics, 

University of New Hampshire 
APRIL 3, 1974 

New Hampshire is the only State that has neither a general sales 
tax nor an income tax. The lottery was adopted in 1963 to avoid enacting 
a broad-based tax. The funds were earmarked for pubiic education. 

The New Hampshire Lottery was initially supported largely by 
Massachusetts residents. Income from it gradually fell. In 1971, when 
other States established lotteries, New Hampshire was forced to restruc­
ture its lottery and discard the $3 ticket. As a result, revenue gener­
ated by the lottery increased. There are still not enough data from any 
State to identify a trend in lottery revenue. 

The lottery is not a significant source of public revenue. The 
whole tax structure in New Hampshire needs revamping. The lottery and 
other factors are postponing this. There is nothing wrong with lotteries 
unless they are promulgated as a way to cure critical social problems 
without raising taxes. If this is the case, the people are being misled. 
Before a State considers a lottery, it should look at its total revenue 
effort in comparison with other States. A State should at least be match­
ing the average revenue effort. 

Earmarking lottery revenues is often done to gain support for the 
lottery, but that is not the best way to handle funds. It makes it dif­
ficult to transfer funds when they are needed for something else, and it 
fools the public by disguising even small amounts of revenue. The pur­
poses for)which lottery funds are earmarked are often those not being 
sufficiently taken care of from the ganeral fund. Usually the revenue 
produced by the lottery is still insufficient to take care of the problem. 

There is also a question as to whether the lottery is really fulfill-· 
ing a desire on the part of the people to gamble, since the lotteries in 
operation constantly require new gimmicks to keep people interested. 

One should be suspicious of statistics saying that lotteries have 
curbed illegal gambling. If the lottery did have a great impac"t on the 
illegal game, it would probably become corrupt. 

Economically speaking, the lotteries are not producing goods or 
services. Monies spent on them are merely transfer payments. Lotteries 
are regressive, costly, and complex to administer, and dysfunctional as 
a countercyclical fiscal instrument--that is, people are more inclined 
to gamble when times are bad ~\ in hope of winning a fortune. 

As the lldomino effect" occurs, as it probably will, and mot:e States 
adof)t lotteries, revenue in each State will suffet:. 
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TESTIMONY OF: 
• Edward J. Powers, Executive Director, New Hampshire 

Sweepstakes Commission 
APRIL 3, 1975 

Federal antlottery laws are archaic and 'unfairly administered. 
Because it had the first State lottery in this century, New Hampshire has 
had to deal with more Federal barriers than any other State; examples 
are the postal regulations affecting newspapers and the broadcast 
regulations as interpreted by the Federal Communications Commission. ~he 

requirement in the Federal excise tax on wagering that ultimate winners 
in the State lotteries be determined by the result,s of a horserace is 
a farce and confuses the public. 

In 10 years of operation, New Uampshire has proved that a State 
lottery can be run without either corruption or penetration by racketeers. 
Since State lotteries have been denied the principal channels of 
communication, this concept of raising revenue has not yet been truly 
tested in the marketplace~ 

If people want to participate in a State lottery, this should be 
their choice in a free society; they should not be restricted or impeded 
in this decision. It is a basic right of .citizens and sovereign States to 
use the mails, radio, and television. There should be no restrictions on 
citizens from one State buying lottery tickets in anotber State. It 
would also be a step~'forward to exempt lottery winnings from Federal 
taxes to help make legal wagering competitive with illegal gambling. 

The New Hampshire Sweepstakes Commission is opposed to a national 
lottery. The way to maintain the efficiency and honesty of lotteries is 
to keep them close to the people. State lotteries can be varied, flexible, 
and exciting. They can give people at the local level what they want. 
The commission also opposes any Federal regulatory board. There is too 
much Federal regulation now and there is no apparent nejad for such a board 
at this time. The States are cooperating with each otht~r with a free 
exchange of information and ideas under the leadership of the National 
Association of State 'Lotteries. Competition among the lottery States has 
thus far created a healthy situation. Rather than restlcicting the 

. participation of citizens in State lotteries, the Feder/al Government should 
cooperate with the States as the States are doing with I:me another. 
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MAY 15, .1974 
WASHINGTON, D.C. 

• Donald Alexander (Internal Revenue Service) 10 
• John Olszewski* 
• Mervin D. Boyd* 

• Henry Bogin (Department of Justice) 15 
• Edward T. Joyce* 

*Accompanied the witness. 
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TESTIMONY OF: 
• Donald Alexande~, Commissioner of the I~ternal Revenue Service 
• John Olszewski\, Director, Intelligence Division, Internal 

Revenue Service 
• Mervin D. Boyd, Program Analyst, Intelligence Division, 

Internal Ravenue Service 
MAY 15, 1974 

Income tax sta.tutes provide for the taxing of gambling income, and 
there are many cases of income tax fraud involving gambling and other 
illegal sources of income. The Internal Revenue Service continues to 
investigate major gambling figures through its normal investigative 
activities and frequently, in conjunction with Department of Justice 
Strike Forces. 

Subsequent to the Kefauver hearings, Congress enacted the Wagering 
Occupational and vlagering Excise Tax statutes in November 1951. The 
Revenue Act of 1951 provided for an annual $50 Occupational Tax Stamp 
and a lO-percent excise tax on the gross wagers accepted by an individ­
ual engaged in the wagering business. 

The IRS opposed the enactment· of'th'ese taxes on the grounds that 
they were unenforceable and unprodu:ctive. At the time the wagering 
statutes were being considered, the Service believed them to be revenue 
raising measures; however, many members of Congress intended this legis­
lation to be a deterrent to the activities upon which the tax was to be 
imposed. ~p/ a revenue measure it has produced comparatively little 

, when consia~red in connection with the size of what the Service believes 
to be the amount of activity subject to the tax. If the law was intended 
to eliminate gambling, it was not a true revenue measure, and thus beyond 
the proper jurisdiction of the IRS. Gamblin~ enforcc:nent is the responsi­
bility of the local police, and the disclosun~ provisions within the law 
militated against voluntary compliance. If gamblers filed their returns 
and purchased the tax stamps in those States where gambling is illegal, 
they would put themselves .~.r.lt of business. 

" ( 

Because Congress never appropriated additional resources for the 
enfol:"~ement of the wagering tax statutes, the IRS has had to divert man­
power and resource~ from other programs within the Intelligence Division 
to conduct its inve~tigations .. The Audit Division has furnis.lled agents 

.,for. joint investigations in accordance with Service procedure~'~<.,The IRS 
continued to oppose the wagering,laws because they felt that when a tax 
law is not properly enforced~ it could breed contempt for other tax 
provisions. It 

\\ 
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From 1955 through 1973, the Intelligence Division conducted 13,609 
full-scale wagering investigations. Of the 13,609 cases closed 9!,~ring 
this period, 11,772 were for failure to comply with the Occupational 
Tax Stamp requirement, and 1,837 were for nonpayment of· the wagering 
excise tax. The Service recommended prosecution in 88 percent of these 
cases; 86 percent of these resulted in indictments, and 76 percent of 
those indicted were convicted. Sentences for the 7,)24 individuals 
convicted ranged from probation for minor offenses to 5 years imprison­
ment for the more significant offenses. Violators of'the excise tax 
requirement ~ere usually sentenced to prison terms. 

During this period of wagering enforcement activity, there were 
6,266 arrests, and the Service seized property valued at $2.7 ~lion 
and currency amounting to $4.5 million. Additional tax and penalties 
recommended foi' assessm,ent in cases fully investigated by the Intelligence 
Division during this period totaled $26.1 million in tax stamp violations 
and $207.9 million in wagering excise tax cases. 

IRS records relating to actual tax collections do not distinguish 
between amounts voluntarily declared and thos~amounts collected through 
direct enforcement efforts. From 1955 through 1973, the IRS collected 
$106 million from the wagering excise tax, $10.6 million for Occupa­
tional Tax Stamps, and $307 million from coin-operated gambling devices. 

In January 1968, the Supreme Court ruled in the Marchetti~rpsso 
decisions that a gambler could use his fifth amendm€:nt privilege as~a",~_ 
valid defense against prosecution for failure to comply with the wagering~=-,=--'"-c-~ 
tax provisions. The Court did not rule the statute unconstitutional but ~-­
focused on its disclosure provision and the assertion of the constitu-
tional privilege against self-incrimination. 

Thereafter the Intelligence Division discontinued criminal investi­
gations directed toward prosecutions for failure to register and pay 
the occupational tax and willful failure to file wagering excise tax 
returns, except for cases involving legal wagering operations. Attempts 
to change the wagering laws to improve revent~e administration and to 
restore the availability cif criminal sanctions have failed to result in 
the enactment of legislation. 

In certain areas where there had been an effective enforcement pro­
gram with a high degree of coordination and cooperation among Federal, 
State, and local enforcement agencies, the incidence of illegal gambling 
had been diminished. 

Wiretap information is not made available to the IRS until .af'ter the 
case is completed. At that point~ the court may determine whether this 
evidence can be made avaitable to the Service following determination 
of a tax liability, but not before. The IRS does. no wiretapping itself. 
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The professional gambler earns his living by operating some type 
gf legal or illegal gambling scheme. He does not usually gamble himself, but 

<j=ceives a percentage of the play. The odds are always in his favor. 
Legal gambling professionals are more likely to report their gambling 
income for tax purposes than are those engaged in illegal operations. 
These illegal gamblers generally understate or omit all or·substantial 
portions of their gambling winnings. When this income is reported, 
however, it is usually a net figure after losses are deducted and is 
listed as "miscellaneousll or "other" income. 

Detailed records of gambling income are seldom available for 
inspection by the IRS. Reconstruction of income is generally based on 
available bank accounts and a determination of nondeductible expendi­
tures and net-worth criteria. During the period prior to Harchetti­
Grosso, the majority of cases involving gambling income against individ­
uals or casinos were identified through enforcement of the wagering tax 
laws. Presently these cases are connected with organized crime 
investigations. 

\~\ 

The Service requi1}es that an Information Return Form 1099 be sub­
mitted on certain payments made to individuals in excess of $600. One 
of the major defects in the present system of withholding gambling 
winnings is that it reaches only the rare and extraordinary windfall, 
leaving most winnings untouched. Various methods are used to circumvent 
this requirement as well. Recently the Service has had success 
with the utilization of Sections 7201 and 7203, which relate to 
evasion of taxes and failure to file,respectively. A stud.y conducted 
by the Service in:J,.972 ·concluded that a majority of those .. who fail 
to recei ""J!.c a" . FbrfiC 1099 also fail to report their \vinnings in 

=·=···~"theiy-annual returns. Bookmakers and others associated with 
illegal gambling fail to report their income from gambling as well. The 
IRS feels that a great deal of gambling revenue is taxed each year, but 
a better job could be done to make sure that there is greater compliance 
with the wagering laws. 

Where bookmaking is legal, it suffers from a competitive disadvantage 
due to the 10 percent excise tax on wagers for which the illegal book­
maker is not accountable. The net profits and odds granted by legal 
bookmakers cannot compete with those of their illegal counterparts. 
These illegal operators have their overhead costs such as the amounts 
of protection money that must be paid out to local officials and other 
members of organized crime. 

At this time Congress is deliberating a proposal to reduce the 
. percentage of the wagering excise tax from 10 to 2 percent.* The 
S.ervice ;:l.s of the opinion that if the percentage were reduced, and the 
la~ di,9- not provide for disclosure, it would prove to be .an incentive 

12 



for compliance and revenue could rise as a result. 

The excise' tax is imposed on any type of gambling activity where 
the determination of t!1e winner is not in the presence of the public. 
Parimutuel racing, off:!:track betting systems, casino-type gambling., 

. and other forms of gambling where winners are determined in public 
view are exempt from the wagering excise tax. Earnings from lotteries, 
numbers, parlay cards, and bookmaking are liable for taxation because 
the winners are not determined in a public forum. 

The applicability of the excise tax to the operation of State­
conducted lotteries first became an issue when New Hampshire began 
operation of its "Sweepstakes" in 1964. The Treasury Department origi­
nally held the New Hampshire lottery subject to the tax. As a result, 
Section 4402 of the Internal Revenue Code of 1954 was amended to exempt 
State-conducted lotteries in which the ultimate winners were determined 
by the results of a horserace. 

The Service is concerned about the conflict which has developed 
between its duty to enforce the law under which the exemption applies 
to the State lotteries, and the responsibility of the States to con­
duct their lotteries in a fair and responsible manner that will be 
accepted by the public. The Service hopes that Congress will address 
itself to this problem, so that the State lotteries can determine their 
ultimate winners in a way which is best suited to their responsibilities. 

, ~~ 

The IRS is opposed to exempting legal gambling winnings from taxa- , 
tion. The Service concedes that such legislation would make these 
programs more competitive with illegal opel:lations, but that it would 
be a poor way to achieve that particular objective. If gambling. earn-
ings were made tax exempt, it would shift the tax burden and only serve 
to antagonize the tax-paying public. The problem of illegal' gambling 
should be met through enforcement of the laws designed to cope with it. 

The Service would not take a position regarding thepossihle further 
legalization of gambling. That is a queston outside the jurisdiction 
ot the IRS, the function of which is to administer the tax laws. The 
Service has not been given the responsibility by the Treasury Department 
to discuss matters of .tax, policy except to the extent that such policy 
has already been developed by the Department. Some tax laws do not work 

'*Section 4401 loR.C. 1974 was amp.nderl in Octo"!'er. 1Q7LL hy strikine "ten 
percent1t and inserting in lieu thereof "two percent. It Section 441):, the 
Occupational Tax, was increased from $50 to $500 annually. Subsequent to 
the enactment of this amendment, the Secretary of the Tr,easury tran$ferred 
the administration and enforcement of the wagering tax law from the IRS 
to the Bureau of Alcohol, Tobacco and Firearms, effective December 1, 1974. 
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effectively because they attempt to meet goals beyond the proper 
determination of tax liability, the proper computation of income, or 
the payment and collection of taxes. To the extent that other features 
are added to the tax burden, the responsibilities of the IRS are 
increased. The Service has been given the responsibility to enforce 
laws that the public finds difficult to accept, which renders the job 
of enforcement an even more difficult task. 

The Service believes that if Congress were to deem the wagering tax 
law a reasonable revenue measure and the tax imposed nonconfiscatory, 
and if resources were allocated to conduct wagering investigations, 
such action would probably have a decided impact on the organized crim­
inal element.* 

*The disc.10sure provision of the wagering tax law, Section 4424 LR.C. 
1954 was amended in October '1974 as follows: 

(b) Permissible Disclosure - A disclosure otherwise prohibited by 
subsection (a) may be made in connection with the administration of 
.civi1 or criminal enforcement of any tax imposed by this title. How­
ever any document or information so disclosed may not be-

(1) divulged or made known' in any manner wqatsoever by an officer 
or employee of the United States to any person except in connection 
with the administration of civil or criminal enforcement of this title, 
nor 

(2) used, directly or indirectly in any criminal prosecution for 
any offense occurring before the date of enactment of this section. 
(c) Us~ of documents possessed by Taxpayer - Except in connection with 
the administration of civil or criminal enforcement of any tax imposed 
by this title-

(1) any stamp denoting payment of the special tax under this 
chapter, 

(2) any original, copy, or abstract possessed by a taxpayer of 
any ret~rn, payment, or registration made by such taxpayer pursuant to 
this chapter, and 

(3) any information come at by the exploitation of any such docu­
ment, shall not be used against such taxpayer in any criminal proceeding. 

, . 
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TESTIMONY OF: . 
• Henry Dogin, Deputy Assistant Attorney General, Criminal Division, 

Department of Justice 
~ Edward T. Joyce, Deputy Chief, Organized Crime and Racketeering 

Section, Department of Justice 
MAY 15, 1974 

Gambling in the United States is pervasive and exists in forms 
ranging from sociable .games of chance to clandestine and illegal wagers 
on horseraces and sporting events controlled by large criminal syndicates. 

The President, Congress, and law enforcement officials have con- . 
eluded that illegal organized gambling is the largest single source of 
revenue for organized crime. Gambling revenues are used to finance the 
expansion of organized crime into other illegal activities such as nar­
cotics, hijackings, prostitution, and loansharking. This revenll~ also 
provides capital for the acquisition of legitimate businesses. Gambling 
losers often turn to larcenous pursuits or organized crime loansharks in 
order to payoff their gambling debts. These loansharks often become 
silent partners in the legitimate businesses of those forced to make 
deals with them. 

In order to protect its gambling income, organized crime spends 
millions of dollars to bribe and corrupt criminal justice officials. 
These methods include payoffs to uniformed police officers by numbers 
collectors, the establishment of pools of money for the benefit of 
plainclothesmen and detectives by bookmakers and controllers, and pay­
offs to high-level police officials to protect numbers banks or illegal 
casinos. 

. The Organized Crime and Racketeering Section of the Department of 
Justice completed a study in 1973 in which it projected the percentage 
of illegal gambling controlled by the organized families across the 
country. In this study the country was divided into six sections: New 
York City, the Northeast, Southeast, Middle West, Southwest, and Far 
West. For each of these areas the Section estimated'the amount of gross 
wagers, the breakdown o.f these wagers, and the percentage of control by 
organized crime. The projections were based on a 2-year investigation 
by the FBI into illicit gambling operations throughout the country for 
the period of 1971 and 1972. 

The Organized Crime and Racketeering Section estimated that the 
profits generated by illegal gambling operations are between $7 billion 
and $50 billion annually. Gross illegal wagers probably amounted to 
between $29 billion and $39 billion in 1~73. Wagers placed on sporting 
events amounted to 64.02 percent; on numbers or policy, 24.9 percent; 
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and onhorseracing, 10.9 percent. Organized crime groups controlled 
41.9 percent of the gross illegal wagers in 1973, with the resulting 
profits estimated to have amounted to over $4 billion. 

In New York City the Section projected that gross illegal wagers 
would amount to over $4.2 billion in 1973. Two-thirds of this total 
was attributed to wagers placed on sporting events, 22 percent on num­
bers, and 11.3 percent on horseracing. Organized crime control in 
these activities was believed to be 50.8 percent of the handle . 

.. The Northeast region generated $7.4 billion in gross illegal wagers 
in 1973. Wagers on numbers, sporting events, and horseracing accounted 
for 50.9 percent, 45.6 percent, and 3.5 percent of this figure respec­
tively. The organized crime groups controlled 55.4 percent of the gross 
wagers in this area of the country. 

Gross wagers in the Southeast amounted to $5 billion in 1973. 
Sporting events attracted 65.4 percent of this figure with numbers and 
horseracing accounting for 28.4 percent and 6.2 percent. Organized 
crime was thought to control 35.7 percent of gross wagers in the 
Southeast. 

During 1973 gross wagers in the Middle West amounted to just under 
$7 billion. Wagers on sporting events accounted for 56.3 percent; num­
bers, 25.7 percent; and horseracing, 18 percent. It was estimated that 
47.4 percent of the $7 billion was handled by organized-crime-contro11ed 
operations. 

Projections for the Southwest and Far West were not as authoritative 
as those made for the other regions of the country because there were 
fewer Department of Justice Strike Forces operating in those areas. In 
the Southwest gross illegal wagers amounted to $1.4 billion, but control 
by organized crime was placed at only 2 percent of that figure. Sporting 
events accounted for 88.8 percent of the wagering in 1973 and horseracing 
attracted 11.2 percent of the dollars waged in the Southwest. Gross 
wagers in the Far West were estimated to be $4.6 billion with organized 
crime controlling 29.2 percent of this total. Wagers on sporting events 
accounted for 86.7 percent of the handle, and 13.3 percent was projected 
to be wagered on horseracing. 

The Organized Crime and Racketeering Section is responsible for the 
enforcement of gambling laws at the Federal le17e1. The Section was 
created pursuant to the Kefauver investigations into organized crime in 
the early 1950's. The first Strike Force began operation in 1967 in 
Buffalo, N.Y. These forces consist of high-level representatives from 
most of the Federal investigative agencies under the control of an 
Organized Crime and Racketeering Section attorney. Local U.S. Attorneys 
are also members of the Strike Forces. There are 17 such forces currently 
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in operation across the country, with three of them in New Y01:k City 
alone. Since the Inception of the Strike Force concept, the conviction 
rate of organized crime members has doubled. 

Increased numbers of convictions have decreased the amount of illegal 
gambling but have increased the percentage of organized crime-controlled 
illegal gambling operations. The larger layoff operations have been 
driven into Nevada where they are controlled by organized crime. The 
major layoff operators, organized crime members and independents, who 
were in operation 10 years ago, are no longer in business. The amount 
of illegal gambling has 'increased since the first Strike Force began 
operation 7 years ago, but at a slower rate than it would have, had it 
not been for this active law enforcement. 

Until the early 1960's primary enforcement of gambling laws was the 
responsibility of State and'local governments. The Department of Justice 
was aware, however, that because of corruption and the interstate nature 
of significant gambling operations, little or no effect.ive attack was 
being waged against organized illegal gambling activities at the local 
level. It was in response to this problem that Congress increased the 
Federal Government's role in gambling enforcement in 1961 and aga.in in 
1970. ," 

United States Code Title 18 Section 1952 was enacted in 1961 to 
prohibit travel across State lines in order to conduct a business enter­
prise involving gambling, narcotics, liquor, and pro&titution as well as 
bribery and extortion. Section 1953 prohibited the carrying of wagering 
paraphernalia in interstate commerce. Section 1084 made it unlawful for 
a person engaged in the wagering business to use a wire communication 
facility, or to transport information assisting in the placing of bets 
or wagers. 

The enactment of the interstate statutes in 1961 gave the Federal 
Bureau of Investigation jurisdiction to investigate gambling operations 
for the first time. As a result of the enforcement activities of the 
FBI, there are very few, if any, illegal gambling casinos presently in 
operation across the cQuntry. The Bureau has had great success in 
obtaining convictions through the utilization of wiretaps; In 1973 
there were 212 convictions under Section 1955, most of them based on 
information received through wiretaps. Because of the Giordono decision 
in 1974, however, 60 indictments involving 600 defendants had to be dis­
missed due to the improper fashion in which the wiretaps used in the 
investigations of those cases were authorized. 

Up till 1968 the Internal Revenue Service conducted investigations 
of intrastate gambling violations through the imposition of the wagering 
excise tax and the Occupational Tax. Stamp, Sections 4401 and 4411 of the 
Internal Revenue Code of 1954. The wagering tax statute required a 
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gambler to purchase a tax stamp and to register. This registration 
would then be made public, and that person held in violation of that 
State's antigambling laws. The Supreme Court held in the Marchetti­
Grosso decision that the gambler could refuse to register. This refusal 
to register did not have to take place at the time he was required to 
register, but the defendant- could interpose the 5th amendment privilege 
as a valid defense at the time of the trial. This 1968 decision effec, 
tively prohibited any further wagering tax prosecutions and caused the 
dismissal of some 1600 prosecutions for gambling by the IRS. The wager-

,ing tax provisions were not declared uncons~itutional, however. 

Subsequent to the Marchetti-Grosso decision which stripped the IRS 
of its power to investigate intrastate gambling operations, Congress 
enacted Sections 1955 and 1511, U.S.C. Title 18. Section 1955 prohibited 
five or more persons from engaging in a gambling business in violation 
of State laws if that business handled in excess of $2,000 per day for 
periods of 30 days or longer. Because it was apparent that intrastate 
gambling activities thrived where there was corruption in the local 
criminal justice system, Section 1511 was enacted to make such inter­
ference with local gambling investigations a Federal offense. 

In response to questioning from Senator Cannon., Mr. Dogin stated 
that the purpose of the wagering tax registration provisions was to 
ass.ist in combating unlawful gambling activities and to raise revenue. 
These IRS provisions, Title III surveillance, and Section 1955 have pro­
vided the Department with the tools necessary to deal effectively with 
illegal gambling operations. The Justice Department has estimated, how­
ever, that their investigations have been able to reach only 2 percent 
of the illegal gambling actiVity in the country. The problem does not 
exist with the present statutes, but with the way in which these statutes 
are handled in the courts. Many Federal judges in certain areas of the 
country do not impose the prescribed sentences for gambling violations, 
but rather hand down suspended sentences or minimal fines. This situa­
tion occurs because of a number of factors, including the severe backlog 
of cases pending in the courts, the significance of community attitudes 
toward gambling offenses upon the sentencing practices of some judges, 
and the lack of awareness among these judges and the public at large to 
what the Department feels is the relationship between gambling and other 
organized cr~me activities 

Tue Department emphasized that the public must be made awar'e of 
this relationship. Sentencing practices could become stricter and more 
uniform if the level of public apathy were decreased and the level of 
consciousness among the judiciary and law enforcement officials heightened 
to a greater extent than it appears to be at the present time. It is the 

~ opinion of the Department of Justice that there is a correlation between 
the lightness of the sentences imposed and the level of enforcement 
activity to the volume of illegal activity in a particular area. The 
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Department is convinced that the major gambling operations are under 
the control of organized crime groups and for this reason the Department 
believes that vigorous law enforcement activity is necessary if the prob-
1;em of illegal gambling .is to be controlled. 

Effective local prosecution of illegal gambling remains a problem 
in many States which lack the statutes and techniques necessary to com­
bat organized gambling operations. The States. should emulate the Federal 
antigambling statutes and practices in combating illegal gambling activ­
ities. The solution to this problem is through enforcement and not legal­
ization. The brunt of the law enforcement effort has to be on the part 
of State and local law enforcement officials. It is they who know who 
the operators are, and where they· are located. It is unrealistic to 
believe that the Federal Government can cure any single law enforcement 
problem. 

State and municipal licensed and authorized gambling activities 
such as lotteries or OTB h~ve not made a dent in the volume of illegal 
gambling activities where they coexist. "The Department could not make 
recommendations concerning the partial legalization of gambling as that 
is a question solely within the jurisdiction of the States and municipal­
ities that believe that such action could adversely affect the illegal 
gambling activities in their areas. 

It is impossible for a State to compete with the illegal bookmaker. 
The State could never operate on the same margin as a bookmaker, offer 
credit to its clientele or accept wagers over the telephone, withhold 
winnings from Federal taxation, or layoff the larger wagers placed on 
sporting events. 

If a State decides to legalize different forms of gambling, it 
greatly compounds the problems involved in prosecution and sentencing 
practices. Successful prosecutions of gambling defendants would be 
increasingly difficult to accomplish within those States where gambling 
has been partially legalized. 

Since 1970 the Justice Department has had the power to use civil 
remedies in the area of illegal gambling. Title 18 Section 1964 permits 
the use of injunctive relief by the Federal Government to enjoin an 
illegal gambling business. The first such test case began in Chicago in 
February 1974. A district court judge has ruled that the statute is con­
stitutional, and the Department is cU:i:rently attempting to take testimony 
from illegal gamblers who to date have refused to testify. This unique 
gambling prosecution is now at the contempt-of-court stage. The Strike 
Force in Chicago has told the Justice Department that the gamblers in 
·that community are concerned about the ramifications of civil remedies. 

Information received through Title III surveillance may be used by 
the IRS or.other Federal investigative agency in civil proceedings once 
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this information has been made public at the conclusion of'the criminal 
trials in which this information was used as evidence. The IRS may 
then use this evidence in civil proceedings that may arise from th~ 
preceding criminal investigation. It is the sole purpose of the Justice 
Department, however, to utilize a grand jury for the purpose of investi­
gating the possible commission of a Federal offense. Grand juries are 
not used to make a civil tax case against a defendant. 

As long as there is a desire on the part of the public to gamble, 
and there is a profit to the operators, the best the Department of 
Justice and other enforcement agencies can do is control gambling. The 
Federal effort probably could never be increased to a point that would 
effectively destroy illegal gambling in this country. All the Department 
can do is to make a maximum effort within its capabilities. 

Until the facts about illegal gambling are made known to the average 
citizen, it will be difficult for them to accept gambling as a legiti­
mate problem and for judges to sentence convicted gamblers so as to deter 
illegal gambling operations. 
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JUNE 26, 1975 
WASHINGTON, D.C. 

• William V. Cleveland (Federal Bureau of Investigation) 22 

• Ashton Hardy (Federal Communications Commission}" 24 

• John D. Tarpey (United States Postal Service) 26 
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TESTIMONY OF: 
• William V. Cleveland, Assistant Director, Special Investigative 

Division, Federal Bureau of Investigation 
JUNE 26, 1974 

FBI jur:!;l\diction in gambling cases began in 1961 when Congress 
enacted three statutes banning interstate transportation in aid of 
rC).cketeering, interstate transportation of wagering paraphernalia, and 
interstate trans~ission of wagering information. 

The findings of several legislative and executive studies had con­
cluded that gambling bankrolls the rest of the underworld's empire and 
that legislative, judicial, and police corruption' is an inevitable con­
sequence of unchecked gambling operations. 

To date, FBI investigations under the three 1961 'laws have resulted 
in more than 1,800 convictions and some $2,900,000 in fines. It is dif­
ficult to say that enforcement of these laws has checked the growth of 
prganized gambling, but the Bureau feels that the situation would be 
much worse if they had not been implemented. Prior to 1961~ most gam­
bling investigations were conducted by State and local law enforcement 
agencies that did not possess the experienced personnel or the facilitie 
to handle complex gambling investigations. 

The jurisdiction of the Bu~eau was further expanded by the OrganizE 
Crime Control Act of 1970 to include large-scale intrastate violations ~ 
local authorities could or wound not prosecute. Title VIII of this act 
laws local gambling operations meeting certain minimum specifications 
and grants the FBI jurisdiction over bribery of State and local officia] 
when such bribery is connecte,d with a violation of this statut'e. This 
act has resulted in over 1,600 convictions, $1,600,000 in fines, and COl 

fiscations valued at more than $10,800,000~ 

The most effective weapon in dealing with organized gambling is 
Title III of the Omnibus Crime Control and Safe Streets Act of 1968, 
Which provided for the use of court-approved electronic surveillance in 
the investigation of specific violations. Syndicated gambling rings 
c6uld not exist without extensive telephonic connections; therefore 
Title III surveillance has proven to be invaluable in combating org'an-
ized crime in this area. 

Court-approved electronic surveillances in FBI cases have led to 
some 3,000 arrests, over 2,,000 convictions, and confiscations valued at 
more than $7 million. 

During a period from January 1, 1966, through December 31, 1973, 
the Bureau has investigated 5,650 gambling cases (including 9,213 indi­
viduals), with 724 resulting in indictments and 1,978 being referred to 
local authorities. " 
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Sports bookmaking was found to be the most extensive type of 
gambling operation, with horse bookmaking second. These OvO types of 
operations made up over three-quarters of the 724 indictments, with 
numbers rings, casino-type gambling, and miscellaneous operations 
accounting fOJ the remainder. 

There is no accurate way of ascertai'~~ing the progress being made 
in the f:i,ght against organized S<;j.mbling. The number of convictions is 
an inadequate indication because of the disparity of sentencing prac­
tices and the difficulty of convicting the higher echelon racketeers. 
An accurate estimate of the "handlell is impossible to determine and is 
no indication of the mob's overall threat to society at large. 

FBI experience has shown that the only way to evaluate organized 
crime's accomplishments in this area is to develop an intelligence 
system that identifies the underworld leaders, the scope of their 
activities, spheres of influence, and sources of income, so that short­
and long- range effectiveness can be measured. The Bureau targets its 
investigations toward the top of the gambling operations and not at the 
"Hom and Pop" type enterprises. This has resulted in a rising rate of 
convictions of key gambling figures, which has the effect of diluting" 
underworld leadership and impairing its morale. It is the belief of 
the FBI, however, that it is impossible to eradicate gambling 
completely. ".\ 

The FBI does not attempt to pass judgment on the moral aspects 
of gambling nor on the pros and cons of revenue benefits to the State 
governments from the ta.xation of legalized gambling, but it does not 
believe gambling is a "victimless" crime. \~Gambling and violence are 
often inseparable, as competition is never tolerated. Gambling con­
ceals vast amounts of money from taxation and family budgets. It 
leads to more serious crime: i.e., loansharking, robbery, and 
burglary. Silent victims of gambling fear that assisting law enforce­
ment 'tvill mark them for gangland retaliation. 

The FBI has found no discernible rise or fall in the rate of gam­
bling in those States that have instituted legal lotteries. States 
could not offer credit, exempt Winnings from taxation, or handle the 
volume of day-tQ-day betting with the same efficiency and expertise 
as organized crime does now. The spread of crime as a result of gam­
bling losses would also not be affected by the decriminalization of 
gambling. () 

It is, therefore, the position of the FBI that more public aware­
ness of the true situation of gambling would help a great deal in 
fighting the growth of gambling and its subsequent influences. 

23 
::;> 

,\ 



o 

TESTIMONY OF: 
• Ashton Hardy, General Counsel} Federal Communications 

Commission 
JUNE 26, 1974 

The Federal Communications Commission's responsibilities in 
connection with the broadcast of lottery information are derived from 
Section 1304 of Title 18, United States Criminal Code. This statute 
prohibits the broadcasting of any advertisement or information concern­
ing lotteries, gift enterprises, or similar schemes offering prizes 
dependent on lot or chance. The ~ommission is authorized to revoke 
licenses, issue cease and desist orders, or assess monetary fines up to 
$10,000 '~for violations of this section by broadcast stations. The power 
dfenforcement is under the jurisdiction of the Department of Justice, 
with which the Commission regularly coordinates its actions in this area. 

Until the middle 1960's, FCC involvement with violations of 1304 
was"limited to scattered instances of product promotions involving con­
tests or merchandise "give aways." Since the inception of the New 
Hampshire Lottery in 1964, however, the Commission has increasingly 
been ~drawn into problems created by the conflict between the operation 
of State lotteries and the provisions of 1304. The Commission adheres 
tqthe view that the question of the propriety of promoting lotteries 
oh broadcast media is a legislative policy determination properly 
res~rved ~o Congress and, therefore, it has no alternative but to apply 
the'law in whichever way it is interpreted by the courts until it is 
amended or qualified. 

The flouse Judiciary Committee is studying H.R. 6668 and other 
similar bills that would permit the transportation, mailing, and broad­
casting of lottery information and advertisements. The FCC has taken 
no position on these bills but would defer to the judgment of the 
Department of Justice, which generally favors enactment of H.R. (j668. 

The legislation to which the Commission is addressing itself would 
author'ize a broadcast station in a community in a State in which a State 
lottery is legal to announce information concerning that lottery and the 
results of other State-controlled lotteries if it wished to do so. It 
would continue to prohibit a broadcast station loc'ated in a State that 
does not operate a lottery to broadcast any lottery information. Sta­
tions whose signals cross a State line into a State where there was no 
legal lottery would not be prohibited from broadcasting such information 
as it would be unfair to that station and impossible to enforce. The 
FCC could not at the time of. the hearing take a position as to the 
future legality of broadcasting this type of information across State 
lines. Those provisions of H.R. 6668 would be in conflict with Title 18, 
Section 1084 of the U. S. Code, whtch forbids the inters,t:ate transmission 
of wagering information, the exception being the broadcasting of this 
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information from a State in whic:h a lottery is legal into another State 
that operates a lottery. 

The Commission's present approach to the broadcast of lottery'infor­
mation is primarily based on the Commission's Supplemental Declaratory 
Ruling, adopted in 1964 pursuant to a decision by the Second Circuit 
Court of Appeals. That decision held that Section 1304 only prohibits 
the broadcasting of lottery information that Ildirectly promotes l1 a 
lottery.~ 

In a 1971 ruling, the Commission ruled that the broadcasting of a 
winning number in a State lottery, even if in the form of a news report, 
constituted a direct promotion of a lottery which would be in direct 
violation of 1304. This ruling, however, was reversed by the Third 
Circuit Court of Appeals in 1974. The court ruled that news braodcasts 
were protected by the first amendment and thus were exempted frbm the 
prohibitions of the statute. The Third Circuit decision did not dispute 
the "directly promoting" aspect of the decision of the Second Circuit, 
but ruled that even if a newscast directly promoted a lottery,if it 
co~stituted news and not mere advertisement it was beyond the reach of 
1304. 

The Commission and the Department 6f Justice petitioned the Supreme 
Court to review the Third Circuit's decision, and the Court has accepted 
certiorari in the case. The primary basis of the petition was to rec~j.fy 
the conflict between the Third Circuit t s decision and the Udirectly pro­
moting" standard previously established by the Second Circuit. This 
would establish uniform guidelines for the FCC and its licensees to 
follow. The Commission and the Department of Justice believed that the 
Third Circuit's decision had erron~ously declared a portion of 1304 
unconstitutional. 

* 18 U.S.C. 1307 (enacted January 2, 1975) permits the broadcasting of 
lottery information and lottery advertisements over stations within the 
lottery State's boundaries cnd over stations located in adjacent States 
that also have lotteries. 

II 
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TESTIMONY Ol?: 
• John D. Tarpey, Assistant Chief Inspector for Crime 

Investigation, United States Postal Service 
JUNE 26, 1974 

Use of the mails by lotteries was first prohibited by Congress in 
1868. In 1872, Congress made it illegal to mail letters or circulars 
concerning illegal lotteries. The law was made applicable to all lot­
teries in 1876, when the word "illegal" was removed from the statute. 
The Anti-Lottery Act of 1890 barred all lottery materials from the 
mails, prohibited the sending of checks and money orders for the pur­
chase of tickets, and prohibited the mailing of letters containing 10t­
teryadvertisements. Violations were made punishable by imprisonment 
as well as fines, as provided by the 1876 law. The 1890 act was immed­
iately enforced, and it effectively put the corrupt Louisia~a State 
Lottery out of ~usiness. 

1,\ 

The Postal Inspection Service, as the law enforcement agency of 
the U.S. Postal Service, has been enforcing this law--Title 18, U.S. 
Code 1302--ever since. Section 1302 makes it a felony to mail proscribed 
material in connection with the operation of a lottery. Foreign-based 
lotteries such as the Irish Sweepstakes are checked by the stop-order 
and mail stop provisions of administrative statute, Title 39, U.S. Code 
3005. 

Since 1965 there have never been less than 200 lottery investiga­
tions in any year. The relationship 1i:etween the increase in the number 
of legal lottery operations and the gradual decrease in illegal lottery 
investigations during this period is only conjectural. 

A 1973 investigation of State lotteries by the Postal Inspection 
Service found that in all but one instance Section 1302 of Title 18 has 
been violated. Lottery officials disavowed any intent to violate the 
,statute, but interpreted it in a manner to permit some use of the mails 
in the lottery operation. Main counts were made at the headquarters of 
three State-operated lotteries in March 1974. In one State, 70 percent 
of the mail received bore out-of-State postmarks from almost every State 
in the country. 

Violations of the lottery statute by legal lotteries have been 
investigated by the Pos~ial Inspection Service and the facts presented 
to United States At.torneys in those States for consideration of possible 
prosecution. Prosecution was declined in 1973 in Michigan, New Hampshire, 
and Pennsylvania. The United States Attorney in Massachusetts has not 
yet indicated his intention whether to prosecute. 
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Many newspapers whose circulation crosses State lines print 
lottery advertising and list winning numbers, in clear violation of 
Section 1302. It is the policy of some newspapers, however, to publish 
separate editions without this information for those who subscribe by 
mail. None of the newspapers that do not make this provision has been 
prosecuted, and no such action is being considered by the Department of 
Justice. 

Under current laws, the operation of the State-controlled lotteries 
is free from corruption and presents no serious problem to the Postal 
Service. They seek only to direct the enforcement of the law against 
those who are profiting by a lottery and not against those who are tech­
nically violating the law by using the mails as subscribers; the latter 
are victims of a lottery. The Postal Inspection Service investigates 
11,000 fraud cases a year, of which only 200--or less than 2 percent-­
deal with lotteries. There would be cause for concern by the Postal 
Service only if those State lottery laws are changed~ or abuses were 
found in those laws to corrupt the legal lotteries, and the States were 
given carte blanche to compete with one another. 
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NOVEMBER 19; 1974 
WASHINGTON, D.C. 

• Ralph F. Batch (Illinois Lottery) 30 

• Christo Anton (Maine Lottery)3l 

• Stanley S. Fi~e (Maryland LotterY)32 

• Russell W. Shannon (Massachusetts Lottery)33 

• Gus Harrison (Michigan Lottery)34 

• Edward J. Powers (New Hampshire Lottery)35 

• Charles C. Carella (New Jersey Lottery)36 

• John E. Kirkland (Ohio Lottery) 37 

• Henry H. Kaplan (Pennsylvania Lottery)38 

'" • Peter O'Connell (Rhode Island Lottery) 39 
• Bernard C. Gladstone* 

• Eugene G. Auen (Delaware Lottery) 40 

• John F. Winchester (Connecticut Lottery) 41 

• Ronald Maiorana (on behalf of New York Lottery)42 

*Accompanied the witness 
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TESTIMONY OF: 
fI .J,\~].p. h F. B. atch, Superintendent, Division of State Lottery 
~ -~\State of Illinois 

NO.\yEMBER ~ 9, 1974 
(( ) 
\~/ 

~urrent Federal laws prevent the residents of the States where 
lotteries are duly authorized from disseminating necessary information 
through both radio and television, and thus inhibit the State's ability 
to realizecthe full potential of the lottery. Rather than promoting 
increased revenues, Federal laws cause State-run lotteries to expend 
extra funds to comply with the existing statutes. The Illinois Bureau 
of State Lotteries urges the Commission on the Review of the National 
Policy Toward Gambling to consider the ramifications of this legislation 
as it applies to intrastate activities as well as to int'erstate rights, 
and to consider whether the penalties in any such statute should be civil 
or criminal. 

It is the firm belief of Illinois that some bill must be passed in 
this session of Congress that would: (1) give State-run lotteries intra­
state flexibility in the use of mails, radio, and television; (2) give 
lottery States the ability to reply legally by mail to out-of-State 
requests (Superintendent Batch noted, however, that soliciting by mail 
across State lines should be prohibited); (3) allow Illinois to use any 
radio and television station located within the State both to discuss 
and to advertise the lottery; (4) remove the current criminal penalties 

. and make all, remedies civil; and (5) lift the unreasonable Internal 
Revenue Service provisions that take dollars from already depleted State 
treasuries and give back to the States the right to raise revenues in 
ways they see fit. 
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TESTIMONY OF: 
• Christo Anton, Executive Director, Maine State 

Lottery Commis~ion 
NOVEMBER 19, 1974 

The Maine State Lottery Commission strongly urges Congress to amend 
germane Federal statutes to pose fewer restrictions on State-run lotteries, 
and to allow the lotteries to conduct their business as any other bona 
fide business may do. Thus, if lotteries are businesses, free use of 
radio and television in States and from States in which the lottery is 
legal should be permitted. 

Hundreds of thousands of dollars in needed St~te revenue were not 
collected in Maine because of a possible misinterpretation of the Federal 
statutes by a representative of the Justice Department. Because of the 
unfavorable publicity eurrounding this incident, the citizens of Maine 
have come to suspect the legality of their lottery. Clarification of 
these statutes is imperative. Restrictive Federal legislation must be 
amended. 

The Maine State Lottery Commission believes that the fairest way of 
deciding the people's will is by referendum, and that the Federal Govern­
ment should not disenfranchise t~ose who saw fit to vote for a lottery 
in their various States. The citizens of the United States could be 
better served if more time were spent seeking out and ending the illegal 
gambling in this country instead of enforcing antiquated lottery laws. 
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TESTIMONY OF: 
• S.tanley S. Fine, Director, Maryland State Lottery Agency 

NOVEMBER 19, 1974 

Present Federal law does not recognize the right of a State to 
conduct its lawful business without undue Federal regulation or interfer­
ence. The main objective of a State lottery is to provide a source of 
revenue. In effect, it is a government-sponsored business rather than 
another bureaucracy, and as such should have the same marketing oppor­
tunities as any other business. 

The recently enacted H.R. 7780 reduced the 10 percent excise tax to 
2 percent and increased the annual occupational tax from $50 to $500. 
Maryland is opposed to all such taxes for State lotte:LY operations. 

Current legislation. addresses itself to the problem of State 
lotteries. H.R. 6668 includes exemptions for lotteries authorized or 
licensed by a State as well as for State-operated lotteries. Maryland 
is opposed to this amendment, preferring that State-conducted lotteries 
be considered separately from other lQtteries. In addition, H.R. 6668 
basically allows the use of mails, radio, and television within the 
lottery State for promotional purposes. The Maryland State Lottery 
Agency proposes that H.R. 6668 and similar bills be broadened to permit 
mailings concerning legally operated State lotteries in response to 
written requests from outside the State. 

Finally, concerning H.R. 6668 and its treatment of 18 U.S.C. 1304, 
the Maryland State Lottery Agency proposes language that would permit 
the State access to radio and television stations in Washington, D.C. 
in order that service to the Maryland communities surrounding Washington 
can be provided. 
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TESTIMONY OF: 
• Russell W. Shannon, Legal Counsel, Massachusetts 

State Lottery Commission 
NOVEMBER 19, 1974 

The Massachusetts State Lottery Commission strongly supports 
legislation to amend present Federal laws that restrict the operation of 
State lotteries and impose tax burdens upon them. The Commission 
believes that State agencies should be exempt from paying all forms of 
Federal wagering taxes, and is opposed to the imposition of withholding 
taxes on lottery winnings. 

Of the legislation concerning lotteries that has thus far been 
introduced in Congress, Massachusetts endorses R.R. 6668 and S. 544, 
bills that would permit State lotteries to make free use of the mails, 
radio, and television within their borders, to obtain needed supplies 
and tickets from other States and nations, and to advertise in news­
papers published within their borders. Massachusetts also supports the 
suggestion by the U.S. Department of Justice that R.R. 6668 be modified 
to permit the transmission of State lottery tickets, materials, and 
advertising into any other State where these materials are legal. The 
Massachusetts State Lottery Commission further believes that the recent 
amendment to R.£(. 6668, which accords private lotteries that are author­
ized and licensed in conformance with State law the same treatment as 
State lotteries, is appropriate as a further means of permitting States 
to regulate gambling as they deem proper. 

The Massachusetts Lottery favors the concept of regional lotteries 
established by compacts among the various States, as the creation of 
these lotteries would lead to greater efficiency in lottery operations. 
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TESTIMONY OF: 
• Gus Harrison, Commissioner, Michigan State Lottery 

NOVEMBER 19, 1974 

The economic situation in Michigan is changing rapidly for the 
worse. Because of this situation, the revenue derived from the Michigan 
State Lottery is necessary for the State and its citizens. 

Michigan does not feel that the ~ederal Government has the right to 
discourage, through lottery restrictions, States that are trying to 
improve their financial condition. The Federal Government, at the very 
leas~e, should avoid lritcrfering with or discriminating against attempts 
by States to solve their own financial problems. 

If the Michigan Lottery is going to remain healthy, immediate remed­
ial legislation is essential. The State endorses S. 1186, which would 
permit State lotteries to deal in interstate commerce and to use the 
electronic media for promotion, and would remove criminal sanctions 
against lotteries. Michigan believes that S. 1186 is the most compre­
hensive and corrective piece of legislation introduced thus far. 
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TESTIMONY OF: 
o Edward J. Powers, Executive Director, New Hampshire 

Sweepstakes Commission 
NOVEMBER 19, 1974 

Present outmoded Federal restrictions must be removed in order that 
State-operated lotteries might be established as an accepted consumer 
business. To amend these laws in piecemeal manner will leave a reservoir 
of confusion and hypocrisy. For these reasons the New Hampshire Sweep­
stakes Commission prefers such bills now before Congress as S. 3524 and 
547, and H.R. 15639, 15640, and 13130, rather than those bills that per­
mit the use of mails, radio, and television, or the transportation of 
tickets only within StC1'i;~~,where the lottery is legal. 

Concern has been expressed over protecting nonlottery States from 
the promotional activities of lottery States. It is possible to accom­
plish this objective, at least in part, by one of two meanS: (1) lottery 
States could voluntarily agree not to advertise or solicit in nonlottery 
States; or (2) this activity could be prohibited by statute. 

The New Hampshire Commission urges Congress to clarify the confusion 
that exists in regard to the excise and occupational taxes. The Internal 
Revenue Service originally supported legislation to exempt State lotteries 
from the provisions of the excise tax statute, but that legislation appar­
ently was sidetracked following a disagreement between the lottery States 
and the U.S. Treasury Department. Without consultation with the lottery 
States, Treasury Secretary William E. Simon recommended to Congress that 
a 20-percent withholding tax be imposed on lottery winnings of $100 or 
more. The New Hampshire Sweepstakes Commission vigorously opposes this 
type of legislation. 

New Hampshire does not see the need for a regional lottery. It is 
unrealistic to think that different State legislatures could readily 
agree on a basic program. Furthermore, to maintain efficiency and public 
interest, it is important to keep the lottery programs close to the 
people. 

Finally, the New Hampshire Sweepstakes Commission believes that tax­
payers should be given the opportunity to decide for themselyes--by 
referendum--what they want done for their benefit. 

.-.::::: 
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= "'fESTIMONY OF:· 
• Charles C. Carell~~ Executive Director, New Jersey 

State Lottexy'Comm;tssion 
NOVEMBER 19, 1974 \{ 

The New Jersey Lottery CommissiGu endorses H.R. 6668 and other 
comparable bills that wou1,d permit Sdite lotteries to use the public 
media for promotional purposes. A continuation of present policy, which 

~ substantially limits the ability of lotteries to disseminate information, 
can only work to the direct benefit of the illegal game. 

New Jersey envisions lotteries not only as revenue-raising devices 
but as a method of combating organized crime by legalizing one of its 
majol' sources of income. It believes that present Federal restrictions 
severely hamper this effort. (A State-operated numbers game, scheduled 
to begin in the spring of 1975, is another attempt to attack organized 
crime.) 

Positive action must be taken to reassure the public that it is 
legal to purchase a lottery ticket. To that end, New Jersey strongly 
concurs with the U.S. Attorney GeneralIs suggestion that Federal legisla­
tion be enacted to exempt State-operated lotteries from the criminal 
provisions of Title 18. New Jersey also believes that it must be deter­
mined quickly whether Federal excise tax laws (Section 4402 of the 
Internal Revenue Code of 1954) apply to wagers made in State lotteries. 

Congress has passed and the President has signed into law H.R. 7780, 
which would increase the occupational tax from $50 to $500 a year. The 
adoption of this revenue ruling would subject the New Jersey Lottery to 
a tax equivalent of about one-fifth of its net revenue, substantially 
decreasing the amount that can be made available for StatE~ education and 
institutions. Prompt Federal action is needed to exempt State lotteries 
from this occupational tax. Legislation also is needed to exempt State 
lott~)ies from the proposed excise tax and to prevent enactment of a 
withholding program. 

The people of New Jersey voted to have a S::ate lottery. They expect 
the State to operate a lottery that is honest,.has popular prizes for the 
participants, and produces revenue for State aid to education and insti­
tutions. They have a right to expect that the Federal Government will 
not hamper the operation of the lottery or the distribution of informa­
tion about lotteries to the participants and that it will not tax revenue 
raised for legitimate State purposes. 
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TESTIMONY OF: 
• John E. Kirklan4, Executive Director, Ohio 

. Lottery Co~~ssion 
NOVEMBER 19, 1974 

In spite of its stringent adherence to legal requirements, Ohio is 
now confronted by a statement by the U.S. Attorney General that suggests 
that criminal statutes may apply to the lottery States. This aura bf 
doubt has had an obvious negative effect on public acceptance of the 
lottery. It is the belief of the Ohio Lottery Commission that modern, " 
State-operated lotteries, created by constitutional amendment as was 
done in Ohio, should not be subject to Federal statutes appropriate to 
illegal games run by the private sector. 

The existing and suggested barriers of Federal legislation militate 
against the growth and efficiency of the Ohio Lottery. If the lottery 
is to continue successfully, immediate relief is essentia.l. 

r") 

The Ohio Lottery Commission endorses S. 3524, which ~ould provide 
this relief and would minimize any future losses Of revenue to the State. 
This bill incorporates all of the features of H.R. 6668 and addresses 
with more certainty the use of the mails. 

Ultimately, Ohioans desire even broader refor)il. Like other lottery 
States, Ohio hopes to see all Federal barriers r~~,(oved from operation of 
State lotteries. At a time when income is sorelY needed by the States, 
and in an era when the Federal Government has embraced the philosophy of 
revenue sharing with the States, the need for remedial legislation is 
clear and urgent. 
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TESTIMONY OF: 
• Henry H. Kaplan, Executive Director, Bureau of State 

Lotteries, Pennsylvania 
NOVEHBER 19~ 1974 

The Pennsylvania Bureau of State Lotteries has afforded what has 
proved to be a popular and enjoyable means for its residents to partici­
pate legally in a lottery and a means to ease tax burdens on the State's 
s~nior citizens. 

The public could receive many more benefits if archaic b~oadcast 
and mailing restrictions were removed. Pennsylvania also might be able 
to accomplish its goal of controlling some of the money presently being 
channeled into organized crime if restrictive Federal stututes were 
eradicated. 

Pennsylvania recognizes as reasonable and proper a prohibition on 
the use of mails for the interstate transmission of lottery tickets and 
for lottery sales or promotional materials into States that do not permit 
lotteries, as well as betting in those States on lotteries of other 
States •.. It acknowledges the right of each State to set its own policy 
concerning lotteries. 

The Pennsylvania Bureau cf State Lotteries believes that the reasons 
that prorr ;~-Fd the passage of the Federal legislation in the last century 
are no Id-I_Jer applicable today. A review and modification of these 
stultifying laws is one that warrants favorable consideration. Insofar 

o as the legislation in question does curtail illegal activities and organ­
ized crime, it should remain unchanged, but, to the extent that it 
inhibits an ac.tivity Ofd State-sanctioned lottery, which could advance 
the goal of curbing illegal gambling, it should be changed. 
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TESTIMONY OF 
CI Major Peter O'Connell, Director, Rhode Island Lottery' 
• Bernard C. Gladstone" Legal Counsel, Rhode Island Lottery 

NOVEMBER 19, 1974 .. 

:.1 

The Rhode Island Lottery was enacted by an '~verwhelming plurality 
of votes that overrode a constitutional ban on lotteries, by two legis-' 
lative sessions, and then by more than 70 percent of the voters in a 
referendum. 

Rhode Island strongly suggests that all present Federal statutes 
that impinge in any way upon the freedom of State-created lotteries to 
operate as autonomous business enterprises be abrogated. Furthermore, 
no specific excise or occupational tax shouid be imposed on the lottery 
because it is no different from any other business enterprise. 

It should be recognized that Title 18 of the United States Code"in 
no way applies to Rhode Island or any other lot'tery State. For this 
reason, Rhode Island asks that proposed bills, especially those proposed 
by Senators Schweiker and Hart, be adopted. These bills are broad in 
scope and, in effect, abolish the criminal code as it affects the State. 

The Rhode Island Lottery believes that the amendment to H.R. 6668 
could be misconstrued. It is possible that individuals other than 
autonomous agencies of the State could be li-cansed under the language 
of this amendment, and this is not the inte~tion of the lotteries now 
in existence. 

In conclusion, Rhode Island feels'that it is incumbent upon the 
Commission on the Review of the National Policy Toward Gambling.~to 
recommend changes in the Federal laws where necessary to give full 
recognition and complete freedom to the State-created lotteries. 
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STATEMENT SUBMITTED BY; 
• Eugene G. Au en , Directpr, Delaware State Lott~ry Off,ice 

NOVEMBER 19, 1974 

Delaware, i~ opposed to the amendment to H.R. 6668, which espouses 
"Including a lott:~ry authorized or licensed by a State in addition to 
a' State-conducted "'l\ottery." Delaware believes that this amendment would 
weaken the posi~_:i.oil of the lottery States if privately operated lotteries 
were inc.ii:uded, "and would provide ammunition to those who would use the 
example ~f the 19th century Louisiana Lottery as a reason to vote against 
this bill. 

Tbe Lottery Office of Delaware is further opposed to the proposed 
change in the excise and occupational taxes to State lotteries, on the 
gound that the $500 occupational tax, in particular, would be disastrous, 
if not fatal, to the Delaware State Lottery. 

40 



STATEMEN.T SUBMITTED BY: 
• John F. Winchester, Executive Director,Lottery Division 

Commission on Special Revenue, State of Connecticut 
NOVEMBER 19, 1974 

If State-sanctioned lotteries are to perform the function for 
which they were intended, legal lotteries cannot be constrained by 
antiquated and archaic ,laws. 

Connecticut urges Congress to eradicate all outdated lottery laws. 
Connecticut is particularly opposed to the excise and occupational 
taxes. The Commission on Special Revenue cannot rationalize the objec­
tive of such arbitrary taxes because they will not raise any significant 
amount of revenue for 'the Federal Government but, rather, will decrease 
tremendously the amount of money going into State treasuries. In 
Connecticut nearly 60 percent of the lottery sales agents sell fewer 
than 250 tickets a week, and earn approximately $325 a year. An occu­
pational tax of $500 would immediately eliminate these agents. If the 
State were to assume the responsibility for paying this tax for these 
agents, it would further reduce the revenues the lottery is now provid­
ing the State and would increase the cost of operations as well, thus 
reducing the contribution to the citizens of Connecticut. 

The Connecticut Commission on Special Revenue believes that the 
13 States that now have legalized lotteries (representing approximately 
40 percent of the population of the United States) offer a significant 
indication that the lottery concept is a legitimate and successful 
means of raising revenue. The time for revision of Federal legislation 
is now, before legal lotteries are completely handcuf.fed by archaic law .• 
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STATEMENT SUBMITTED BY: 
• Ronald Maiorana, Commissioner of Wagering 

Racing and Wagering Board, on behalf 
NOVffi1BER 19, 1974 

Systems, Ney;r\"York State 
of the New York Lottery 

New York wholeheartedly encourages congressional efforts to exempt 
the State lotteries from antigambling restrictions. 

On October 23, 1974, New York Commissioner Ronald Maiorana sent a 
telegram to President Gerald R. Ford, urging him to veto H.R. 7780, 
legislation carrying an amendment that could be interpreted as requiring 
an annual $500 tax from all State-licensed vendors of lottery tickets. 
The President signed the measure, however, and now, in addition to all 
the other restrictions, lottery States will have to await a legal ruling 
on whether the measure applies to those persons in the various States 
who sell lottery tickets. 

New York strongly objects to efforts to impose a Federal withhold­
ing tax on lottery winnings. Such an action could cause a breakdown of 
the entire lottery system. It is in the interest of both the Federal 
and State governments .to move forward together to permit the legal raising 
of funds without hindrance. State-operated lotteries fully accountable 
to the public should not be discouraged or restrained from fulfilling 
their various potentials within reasonable guidelines and with proper 
respect and sensitivity to those States that are opposed to lotteries. 
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TESTIMONY OF: 
• Duncan Wright, ~'resident, American Dog Owners Association, 

Sacra.mento II California 
NOVEMBER 20, 1974 

The American Dog Owners Association undertook a detailed 
investigat!on of dogfighting in the United States in mid-1971. This 
investigation showed that at present, the major centers of dogfighting 
are California, Texas, New York, Florida, and Illinois. 

Generally, those involved in dogfighting can be divided into fOu't 
categories: 

1 .. Individuals who breed, raise, train, and fight dogs. These 
individuals may also gamble. 

2.. Individuals who train and fight dogs purchased from othEl.rs 
and who may gamble. 

3. Individuals who do not breed or fight dogs, but who participate 
in the activity as a means of gambling. 

4. Individuals who promote and stage dogfights for the purp6.8e of 
profit from admission fees, gambling, selling of alcoholic beverages, 
prostitution, and other activities. 

The level of organization within the dogfighting community varies 
from highly localized events "tilth little formal structure to highly 
organized conventions. The structure of the gambling activity tends to 
parallel these le~vels--varying from comple..tely unstructured, free-for­
all gambling to operations where the betting is against the house. The 
latter implies a well-organized activity. 

Within the past 30 years there has been an increase in the frequency 
.of dogfights, in the number of people involved, and in the peripheral 
activities. The American Dog Owners Association believes that the pri­
mary causes of this increase are: (1) weak State and local laws; (2) a 
tendency to relegate raids on and arrest and prosecution of dogfighters 
to animal control or humane officers; and (3) an almost complete lack of 
interest on the part of law enforcement officials in either dogfighting 
or the related illegal activities. 

The association believes that dogfighting could not exist to any 
substantial degree were it not for the gambler. Dogfighting would not 
exist to any sl,lbstantial degree if law enforcement would pay attention 
to it. 
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The association believes that there is a necessity to makejthe 
interstate activity in fighting dogs illegal under Federal law.~ Of 
equal importance is the necessity for the enforcement of existing laws 
related to gambling. Also, the Animal Welfare Act should be amended 
to prohibit those aspects of dogfighting appropriate to Federal 
jurisdiction. 
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TESTIMONY OF: 
• Bernard Carey, Illinois State's Attorney, Chicago, Illinois 

NOVEMBER 20, 1974 

The Illinois State Attorney's office began an investigation into 
illegal dogfighting activity on August 16, 1974. This investigation 
is continuing before the Grand Jury of Cook County, Ill. However, since 
dogfighting is not confined to Cook County, Federal legislation is 
needed to curb this activity, This problem cannot be effectively 
handled at the State level because events and promoters shift from State 
to State, and the penalties provided by State laws are not adequate to 
deter violators. 

"Criminal penalties of up to one year in prison and a fine of up to 
$25,000 should be imposed for anyone convicted of transporting dogs 
across State lines or international boundaries to promote or attend a 
dogfight, and/or using the mails to further dogfighting. In addition, 
enforcemen~ of this proposed legislation should be delegated to the 
U.S. Attorney General because of the criminal nature of those suspected 
of dogfighting activities. The Attorney General and the FBI are far 
better equipped than the Department of Agriculture to enforce this pro­
posed legislation. 

If there is to be a relaxation of gambling laws, there still must 
be controls on certain activities that are dangerous or wrong in 
themselves. 
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TESTIMONY OF: 
• Captain Don Lambert, Chief Officer, Law Enforcement Department 

Massachusetts Society for the Prevention of Cruelty to Animals 
NOVEMBER 20, 1974 

Although the sport of dogfighting has always existed in the United. 
States, it has increased significantly in the past few years. , The .. 
rising frequency of this type of activity and the effectiveness of 
methods employed by those involved in various enforcement areas can be 
determined by: (1) Statutes (or lack of them) governing dogfighting; 
(2) penalties and erratic fines that range from $3 to $1,000; and 
(3) enforcement (or lack of it) of the laws by local enforcement officials. 

Based on the lack of adequate statutes in some States and an obvious 
lack of enforcement in others, the heed for Federal legislation isappar­
ent. The most comprehensive bills proposed at this time are S. 4065 and 
H.R. 17083. Both bills dea.l not only with dogfighting and cockfighting~ 
but also with the manufacture, sale, and distribution of equipment used 
in connection with training or fighting.activities. Both bills provide 
for heavy fines which are unrealistic but not harmful. More importantly, 
both bills provide for thE~ seizure and forfeiture of the animalS>' and 
equipment, similar to a provision in the Massachusetts statutes. 

A weakness of these bills, however, is the placement of administra­
tive responsibility with the Department of Agriculture. Sections 5 and 
6 of H.R. 17083 should be substituted by an amendment to Chapter 3 of 
Title 18 as H.R. 16649, which would assign enforcement to the FBI. 

The only way to solve the problems of dogfighting and its peripheral 
activities is by cooperation between State and Federal officials. 
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TESTIMONY OF: 
• Nancy Stassinopoulos, Legal Director, Citizens for Animals, 

New York. New York 
NOVEMBER 20, 1974 

Dogfighting activities are interstate in nature and share many 
traits of organized crime. These characteristics emphasize the need 
for Federal legislation enforced by Federal criminal justice author­
ities. State laws alone are inadequate. 

Citizens for Animals. a national lobby for humane laws, would 
favor Federal legislation that protected all animals and birds but 
consideres it far more important that animal fighting be considered 
a Federal crime. Therefore it prefers bills such as S. 3985 or H.R. 
16649. Although these bills protect only dogs, they do make dogfight­
ing a Federal crime. Citizens for Animals is opposed to H.R. 16738, 
17083, and S. 4065 to the extent that these bills relegate. enforcement 
or rulemaking to the Department of Agriculture, implying that viola­
tions should be handled as an administrative matter and not as a crime. 

In conclusion, Citizens for Animals believes that: (1) Federal 
legislation should be enacted to prohibit dogfighting that has appro­
priate connection with interstate commerce; (2) such legislation should 
be included within Title 18 of the United States Code in order to make 
clear that it is\a crime; (3) cockfighting as well as dogfighting 
should be prohibited; (4) enforcement should be by the Justice Depart­
ment and the U.S. Attorneys rather than by the Department of Agricul­
ture, and (5) the penalties should be severe enough to put animal 
fighting in the category of a Federal felony. 
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TESTIMONY OF: 
• Senator Harrison A. Williams, D-N.J. 

NOVEMBER 20, 1974 

S. 3985 (introduced by Senator Williams) would bring an end to the 
suffering of animals caused by dogfighting. This bill is uncontraver­
sial etiough" to facilitate early passage and unambiguous enough to insure 
adequate enforcement. 

S. 3985 would prohibit the use of interstate commerce for transport­
ing dogs trained or intended to be used to fight other dogs and would 
also make it unlawful to promote or participate in a dogfight. To 
increase the possibilities of intercepting all those involved in dog­
fighting, provisions contained in the bills of Senator Magnuson and 
Representative Foley could be included in S. 3985. These provisions 
would forbid activities preparatory to a fight, the manufacturing and 
sale of equipment, the contribution of a locale, and the use of the 
mails and all other communications systems for promotional purposes. 

The secrecy surrounding dogfights virtually excludes the presence 
of innocent bystanders; thus, attendance should be'made illegal. 
Because of the large amounts of money bet at dogfights, the fine should 
be raised substantially, but both a fine and a prison term should be 
reasonable so as not to constitute an excuse for failure to convic.t. 
Provisions should also be made for impoundment and confiscation of dogs 
and equipment. Furthermore, the U.S. Postal Service should be specifi­
cally authorized to seize and dispose of promotional materials and 
equipment sent through the mails. 

Thirty-two Senators have cosponsored S. 3985 and at least seven 
similar bills have been introduced in both the House and Senate. The 
inclusion of all animals in antifighting legislation might weaken 
S. 3985. (Senator Williams stated that he would support any effort to 
insure the humane treatment of animals.) 

Dogfighting activities belong under Title 18 of the United States 
Code, with enforcement delegated to the Department of Justice. In addi­
tion, the Postal Service and the Treasury Department could also have 
enforcement authority in the areas of illegal gambling, alcohol sales, 
and IRS violations. 
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TESTIMONY OF: 
• Warren R. Spellman., President, Long Island Co~ittee for Crime 

Control, Inc., and Chairman of the Board cd:: the National 
Association of Citizens' Crime Commissions 

DECEHBER 4, 1974 

(Warret1 R. Spe1:.ilman presented testimony on behalf of the Long 
Island Comni-ittee for Crime Control and of the National Association for 
the Citizens' Crime Commissions, which passed a resolution opposing 
legalization of gambling, including State lotteries.) 

It is notpossib1:e for legalized (~ambling to raise revenue and to 
fight organized crime at the same time. Should there be a commitment 
to competing with organized crime, it is highly questionable that much 
revenue will be drawn from legalized gambling. On the other hand, 
should the primary purpose of a legalized gambling program be the rais­
jug .ofrevenue, there will be little effect on illegal gambling activi­
ties. Furthermore, the net effect of a legalized gambling program whose 
purpose is to raise revenue will be an increase in the activity of and 

'0 profit to organized crime. 

Serious questions must be asked concerning the sources of personnel 
for State-operated gambling instiLutions and the security measures to 
protect the State's gambling institut.ions frmt'l corruption and even from 
"takeover" by organized crime. 

That organized crime will in fact be reduced as a result of legal­
ized gambling must yet be demonstrated. Whether or not such a hope is 
realistic may be seriously questioned. It is conceivable that the pro­
motion of State-o~erated or State-sanctioned gambling will generate an 
entirely new market for organized crime. 

The following factors also should be noted: 

1. That bingo is the first step in creating a gambling mentality. 

2. That gambling laws ~re unpopular and have never really been 
enforced due to the more pressing priorities in our court systems. 

3. That the legalization of gambling would divert the activity of 
the police department from gambling into more necessary law enforcement 
areas. 

4. That the spread of legalization has weakened the citizens' 
respect for law enforcement and its efforts to enforce antigambling laws 
against still-illegal gambling. 
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5. That the lottery might be classified differently from othe,;r 
gambling operations. 

6. That a government-operated gambling operation extending credit 
might assist in putting organized crime out of business. 

7. That the Federal Government has to maintain some control over 
those States legalizing gambling, since organized crime is national in 
scope. 
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TESTIMONY OF: 
• Robert E. Whalen, Executive Councilor, Portsmouth, New Hampshire 

DECEMBER 4, 1974 

(Robert E. Whalen was a member of the New Hampshire State Senate 
when legislation to initiate the N.H. Sweepstakes was pussed. Mr. Whalen 
%ted for the Sweepstakes bill reluctantly, since he believed, and still 
believes, that a broad-based tax was needed to carryon some of the State 
programs, and that the lottery was a poor substitute.) 

An impartial look at the Sweepstakes program to date would tend to 
show that the most feared objections of opponents to the lottery in 1963 
were not well-founded. Rather than there being an increase in illegal 
schemes, the State is relatively free of all illegal forms of gambling. 
the program has not had a corrupting influence on youth. In addition, 
based on a survey .of the income status of the major winners, the argument 
that those who can least afford to gamble would be the main supporters 
of the program does not stand up. There is no evidence that the moral 
fiber of New Hampshire has been weakened by the passage of the Sweep­
stakes legislation. 

New Hampshire is not spending 85 cents to make one dollar, as was 
argued during the earlier debates. However, the revenue estimates given 

)~ by the proponents of the legislation were, in fact, too high at the time 
'/ of passage. Whether the relief to local municipalities has achieved the 

degree of success its proponents visualized is hard to judge; however, 
it is true that $20 million would have been added to the State's already 
intolerable local real estate tax burden. It is also true that with the 
prohibition on the interstate transportation and sale of tickets, the 
revenue has not come up to expectations. 

\./""tl:; 

Present Federal restrictions on interstate commerce should be 
repealed because if the law cannot be enforced, it is not a good one, 
whether it concerns gambling; prohibition, or anything else. 

54 

I,) 



TESTIMONY OF: 
• Dr. Paul Minus, Jr., Professor of Church History, Metho,dist 

Theological School, Ohio 
DECEMBER 4, 1974 

The position adopted in 1972 by the 1,OOO-member governing body of 
the United Methodist Church should be supported. Its General Conference 
declared at that time that "organized gambling is a men&ceto society, 
deadly to the best interests of moral, social, economic, and spiritual 
life, and destructive of good government." 

One of the arguments frequently voiced in support of the lottery 
is that since people are going to gamble anyway, why not channel their 
gambling money in ways that will be socially productive? The fact is 
that most Americans do not gamble. It is true that people can be induced 
to gamble, and that is the purpose of the aggressive advertising cam­
paigns developed for State lotteries. This means that it has become a 
part of governmental policy to attempt to alter the attitudes and behav­
ior of citizens sufficiently to persuade them to buy State lottery 
tickets. 

Lottery advocates have stated that lotteries will undercut the 
illegal numbers racket and thus deal a blow to organized crime. But 
most analyses indicate that this hoped-for effect has not materialized. 
It is not implausible to suspect an entirely different effect from that. 
hoped for by lottery proponents. The likely consequence is that lottery 
advertising is inducing citizens who previously had not gambled to 
develop. gambling patterns and that, for many persons, the numbers game 
has proven a more attractive package than the State lottery. New York 
Times columnist William Safire speculated that "the more new gamblers 
created by State lottery advertising, the more business [is] done by 
number-racket ticket sellers." 

State lotteries are productive of no significant public good and 
are actually inimical to the public good. State lotteries: 

1. Divert attention from the development of adequate and 
equitable systems of public financing. 

2. Give public encouragement to an exploitative and wasteful 
lifestyle. 

3. Erode citizens' confidence in government. 

The State lottery, moreover, puts State government in the position 
of the huckster who unconscion&bly attempts to beguile people into 
ignoring the odds and betting &gain and again. "There is probably no 
way that government can prevent people from thrOWing their money away 

55 

o 



or from being taken by the sharp operator. But when the government 
itself becomes a party to this fleecing, there is cause for genuine 
concern about the public's consequent evaluation of government. It will 
no.t be long before growing numbers of citizens echo the recent judgment 
of Honeysworth newsletter: State lotteries are a "governmental rip-off 
of the governed." 

Present Federal statutes that restrict the operation of State lot­
teriesshouldbe retained and enforced, especially those st,atutes that 
impede the spread of lotteries into States that have not already estab­
lished then~~ The Commission on the Review of the National Policy 
Toward Gambling should look seriously at the advertisement practices in 
which lottery promoters are now engaged. In this realm, too, there 
must be truth in advertising. It would be desirable if no advertising 
were allowed at all. 
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TESTIMONY OF: 
• Dr. Harry N. Hollis, Jr., Director of Family and Special Moral 

Concerns, the Christian. Life Commission of the Southern 
Baptist Convention, Nashville, Tennessee 

DECEMBER 4, 1974 

Americans cannot afford lotteries: They cost too much; the 
relatively small financial gains are insignificant compared to the 
damage done when government gets into the gambling business; and lot­
teries undermine respect for government, entice new gamblers, and fail 
to curtail illegal ,gambling to any significant extent. In addition, 
those who support lotteries say that these games will take the action 
away from the criminals, but it is more likely that a neW gambling mar­
ket will be created, and the criminals will still be left with much, if 
not' most; of thE:.. "ction. 

Lotteries should be rejected because: 

1. They place a heavy burden on the poor who are least able to 
pay for the tickets. 

2. They may become legal devices tq whet people's appetite;:s for 
other, illegal forms of gambling. 

3. They are impossible to keep free from abuse. 

4. They are based on a philosophy of life that is contrary to 
that which is best for American society. Instead of encouraging people 
to work to earn the money they need, the lottery glorifies the instant 
wealth ideal and teaches that people can live by luck instead of through 
hard work. 

Americans cannot afford to take a chance on lotteries or any other 
form of gambling that saps people's energy' for more responsible and 
worthwhile activities. Lotteries will not remove the problems of inade"": 
quate revenues or illegal gambling, but instead will bring new problems. 
The government should not be involved in gambling. The best policy for 
the government to put forth would be that of government denial, because 
gambling, including lotteries, is unhealthy for society and the common 
good. 
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TESTIMONY OF: 
• Aaron Kohn, Manager-Director, National Association of Citizens' 

Crime Commissions, New Orleans, Louisiana 
DECEMBER 4", 1974 

(Speaking on behalf of the National Association of Citizens' Crime 
Commissions of New Orleans, Aaron Kohn prefaced his remarks with the 
NACCC's resolution of November 13, 1974, which called upon all public 
officials to consider the adverse effect of legalized gambling on the 
welfare of the American people.) 

NACCC's concern with illegal gambling grows out of its concern 
with improved competence in government. The NACCC believes that this 
country has never seriously tried to suppress illegal gambling but 
instead has ignored it. It continues to do so in regard to some of the 
matters that have been presented to Congress by the powerful lobby that 
has come into being as a result of the growing number of State-operated 
gambling enterprises. 

\) 

If the United States desires to control illegal gambling as the 
taproo.t of the organized crime economy, existing gambling laws must be 
rigorously enforced. It was not anticipated that legalizing lotteries 
would suppress numbers games. The NACCC noted that when--for the first 
time in this country--a meaningful law enforcement capability has been 
gradually brought about, legalizing gambling has become a prime issue 
and one widely adopted by the States. The NACCC opposes legislation 
that would eliminate Federal restraints against interstate transmission 
of gambling information or data or paraphernalia which further illegal 
gambling--because State governments have decided to compete with organ­
ized crime. 

The NACCC predicts that within 25 years, there is going to be a 
mass of scandals concerning State-operated gambling operations. When 
States become involved in gambling, they are no longer providing govern­
~ent services--theyare selling a product for profit. Past experience 
in this country has shown that gambling has a negative effect on society; 
thus, State governments should not become involved in a business-­
heretofore illegal--that can deliver to only a few what it pr~mises to 
all. 

The NACCC expressed concern over the following points: 

• Would the States be bound by truth-in-advertising regulations 
that make clear that winnings will be limited to a very few 
persons? 
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• Who would regulate the State governments that will be competing 
with each other as well as with organized crime for the consumer 
dollar in the field of gambling? 

• What would guarantee that the government agency in charge of 
gambling would be any less subject to illegal pressures than 
private enterprise that may be licensed to run gambling opera­
tions? What would guarantee that organized crime would not 
influence the outcome of gambling events? What protections 
would be offered against corruption of computerized gambling 
operations? 

The NACCC believes not only that there should be no relaxation of> 
gambling restrictions by the Federal Government, but that a Federal 
agency should be created to enforce regulations against the State gam­
bling enterprises, to enforce truth-in-advertising in promotion, and 'to 
be constantly on the alert for organized crime infiltration~, 
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TESTIMONY OF: 
• Paul Ylvisaker, Chairman, The Task Force on Legalized Gambling, 

Sponsored by the Fund for the City of New York and the 
Twentieth Century Fund 

DECEMBER 5, 1974 

(Dean Paul Ylvisaker of HarlTard University spoke on behalf of the 
Task Force on Legalized Gambling financed by the Fund for the City of 
New Yo+k and the Twentieth Century Fund.) 

The Task Force recommended against legalizing gambling. The rea­
sons were: 

1. That the revenu~ that government would gain from legalizing 
gambling was far lower than the amounts claimed by the proponents. 

2. That the claim that legalizing gambling would control criminal 
activity and would reduce corruption of public officials was not valid. 

3. That the government could not in any way give the fringe bene­
fits or some of the amenities that go with illegal gambling, and thus 
the illegal game would always be at an advantage. 

Concerning legal lotteries, it was maintained that no real signifi­
cant corruption potential existed because the operation was not seen as 
a threat to the numbers game. 

Concerning the failure of the New Jersey referendum on casino 
gambling to pass, Mr. Ylvisaker suggested these reasons: 

1. A sophisticated ability on the part of the New Jersey voters 
to question realistically the revenue potential of such an operation. 

2. An option offered by the legislature to each community in the 
State, making casino gambling available to all. Many of those opposing 
the bill felt their area would be adversely affected by such an option. 

3. A pattern of land purchases that was going on prior to the 
election made voters wonder whose interest was being looked after. 

Finally, it was recommended by the Task Force that: 

1. More tracers be put on revenue flows. 

2. Public opinion polls be taken in which necessary attitude data 
could be collected. 
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3. Further studies be made on the lottery and its impact on other 
forms of gambling. 

4. The police try to assist agencies interested in gambling in 
forming a model of an effective game. 
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TESTIMONY OF: 
• Henry S. Rowen, Task Force on Legalized Gambling, Fund for the 

City of New York and the Twentieth Century Fund 
DECEMBER 5, 1974 

(Professor Rowen undertook an inquiry into the legaliz~tion of 
gambling for the Twentieth Century Fund in 1972. His findings were 
later published in The Journal of Public Interest.) 

There are three incompatible arguments generally advanced concern­
ing the legalization of gambling: 

1. There is a large revenue potential for the State in legalizing 
gambling. 

2. Legalizing gambling will help reduce corruption of law enforce­
ment officials because money will be drained away from the illegal gam­
blers who used these funds to corrupt police. 

3. If people want to gamble they should be allowed to gamble. 

The first two arguments are conflicting. There is no way that one 
can raise a large amount of revenue for the State without creating an 
umbrella under which illegal operators will find it profitable to 
operate. Mor~·over, the gambling market will be developed by the State, 
more people will gamble, and some of these people will find the illegal 
gambling opportunities attractive. 

The government could produce tough competition for the illegal 
game, but only if its tax on gambling operations were cut back, as is 
the case in Britain. As far as credit is concerned, there seems to be 
no reason why licenses of State-operated gambling operations could not 
grant credit to a private entrepreneur. However, it is improbable that 
any process of general legalization of gambling could take place in the 
United States other than in a promotional way. 

The Task Force on Legalized Gambling emphasized the following 
points: 

1. The Federal Government should not directly engage in the gam­
bling business. 

2. The law enforcement benefits of legalization are more important 
than the revenue potential. 

3. Because a large amount of gambling goes on in the United 
States, and because of the great diversity within the country regarding 
gambling, a national policy on gambling will be difficult to construct. 
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TESTIMONY OF: 
• Vincent Piersante, Chief, Organized Crime Division, Michigan State 

Attorney General's Office 
DECEMBER 5, 1974 

/1 
The long and continued existence of illegal gambling has hadii!§.nd 

is continuing to have a devastating effect on the level of corruption 
and the tolerance of corruption in our society. Law enforcement ener­
gies should be concentrated on making corruption cases against gamblers 
and other racketeers, rather than on the substantive acts of gambling. 
An administrative tool to provide the necessary checks and balances 
could be effected by the creation of a State grand jury investigative 
unit that would be responsible for investigating organized crime and 
official corruption. 

(Mr. Piersante w~s a member of the committee that designed the 
Michigan lottery statute. He tried unsuccessfully to put specific word­
ing in the statute that would have mandated the Commission to compete 
with illegal lotteries.) Although the extension of legalized gambling 
is not advisable, since the lottery law is on the books,it should be 
used to compete with organized crime. The lottery should specifically 
compete with the numbers racket if for no other reasons than to reduce 
the opportunity for corruption and to make the numbers constituency a 
part of the mainstream of the American public rather than a part of the 
underworld entity called organized crime. There has been no visible 
impact of the lottery on mutuel numbers to date; due to the fact that 
the lottery was designed for revenue purposes and not for c.ompetition. 
Although it will never be possible to wipe out the nu~bers operation 
entirely, it should be possible to eradicate some of the side effects. 
Competition is a viable solution. 
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TESTIMONY OF: 
• Francis B. Burch, Attorney General, State of Maryland 

DEC~ER'5, 1974 

(Attorney General Burch presented testimony on his own behalf and 
on behalf of the State of Maryland, and on behalf of Attorney General 
Warren Rudman of New Hampshire and the State of New Hampshire.) 

The current state of gambling law encourages its violation and 
disrespect for the legal system of the United States. The Commission 
on the Review of the National Policy Toward Gambling in making its 
report to Congress should make the strongest possible case for revision 
of these antiquated statutes, so that State and Federal authorities can 
turn their attention to the abuses of gambling and other problems of 
real crime that the law should correct. 

Federal and State governments should not discriminate against 
legalized State-operated lotteries. The U.S. Attorney General miscon­
strued the applicable statute law on lotteries. Congress did not intend 
present laws to apply to legal lotteries authorized by the residents of 
a State. Revenue measures that are presently being considered by the 
IRS should not be passed. 

The amendment to H.R. 6668 that would allow not only an individual 
lottery State but the adjacent recognized legal lottery State as well 
to advertise should be passed, even though the amendment does not soive the 
problems of Maryland resip,ents served by media originating from the District 
9f~Columbis. However, the lottery in its present form would have little 
effect on illegal operations and should not be expected to lessen organized 
crime. 
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FEBRUARY 19-20, 1975 
WASHINGTON, D.C. 

• Art Rooney (Pittsburgh Steelers)67 

• Andy Russell (Pittsburgh Steelers)70 

• Pete Rozelle (National Football League) 73 

• Bowie Kuhn (Major League Baseball) 77 

• Clarence Campbell (National Hockey League) 82 

• Jimmy (the Greek) Snyder (Handicapper) 86 

FEBRUARY 20, 1975 

• Kelso Sturgeon (Gambling Research, Inc.) 91 

• Robert C. James (National Collegiate Athletic Association)97 

• George Killian (National Junior College Athletic Association)l02 

• Larry Merchant (New York Post)105 

• Joseph Scelzo(Amateur Athletic Uniori)lll 
• Ollan Cassell* 

• Guy Mainella (WBZ Radio, Bostonh14 

• J. Walter Kennedy (National Basketball Association) 118 

• Paul Screvane (New York Off-Track Betting Corporation)l21 

• Jack Kemp (U.S. Congressman from New York) 124 

*Accompanied the witness. 

(NOTE: The ql!estion of whether sports ga.mbling should be legalized was 
one of the most controversial issues studied by the National ~// 
Gambling commissi1.t~. For this reason, the February 19-20, 1975, hearing 
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summaries dealing with sports betting are longer and more·detailed than 
the summaries of other hearings •. Each summary also contains an analysis 
section that examines the arguments in terms of their possible strengths 
and weaknesses. 

" 66 . 

.. 



TESTIMONY OF: 
• Art Rooney, Owner, Pittsburgh Steelers Football Team 

FEBRUARY 19, 1975 

P~epared Statement and Testimony 

Gambling on team sports should not be legalized. The impact of 
legal betting on organized crime and the revenues derived from such 
legalization would be too insignificant to offset the great harm that 
would be done to sports. 

As the Fund for the City of New York noted in its study of gambling, 
legalizat±~t1, would not accomplish what many of''its proponents antici­
pate. As a revenue measure, legal sports betting would raise only small 
amounts of money in the wrong way from the wrong people. As a law en­
forcement weapon, legalized gambling is no substitute for what should 
now be a vigorous and sustained assault on organized crime. 

The integrity, success, and future of football lvould be jeopardized 
if gambling were legalized. The number of bettors--both social and 
compulsive--would increase dramatically. More fans would have a finan­
cial stake in the outcome of the game and hence little or no interest 
in its competitive value. Sports should not be subjected, to this. Fa!,!s 
could interpret every move by a player according to h'o~t1%~~,\ bet. Fans' 
w<.mld be more concerned about winning or losing pa bet dian about identi­
fying with the success or failure of their favorite team. The gambling 
fan would become suspicious whenever something 'unusual happened in a 
game and, often, when nothing unusual occtlrred. (J 

\: 
Legalizationwou::ld present great hairn to the athletes. As long as 

gambling remains illegal, people will be reluctant to dis~uss betting 
with professional athletes l;Iecause they know that from the athletes' II 

standpoint, the subject is taboo. This would no longer be .the case if 
sports betting were legal: players would be subjected to the additional' 
pressure of fans seeking .inside information. ". 

Officials also would 'be adversely affected. It"is not unusual for 
the outcome of a football game to be determined by an official's dec is-

" '. () 

ion. In some cases, losing bettors might attack officials unmercifully 
if gambling were legalbed. 

-'i" 0 
There has been an overreaction to the amount of illegal gamrrling 

that actually e~d~\ts. It is not So much in demand. that it has to be 
tightly control,led thrOtlgh legalization. Gambling is far less def:ri­
mental to society apr,? relatively sm~ll, illegal basis than it would 
be if it were lega:l:1;zeg.~,andbecame more widespr~ad. 

('> 
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Questjoning by Gambling Commission members covered these basic 
areas: 

1. The 'distinction between gambling on horseraces and gambling on 
team sports. Mr. Roon~y stated that horseracing could not have existed 
without wagering. Team sports have existed successfully without wager­
ing and it would be in the best interests of society of it were left 
this way. 

. 2. Prohibition of the media's dissemination of point spread infor­
mation. Since point spreads are almost essential to j~ookmakers, any 
attempt to ban the publication of them should result in a substantial 
decreah~ in the amount of illegal gambling. 

3. Whether legalized sports betting should exclude betting by 
players. Mr. Rooney stated that the NFL would have difficulty prevent­
ing players from betting under a system that would allow the remainder 
of society to bet. But he stated that it would be in the best interest 
of sport if both players and owners {<lere prohibited from betting. 

Analysis 

Mr. Rooney stated during questioning that government regulation of 
horsetrac.k wagering did not undermine his ability to operate his tracks 
successfully, but that the same regulations applied to wagering on his 
professional football team might have undesirable eff~cls. Mr. Rooney 

/ may be justified in his belief that SUCC6l:)S in regulating wagering in 
horseracing does not necessarily foretell success in regulating wagering 
on team sports r . The two activities are sufficiently different to justi­
fy concern and further study on this issue • 

. Mr. Rooney believes that illegal gambling on sporting events has 
not created a serious problem for society or for sports. Statistics 
developed by the Justice Department indicate that the amount of illegal 
gambling is reaching maj'or proportions--as much as $1+0 billion a year. 
There is evidence to indicate that organized crime is the re,cipient of 
much of these gambling profits and that the revenues from illegal book­
making activities finance loansharking, prostitution, and drug traffick­
ing. If this is the casey then gambling on sporting events has to be 
judged as a serious problem for society. 

It appears that the public tends to downplay the degree of illegal 
gambling activity on sporting events. Mr. Rooney is no exception. He 
feels that there has been a vast overreaction by some people to the 
amount of illegal gambling that actually exists. As long as the public 
remains unaware of or uninterested in illegal gambling, any attempts to 
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rectify the problem wi],l meet only token approval. Although sport is 
justified in its concern over the possible effects of legalization on 
its industry; it should at the same time accept the fact that the 
gambling crisis is real, ani! that it may take the concentrated efforts 
of all elements of society, including sports, to find workable solutions 
to the problem." 
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TESTIMONY OF: 
• Andy Russell, Professional Football Player, Pittsburgh Steelers 

FEBRUARY 19, 1975 

Prepared Statement and Testimony 

Sports betting should not be legalized because it will create an 
unhealthy atmosphere for the participants in sporting events as well 
as create ills for the rest of society. 

Gambling is not often a topic of conversation among football 
players. On occasion, players do make reference to gambling but it is 
usually directe~~~he credibility or expertise of media personnel who 
attempt to ha~~icap uPtoming games. Players find point spread refer­
ences in local newspap~tts amusing, but mention of it never arises , - ,1l 

during a game because players are too preoccupied with their assignments 
and responsibilities. (Russell stated that he had never witnessed any 
gambling infractions involving any member of his team during his 11-
year career in the National Football League.) 

("\ ~. Players tend to have many conversations with the general public 
during the course of a football season. For the most part, fans are 
reluctant to bring up apy matters connected with gambling out of respect 
for the rules and pet1~~::ties they know are involved. Most fans refrain 
{rom "pumping" the athletes or looking for so-called inside information 
that would aid them in their gambling. 

({\The fans that do bring up gambling, either in a joking or as a 
seridus matter, misunderstand the point of the game. When reference is 
made to the team's failure to beat the point spread, the players usually 
become angered and pressured to react to such comments. 

Players are. not totally alien to gambling. Many go to casinos and 
horseraces, but this gambling stimulation does not carryover to foot­
ball. Ariy such temptat.ions are squelched because the NFL does an ex­
cellent job of informing the players about the p~ohibition against 
gambling on football games and against associating with people who 
gamble. 

Legalized sports betting would dramatically change the stadium 
atmosphere. Fans would no longer be satisfied with a simple win; they 
would demand that the point spread be beaten. Players are sensitiy~ 
to negative criticism and the increased booing that would result from 
a legalized gambling &:tmosphere would cause the players to be hesitant 
and less aggressive in their play. 
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Betting fans would react differently from nonbettors to the 
strategy of the game: bettors would be highly critical and suspicious 
of defensive strategies such as running out the clock. Coaches and J 
players would be constantly second-guessed. ~ 

\'-.", 

With legalization, players and their close friends would be scruti­
nized by other gamblers for clues to the betting patterns of players 
or. their representatives. Bettors would constantly assume that players, 
had advised their friends how to bet. 

Players desire to be regarded not as subjects of distrust but as 
people that both the young and old can admire. Why risk changing a 
healthy relationship into one of possible disenchantment? Football is' 
a diversion in the sense that it gets people away from the routine and 
reality of their lives. Millions of people, who do not bet, enjoy this 
healthy aspect of the game, and football should remain this way. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Fans' criticism of the play and its effect on player performance. 
Russell said that players must loye football to be successful at it. 
Players take spectator criticism [,eriously because it implies that they 
are not giving maximum effort. Criticism from gambling fans tends to 
make the players less aggressive and more afraid to make mistakes. 

2. Prohibiting the media from disseminating point spread informa­
tion. Constructive steps should be taken in this directi.'on. 

3. Whether NFL security efforts would be adequate und.er legaliza-(l 
tion. Security efforts are effective no·~;':'':'"[)ut it is unclear how effec­
tive they would be if players had easy access to legal betting. With 
legalized gambling, there would no longer be a social stigma on players 
who gamble. 

Analysis 

Team owners and league commissioners who testified before the 
Commission implied that players can li~e with illegal gambling but not 
with legal gambling. The latter, they felt, would increase the inci­
dence of bribery and game fixing, which .could lead to the destruction 
of sport. Perhaps the integrity of players is being underestimated. 
Sports' excellent record of integrity over the last decade indftates 
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that" players have successfully avoided negative gambling influences, in' 
spite of the heavy illegal gambling that takes place on sports events. 

Russell stated that some players are distra(~ted by critical com­
ments·from betting fans. A New York Times series on sports betting 
(FebruarY,1975) noted that some athletes in professional basketball 
Were aware of fans having betting interests on the outcomes of games. 
Although the fans make known their desire for the team to win by the 
point spread, the players try not to let this distract thelll.. Russell 
cited an instance in vlhich betting fans undermined playeir confidence 
during a Pittsburgh~San Diego football game. The Pittsburgh team, 
clearly in the lead with time running out, retired their seasoned play­
ers to give those. with less experience a chance to play. When their 
lead shrunk to a level below the point spread margin, the fans loudly 
criticized the team. The ability of athletes to function before a 
gambling-oriented audience has not been thoroughly examined, SG that it 
is not known yet whether widespread legalized sports gambling--and the 
altered fan interest this could bring about--would seriously undermine 
athletes' playing ability. As part of its efforts to make this deter­
mination, the Connnission is studying various European sports on which 
betting is legal. 
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TESTIMONY OF: 
• Pete Rozelle, Commissioner of the National Football League 

FEBRUARY 19~ 1975 

Prepared Statement and Testimony 

The National Football League is opposed to the concept of legalized 
gambling on professional football and sees in proposals to legalize 
betting on team sports the "potential destruction of the sport as we 
know it." 

Professional football depends for its survival on the public's 
perception of the integrity of the games, owners, and players. The NFL 
has strict rules against gambling or association with gamblers by any­
one connected with the league. Al~hough legalized gambling would not 
diminish the importance of these rules, it might make 'enforcement im­
possible. In addition, the pressure on players and club and league 
personnel from increased numbers of people seeking inside information 
would quickly become intolerable. 

Preventing actual wrongdoing by those associated with football is 
important, but it is also essential to avoid the appearance of wrong­
doing. Legal sports betting would seriously erode public confidence in 
the games. It would create a generation of cynical fans, obsessed with 
point spreads and parimutuel tickets and constantly suspicious of the 
motives of players and coaches. Any error made in a critical 'situation 
might be viewed with suspicion and be subjected to '!charges ofa fix. 
While public confidence in the gam~s slowly changes to cynicism, 
athletes, coaches, and officials Wi)ll be driven to distraction by un- , 

I. 

founded but lingering accusations of wrongdoing resulting from a simple 
physical mistake or controversial cail. 

I/~ 
A State-run monopoly on team sports betting woul&::-,~)dministra-

tivelyburdensome and extremely expensive to .oversee,with~~lY dubious 
prospects of ultimate financial reward. ,Gov~rnment sponso~(ship would 
entail active promotion in order to keep interest from wan~ng. Moreover, 
the State's money interest in di~ game would involve increa~rr-"i~ks of 
official corruption and would require a dramatic enlargement of, go~ern-
ment security forces. Ultimately this money interest would require ,-::"'1 

direct and extensive government participcftion in what is now an effec;'" 
,tively self-regulated 'sport, 

There is serious doubt that legal State-run gambling could compete 
effectively ,with illegal gambling. Illegal winnings are tax free and, 
illegal bookies!.~1ill extend credit to their clients--two adyantages ,that " 
the government probably 'could not match. 'Many of ,the new, bettorS created 
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by government promotion might eventually graduate to the illegal bookie, 
or to his colleague, the loan shark. 

The prospects. of revenue from legalized gambling also are invari­
"aply exaggerated. Early predictions of gambling revenue proved to be 
far short of the mark, and more than 30 years of legal horse betting in 
New York has failed to alleviate the constant pressure for more and more 
revenues from this source. 

Finally, government sponsorship of 
appreciable i~pact on organized crime. 
legalized sports betting might actually 
betting and the involvement of criminal 

sports betting would have no 
In fact, there is evidence that 
increase the amount of illegal 
elements. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. NFL rules against gambling. Commissioner Rozelle stated that 
the same principles of discipline apply to both owners and players when 
gambling-related infractions of NFL rules are discovered. 

2. Betting by players. If gambling were legalized, the Commissioner 
stated, the NFL would continue to prohibit players from betting on games, 

{;C but enforcement would become impossible. 

3. Increased suspicion. The Commissioner testified that legal 
gambling would change sports fans into suspicious gamblers. Government 
switchboards would be jammed with callers demanding an investigation of 

.-.. each controversial play that may have affected the outcome of the game 
or the point spread. 

Analysis 

Much of the CQmm:iissioner"s' testimony appeared to be based on the 
" Blslsumption that :i!lilegal gambling at sports events currently is min:i,mal 

c:m@ that legal gpmbling would "change the fundamental character of fan 
in1terest in pro} frb:otball by converting millions of fans into 
g~m1:J)]ers •• h ~ II· 

Comm:ilssiiou·e:rr Rozelle quoted a Harris Poll survey indicating that 
the vast!. majority om:ffootball fans do not gamble on NFL games in any 
meaningful. ~ay~ He als-o cited a. figure supplied by the National 
District Attorneys" .A\ss-o:ciation to the effect that less than I percent 
of the population participated in illegal gambling. The accuracy of 
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these figures is disputable. Preliminary statistics developed by the 
Gambling Commission indicate that the actual percentage of illegal 
gamblers, including sports gamblers, is much higher. Figures supplied 
by the Justice Department place the amount of money bet illegally at 
between $29 billion and $39 billion annually. 

If it is true that a significant number of people do currently 
gamble on football games, it might be argued that the NFL, in opposing 
legalized sports betting, is not only acting in what it believes to be 
its own best interests (which the Commissioner freely admitted) but is 
also protecting the interests of illegal gamblers. Its practice of 
insuring that all injury information is made public may help reduce 
suspicion about the games, but it also helps bookmakers establish more 
accurate poipt_.s.p:reads. The Commissioner did not state clearly whether 
he would fatr0:t; or 9jPpose attempts to prohibit the broadcasting and pub­
licatj.on of ce:tta:Ui game information prior to the event. With respect 
to the dissemination of point spread information, the Gambling Commission 
chairman suggested that if the newspapers complied with Federal law 
against disseminating gambling information, the point spread might not 
be publicized at all. 

The NFL also is concerned that legalized gambling would signifi­
cantly increase the government's interest and particip~tion in sporting 
events. By equating legalization of sports gambling with government 
sponsorship, Commissioner Rozelle foresaw the creation of a monumental 
governmental bureaucracy continually expanding as a result of its efforts 
to maintain high profits and investigate the inevitable charges of 
fixes and corruption. The Commissioner did not appear to have con­
sidered the possibilihy of a form of legalized sports betting that was 
not State-operated. 

The Commissioner downgraded the significance of revenue from legal­
ized gambling, saying that such revenue from team sport gambling would 
not "appreciably ease the financial burdens of government at any leve1." 
Some officials believe that even minimal fiscal relief makes legal 
gambling worthwhile. The subjective nature of this issue fosters con­
troversy: At what point can the money generated through legal gambling 
be classified as significant and worthwhile? 

It is not yet known precisely how legalized sports betting would 
affect illegal sports betting. The Commissioner stated his belief that 
i1.legal.:gam:Qling _.would .... nQ~_ .. b~hltrt_jlrrollgh~legal4-z·atd,-on=and~~~~iat=4t:--~==~===~~-:-._c 
might even benefit. He cited as evidence a document prepared by members 
of the New York City Police Department regarding that city's;:' legal off-
track betting. The accuracy of this documerit is questionable; it was 
not based on scientific study and does not represent the· offJ.cic::il pos!-
don of the police department itself. This does not mean that the 
information it contains is necessarily false, but it does inClicate;, that 
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further study is needed before any conclusion can be drawn regarding the 
cause and effect relationship between legal and illegal gambling. 

The NFL has a vested interest in protecting the integrity and popu­
larity of its sport. This interest is legitimate, and if there is even 
a slight possibility that legal sports gambling might be destructive to 
fbotball, that possibility deserves to be thoroughly <~ .. 'Xplored. 
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TESTIMONY OF: 
• Bowie Kuhn, Commissioner, Major League Baseball 

FEBRUARY 19, 1975 

Prepared Statement and Testimony 

Major league baseball is opposed to any extension of legalized 
gambling that might include baseball or any other team sport played at 
an amateur or proiessional level. Any form of gambling, legal or il­
legal, imposes a threat to the integrity of baseball, exposes.it to 
grave economic danger, and is a disservice to the public interest. 

Ever since the Black Sox scandal in 1919, the commissioners of 
baseball neve traditionally considered the maintenance of the sport's 
integrity as their most important function. Major League Rule 21 pro­
vides for the most severe penalties possible, including life-time 
playing ineligibility for any player or official who attempts to fix 
the outcome of a game, or who gambles on baseball games. 

The proponents of legalization argue that it would: 

• Deal a death blow to organized crime; 
• Not adversely affect society; 
• Greatly increase State and local revenues; and 
• Not irreparably harm team sports .. 

Major league baseball empnatically disagrees with each of these points. 

Effect on Organized Crime. The legalization of sports betting 
would lead to greatly increased gambling on baseball, both in terma of 
dollar volume and the number ·0£ bettors. Legalization with the attendant 
government sDnction it implies would make gamblers out of millions of 
fans who presently have no inter~st in gambling. It is naive to think 
that legalization would eliminate or even substantially diminish the 
volume of illegal gambling on baseball; in fact, qu~te the opposite 
would occur. 

No government operation can effectively compete with the illegal 
bookmaker~ Organized crime would be able to exploit t;ne market of newly 
~ln"':L~iac'ted--=gam1Fle-r~8· =·hha,ot: .. cle:ga--14-v?d:-=gamb~~Llo--"wq,u1:(}-r-U1alee=ava.±la·b]:e- . to i 1:'. 
Organized crime would also benefit from enlarged loansharking opportul1:i-
ties presented by increased gambling. d 

I) 

Effect·on Society. The well-intentioned proponents of legalization 
have been misguided. They are blind to the d$mgerous social effects 
gambling can produce. Gambling money will come in many instances from 
those who can leas~ ~HQPi tQ lQge it; mbney th~t should goror food, 
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clothing,education, and other necessities. It is the ut~_,bst in cynl.cl.sm 
to use the great family sport of baseball to draw into the vice of gamb­
ling the overwhelming majority of the population that does not gamble 
today. 

Effect on State and Local Revenues. The legalization of gambling 
on team sports will not provide an important new source of revenue for 
government. It may be true that a legalized gambling operation may 
produce a modest revenue return, but this increase in revenue must be 
"pbighed aga,inst greatly increased social costs that would be triggered 

. '" lihroughout society in direct ratio to increases in gambling opportuni­
, "tie'B.~ Legalization of sports betting is no substitute fOT a broad and 
susta~~ed assault on organized crime. "Encouraging vices for the sake 
of taxing them is counterproductive and immoral." 

Effect on Sports. The legalization of sports betting could jeopar­
dize the existence of professional baseball and other professional sports 
by: 

(? Shaking pui.llic confidence in the integrity of the game; 

• Creating a climate favorable to gambling which would undermine 
baseball's historic efforts to prevent gambling by its people; 

• Creating a new class of gambling fans; 

• Adversely affecting baseball's strong family following; and 

o Threatening the financial stability of professional baseball. 

Legalization would adversely affect baseball's reputation for 
honesty by creating suspicion in the minds of the betting and nonbetting 
public. Where there is heavy gambling, suspicion of dishonesty will 
inevitably follow r.egardless of how honest the sport may actually be~ 
Baseball has long been free from suspicions of uishonesty. which is in 
large measure responsible for the enormous popularity of the game. 

Moreover, legalization would increase the likelihood of efforts to 
fix games and individual performances. The past decade of gambling­
related scandals in Europe demonstrates the effects that legalized 

(\ betting could have in this country. Legalized betting probably would 
expand into different types of baseball betting other than individual 
game bets; e.g., spread betting and betting on individual performance. 
These types .of betting would increase pressure for inside information 
and lead to undesirable associations involving players, managers, and 
other officials with members of organized crime. 

The devotion of millions of fans to professional sports is rooted 
in their deep faith that the games are honestly played and that the 
athletes "give their best performance at all times. The more 
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sophisticated types of betting could lure players into shaving pOints 
and turn baseball games into exhibitions of individual performances. 

The legalization of sports betting could also lead to the licensing 
and government control of owners, players, and game conditions, as is 
the case in horseracirtg. This situation would change the nature of the 
game. With or without such controls, baseball is opposed to legislation 
that would permit any government agency to conduct or profit from the 
booking of bets on baseball games. Such activities by local or Fed~ral 
government in the absence of baseball's consent would represent a depri­
vation of baseball's property rights. Major league baseball will, if 
necessary, resort to the courts to protect its good name and economic 
well-being. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Baseball Rule 21. Rule 21 stipulates that a player will be 
permanently banned from professional baseball for gambling on his own 
team, and suspended for 1 year for placing bets on teams other than his 
own. Commissioner Kuhn stated that if bett~ng on baseball is legalized, 
players will still be prohibited from gambling on baseball games. 
Gambling on other sports is not currently prohibited where it is legal. 
Betting on baseball is singled out because it could have some effect 
on the player's performance

i 

and raise suspicions concerning the integrity 
of the game. 

2. Legalization and attendance. Legalized gambling on baseball 
might attract the so-called gambling fans, but could drive away family 
groups that presently attend major league games in large numbers. Once 
the integrity of the game has been tarnished to any degree, the family 
groups would continue to stay away and the gambling fans would lose 
interest. The negative effect on attendance would be devastating to 
the financial stability of profeSSional baseball. 

3. Integrity of the game. Any substantial amount of betting, legal 
or illegal, represents a threat to the integrity of the game. As the 
amount of gambling increases, that threat insreases. The amount of 
gambling on baseball is relatively small in terms of popUlation percent­
age, but the amount in dollar volume wagered is a fairly substantial sum. 

4. Security measures. Major league baseball operates a security 
department headed by two former FBI agents, but the major responsibility 
rests with the individual ball clubs. No figures are a:vailable on the 
amount spent annually for baseball's security efforts. 
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Analysis 

Major league baseball is proud of its long-standing reputation for 
honesty and integrity and of its family-oriented appeal. The two are 
intertwined, and a blemish on the game's integrity could, as Commissioner 
Kuhn warned, drive the family market into ether leisure activities. 
Baseball is not blind to the realities of illegal gambling and admits 
the p;oblem exists and that it creates a continuing threat to all 
sports, professional and amateur. Baseball offers as a solutton con­
tinuing vigilance by its own security personnel and increased enforce­
ment of existing laws. Baseball has adopted the attitude that illegal 
gambling has not affected the present game but that legalized gambling 
may well do so. 

Commissioner Kuhn's testimony focused on the legalization issl~es 
and did not concern itself with the present illegal gambling situation. 
The Commissioner maintained that only a small segment of the population 
currently wagers on baseball games, a conclusion he based on information 
supplied to him by enforcement officials throughout the country. The 
Gambling Commission does not yet have any figures reflecting the popu­
larity of baseball betting and thus cannot refute or substantiate the 
veracity of this opinion. But it appears reasonable to conclude that 
major league baseball does not believe it has a serious gambling prob­
lem. The central strain running throughout Mr. Kuhn's testimony is 
that legalization would not serve to alleviate any social ills, but 
would only create new problems that could eventually cause the destruc­
tion of professional sports in America. 

Specifically, Mr. Kuhn argued that the legalization of sports 
betting could only adversely affect those areas that its proponents be­
lieve would be best served by such legalization. The studies and ~egal 
opi.nions used by maj or league baseball to bolster its opinion--the 
Twentieth Century Fund Task Force Report on Legalized Gambling; a 1963 
New York State Assembly Report on Off-Track Betting in England; and a 
New York City Police Department "white paper," whose validity has been 
questioned--all concluded that legalized gambling could neither effec­
tively combat organized criminal influence on gambling nor raise suf­
ficient enough revenue to legitimize its existence. Commissioner Kuhn. 
defended the conclusions reached in the New York police report by 
claiming that Ne\jT York City is in. the legalized gambling business au'd 
dbes not wish to!label as "official" any evidence that appears s9 
thoroughly to damn the existence of legalized gambling in that clty. 
It is the opinion of the Gambling Commission, however, that the veracity 
of these conclusions has yet to be proven and that further study is 
needed to ascertain with greater authority the cause and effect relation-· 
ships between legalized gambling and (1) illegal gambling operations, 
and (2) the image. and economy of the Nation's sports industry. 
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Major league baseball admits that its opposition to legalized 
gambling is rooted in its wish to retain the status quo that has pro­
vided the spor.t financial stability and an enviable record of honesty 
and integrity. Baseball does not look beyond this sphere in its con­
sideration of the merits and risks of legalization. Its primary concern 
is to provide its pat.roris with an honest and competitive game with as 
little interference, government or otherwise, as possible, ~nd it feels 
that it is currently performing this service. This is a legitimate 
interest and one that must not be overlooked when gambling policies.are 
being determined by this Commission and by State 'and local governments. 
If it is determined that legaliz~d betting would have a serious detri­
mental effect on the integrity and popularity of team sports, that. 
possibility must be thoroughly explored and evaluated before any final 
decisions are made concerning legalization. . 
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TESTIMONY OF: 
• Clarence Campbell, President, National Hockey League 

FEBRUARY 19, 1975 

Prepared StatemenlL' and Testimony 

The National Hockey League is unequivocably opposed to the legali­
zation of gambling on team sports in any form. Gambling is not intrin­
sic to the game of hockey and such legalization would irreparably harm 
the sport by subordinating the entertainment aspect of the game in favor 
ofa gambling interest. The nature of sports would be completely changed. 
The NaL is not in the hockey business to provide a medium for conducting 
an activity that potentially threatens the integrity of the sport. 

Ever since two players were expelled from the league in 1948 for 
gambling on NHL games, the National Hockey League has been free from any 
gambling scandal. Since that time, the NHL knows of no instance of any­
one associated with the league who improperly or illegally attempted to 
influence the outcome of a game. The NHL security department maintains 
vig~lance over the league in an effort to prevent a recurrence of 
gamb~ing scandals. 

The legalization of sports betting would not only increase the 
potential danger of a gambling scandal in the NHL, but would also greatly 
increase the expense of maintaining proper surveillance over the league. 
Moreover, legalization would increase enormously the number of people 
wagering on hockey games, thus exposing players, coaches, and officials 
to more and more gambling fans seeking inside information. 

Most people still attach a stigma to illegal gambling. If this 
stigma is removed, and gambling is given an aura of respectability and 
social acceptability, a whole new generation of gamblers will be created. 
Very few of the more than 10 million fans who attend NHL games each year 
have a wagering interest in the outcome of the games'. The NHL is not 
concerned with the fan who bets a dollar or two on his favorite team 
with a friend, because this type of activity is not going to affect that 
fan's loyalty to his team. But the NHL is concerned that legalized 
gambling could result in arenas filled with fans more concerned with 
winning their bets than with the success of the home team. 

The NaL is f9rtunate that gambling on hockey games is minimal 
compared to other sports. Hockey does not lend itself to the type of 
gambling that hinges on point spread considerations; because hockey 
games are generally low-scoring contests, it is difficult for the odds­
makers to develop a meaningful betting line. The National Hockey League 
is concerned that gambling does take place on its games and has taken 
what it considers to be prudent action to protect the integrity of its 
sport::. 
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Even if sports betting is legalized, the NHL will never condone 
gambling by its employees or the employees of the member clubs on NHL 
games. Anyone in the NHL who wagers on league games, whether his team 
is involved in the games or not, projects a poor image for the sport 
and is subject to severe disciplinary action, including expulsion and 
forfeiture of franchises. 

Any program to legalize sports betting requires, more than the mere 
repeal of current laws prohibiting gambling. It will require active 
participation and promotion by the goverrunent to encourage the citizens 
of the connnunity to gamble. This is the nlost insidious part of legalized 
gambling. It is not the proper function of government to encourage its 
citizens to gamble on sporting events with promises of "pie-in-the'-'sky'! 
winnings or smaller tax burdens. It is also not a p,roper function of 

'\ 

government to exploit a private enterprise by forcing it to take part 
in an activity for which it was never meant and in which it has no 
desire to participate. 

The National Hockey League, like any professional sport, is always 
alert to maintain absolute integrity in the eyes of the public. Unques~ 

tioned honesty is the lifeblood of any sporting event. Without it, 
there is no longer a contest, but an exhibition. Gambling offers the . 
greatest threat to the integrity of any game. The NHLsees no possible 
benefits resulting from the sanct.ion of what is now an illegal activity. 
The risks are enormous, and it is because of these risks that the 
National Hockey League expresses its opposition to the extens,ion of 
legalized gambling to team sports. 

Questioning by Gambling Commission me~bers covered these basic 
areas: 

1. Equating government-regulated soccer pools in Europe with simi­
lar proposed pools in the United States. Even though hockey is similar 
to soccer in many ways, Mr. Campbell stated that proposals for h'ockey 
pools in the United States would not 'be practical. Collectively the 
fans are not as knowledgeable about individual teams as are soccer fans. 
Campbell'could not conceive that pool betting would ever have any real 
appeal in America, and that the cost of administration of pool betting 
would result in a disappointingly low percentage of return to both the 
government and the bettor. 

2. Gambling in Canada. Mr. Campbell did not give the Commission, 
any insight into the magnitude of illegal gambling in Canada, but com­
mented briefly on the structure of the various lotteries currently 
operating in several Canadian provinces. 
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3. NHL investigations into gambling scandals. In the 29 years 
Mr. Campbell has been president of the National Hockey League, there" 
was only'one major situation involving game tampering. That incident 
occurred more than 25 years ago and the two players involved were sus­
pended B~rmanently. 

4. NHL security precautions. The NHL, operates a continuous program 
of indoctrination and 'maintains 'a: security department to oversee any 
posfdble infractions of its gambling prohibitions. But this does not 
mean that the players and their families could not be reached by people 
seeking inside information. One way the clubs attempt to prevent this 
is to have the players live in the same community and participate as 
friends and neighbors in the same activities, so that there is less 
possibility that they will be influenced by someone who is interested in 
promoting or exploiting them. 

Analysis 

Professional hockey presently generates only a fraction of the 
billions ,of dollars wagered illegally each year in the United States, 
but with the NHLts expansion from six teams in 1967 to 18 clubs at 
present, the league now enjoys a nationwide following of new fans who 
are rapidly familiarizing themselves with the nuances of the game. Ten 
years ago, the National Hockey League encompassed two Canadian cities 
and four~~erican franchises in thl; Northeast. This regional interest 
militated against significant American interest in the game, but if it 
is true that the level of illegal gambling on a sport is directly re­
lated to that sportts popularity, this would indicate that the NHL 
should become the object of increasing gambling interest once gamblers 
and bookmakers are able to devise profitable formats for hockey betting 
and take advantage of a probable growing market of hockey bettors. 

The NHLis concerned about 'the level of illegal gambling on its 
games, but is unaware of the: scope of this activity. The league believes 
it has taken'sufficient action to protect. the integrity of its competi­
tion against the' threats posed by illegal gambling,' but views legaliza- , 
tion as an irrevocable step toward the destruction of the sport. "It is 
our conviction'tha:t the intensification of gambling by legalizing it will 
greatly enhance or escalate the risks of our becoming involved with 
gambling.", It could be argued, howe~er, that the NHL has by its own 
actions in the last decade made itself increasingly vulnerable to illegal 
gambling by providing bettors with more attractions and network tele­
vision coverage, bu't without raising the level of surveillance to insure 
the integrity of a league that has expanded three-fold in fewer than 10 
years. Greater exposure would seemingly foster increased illegal wagering 
where little had previously existed. 
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The 1ega1izatien ef sperts betting is net semething the gevernment 
has willfully devised to. des trey prefessiena1 sports in the United 
States and Canada, but such prepesa1s are being censidered as a respense 
to. a situatien frem which en1y erganized crime is benefitting. Mr. ~ 
Campbell fears that gevernment-sanctiened gambling weu1d remeve the 
stigma ef illegality frem gambling and cause immediate irrevecab1e preb-
1ems ferprefessiena1 sperts. This cencern cannet be dismissed by . 
gevernments exp1ering the feasibility ef pregrams fer.lega1ized gamb­
ling, and it is ene to. which these governments must be held respen~ible 
sheuld they determine that gambling sheuld net only be legalized but 
declared a meral practice as well. . ': ;\ 

The questien that must be censidered is whether gambling is Ie' 

inherently rlestructive to prefessienal sports, as the NHLsuggests, 
ar whether it is a recreatienal activity that provides its participants 
With greater enjeyment of sperts. Altheugh it may be carrect to. assume 
that legalized sparts betting weuld inevitably create a larger degree 
ef cynicism ameng fans, should this eventuality be ef greater impertance 
than the eradicatien ef illegal gambling and/er the generatian ef badly 
needed tax revenues? There is at present no. way to. ,ascertain what 
effects legalizatien wauld have an the integrity af sports er an the 
valume of illegal gambling. It will be perhaps the most difficult,but 
important, determination this Cammissien will have to. make when i-t 
decides which censideratiens sheuld take precedence in the fermulatien 

, ef a natienal gambling palicy. The Cemmissien will have to. base its 
decisians en factual evidence and en these epiniens it believes to. be 
knewledgeable and reliable. 

The NHL's pasition and arguments echoed these made by the ether 
prefessional sperts efficials, but Mr. Campbell did not feel the league 
was in a pesitien to. cemment en the secial or unprofitable aspects of 
legalized gambling. There is therefere little in the testimeny ef 
the National Hockey League that can be refuted er termed speculation. 
The NHL is understandably seeking to. retain the status quo relationship 
between sparts and illegal gambling because it believes it is able to. 
provide reasanable security measures against the negative effects of 
illegal gambling and it feels ill-equipped to. handle the potential 
influx ef gambling fans that legalization would produce. Beth prepenents 
and appenents of legalized gambling appear to appreciate the arguments 
and cencerns raised by their adversaries, but believe that such diffi­
culties ceuld be evercome by varieus mea,ns. A disservice will surely 
be perfermed if either side decides to. act witheut taking these cen­
cerns into. consideratien. If it is determined that the integrity ef 
sperts weuldbe irreparably damaged in the,,-public mind by legalizatien, 
this pessibi1ity mus!= be explored thoroughly in order to. protect the 
future of professional sports and the services it currently prevides. 
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TESTIMONY OF: 
• Jimmy (the Greek) Snyder, Handicapper 

FEBRUARY 19, 1975 

Prepared Statement and Testimony 

Sports handicapping is as much an art as it is a science. Pro­
fessionalism stems\from extensive knowledge about teams, players, 
coaches, and other lnterests. Handicapping a certain sporting event 
requires the use of \;;111 the legal (as opposed to inside) information 
the handicapper' s sc6~~ts can gather'"Qn a team. Each team is given a 
number reflecting an \~ssessment of it-§ strengths and weaknesses. When 
two teams,· play, the d:hfference in their numbers constitutes the point 
spread used for wageri~g purposes. 

Wagering on team st1orts, both amateur and professional, should not 
be legalized. The reven\ue potential to a government would not be enough 
to make such a venture w~rthwhile. With a profit margin of 5 percent, 
the profit made by illega\l gambling operations on sports betting is 
approximately $300 milliot~ annually. This margin of profit is too low 
for a government operation to generate significant tax revenue or be 
able to guarantee the integrity of its operation or of the sports 
themselves. The integrity that exists in the sports community today 
could not be maintained wi~h legalized betting beca.use fan sus'~icion 
would inev:i.tably cloud athletic events. 

The greatest amount OIf gambling money comes from the middle class. 
Betting is contagious, and 20 percent of all gamblers overdo their 
betting to the point of financial ruin. The legalization of sports 
betting wo,~)J,d broaden the customer base and therefore automatically 
increal*~""~he number of problem gamblers. Legalization would remove the' 
stigma currently attached to betting and make it all too available to 
those who cannot control their gambling impulses. 

Although the number of indi~idual bets has increased dramatically 
in the past 10 years, the total betting volume has not increased. 
Greater television e~posure has led to an enormous increase in wagering 
between friends and in the use of parlay cards, which can be had in 
practically every office building in the country, but large-scale 
bet.ting--$500 and up--has declined. 

Ninety-five percent of all sports bets are in the $25 to $50 range-­
bets made by people in the lower middle and middle income brackets of 
the population. There is a strong correlation between those segments 
of society that bear the greatest tax burden and those segments that 
provide the greatest amounts of money for sports betting. 
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The FBI has been extremely effective in enforcing the gambling 
laws passed between 1961 and 1970. There are perhaps five bookmakers 
left in the country who will accept a bet of over $10~000 on a single 
event, and only.'i similar number of bettors who can place a pet of 
$100,000 on a single game. 

Legalized betting would bring more bettors and thereby more 
bribery into sports. It would be virtually impossible to prohibit 
athletes from betting for or against their own teams. If betting were 
legalized on a national level, 'this could induce a number or the lower 
paid players to bet. exorbitant amounts 011 their own efforts--and under 
a legalized system this would be difficult to prohibit or detect--with 
the result that one timely fumble would enable the player to retire 
financially secure. 

The sports of baseball, basketball, and hockey enjoy a large en­
thusiastic following motivated only to a minor extent by gambling 
interests. Baseball in particula~ has faded in significance as a betting 
medium. These sports would be seriously hurt if their appeal to their 
fans were to be soured by constant suspicions. Football would survive, 
as approximately 60 percent of the adult male audience in the stadiums 
are aware of the point spread on the game they are watching and have a 
wager of some kind on the outcome, but the tone of the game would 
definitely change. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Affect of legalized gambling on attendance. Snyder claimed that 
legalization of gambling would have no appreciable affect on ~ttendance 
at sporting events. 

2. Best form of legalized sports betting. Pool card betting on 
profeSSional team sports would be the most workable form. Snyder was 
adamant in his belief that all amateur events should be excluded from 
the card. 

3. Baseball v. football betting. Football replaced baseball as the \ 
betting favorite because of the violence connected with it: it creates 
excitement and chaos, which people today are eager for. 

4. Volume of illegal betting. The volume of illegal betting has 
decreased tremendously since 1962. The FBI has harrassed every big 
bettor and bookmaker into a hole or put him in jail. The volume of 
sports betting has not declined because the level of social betting 
increased in that period. Gamblers no longer bet huge sums on games. 
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5. Bookmakers. Ninety-five percent of the business done by legal 
bookmakers in Nevada are for tickets between $25 and $50. An illegal 
bookmaker, eX'cept for a corner operator, does not handle customers in 
that small a range. Up until 1951, when the Kefauver Committee brought 
out the 10 percent excise tax on wagers, there had been no limits placed 
upon the number and size of bets allowed, as long as the bettor had 
credit. The new law knocked out 50 percent of the major bookmakers. 
The laws passed in 1961 caused 90 percent of the remaining 50 percent 
to quit bookmaking. 

6. Polls reflecting betting habits of NFL fans. Snyder disagreed 
with the Harris Poll and the poll taken by the National Association of 
District Attorneys, which estimated that only 1 percent of NFL fans 
bet in any meaningful way on NFL games. He defended the NFL's use of 
these polls to bolster their position because he agreed with Commissioner 

.Rozelle that the sport has to be protected from the effects of legalized 
sports gambling. 

7. Bettors. In football there are three kinds of gamblers: the 
challenger who bets against the opening line, the follo'wers who respect 
the opinion of the challengers, and the rest of the betting population 
who merely like to ,bet. 

8. Betting habits of the total population. Forty percent of the 
60 percent who are aware of the point spreads make· some kind of social 
wager. It all depends on the press and the publicity any situation 
rej:!eives. The bigger the publicity, the more people will want to make 
some kind of friendly wager on an event. 

9. Organized crime. Snyder stated that he does not believe that 
there is organized crime in sports. "In fact, I just don't believe it 
because I have never seen it--nut in the last 15 years anyway. TheyVve 
found better places to put their money, if there is such a thing as 
organized crime •••• There might b~ an organization in each little town 
or a group of people organized together. That is all I have ever seen. 
That doesn't mean that there isn't •••• It sure makes good reading-­
and it could exist. But I have never run into it, and I don't want 
to •••• Afraid of it? You're damn right I am." 

10. Legalized gambling and layoffs.. If betting were legalized, 
most of the big bettors would return t'o their former habits, including 
Snyder himself. The need for layoffs is created by the big bettors, 
but the laws have effectively stopped it. A legal syste~ would need a 
big central layoff system. 
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Analysts 

It is interesting that Jimmy (the Greek) Snyder opposes the 
legallzation of. sports betting. Perhaps no other single individual has 
prom01~ed and popularized social wagering to its present level of respec­
tability more than Snyder, both through his column and flamboyant repu­
tation. His arguments against legalization, however, are the same ones 
voicf.!d by most gambling opponents: (1) Government would not be satisl­
fied with the low 5 percent profit margin currently accepted by ille~al 
b00kmaker.:s; (2) legal betting would compromise the integrity of. sports; 
and (3) the number of compulsive gamblers would increase. 

Some or all of these arguments might eventually prove correct if 
betting were legalized, but not enough is presently known about these 
various issues to make positive statements. Snyder's argument that a 
government-operated betting system could not compete with the present 
illegal apparatus may be valid, but the possible competitiveness of 
legal betting would depend greatly on its relative attractiveness to 
the betting, and nonbetting, public. If the principal purpose of a 
legal betting operation were to combat organized crime, and not to 
generate tax revenue, a government system could offer a ~umber of 
features to attract not only the social wagerer and the parlay card 
player, but also the veteran illegal bettor. The government could 
(1) operate with a lower profit margin; (2) license bookmakers and 
thereby offer the amenities to which bettors are accustomed; (3) enact 
stringent laws aimed at the illegal bookmaker as well as at the bettor 
who continued to wager illegally despite the availability of a legal 
system; (4) and utilize other measures that might serve to attract the 
present betting populace or cause the elimination or substa:ntial reduc­
tion of organized crime's monopoly on gambling proceeds. There is no 
definitive way to judge how successful a legal betting operation might 
prove to be, but there is not yet ~nough factual evidence to dismiss 
the possibility that it could provide real competition to o:rganized 
crime betting operations. Similarly an increase in the number of 
compulsive gamblers might be deemed an acceptable price to pay for the 
reduction of criminal influence in gambling and other areas of society. 

Obviously the loss of sports' integrity would be unacceptable to 
the public, and it is on this issue that Snyder and the majority of 
gambling opponents centerth~ir antilegalization arguments. No hard 
~vidence exists that reflects the degree to which the integrity of 
sports has already been compromised by illegal gambling, but there are 
at present no grave suspicions being raised on this issue, even though 
billions of dollars are bet illegally on sporting events each year. 
Presumably the sports leagues would retain their prohibitions and 
penalties against betting by players and officials if gambling were 
legalized. It is reasonable to assume that if a player wishes to bet 
at the present time, the resources necessary to do so are at his 
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disposal. It is probably true that even a SUsp1C1on of scandal in 
sports is as dangerous to its image as an actual breach of integrity~ 
and that legalized betting would increase the likelihood of suspicion 
among fans. There is no foolproof way to prohibit sports personalities 
from betting in a legal system, but the same is true of the illegal 
system. The maintenance of integrity in sports in the face of gambling 
interests, whether legal or illegal, is one of the most difficult 
problems this Commission will have dealt with in developing its recom­
mendations regarding sports betting. 

Mr. Snyder's testimony concerning the effectiveness of the anti­
racketeering laws passed between 1961 and 1970 appears to be at vari­
ance with the Justice Department's own estimation of the situation. A 

.number of major underworld figures have been indicted and convicted as 
a result of the selective enforcement of these laws, but Mr. Snyder has 
thus far been the Commission's only witness who stated that the ability 
to accept bets of over $10,000 rests with only four or five bookmakers 
in the country, who largely bet among themselves. The Commission has 
received from other witnesses testimony that contradicts most of 
Snyder's statements concerning the relati¥e scarcity of high-rolling 
bettors and bookmakers, the effects of the Federal antigambling laws, 
and the popularity of baseball betting today. More research will be 
necessary in this area before the Commission will be able to draw an 
accurate picture of the present betting appara.tus and be in a position 
to make recommendations in this area that will best serve the public 
interest. 
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TESTIMONY OF: 
• Kelso Sturgeon; Author of Guide to Sports Betting; President of 

Gambling Research, Inc.; Former Editor of Sports Action 
FEBRUARY 20, 1975 

Prepared Statemen~ and Testimony 

Sports betting should be legalized, but whether it is legalized 
or not, it will continue to exist as th~s country's largest industry. 
The basic question is whether betting should be conducted by a subculture 
operating outside of the law, or legalized and put under governmental ~ 
supervision. 

Almost all available gambling data comes from two sources--Gambler~ 
Anonymous and government agencies such as the FBI and IRS. This data 
brings out only the negative factors of gambling and ignores the average 
bettor and his bookmaker. 

The sports bettor must not be confused with the horse bettor. 

() 

Demographics show him to be better educated, financially more success­
ful, and living in a higher level of social acceptance than the horse 
bettor. A sports bettor does not identify with horses and does not bet 
on them because racing is not a sport that is closely followed and 
understood by the majority of bettors. Horseracing is a dying business 
in this country. It would be a mistake to use the example of horseracing 
to lay the foundation for new legalized gambling programs. It is diffi­
cult for the sports bettor to accept'the fact that he can bet legally on 
horses, but not on sports. 

The bettor will not pay the 2 percent excise tax on v7agers. If 
legalized gambling legislation requires the bettor to pay any kind of 
tax in order to wager legally, the laws will mean nothing. 

Most bettors do not enjoy the luxury of credit betting; thus the 
government's inability to provide this,service would not be an obstacle 
to the successful legalization of betting. Credit betting began to die 
out tvhen the antigambling laws made it increasingly hazardous for book­
inakers to conduct business on the telephone. Bettors now see their 
bookmakers on an almost daily person-to-person basis and put up their 
money when they bet. The bookmaker settles up with wiftning bettors 
within hours following the sports event. 

Any legal sports betting operation that does not provide the bettor 
the opportunity to wager on single games--collegiate and professional-­
will fall far short of any meaningful accomplishment. Sports fotteries 
have their place and should be legalized as well, but they are a separate 
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business that has little in common with the" average bookmaker and that 
attracts only a fraction of the sports betting volume: 

" .. '~t , 
~ , I 

The sports bettor already has formed his habits: Thus, to be 
effective, legislat1,on changes must he made to 41ccommodate these habits. 
If it does not, he v;i';i.ll continue ·to bet illegally. 

M':;my bookmakers! believe that sports betting is already legal, and, 
at wors~, feel they are. working within a gray area of the law. The 
reduced excise tax pJ.us the significant change in the disclosure law 
governing the purcha~:e of the occupational tax stamp makes it much 
easier to be a "-lqgal lf bookmaker in 1975. Proper collection of the 
excise tax will remain difficult, however, because the gambler will not 
pay it, and the ~~ookmaker will be financially strapped to absorb it. 

It is "the opinion of 23 New York area bookmakers that the rates of 
profitability for the. different sports bookmaking operations are as 
follows: Football and basketball, 4.7 percent; baseball, 1.8 percent; 

. and--depending on the handle--horseracing, 16 percent.. (The margin of 

. profit on horses does not hold up unless there is sufficient volume.) 
If the 2 percent excise tax is absorbed by the bookmaker, the resultant 
profits would not enable him to make a meaningful profit; thus, taxation 
of wagering is counterproductive. 

These New York area bookmakers favored legalization because it 
would make their business operations legitimate. They 'would be willing 
to: 

1. Purchase the $500 tax stamp • 

.2. Substitute the 2 percent excise tax with a license fee which 
might run between $1,000 and $3,000 a month depending on the volume of 
business. 

3. Pay taxes on their profits in the same manner as other business­
es and corporations. 

4. Work with Federal, State, and local governments to design a 
workable and realistic betting and tax program. 

5. Cooperate with law enforcement agencies in establishing and 
enforcing rules governing the day-to-day operations of their businesses. 

Governments at any level would be naive to think that they can 
eliminate illegal betting without the aid of the present gambling sub­
culture. Bookmakers will continue to operate regardless of the recom­
mendations made by the Gambling Commission, but they would prefer to 
do so l~lgally. 

I;;' , 
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Legalized sports betting is opposed by the sports establishment, 
which speaks as if gambling on sports does not exist, or that it is 
something new and an activity that all decent people should oppose. 
The sports establishment does not have any answers to the reality of 
illicit betting, or even know what the questions are. It is safe to 
say illegal betting has not affected the integrity of sportingevents. i ' 

Bookmakers think the games are honest, or they would not let people 
bet on them. 

Current Federal and State gambling statutes mean littleUor nothing • 
. ' Research shows that only the States 01: Nebraska, New Jersey, and Texas 
attempt to enforce antigambling laws to any real degree. The laws are 
not effective because changing public opinion has outdated them. Gamb­
ling laws should be more realistically structured to fit the times. 
Sports betting has been conducted in dozens of countries, and none of 
them has been swallowed up in moral decay. Gambling in moderation is 
a healthy recreational outlet with numerous finencial and psychological 
rewards. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Sports betti.ng survey. Mr. Sturgeon is in the process of com­
piling an unscientific sports betting survey among 200 people he knows 
who bet regularly. Much of Mr. Sturgeon's testimony concerning==the-='~==~~~~~~ 
desires of bettors were arrived at through this survey. 

2. Law enforcement. Mr. Sturgeon obta,ined his information about 
enforcement activities in Nebraska, New Jei.rsey~ and Texas from defense 
attorneys who reviewed gambling cases throughout the country for him. 
These States, he said, seem to equate gambling violations with offense~ 
such as manslaughter, second degree murder, and other serious crimes. J 

I~/ 

3. Bribery in sports. Mr. Sturgeon said that he had discovered 
only two incidentsin'ITolving football players who had become involved 
with loan silarks, but he has never uncovered anything that indicated 
bribery. 

4. Volume of illegal betting. Mr. Sturgeon estimated this figur~ 
to be much higher than the Department of Justice estimate of between 
$29 bil~ion to $39 billion annually--perhaps as much as $100 billion 
each year. 

5. Organized crime. From talking with bookmakers, Mr. Sturgeon 
said he found that the Justice Department's Organized Crime and Racket­
eering Section, Strike F(l\rces have been very effective in weakening 
organized crime, and are from the standpoint of law enforcement the =' 
greatest thing that has ever happened in this country. Mr. Sturgeon ~ 'i 
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said: "I think that organized crime is probably weaker now than it has 
been for years. People who are involved in organized crime are more 
afraid of indictments, convictions, and sentences than they have ever 
been before. If someone were to legalize betting, it could take this 

,market and cash flow away from organized crime, and though it might not 
eradicate illegal gambling, it would almost destroy it." 

6. Demise of the big bookmakers. Sturgeon disagreed with Jimmy 
(the Greek) Snyder concerning the availability of bookmakers who will 
handle very large bets'at the present time. He stated that there are 
more big bookmakers now than there ever have been. 

7. Sports betting intelligence and layoff network. This network is 
a sensitive mechanism, Mr. Sturgeon said, but he said he did not know 
how it operates. It should not be confused with organized crime, he 
said. 

8. Profits of organized crime. Money that finds its way into 
organized crime is money that is bet with organized crime bookmakers. 
The source of funds for loansharking and other activities come directly 
from the individual bookmakers, but a certain percentage may come from 
third-party sources as well, Mr. Sturgeon said. 

Analysis 

Kelso Sturgeon wants to see sports betting legalized because it 
cannot be eliminated. Mr. Sturgeon did not say whether he himself 
bets, but his sympathies lie with the millions of fans who do. 

His testimony and answers to questions indicate an expertise of 
the current situation. Mr. Sturgeon may be correct in his assumptions 
conce;rning the magnitUde of illegal gambling, the links between book­
makers'"and organized crime, and the desire of bookmakers to become 
legitimate. Many of his assumptions have been corroborated by a knowl­
edgeable outside source whose views were solicited by the Gambling 
Commission. 

Mr. Sturgeon is, however, at variance with other legalization pro­
ponents and government witnesses who claimed that credit betting would 
be indispensihle to any legaJ,ized gambling scheme. The availability of 
this service may differ among individual bookmakers, but if credit 
betting is common practice among bookmakers and this amenity is not 

,c offered to some degree in a leg1?-1 betting operation, the resultant 
revenue return and social effeCi:sof the legal plan could be disappoint­
ing. More evidence is needed to ascertain how important the availability 
of credit betting is to the bettor. 

Ii 
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The existing gambling laws and the Justice Department Strike 
Forces are extremely effective where they are applied, he said, but 
overall enforcement is impossible. Mr. Sturgeon's feelings seem to be 
that, while the laws and enforcement techniques may work well when 
dealing with individual cases, they are too expensive in terms of costs 
and man-hours to cover the extensive nationwide network of illegal 
betting. Mr. Sturgeon's assUmption that the current morale of organized 
crime is a't a low ebb has not been offered by any other expert in the 
field, and there is no further evidence to substantiate this claim. 

Mr. Sturgeon focused his testimony on the reasons why sports 
betting should be legalized, and did not discuss the various legaliza­
tion programs that he outlined in his book, Guide to Sports Betting. 
His arguments attempted to show that the pervasiveness of illegal gamb­
ling, coupled with the inability of law enforcement agencies to enforce 
existing laws~ make the current prohibitions untenable and a d~ain on 
society. This is a popular position among legalized betting proponents, 
but it does not encompass the concerns raised by the sports leagues 
and enforcement personnel who believe that legalization would only 
create additional problems or enlarge the ones that already burden the 
resources of government. Whether these concerns are real or imagined 
has yet to be proven, but they should not be dismissed as eas1ly as 
Mr. Sturgeon recommends. 

Mr. Sturgeon dismissed the idea that legalized gambling would 
damage the credibility of sports in America when he stated that illegal 
wagering has not affected this integrity. Bookmakers may'cz may not be 
a creditable source authority on this question, but presumably State 
governments would expect more than the word of this group when deciding 
if legalized sports betting would endanger the future of professional 
sports in this country. The incidence of sports scandals in foreign 
countries has been minimal in the past 15 years, but experiences with 
legalization elsewhere may not be comparable to experiences in this 
country. 

An equitable tax structure between bettors and nonbettors could 
prove to be an obstacle to a successful legalization program. 
Mr. Sturgeon spoke on the need for a repeal of the excise tax on gambling 
and the imposition of a tax on most windfall gambling earnings by the 
IRS and the Bureau of Alcohol, Tobacco and Firearms. In its testimony 
before the Gambling Commission, the IRS admitted that a tax breaki~ould 
help legal gambling operations compete with the untaxedillegal/~ames, 
but that it would be unfair to those taxpayers who do not bet. (I A 
year-end tax on earnings, which takes losses into account, might be a 
solution, but presumably any tax on gambling would be counterproduct{ve 
to the goals of such a program. The margin of profit on most games is 
small, as Mr. Sturgeon pointed out, and even a 2 perc~nt tax seemingly 
serves to discourage the bettor from wagering legally in Nevada. This 
is a problem that appears to have no satisfactory solution, and until 
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the basic determination is made as to which direction a national gambling 
policy should follow--the generation of revenue or the combating of 
organized crime--this question will probably remain unanswered. 
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TESTIMONY OF: 
• Robert C. James, Chairman, Legislative Committee~ National 

Collegiate Athletic Association 
FEBRUARY 20, 1975 

Prepared Statement and Testimony 

The National Collegiate Athletic Associ~:J:ion is adamantly opposed 
to any government action that would permit gambling on team sporting 
events, whether such action involved legalization or a less than vigor­
ous enforcement of <::'-xisting laws limiting sports gambling a.ctivities. 

The NCAA is a voluntary, nonprofit, educational organization for 
the administration of intercollegiate sports in the United States. It 
is composed of 719 4-year institutions in competition in 36 different 
sports. NCAA member institutions have long recognized that the fulfill­
ment of its purposes to provide honest, competitive, and educational 
programs would be seriously jeopardized if gambling of any kind were 
permitted in connection with intercollegiate sporting events. 

Policy No.8 of the NCAA's Recommended Policies and Practices for 
Intercollegiate Athletics sets forth recommended actions to be under~ 
taken by member institutions to combat the gambling menace. Such re~om­
mended actions include counseling of students, expulsion of students· 
associated with gambling interests, and supp~rt for the enactment of 
stronger antigambling legislation. Specific·· rul~s have also been 
adopted to minimize or end opportunities for the influence of organized 
gambling on NCAA-sanctioned events. Specifically, rules prohibiting 
outside basketball competition apd postseason basketball practice, and 
limiting the number of ga~es allowed per season, among others~ are 
designed to ensure that intercollegiate games are played in a normal 
college atmosphere and, to make it as difficult as possible for outside 
influences to reach the participants. 

The NCAA's security programs are a normal part of its overall 
enforcement and events operations. The primary responsibility for en­
forcement, however, lies with individual member institutions and 
affiliated regional conferences. When violations of local or Federal 
law may be. involved, close liaison is maintained between the institution 
and the appropriate law enforcement agencies until the case has been 
disposed of. 

The NCAA's antigambling poli~ies, rules, and countermeasures are 
not based upon arbitrary prejudices, but are response.s to specific 
abuses that have occurred as the outgrowth of sports b~tting activities. 
The specific rules governing Policy No. 8 stem directly from the point­
shaving scandals in college basketball in the early 1960's. It is this 
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type of experience that clearly shows the inadvisability of legalized 
gambling on team sports and demonstrates the necessity for even stricter 
antigambling legislation. 

The NCAA has no informed op1n10n regarding the extent of gambling 
on college events, but it appears that illegal gambling does take place. 
Although there have been a few instances of student gambling, NCAA 
files show no instance since 1961 in which a student, coach, or official 
endeavored to alter illegally the outcome of a game or affect the margin 
of victory of an NCAA event. This is attributable not only to the 
efforts of the NCAA members to prevent illegal gambling from affecting 
college athletics, but also to Federal statutes 1imitin.g gambling activi­
ties and to quick reaction by law enforcement officials in investigating 
reports of betting by college athletes and other gambling activities 
involving collegiate sporting events. 

This is not to say, however, that existing statutes and enforcement 
efforts are sufficient to prevent future scandals. The increasing 
sophistication of gambling organizations and the growing interest in 
gambling for individual profit or for State treasuries demand more com­
prehensive legislation and stronger law enforcement and prosecution. 
The NCAA recommends the enactment of Federal legislation prohibiting 
acti.vities in interstate commerce in pursuit of gambling on any team 
sporting event. 

All sports are intertwined in the public mind. Doubts about the 
integrity of anyone sport would quickly spread to other sports. It 
would be especially unwise to legalize betting on high school and college 
sports because of their particular vulnerability to the undesirable 
effects of gambling: The extensive scope of these activities would 
make it impossible under a system of legalized gambling to protect par­
ticipants from increased attempts to influence the outcome of sport:ing 
events. To ensure the integrity of competition and of individual par­
ticipants in the context of legalized sports betting would be prohibit­
ively expensive and impossible to monitor. 

The legalization of sports betting would also open up campuses to 
gambling and increase tremendously the exposure of student athletes to 
pressures from gamblers. "To subject these youngsters who are already 
under considerable academic and competitive pressure to added pressures 
of defending themselves against improper attempts to influence the out­
come of events in which they participate would be unconscionable," the 
NCAA said. 

Finally, the legalization of gambling on college sports would 
thrust intercollegiate programs into an environment hostile to their 
basic principles. Open and widespread wagering on contests is clearly 
illConsistent with fundamental concepts of amateurism in sports. More­
over, it would cause many institutions to question whether college 
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sports conducted in such an atmosphere remain valid educational programs. 
As a consequence, a grave threat would be posed to the continuation of 
competitive college athletic programs. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Publishing of point spreads. Formal efforts to deter the pub­
lishing of point spreads in newspapers have been abandoned because they 
were ineffective from a national standpoint. The question of freedom 
of the press and free speech are also issues to which the member insti­
tutions are especially sensitive. If there is no first amendment issue 
involved, it would be a good area for Federal legislation. If it is in 
fact true that the publication of point spreads is a strong stimulus to 
sports betting, the NCAA is not aware of it. 

2. Gambling-related responsibilities of the NCAA. The primary 
responsibility of the NCAA is to ensure the integrity of the players 
and of the universities they represent. 

3. Federal antigambling legislation. Tfi~ NCAA does not wish to 
involve itself in the issue of States' rights, but feels that Federal 
prohibitions are needed to prevent the spread of legalized gambling. 
"It would take away our greatest deterrent with our athletes, to keep 
them constantly aware of the problem that they have in associating with 
these people (gamblers)," the NCAA said. 

4. Current influence of betting on NCAA events. The NCAA does not 
have specific information concerning the present effects of gambling ,on 
its players or contests. The vigilance and actions of coaches at the' 
institutional level have kept this from becoming a problem. Legalization 
would produce pressures on the players and place them in a differe~t 
atmosphere from the one prevailing today. Legalized gambling would make 
it more difficult to maintain the integrity of competition and the edu­
cational purposes of NCAA events. 

5. Point shaving scandals in college basketball. Contacts were 
initially made through former players who were gamblers rather than 
bookmakers. There is evidence that this activity was financed by book~ 
makers in some areas of the country. The lega:1ization of sports betting 
would increase the number of those trying to get inside information and 
fix games. The amounts bet do not make a great difference: Whether the 
bettor is wagering $25 or $10,000, he will want as much inside informa­
tion as possib1e4 

6. Legalization of betting on professional sports. The public 
would be unable .to make a distinction between legalized betting on pro­
fessional sports and illegal betting on collegiate sports. 
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7. Efforts to regulate gambling violations. The administrative 
head of each institution is required to certify annually that no staff 
member is in violation of NCAA regulations. On a conference level, each 
coach in each sport is visited by an NCAA representative. Discussions 
are held with basketball and ;football squads at least every 2 years con­
cerning their responsibility to report to their coaches any instance of 
gambling of which they are aware. 

8, Betting practices of college fans. Attendants at NCAA events 
" are alumni or :residents of the area who attend the games because of 

affiliation with the institution, not to see ,if they have won or lost 
their bets. 

Analysis 

The NCAA is aware of the considerations involved in the question 
of legalized sports bet,ting, but says that its primary responsibility 
is to its member institutions to oppose any actions that could prove 
detrimental to the integrity and educational value of its programs. 
Mr. James' testimony set out the NCAA's strong opposition to the legali­
zation of sports betting, which the association sees as " ••• a grave 
threat ••. to the continuation of competitive college athletic programs. n 

One of the NCAA's strongest arguments against legalized betting 
on nonprofessional events hinges on the great number of games played 
annually. All of the schools involved in these contests would demand 
stringent security measures, which the NCAA could not afford and would 
probably refuse to finance if such betting were approved over its ob­
jections. Legalized betting could possibly he monitored on the smaller 
scale that exists in professional sports, hut if security measures are 
to be adequately enforced as a provision of any legalization law, the 
cost of such enforcement for the thousands of NCAA events each year 
militates against it,. It is not yet known, however, whether a greater 
number of bettors and a greater number of events on which bets could 'be 
legally placed would increase the incidence of attempts to gain inside 
information, shave points, or fix games, and/or change the motivations 
of fans. If it is determined that such a cause and effect relationship 
exists in this area, it would probably be unwise to legalize sports 
betting on nonprofessional events. 

The NCAA does not believe that betting on its events is widespread 
among particip~nts or patrons. The Gambling Commission feels that the 
NCAA is undere'stimating the extent of gambling on college sports and 
voiced concern over the effectiveness of the recommended actions pro­
vided for in the NCAA's Policy No.8. This policy stipulates that all 
those connected with the intercollegiate athletic programs of the 
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member institutions shall deport themselves with honesty and sportsman­
ship at all times, but these principles of ethical conduct, in: them­
selves, seemingly do not provide for adequate regulation of potential 
infractions committed by alumni, coaches, players, or others who do not 
live up to these standards in the performance of their responsibility 
to the NCAA. Beyond this self-regulation, what resource can the NCAA 
apply to insure the complete integrity of competition among its members? 

The NCAA believes that when all sports gambling is illegal, it can 
enforce its Policy No. 8 with the greatest effectiveness, but it appears 
to be ignoring the substantial amOllnt of illegal gambling on NCAA events. 
The association said that it is trying to protect its own interests, but 
it should also realize that maintaining the status quo is no solution to 
the growing problem of illegal sports betting on both professional and 
collegiate athletic events. The Commission is eager to work with the 
NCAA in developing recommendations that will solve this problem. 
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TESTIMONY OF: 
• George Killian, Executive Director, National Junior College 

Athletic Association 
FEBRUARY 20, 1975 

Prepared Statement and Testimony 

The National Junior College Athletic Association is a nonprofit 
organization repr~senting more than 555 institutions throughout the 
United States. Its purpose is to promote junior college athletics on 
regional and national levels so that the results will be consistent 
with the total educational programs of its members. 

The NJCAA is opposed to any attempt to legalize sports betting. 
The association feels a moral and ethical commitment to its membership 
to see that sports betting does not contribute to the problems now 
being experienced in intercollegiate athletics. If junior college pro­
grams were subject to betting, it would place a tremendous strain on 
the players and coaches and bring a new, unwanted dimension to the games. 
The present methods of law enforcement may not be entirely effective in 
combating gambling activities in this country, but the NJCAA feels that 
the solution to this problem is more effective enforcement of the exist­
ing laws, not the legalization of sports betting. 

Although junior college events have appeared on parlay cards and 
other gambling literature in the past, the NJCAA believes that betting 
on junior college games is nonexistent and has not affected the integrity 
of competition in the NJCAA. The association feels, however, that legal­
ization of sports betting would create a new market of bettors and in­
crease the likelihood of student betting and point shaving scandals. 

To date, the NJCAA has not supervised any sports betting activities 
because it does not believe it is a problem. It would be an impossible 
economic burden to finance a security force. A security force would 
drastically alter the NJCAA's method of operation. Most junior college 
athletic programs are sponsored by student activity fees, booster clubs, 
and gate receipts. Every athletic department needs additional funds, 
but as a national organization responsible for the integrity of junior 
college athletics, the NJCAA is not willing to support legalized gambling 
for the small amount of money it might bring in. 
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Questioning by Gambling Commission members covered these basic 
areas: 

1. Effect of legalization on NJCAA events. Most NJCAA institutions 
are located in suburban and rural areas of the country and are a source 
of entertainment for the local population. These junior colleges draw 
greater audiences than do the institutions in the larger urban areas. 
There is ptesently little or no gambling in these rural areas~ or on 
NJCAA games, but this could change dramatically if sports betting were 
legalized. 

2. Effect of legalized betting on professional or major college 
events. Legalized gambling will filter down to the junior college level 
because a number of people will want to include junior college games on 
their parlay cards. The association is pleased that its games no longer 
appear on parlay cards or rating sheets, and feels that it is running 
the purest amateur intercollegiate program possible. 

Analysis 

The National Junior College Athletic Association is proud of its 
record regarding illicit gambling activities and reiterated throughout 
its testimony that its games are not subject to point spread considera­
tions and that betting on its games is nonexistent. In the major urban 
areas of the country, where junior college sports events t:ake a back 
seat to professional and NCAA attractions, this is probably true, 
although there are no substantiating statistics. Departmettt of Justice 
figures show that illegal sports betting is not only an ur'ban phenomenon, 
but exists in every sec tion of the country. Thus, if j unio!r college 
events are the major attraction in a given area, it is reasbnable to 
aSsume that some percentage of this wagering is taking place on NJCAA 
games. An accurate profile of the types of events currently attracting 
illegal bets is needed to verify or dispute the claims made by the NJCAA 
concerning its immunity to illegal gambling. It is expected that the 
study to be conducted for the Gambling Commission by the Survey Research 
Center at the University of Michigan will shed some light on the activi­
ties of bettors throughout the country and their affinity for junior 
college events. 

The NJCAA did not discuss the peripheral gambling issues in its 
testimony, but touched only on those questions that directly affect its 
programs. From its point of view, it currently has no gambling-related 
pr~blems and fears ~hat l~g-:-lizatio~>would only :reate ~uch. o/';~b~ems, 
wh~le at the same tlllle fa~l~ng to deal as effect~vely w~th y .. i,LC~t 
gambling as more stringent law enforcement couJ,d. The NJC~i:. ~"ust, of 
course, protect its best interests, but it should also real~.,zJe that 
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there are more issues involved than the alleged loss of integrity in 
sports. The NJCAA could lose a great deal in terms of integrity, 
security, money, and the amateur standing ascribed to its events if 
legalized gambling initiated a new generation of bettors on junior col­
lege events. 

Betting on sporting events, including in reality a small percentage 
at the junior college level, will continue to thrive regardless of'its 
legality or illegality. The junior colleges did not wish to leave the 
impression that they are not aware of the present gambling situation, 
but they do not seem to appreciate the scope of illegal gambling present­
ly being conducted on all types of sporting events. There is yet no 
evidenc.e to indicate that the legalizatio1;l of sports betting has seri­
ously or continuously interfered with sporting events in those countries 
where the Gambling Commission has tried to ascertain its effects. This 
does not mean that tampering will not occur with greater regularity if 
sports betting is legalized in this count~y, but it would indicate that 
organizations like the NJCAA are expressing opinions rather than using 
documented evidence in their condemnation of proposals to legalize 
sports betting in many areas of the country_ 

It could be assumed that any legalization plan would attempt to 
incorporate numerous safeguards to maintain the present level of integ­
rity in collegiate and professional athletics. These security precau­
tions would probably not satisfy the sports leagues and collegiate 
organizations, but. if legalized sports betting is to compete with. or 
serve to eradicate, illegal gambling, it might seem that collegiate 
events would be included in the government programs. 
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'.tBSTIMOlilJ: OF: 
• Larry Merchant, Sports Columnist , New York Post.; Author of 

The National Football Lottery 
FEBRUARY 20, 1975 

Prepared Statement and Testimonx 

Sports betting should be legalized but only if it is structured in 
such a way that it does not endanger sports. 

People want to gamble and the laws prohibiting them from doing so 
cannot be enforced. The resultant social contradictions are familiar: 
bribed law enforcement agents, with a resulting loss of public confi­
dence; plea bargaining and miniscule fines that mock an.d overcrowd the 
courts; and the enrichment of organized crime. In sum, the current 
prohibitions are a waste. of the law's time, energy, and resources and 
make no appreciable dent in the betting apparatus. '," 

Government-operated betting cannot compete with the i11ega1'-apparat­
us, and it should abandon any attempt to do so. It _should not act as 
the legal bookmaker because (1) big bettors often bet, with untaxed money 
and would not risk e~posure by dealing with a government agency; (2) the 
government could not provide short-term credit or other'amenities that 
many bettors require; and (3) the danger of fixed games would incr~ase 
markedly if government were the bookmaker. The governmerLt could not 
hope to be as sensitive to fluctuating odds and unusually large bets 
that may indicate a betting coup. It is often impossible to make unusu­
ally large bets with bookmakers, but it would probably be possible to 
spread tremendous sums among legal betting shops without detection." 

If legalized betting is to compete with the illegal operation, the 
government should license bookmakers rather than conduct the operation 
itself; it should also abolish the tax on w-innings. 

Any legal betting operation muSt provide short-term credit, fast 
service, and action on every game, col1~ge as well as professional, 
that illegal bookmakers offer. - Ther~( woti\\d obviously be strong opposi­
tion to betting on collegiate events ,\\but ~~f legal bookmakers cannot 
provide the service, bettors w"ill s':!BrJort illegal bookmakers who do. 

The tax on winnings is punitive and -would be J~junterproductive to 
legalized sports betting. It is punitive because few gamblers show a 
profit at the end of the year. It would be counte.rproductive because 
the seasoned bettor would continue to use the illegal bookmaker. The 
low margin of profit does noe: permit the legal bookmaker in Nevada to 
absorb the 2 percent excise tax. When the customer is forced to pay a 
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tI.~$ he ,will return to, the, illegal bookmaker. People will pay 12 per­
cent if they can lay down a bet for 10 percent, 11 to lP being the 
normal' odds, with an illegal bookmaker ." 

f -~ ~ 
The government would bene'fit in numerous ways if it licensed book-

makers. A State or municipal licensing bOard could screen applicants 
and determine qualifications fqr licenses. Revenue could be generated 
from license fees, taxes ori profits, the creat.ion of jobs, and the un­
burdening of iaw enforcemenf agencies. It could possibly drive organized 
crime out of gambling, ;,~nd legitimize the ;'ndependent bookmakers who 
would like to operate in the open as ordinary businessmen. Utilizing 
the existing apparatus would ensure against betting coups, and could 
offer the services veteran bettors are accustomed to receiving. Book­
makers have as much at stake in the protection of the integrity of 
sports as do the sports themselves. Legal bookmakers could also dispense 
parlay ,cards, which provide a much larger 7.nargin of profit than bets on 
individual gam~,s. 

~-·-;l\ 

(( P(~xlay cards could generate, a fairly substantial source of revenue 
and be distributed without increasing the threat of gambling scandals 
in sports. There is a marked difference between parlay cards and 
European soccer pools. The latter encourages fixing attempts by offer­
ing tremendous odds and payoffs. Although there have been scandals, 
soccer continues to thrive, and enthusiasm for the game-'-outside of 
petting--remains high. There is little or no cynicism or dishonest 
interest in ~pccer due to gambling. If anything, gambling has heightened 
interest in tbe game. If an American bettor wished to improve his 
C:hances to win a parlay by fixing a game or two, he might as well bet on 
the individual games. 

The possibility of a fix in professional sports is minimized today 
because of the high salaries ballplayers receive. Most players will not 
risk an entire career to cash in on a fixed game. Fixes will continue 
in isolated instances because of the rare player who is willing to take 
the risk. 

The increasing popularity of betting can be attributed to the sym­
biotic relationship ~nj'oyed by sports, gambling interests, and tele­
vision. Its legalization would cast no more, and perhaps less~ 9,:us­
pic ion on the integrity of games than currently exists in the sh(~,dowy 
world of illegal gambling. Billions of dollars are bet illegally\on 
sports at pres1ut; its legalization would not drastically change the 
climate of int~grity any more than it has changed under OTB in New York. 

\\ 

Tl~k interest of fans would not change noticeably from the winning 
of games to the Winning of their bets-,~these passions cannot be differen­
tiated. It is absurd to believe that fans in the stadium would root 
against the home team or criticize mistakes more vehemently than they do 
now. Su~h has not been the case where betting is legal. Bettors add 
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rather than subtract a dimension to the game. Excitement would be:,hain­
tained in the game well after the outcome on the field has.been decided. 
For bettors, the game is never over until time runs out. 

Legalized gambling would more than likely increase the number of 
bettors, or at the very least, bring them out i.n the o'pen. Contrary to 
the worst fears of OTB opponents, off~,cials express.ed disappointment in 
the numbers of new bettors that were c.reated. 

Legalized gambling is opposed in Anlerica because of conflicts of 
interest and I or social theology 1:ather than social reality. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Gambling and attendance. Betting is both a reflection of and a 
stimulus to attendance. Betting and bettors contrib,ute to the ambiance 
in the ballpark rather than subtract from it. There is little or no 
difference between the pas.sions of a bettor and an ox'dina:ry fan. 
Mr. Merchant estimated that well over one-quarter of the attending fans 
,have some kind of wager on the game they are watching. 

2. Social "TS. bookmaker betting. Mr. Merchant said he felt there 
is a definite distinctio~J>,~tween the two types of betting, but he 
could not define it precise~y. H~ aftreed with Jimmy Snyder that there 
is not as much high-power7ctJibetting as there has been in th.e past; the 
laws ba.rring the intersta\~e transfer of gambling .information have tertded 
to minimize it. Mr. Merchknt, .al$o agreed with Mr. Snyder that perhaps 
half the people at an average NFL game have a bet from a dollar up. 

3. Poi.nt spreads. Point spreads benefit th~'p~ople who are in­
terested in betting 011 upcoming games, but people who do not bet are 
often as interested in the spreads as people who·do~. Spreads have 
always been used as points of reference for upcoming football games. 

4. Bookmakers. Bookmakers will take partin a betting coup if they 
can find out about it. But the rest of the thousands of bookmakers who 
do not know abqut it want the games to be al;! honest as possible. The 
bookmakers Hr. Merchant has talked to would,prefer to operate legally, 
and most of them have never been involved witth any kind of fixing 
attempt. The, volume of betting has increas;ed so dramatically in the 
past 10 years that their can make lucrative livings without having to 
resort to fixing attem~)ts, just as high-salaried ballplayers are no 
longer as stlsceptible (r'io fixing schemes. 

,( 

5., F~btes. The danger of fixed games would not increase with legal­
i.:?.ed be~'t::!.ng. The last time the illegal apparatus suspected a fixed 
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(NFL) game was 9 years ago. Whatever dangers exist now would exist with 
legalized gambling. There are so many billions o£dollars being wagered 
now, there is surely enough to try to fix a game, if somebody were dis­
posed to try. 

Analysis 

Larry Merchant is a self-acknowledged bettor who favors the legali­
zation of sports betting for two reasons: (1) he would prefer to donate 
his losses to the government or a licensed operator rather than to 
illeg~l and sinister elements; and (2) he believes that legal betting 
would cast no more, and perhaps less, susp~c~on on the integrity of 
sports than does the shadowy world of organized criminal gambling. 

"Morality, he says, is not the question; rather, the question is 
can legalized gambling work for society better than rampant illegal 
gambling without jeopardizing the integrity of sports? Mr. Merchant 
claims that legalized sports betting would not endanger the integrity 
of sports anymore than illegal gambling operations do, but there are 
no reliable statistics or testimony reflecting the present level of 
tampering in professional sports by organized crime. The commissioners 
of the various leagues and Merchant's bookmaking acquaintances claim 
that the present level of sports integrity is beyond doubt 3 but as 
Merchant himself admitted, the danger of a fix will always exist whether 
or not gambling is legal. If the Justice Department's estimate that 
between $29 billion and $39 billion is wagered illegally each year is 
correct, it would appear that there is sufficient capital to organize 
a fix if one were so disposed, and would lend credence to the argument 
that legalized betting would not alter this situation. More accurate 
information must be assembled on this question before any proper dete;-­
minations can be made concerning the possible effects of legalized 
sports wagering. 

From a bettor's point of view, Merchant sees the licensing of book­
makers as the only solution to the waste produced by illegal gambling~ 
Tougher antigambling laws, he stated, will not stop people from gambling 
or stop the flow of billions of dollars to organized crime. And because 
gambling will continue whether :tegalized or not,. Merchant feels that it 
should be channeled to benefit society rather than remain a burden to it'. 
He admits that there would be increased social costs, hut insists that, 
these have been overstated by those who believe that legalization would 
transform mi1.iions of fans into compUlsive gamblers. The Commission in 
its research will attempt to determine what'these"increased social 
costs" might be. 
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Merchant equates the present gambling situation with ~he prohibition 
era in that the demand for the product outstrips official ,~bility or 
desire to enforce the law. Evidence received by the Gambling Commission 
corroborates Merchant's belief that the level of gambling in the United 
States is well above the estimates supplied by a recent Hartis Poll. 
Sports commissioners used this poll to endorse their position that 
gambling on sporting events is not a widespread activity at present. 
Eut the Commission is presently unwilling to accept Merchant's thesis 
that this activity is so. widespread that nathing short of full-scale 
legalization would alleviate the problem. 

Merchant's arguments r.eflect many of the concerns raised about 
legalization whenever it is discussed, but he does tend to minimize 
the risks involved in legalization. If the sports commissioners have 
correctly judged the appeal of their products to their fans when they 
argue that the appearance of honest competition is more important 
than its actuality, the mere existence of legalized gambling could under­
mine the profitability of sports. If this is true, the credibility of 
sports could be damaged permanently. 

If Merchant's plan for the legalization of sports betting is 
adopted, there is no assurance either that it could compete with argan­
ized crime, or that it would not be used profitably by organized crime. 
It is reasonable to assume that organized crime would not allow one of 
its major sources of revenue to slip away without making an effort to 
save it. Even if bookmakers are sanctioned by the government, they 
would still be in business for a profit and would still try to take 
advantage of betting coups if they come across them. Merchant. claims 
that this does not happen often and that few bookIDakers ever hear of a 
fix, but the fact th~t such activity would be possible in a government­
sanctioned operation~ which would attempt to. eliminate every patential 
for abuse in its system, could militate against the government's adopt­
ing such a plan. 

Throughout his testimony, Merchant based many of his conclusions 
about the effects of legalization on the example of OTB in New York. 
One of these conclusions was that OTB has not attracted a plethora of 
new bettors--that those who patranize OTB are the same people who had 
been betting illegally. Horse betting is, however, a closed market 
and. does not have the wide appeal to the average sparts fan that 
legalized sports betting could generate. It seems doubtful that a 
direct correlation could be made between the demographics, volume, and 
success of legalized sports betting and those of OTB. Statistics com­
piled by the FBI and released by the J~stice Department indicate that 
horseracing garners roughly 11 percent of illegal wagering in this 
country, while sports betting captures approximately 65 percent of this 
market. Presumably these figures would not vary to any significartt 
degree if betting were legalized; thus the volume and novelty of sports 
be~ting could create a myriad of problems unforeseen by its proponents. 
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By advocating such a major change in government policy and social 
thinking; Merchant feels that few problems would arise, and that the~ 
possiblesbcial costs til'ould be well worth the propos~d social benefits. 
Whether legalized gambling could work better for soc=i-ft,t;y than a contin­
uation of or an increase in the efforts to enforce e.'ld~ting laws is 
still an unanswered que:;;tion that will continue to ca~se'controversy 
regardless of the recommendations made by this Commission or actions 
undertaken by State and local governments. 
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TESTIMONY OF: 
• Joseph Scelzo, President, Amateur Athletic Union 
~ Ollan Cassell, Executive Director, Amateur Athletic Union 

FEBRUARY 20, 1975 

Prepared Statement and Testimony 

The Amateur Athletic Union is unalterably opposed to gai).ibling of 
any kiud that depends on human performance, particularly if it involves 
amateur sports or sportsmen. A sport that depends on gambling to in­
crease its popularity is not a sport, but rather a contrived activity 
not worthy of idealism or human participation. 

The adverse implications for the athletes involved make it impera­
tive that gambling not be tolerated in any form, least of all legalized 
and encouraged by government initiative, approval, or involvement. 

In the 87-year history of the AAU, there has never been a. gambling 
scandal arising out of an AAU-sanctioned event. Legalized gambling 
would violate not only the principles of amateur athletics, but also 
the principles behind the international Olympic movement. If gambling 
were legalized, it would eventually spread to amateur sports. The 
United States would eventually have no teams in world championship or 
Olympic games. The AAU is a volunteer service organization motivated 
by high ideals. Its composition would be drastically changed, or the 
organization eliminated, if gambling were to become associated with it. 
It would be financially and organizationally impossible to assemble a 

'similar body if gambling proved to be a significant influence in amateur 
sports. 

Questioning by Commission members covered these basic areas: 

1. Effect of legalized gambling on AAU events. Mr. Scelzo stated 
that athletes who participate in professional sports might become 
involved in gambling if it is legalized. The AAU has no knowledge of 
any adverse effects that legalized gambling has had on amateur sports 
in those countries that permit betting on professional or amateur sports. 

2. Banishment from the Olympics. If gambling is legalized, the 
government would have'to control every aspect of amateur sports, which 
is against Olympic regulations. 

3. Effect on the amateur athlete. The AAU believes that the real 
danger of legalization involves the possible change in attitude among 
the .athletes. Gambling ~ould change their love for sports to material­
istic considerations. Possible banishment from the Olympic Games would 
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,Ii not be as bad as the effect legalized gambling would have on the ideals 
of the amateur athlete. 

4. Difference between illegal and legal betting. The AAU is aware 
of the degree of illegal ga~lbling today, and pointed to its unblemished 
record of 81 years as proof that it can exist with illegal gambling. 
The union argued, however, that the situation could change dramatically 
if betting were legalized. The psychological difference between right 
and wrong would disappear and the consequences would be unknown. 

Analysis 

There are no statistics available on the popularity of betting on 
amateur sports (excluding college football and basketball games), but 
information on betting habits compiled by the FBI indicates that there 
is lit.tle gambling action on AAU-sanctioned events. AAU events do not 
enjoy the tremendous nationwide following that the major professional 
and NCAA sports at.tract and would therefore not be subject to the same 
amount of illegal wagering as are these other sports. The Olympic 
Games and other major amateur attractions could conceivably attract 
large amounts of betting if it were legalized, but this is purely specu­
lation at this point. With greater television exposure of AAU events~ 
however, the public's krlowledge, appreciation, and tendency to bet on 
these attractions can only increase. 

The organization and goals of the AAU are substantially different 
from those of the other major sports- organizations. The amateur athlete 
presumably performs for the sheer enjoyment of competition and is not 
striving to do his best so that next year's contract will be larger. 
There is a danger in this pure amateurism, however, in that many ~\AU 
competitors have to make a living while they are competing and could 
possibJ,y be influenced to accept a bribe if they needed the money. This 
may bei;a cynical argument, but one which is not outside the realm of 
possibi],ity when one considers the hardships that many of America's 
Olympic'athletes must endure in order to compete with a perfect amateur 
standing', (In some countries, Olympic competitors are professional 
athletes.) 

The l\AU is trying to protect a reputation that it says has re­
mained unblemished for 87 years and will seemingly remain so in the 
future. Its opposition to legalized gambling is understandable. But 
it can be argued that if professional sports betting were legalized 
while amateur sports betting remained illegal, organized crime could 
benefit. Authoritative s,tatist~cs on the popularity of betting on AAU 
sports 'and events are needed so· that policies governing this type of 
activity will be in l:J.ne wit,h current actual activity. If there is 
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genuinely little interest in.wagering on AAU attractions,Othere 'Would 
be little reason to sanction betting on these events. But if the 
reverse is becoming increasingly true, 1ega1izati9i.1 of betting on ama­
teur events should not be ruled out. 
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TESTIMONY OF: 
Ii Guy Haiuella, Radio Talk Show Host: "Calling All Sports," 

WBZ Radio, Boston, Massachusetts 
FEBRUARY 20, 1975 

Prepared Statement and Testimony 

Gambling on sporting events should not be legalized. The risks 
involyed far outweigh the uncertain economic gains promised by gambling 
proportents. Moreover, it is questionable whether organized crime will 
suffer if the States sanction gambling on sporting events. 

Sports cannot satisfy all the demands placed on it by the public, 
which relies on it to provide a temporary respite from daily problems. 
Sports' capacity to entertain has already been stretched to its limit. 
If millions of citizens are allowed to wager on sporting events, a 
new and potentially devastating demand is placed on sport: It would 
become a possible vehicle for economic gain. 

The fan who wagers money on a sporting event not only demands 
victory for psychological and aesthetic reasons, but for an even more 
potent reason: money. Whether his favorite team wins or loses would 
no longer be paramount in the mind of the betting fan. Legalized gamb­
ling would forever alter the constructive impact of sporting events at 
a cost to the traditional and wholesome perceptions of sports held by 
most fans. 

One rationale offered in favor of legalization is the inability to 
enforce existing laws and the allegation that law enforcement officials 
have been corrupted by those who control gambling. These charges are 
correct, but that does not mean they form a logical or persuasive 
rationale for legalized gambling. A nation of laws should have both 
the resolve and the wherewithal to enforce laws still deemed to be in 
the best interests of society. Enforcement of gambling laws has never 
been attempted with maximum vigor, and it is therefore inaccurate to 
say that the police are incapable of coping with gambling violations. 
Legalized gambling would have a minimal effect on the profitability of 
illegal gatnbling and would serve only to multiply gambling opportuni­
ties and their attendant possibilities for increasing the burdens on 
law enforcement officials and other undesirable social effects. 

Sports is already being threatened by illegal gambling. It is the 
responsibility of the leagues to guarantee the in"tegrity of their games 
by employing every reasonable effort, consistent with the law, to keep 
gamblers a~,1y from athletes, coaches, and owners, but this diligent 
effort is not always evident. Sports leagues should not have to contend 
with the extraordinary burdens that legalized gambling would place on 
their games. 
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T.hefans who support legalized sports betting seem well-intentioned, 
if misled. They appreciate the promise of substantial government reven­
ue, but they do not realize that this gimmick taxation that threatens 
sport is clearly regressive. ,The revenue potential from legalized 
gambling is not impressive. At most, only 2.5 percent of a State's 
budget could be financed by gambling revenues, which would approximate 
its share from the Federal Government's revenue sharing program. 

The public should demand from their leaders a respect for institu­
tions, particularly those which afford pleasure as sports surely does, 
and something beyond the philosophy that an idea should be embraced 
simply because it generates profit. Can State governments legalize 
sports betting despite the great risks involved without promising their 
citizens austerity and responsibility in administering current revenues? 

It has been argued that l~galized gambling would provide a stimu­
lus to sports by making fans participants in the action. Sport does 
not require such artificial stimulation, and government need not be so 
devoid of progressive means to generate additional revenue that it 
must sanction gambling on sports to raise money. If sports betting is 
legalized, there will be a calamitous and precipitous decline in sports 
in America and in public trust in government. 

Sports no longer retains its purity, but remains pure enough to 
provide stimulation and satisfaction for'millions of fans. It would 
be tragic to tamper with this union between the fan and his games for 
the little economic gain that would be outweighed by so many debits and 
so many perplexing and unanswered questions. 

Questioning by Gambling Commission members covered these basic 
areas: 

1. Opinions expressed on gambling-related subj ects by callers to 
Mr. Mainella1s radio program. Sixty percent favor legalized gambling 
on professional sports, and a higher percentage, perh;aps 75 percent, 
oppose betting on college sports. On another subject, Mainella's 
callers expressed no interest in having local police officers make a 
more diligent effort to police gambling. His listening audience per­
ceives street crime, robbery, burglary, and assault as a much greater 
danger than gambling violations. 

2. Mr. Mainella' s view on gambling in general. Mainella is 
opposed to gambling with the exception of betting on horses and dogs. 
He is opposed to the legalization of sports betting be~ause of his 
concern for sport and the regressive nature of such taxation. 

115 



3:l. Trend toward legalization in the New England area. There is a: 
great fervor and movement in favor of legalization in Massachusetts and 
generally in the New England area on the part of legislators, public 
officials, and in some instances law enforcers. WBZ radio, Maine1la's 
employer, broadcasts editorial campaigns in favor of legalized gambling 
on sport. 

Analysis 

Mr. Mainella stated that if millions of people were allowed to 
wager on sporting events, sports would become a potential vehicle for 
economic gain, an eventuality Mainella views as potentially devastating. 
B~t sports, particularly professional sports, already is a vehicle 
for economic gain--for players, team owners and managers, stadium own­
ers, concessionaires, equipment manufacturers, television and radio 
stations, sports writers and commentators, companies that sponsor sports 
broadcasts, and governments, which collect taxes from all of the above. 
It could be asked why fans should be denied the opportunity to earn (or 
lose) some money through sports events. 

Many opponents of legalized sports gambling, including Mr. Mainel1a, 
perceive a conflict of interest between the game attendant as sports 
enthusiast and the game attendant as bettor. In almost all cases, they 
see the financial investment of the fan as taking precedence over his 
aesthetic interest in the competition, or more important, his loyalty 
to the home team. Assuming this to be true in a substantial number of 
cases, it may be fallacious to equate loyalty to the home team with 
loyalty to the sport in general. For example, a fan who bets against 
his home team on occasion may be as genuine a sports enthusiast as the 
fan who bets only on his home team or the fan who refrains from betting. 
If gambling wer.e legalized, players might find themselves receiving 
only half of the fan support at home games rather than the almost 
total support they are accustomed to; while at away games they could 
also receive about 50 percent of the ran support instead of 'the almost 
nonexistent support they are generally accustomed ~"'" The measure of 
a fan's loyalty in this situation would be not wh'~her he bet on his 
home team but whether he continued to attend games. 

Mr. 11ainel1a believes that the proponents of legalized gambling 
overestimate the potential revenue legalization would produce for 
individual States. Mainel1a stated that if the projection of the 
Twentieth Century Fund study is accurate, only $5 billion, or about 
2.5 percent of the revenues necessary to operate the States, would be 
generated through 1ega1iz~tion. This Commission is attempting, through 
its own surveys, to determine how much revenue could be produced if 
various types of gambling were legalized. 
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Mr. Mainella recognizes that illegal gambling on sporting events 
is a serious problem and sees as the solution stricter enforcement of 
gambling laws. He believes that the police are capable of coping with 
gambling violations. But most of the local-level law enforcement 
officials who testified before the Gambling Commission stated that 
current gambling laws are unenforceab1e--because they do not have the 
support of the general public and because law enforcement agencies lack 
the time, money, and manpower to conduct thorough gambling investigations. 

Mr. Naine11a is a loyal and knowledgeable sports fan who believes 
that sports has nothing to gain through the legalization of sports 
betting. He states that legalization would be unsuccessful in raising 
revenue for governments and unsuccessful in combating organized crime. 
The sports betting controversy may be the single most difficult issue 
facing the Commission. Should the Commission's research indicate, for 
example, that legal sports betting could substantially weaken organized 
crime, it would still have to'decide whether this goal is worth pursuing 
in face of the almost unanimous opposition of those who know and love 
sports the best. 
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STATEMENT SUBMITTED BY: 
• J. Walter Kennedy, Commissioner, National Basketball Association 

FEBRUARY 19-20, 1975 

Prepared Statement 

The National Basketball Association is unalterably opposed to the 
legalization o£ gambling on professional sports. Legalized sports 
betting would not compete effe'ctively with its illegal counterpart, 
would not produce significant revenue, would have minimal impact on 
organized crime, and would place government in the role of promoting 
an activity that encourages gambling by those who can least afford it. 

For a l'rofessiomil athletic league to survive, the public must have 
confidence in the integrity of competition between its teams~ The 
existencebf the league, and the moneymaking potential of its players 
and officials, depend upon the public's belief in the inviolable 
honesty of professional sports. All professional leagues prohibit, in 
direct and stringent terms, ganlbling on league games by owners, players, 
and other employees in order to prevent the "fixing" of games or the 
IIshavingll of points. When the standards of fair play, good sportsman­
ship,and honesty are abandoned, sporting events become the property of 
gamblers and rackete.ers. 

Betting by players and officials is relatively easy to prevent as 
long as gambling remains illegal in almost all States. However, the 
legalization of sports betting would make every adult citizen a poten­
tial gambler rather than just a fan. A new generation of fans would be 
more concerned with the margin of defeat rather than with who wins or 
loses the game. Every missed basket, poor play, choice of strategy, 
or su.bstitution would become an economic factor; cynicism would replace 
family fun. 

The potential abuses are endless and would lead to the destruction 
of professional sports in this country because of the irreplaceable 
loss of confidence in the integrity of compet'.tion. 

A questionnaire prepared by the Gambling Commission for the NBA 
covered these areas (Mr. Kennedy did not appear at the February hearing 
but commented on these issues without cross-examination from the mem­
bers of the Commission.): 

1. Integrity in the NBA. The NBA believes that illegal betting 
has not affected the integrity of its games. To its knowledge, there 
has been no incident in which an athlete or official has endeavored, 
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or reported that he had been asked by someone, to affect i.llegally the 
outcome of an NBAgame. 

2. NBA security measures. The NBA security program is always }) 
alert to the possibility of illegal gambling on NBA games. The security 
network maintains liaison with local, State, and Federral law enforcement 
agencies in each of the 18 franchise cities. " On numerous occasions in 
the past 10 years it has sought and received assistance from these 
agencies in deterring potential gambling problems. The NBA has kept 
abreast of undesirables in the league or undesirables who associate 
with persons in the NBA. 

3. Effect of legalization on the economics of the NBA. Should 
sports betting ever be legalized, the NBA club owners would have to 
decide if the league or the teams should receive any percentage of the 
amounts bet as compensation for the exploitation of the game and its 
potential destruction. Attendance in some of the franchises could 
possibly increase, but the overall effect could be destructive to the 
financial stability of the league. 

'r ) 

Analysis 

The antilegalization position forwarded to<.the Gambling Commission 
by the NBA concentrates on two points: (1) the current high level of 
integrity enjoyed by the NBA; and (2) assumptions made by the league 
concerning the adverse effects of legalized sports betting. The NBA 
concurs with other sports leagues in their firm opposition to legali­
zation. It bases its arguments on recent professional studies and 
legal opinions furnished by the Twentieth Century Fund, the National 
District Attorneys Association, and others, and its own policy determi­
nation that legalized sports betting could cause the destruction of 
its sport. The validity of the claims made in these studies and opin­
ions has yet to be determined. It is perhaps the most important func­
tion of this Commission to ascertain as accurately as possible what 
effects legalized sports betting would have on the sports industry and 
on the present illegal gambling industry. 

.) 

Commissioner Kennedy did not, however, offer an opinion as to tbe 
extent of illegal gambling currently being conducted on NBAgames. Xn 
light of the Department of Justice estimate that between $29 billion and 
$39 billion was wagered illegally in 1973--two-thirds of this total on 
sporting events--it is reasonable to assume that the current level of 
illegal betting on NBA attractions <!auld be significant, If this esti­
mate is an accurate refl~~tion of the present illegal gambling situation, 
it would appear that the professional athletic leagues have managed to 
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retain public confidence in their cQntests in the midst of increasing 
pressures from the illegal gambling industry. 

(-, The NBA claims that legalized sports betting would make every 
adult citizen a potential gambler. It could be argued that this poten­
tial exists today without the legal sanction of government. Presumably 
a legal game would increase the number of bettors, and perhaps change 
'the motivations of some fans, but it might be suggested that the NBA's 
continued opposition to legalization serves to aid illegal gambling 
operations. The league's position that "it is necessary to avoid any 
connection with gambling, gamblers, and those who do business with 
them," is exemplary , but whether this policy can withstand (or is 
pr~sently withstanding) the pressures of illegal gambling, which also 
has the potential to destroy the integrity of professional sports, 
should be of as much concern to the sports administrators as are the 
efforts being made for legalization • 

. ,The NBA believes it is acting in its best interests by opposing 
legalized sports betting. The popular image of sports in America 
demands this kind of response to any proposal that could seriously 
alter the structure and fan appeal of the Nation's pastimes. If it is 
determined that legalized betting could impair the "purity" and popu­
larity of professional sports, this fact must be weighed heavily in 
any policy determination made by this Commission or by a government 
concerning the expansion of lega1tzed gambling. 
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STATEMENT SUBMITTED BY: 
• Paul Screvane, President, New York City Off-Track Betting 

Corpol;'ation 
FEBRUARY 19-20, 1975 

Prepared Statement. 

The New York City Off-Track Betting Corporation began operation in 
1971. It has since b~come the largest retailer in New York City. New 
York City OTB handled $772 million in parimutuel wagers in its fiscal 
year 1974, which netted $60 million for the city and'Sta"te governments 
and returned $30 million to the racing industry. Legalized gambling 
must not be viewed as the solution to government budgetary problems, but 
it can be c'rie of the many useful devices employed to balance a budget in 
a manner politically acceptable to the public and at a socially accept­
able cost. 

There is nothing inherently evil about gambling. The Federal Govern­
ment should not prohibit the States from making their own decisions con­
cerning the legalization of any type of gambling. If there is no such 
interference frem the Federal Government, it is inevitable that a number 
of States will legalize betting on sporting events". To prohibit such (; 
legalization would be a de facto acceptance that the illegal game cannot 
and should not be competed against, thus ins\lring a monopoly for the il­
legal enterprise. In light of statements made· by the Justice Department 
that Federal enforcement efforts reach only 2 percent of the illegal ac­
tivity, such a policy would be hard. to fathom. It would not make sense 
for Congress to attempt to legislate morality in light of the general 
acceptance of gambling as a leisure time activity. It would be an act 
without substance and with virtually no chance of eliminating illegal 
gambling. Moreover, the Federa1"Gove~ment should not tax gambling 
winnings or restrict the types of games or sports that the legal opera­
tions might choose to offer. Any limitations placed upon the legal game 
would only perpetuate the illegal monopoly. 

Government operation rather than private enterprise is the better 
solution for legal gambling since "the social costs of gambling are not 
directly felt by private economic organizations. Government is under 
the strongest obligation to enact gambling legislation disadvantageous 
to criminal organizations and beneficial to governme~t itself, the sports 

I.. . 
fan, the sports industry, and the public at large. Government and the 
sports industry are accountable for a solution to the problem of illicit 
gambling. A joint effort by government and the sports industry could de­
vise wagering formats that would minimize the risks by using computer 
capabilities to provide increased security against illegal schemes. Gam­
bling formats may be adopted without the cooperation.of the leadership of 
the sports themselves if this leadership continues to maintain that all 
legal formats are unacceptable. Working together, sports could be 
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provided with income for pension plans, improved facilities, increased 
security, etc. 

The sports industry contends that :L~galized sports betting would 
endanger the integrity of sports and of~\he athletes who participate in 
them. It is difficult to understand why ;J.egal betting should pose a 
greater corruptive influence than the present institutionalized system 
of illegal betting, or why sports betting administered by public offi­
cials should be less concerned with. the integrity of sports than the il­
legal games' present management. The sports industry surely cannot mean 
that it prefers to make organized crime the guarantor of sports' 
integrity. 

It must be clear,ly understood that those responsible for any legal 
betting operation would share those concerns raised by the leagues. 
There would be a community of commitment between government and the 
sports industry in maintaining the interest of the fans and protecting 
the integrity of the individual sporting events. "Let us lay to rest 
the peculiar notion that illegal betting games are 'safer' for any, save 
the criminal, than a publicly administered legal game." 

Single event betting as it is currently conducted by bookmakers may 
involve too many., risks for legalization at the present time, but it 
should not be ruled out for future consideration. Sports pool cards do 
not present these risks and could be successfully implemented. The 
government could offer a greater return on the investment, the number 
of games involved would discourage the would-be fixer, cards could be 
easily monitored and processed by computers, and half-point spreads 
could be used to eliminate "tie games" and make it easier for the bettor 
to win. The bettor using the legal card would have a distinct advantage 
over his illegal counterpart. 

To the extent that sports can be contaminated by betting, the con­
tamination is. already present. To the extent that benefits can be de­
rived from legalized sports betting, the present situation contributes 
virtually no plusses and all minuses. The time is appropriate for con­
trolled exp.erimentation with legalized sports betting, hopefully with 
the cooperation and participation of those directly involved with the 
administration of thl~ sports. ' 

Analysis 

Mr. Screvane's arguments for the legalization of sports betting 
center around,.the question: "Why not?" He cites the inability to en­
force existing laws, the potential revenue for impoverished government 
treasuri~s, and the widespread nature of the current illicit operations 
as reasons enough for its legalization ~nder governmental control. The 
legal opet'ation envisioned by Mr. Screva\;te could possibly capture the 
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parlay card market and generate large amounts of revenue for city and 
State governments. There are two unanswered questions, however, con­
cerning the limited legalization of sports betting: (1) Is it possible 
to maintain the current level of integrity in sports? (2) Can such a 
system attract the existing illegal market? A legal sports betting 
system modeled after NYCOTB would undoubtedly generate millions of dollars 
in revenue and would be conducted under the most stringent security meas­
ures available, but its possible negative impact on sports, which unlike 
racing, do not owe their success to gambling, could materialize as the 
sports administrators have repeatedly warned. 

The vast majority of illegal betting consists of wagers placed on 
single sporting events. Mr. Screvane said that this type of betting 
CQuld not be implemented under a legal system at present without endan­
gering the integrity of sports and/or the legal betting operation. 
Therein lies a major obstacle to the two goals of legalization: the 
eradication of organized crime and the creation of an economic windfall 
for government treasuries. Without single event betting and the ameni­
ties offered by bookmakers (short-term credit, last-minute service, in­
telligence networks, etc.), a government-conducted service could not 
compete in the marketplace with the all-encompassing illegal operation. 

Mr. Screvane mentioned an Oliver Quayle survey that indicated that 
80 percent of the illegal bettors in New York favor the legalization of 
sports betting, but there is no guarantee that veteran bettors would 
switch to the legal game in substantial numbers. It has not yet.been 
dete1iffiined what success OTB has had in attracting the illegal horserace 
bettlllg market, or how many heretofore nonbettors have begun to wager as 
a result of OTB's legality and promotional campaigns. The same questions 
would surround a similar sports betting scheme in addition to the con~ 
cerns·raised by the leagues. The example set by OTB may not be appli­
cable to sports betting because of the many qualitative differences be­
tween sports betting and horse betting, and between the popularity of 
the sports themselves. Further study is needed to ascertain with greater 
authority how the legalization of spurts betting would affect illegal 
betting. 

Mr. Screvane was not present at the February hearings; thus the 
Commissioners were not able to question him directly on his plan, or to 
determine his reasons for opposing the private operation of sports 
betting. As president of the Nation's largest legal betting system, his 
ideas concerning legalized betting should be considered and evaluated 
carefully against the opinions set forth by the sports industry and by 
those who favor a private enterprise approach to the problem. 
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STATEMENT SUBMITTED BY: 
• Jack F. Kemp, Member of U.S. House of Representatives from New 

York; Forme:t Professional Football Playe;r in Both American 
and National Football Leagues 

FEBRUARY 19-20, 1975 

Prepared Statement 

Spo:rts betting should not be legalized because it would: 

(1) Place unconscionable burdens on the players and coaches; 

(2) Foster the destruction of the present goals of sport; 

(3) Prove to be costly to government; and 

(4) Produce an unnecessary intrusion by government into private 
conduct and commercial enterprise. 

Effect on Players and Coaches. Legalized gambling would place an 
unconscionable burden on those active within sports because no partici­
pant could ever feel he was above suspicion. An athlete making an 
honest but critical mistake, such as a fumble on the goal line in an 
important game, could be haunted by his mistake for his entire sports 
career, perhaps even for life. Suspicion would attach itself not only 
to players, but to coaches and officials, and to anyone instrumental in 
the selection of a method or point of strategy for a game or a particu­
lar play. 

Effect on Present Goals of Sports. The present goals of sports 
are ingrained in fair play, healthy competition, and above all integrity 
among the participants. Without this integrity, sports would cease to 
exist. 

Players are aware--as are most knowledgeable people--that a c~rtain 
amount of illegal gambling is based on a team's performance. The play­
ers are removed from any direct contact with the gambling element in 
sport because they are not gamblers themselves and have no interest in 
associating with those who do have gambling habits. Legalized gambling 
could alter this separateness between gamblers and athletes because 
the gambling element in society would be encouraged for the first time 
to express openly its desires and complaints. It would then be nearly 
impossible for players to avoid the passions and pressures of gamblers. 

The present goals of sport teams are to win each game and become 
a contender for the championship. Under a legalized system of betting, 
the mere winning of a game would not be enough--winning each game by 
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the point spread margin would completely absorb the fan's interest. 
Thus this addition'to sport of a Government-promoted gambling stimu­
lation would ultimately undermine all the good will sports has built 
up over the yeats. 

Consequences of Legalization on the Federal Government. In order 
to avoid the potential for inconsistent and contr~dictory regulation 
by the States, the Federal Government would have to create and maintain 
a sports betting authority to establish and administer a large, compli­
cated, national bookmaking system. The problems that could arise from 
such a structure are myriad. 

Financially, the Government's money interest would first require 
a substantial outlay to enlarge its security forces to protect against 
corruption. Secondly, the Government would have to be prepared to lose 
money, as well as make it. 

The Government agency that loses money would have to be subsidized 
with tax dollars or admit error and abandon the venture. While count­
less Americans might feel that it is a matter of individual moral con­
science to bet and gamble, they would not be pleased to see their tax 
dollars going to subsidize such behavior. If Government set up this 
machinery, lost money, and withdrew, the end result could do irreparable 
harm to sports. 

The majority of fans do not gamble to any significant degree on 
the outcome of the games. Fans know that professional sports are 
grounded in integrity, for only when games are free of suspicion is the 
public interested. But a large number of fans--encouraged to bet by 
the advertising campaigns that accompany and are an integral part of 
legalized gambling--could easily become cynics, obsessed with point 
spreads '"1,nd constantly prone to suspect and cr'iticize the motives of 
players and coaches. This would be particularly true of those who 
lose more times than they win. The Federal Government would have to 
understand that there would have to be more losers than winners: in 
order for the Government to collect gambling revenues, the odds would 
have to be such that betting losses would outnumber gains. In short, 
one would build into the gambling system a pattern of growing discon­
tent with sporting events. 

Intrusion by Government into the Private Conduct of Sport. There 
are questions to be answered revolving around the alleged right of 
Government to gain revenue from the conduct of private contests. 
C0vernment's interest in legalized gambling rests on its claim that it 
,las a right to raise r~venue from third parties--millions of gamblers-­
not associated vTith the private conduct of sport. Any such inclination 
by Government to intrude upon sports property rights for gambling 
revenue should certainly be contE~sted in the courts by the professional 
leagues. 
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Professional sporting enterprises have been built, usually over 
many years, through the rigors of ownership, coaching, and play. 
Individual efforts, taken as a whole, make the team, but it is not 
without great expense to owners. Costs are going up: salaries, travel, 
groundskeeping, equipment, etc. It is presently unfair for Government, 
without having invested a penny in this process, to be beneficiary of 
those team and individual achievements. 

Analysis 

Because of Representative Kemp's background in professional sports 
and his membership in Congress, he is well qualified to comment upon 
the shaping of this Nation's policies on sports gambling. His prepared 
statement portraying the state of sports and society that might exist 
if a national legalized betting system were implemented was well con­
ceived and will certainly serve as a guideline to any future legislation 
in this area. UnfQrtunately, Representative Kemp was unable to appear 
before the Commission and thus some points in his statement remain open 
:tor further discussion and possible reexamination. 

Kemp's illustration of how the mechanics of a national bookmaking 
system would operate provide his strongest points of argument in oppo­
sition to such a system: From his description, a nationwide sports 
betting structure coordinated by a Federal agency would appear to be 
unworkable and a system of this nature would produce serious repercus­
sions in sports and in the Federal Government. But his statement that 
the potential incQnsistent regulation by the States precludes them 
from assembling their own operations may prove to be inaccurate. Some 
.States are currently submitting to their legislatures referendums that 
propose the legalization of sport card betting. For the moment, the 
States appear. to be going ahead with sports pool proposals without 
waiting for guidelines from the Federal Government or the National 
Gambling Commission. It remains to be seen whether, ultimately, some 
kind ,of Federal regulation will be needed. 

Legalized sports card betting will not dislodge organized crime 
from its bookmaking enterprises but it does appear to offer a compro­
mise between total .prohibition and total legalization of sports betting. 
The harmful effects of card betting, if any, cannot be fully evaluated 
at this time beeause these operations are still 1n the developmental 
stage. 

Kemp's view that legalized gambling could foster corruption among 
athletes should be evaluated in more detail. It is true that sports 
has been relatively free of gambling-related scandals de~pite the preva­
lence of illegal gambling on sporting events. Kemp's argument is based 
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on 'the premise that when gambl;i..,ng is illegal, a player who wishes to 
fix a game will have considerable difficulty in placing a bet against 
his own team without the bookmaker discovering his intention and ta~ing 
the game off the line for that week. If betting were legal, Kemp 
states, the athlete could place the bet himself or have someone else 
do it for him in order to avoid arousing suspicion. The obvious ques­
tion is: Would it not be just as easy for a player to have someone 
else place an illegal bet for him? 
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TESTIMONY OF: 
• Thruston B. Morton, President, American Horse Council, Inc. 
• R. Richards Rolapp, Executive Director, American Horse Council, Inc. 
• John Mullenholz, Counsel, American Horse Council, Inc. 

MARCH 4, 1975 

The American Horse Council (AHC) was established in 1969 to 
represent the horse industry before the Federal Government in Washington, 
D.C. The specific impetus in forming the association was an attempt 
to protect the industry frmQ~1:l.at the ARC felt were oppressive Federal 
tax measures that were under 'congressional consideration in 1969. The 
prupose of the AHC is "'to provide fn.'!: the mutual advancement and 
protection of the horse industry and' to promote the horse as a standard 
of excellence in the United States.1I 

The size of the horse industry indicates the degree of the ARC's 
importance. Annual expenditures in the industry are estimated at $6 
billion and total capital investment is approximately $7 billion. Within 
this $13 billion industry, the racing sector predominates in terms of 
capital investment, employment, public interest and revenue. The AHC 
estimates that total governmental revenues from racing and related sources 
approach $1 billion annually. The entire horse industry benefits f~om the 
success of the racing sector--from breed improvement to expanded 
veterinary research. 

The problems of the horse industry are related to the issue of 
gambling. Taxation continues to be a major concern of the industry. 
Present tax provisions hinder the expansion of breeding a~d racing 
operations. The tax code denies horseowners the investmenf'tax credit 
for investments in horses while allowing such credit for investment in 
other livestock. Consequently, capital outlay is not stimulated in the 
horse industry; horsefarmers receive unfavorable or discriminatory 
treatment with regard to business losses. In most businesses a taxpayer 
is permitted to consolidate his income and losses from diverse business 
endeavors without penalty. The horsefarmer is often denied capital gain 
treatment where he has deducted losses against nonfarm income. Horseowners 
must frequently prove that their business endeavors are genuine. A 
horseowner who continues to lose money is often required to spend additional 
sums in legal and accounting fees to prove that he is legitimately engaged in 
business or he loses the right to deduct losses from his horse qperations. 
Liquidation of horses and farms is often necessitated after the death of 
the owner because of the significant estate tax liability levied. 

The AHC offered the following opinions and recommendations: 

l~ Discrimination in Federal tax practices against the equine industry 
is a product of the misconception that horseowners arei'wealthy persons who 
are using the business as a tax shelter. AHC thus encourages the deletion of 
current onerous tax provisions (especially the denial of investment tax credit) 
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and recommends oppostion to any 'provisions that would further limit the 
deductibility of losses from a business endeavor. The AHC further contends 
that an illvesto'£:. should rec,eive the investment tax credit for investments 
in horses. The AHC also supports Senator Birch Bayh's bill to increase 
the farm exemption to $200,000 in Federal estate taxation. 

2. The AHC stronly supports the elimination of interstate off-track 
betting. Such expansion of OTB would drastically decrease track attendance, 
reduce the,-~umber of tracks to a few televised centers, and thus cause track 
and horseowners to lose significant revenue. AHC contends that: 

"Interstate off-track wagering is actually a product of the 
governmental view that horseracing is primarily a source of 
revenue and only secondarily a sport and valuable economic 
asset to the state ••• (it is) imperative that racing be recog­
nized as the big business i.t is, and that its operations be 
placed on a more business-like basis ••• (Moreover) government must 
curb its demand for high taxes in order to give private interests 
in the racing industry a fair share of the relatively thin 
profit margin. " 

3. In response to the Pepper Committee's proposals regarding 
criminal involvement in the racing industry, the AHC holds that: (a) a 
Federal racing "czar" should not be instituted, (b) racing should be 
State-regulated, and (c) only if States are unwilling or unable to 
enforce racing laws should Federal intervention be considered. 

4. The Department of Agriculture should make a more concerted 
effort to provide the industry with an estimate of the national horse 
population. 

'" 5. 'liile ARC opposes Congressman Sam Steiger's bills regarding 
horseracing~ H.R. 1047, prohibiting the alteration of a race outcome, 
use of illegal devices to affect the speed of a horpe, and falsifying the 
record of ownership of a horse; and H.R. 1048, the ~se of taxation as a 
guise for obtaining information concerning the ownership of racetracks. 
The AHC favors State rather than Federal control of these matters. The 
AHC opposes both H.R. 1047 and H.R. 1048 since it is appropriate for these 
kinds of statutes to be enacted and enforcement by the States. H.R. 1048, 
In particular, would place the licensing authority with the District 
Director of Internal Revenue, who is charged with collection of revenue and 
who has no experience in racing or its regulation. Hence, a critical phase 
of the sport would be placed in the hands of a stranger to the sport. The 
ARC also objects to (1) the enormous discretion placed in the District 
Director to deny or revoke a license and (2) the show cause provision, which 
gives the District Director a judicial function in determining the correctness 
of his own decision. . 

132 



TESTiMONY OF: 
• Charles J. Cella, President, Thoroughbred Racing Associations, Inc. 
• Devereau Milburn, Counsel, Thoroughbred Racinfi~A$?ociations> Inc. 
• Spencer Drayton, Sr., President, Thoroughbredii Fiac±ng Protective 

Bureau ;1 -

MARCH 4, 1975 

The Thoroughbred Racing Association (TRA) was established in 1946 
to "promote the best interests of thoroughbred racing." The imposition 
of TRA standards upon member tracks is intended to ensure that the 
industry and the sport are highly competitive, free of corruption, and 
entertaining for. the spectator. The association includes 55 member 
tracks that contribute approximately $12 million annually for security. 

The Thoroughbred Racing Protective Bureau (TRPB) was e&tablished 
in 1946 to enforce compliance with TRA standards. The bureau is the 
investigative adjunct of the TRA and is financed ($1 million annually) 
by TRA member tracks. In brief, TRPB has been organized for the pur­
pose of "conducting investigations to seek out and expose to the 
industry and the general public all crimes and violations of the rules 
of racing which are deemed injurious to the interests of the public 
and the thoroughbred industry." The results of these inquiries are 
given to authorized TRA officials and State racing commissions for 
either corrective or disciplinary ~ction. 

Both the TRA and TRPB are primarily concerned with four specific 
areas: (1) Personnel, (2) wagering, (3) horse i~entification, and 
(4) the use of illegal drugs on horses. 

1. In an attempt to divorce the industry from internal criminal 
involvement, each individual apply~ng for a job or, more importantly, 
a racing license is fingerprinted and checked for a criminal record. 
In 1974, TRPB conducted 4,291 such investigations upon the recommenda­
tion of TRA, which resulted in the suspension or denial of 632 \\licenses. 

2. TRPB polices member tracks for bookmakers. Between November 
1973 and August 1974, 1.661 pel;'sons were ejected from TRA tracks Sor 
-engaging in illicit bookmaking activities. ''-c';:''''< 

3. TRPB has additionally developed new methods of horse identifi­
cation to prevent the running of "ringers" in member tracks. 

4. Since its establishment, the bureau has given preferred atten­
tion to cases involving the illegal use of drugs either t6 stimulate 
or subdue thoroughbred horses. Forty thousand saliva tests have been 
conducted since 1965 to determine the incidence of illegal druggings at 
member tracks. An annual average of 64 such tests have proven positive. 
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In sum, the TRA and TRPB are interdependent organizations estab­
"lished to protect and investigate the thoroughbred racing industry. 

The TRA sets the standards and the TRPB assures compliance. 

The following subjects were brought up <:luring questionin:g by 
,Commission members; 

1. Rece fixing. Additional Federal legislation regarding u :empts 
to affect the outcome of a horserace should neither be enacted nor 
recommended to Congress. The Federal statutes and State laws are 
adequate to 'set ~nd enforce current .c'racing standards and therefore 
should not be expanded. 

2. Tax on winnings. The requirement that every individual who wins 
oIl,wagers with odds of more than 300 to 1 file a 1099 Federal income tax 
fqrm is not detrimental to the racing industry even though there is 
evidence that many winners attempt to circumvent this requirement. 

3. Broadcasting of race results. Federal prohibition of race 
result b-roadcasts has had little effect upon the racing industry. 

4. Exot~~ wagering. 
TRPB, on thei~ .. ,her hand, 
of public accdptance and 
of the TRA. 

The TRA opposes all exotic wagering. The 
believes that exotic wagering is a function 
therefore should not be under the jurisdiction 
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TESTIMONY OF: 
• Donald MacFarlane,'Chairman, Board of RarnessTracks of America 
• Richard O'Hare, Couns~l, Harness Tracks of America, I~c. 
• John L. Brennan, President~ Harness Tracks Security 

MARCH 4\,; 1975 

Harness Tracks of America (HTA) is an association of 50 maj or 
harness tracks in the United States and Canada. HTA activities include 
promotion and advancement of the sport, including the preservation of 
its integrity. The RTA Code of Standards sets forth the organization's 
major objectives~ "Racing must.be honest and highly competitive and 
as a spectacle, must be vitally interesting and entertaining .•• there 
are fundamentally two groups to be served, the spectators and 
contestants." 

The RTA and those States in which HTA tracks reside determine and 
administer the rules under which racing is conducted. It is the opin­
ion of the RTA that State control is rigid, broad, and adequate. The 
association does not be;lieve that Federal legislation or supervisJ.on 
would add anything "constructive" or be any more effective in control­
ling local racing matters than the 17 States that are presently involved 
in the harness industry's regulation. 

"The individual State racing commissions are competent and 
logical sources of jurisdiction over r~cing in their own 
areas. They are eminently qualified to determine if their 
citizens should be permitted to bet on only one horsFat 
a time, or have multiple bett~{ng opportunities; they a.re 
empowered by pervasive State regulatory statutes to adopt 
rules and regulations governing the safe and competitive 
conduct of racing, and they certainly are frfj~\and able 
to set and enforce such requirements as they \!5~:e fit in 

]! . 

this area." 

The RTA does not object, however, to legislation that would 
make a Federal crime of any action or inaction that now is a State 
crime and is susceptible to Federal jurisdiction. The RTA feels, how­
ever, that 'there are adequate existing State and Federal statutes to 
handle any crimes arising out of racing. 

The RTA is satisfied with the present regulatory system in the 
harness racing industr.y. If the Federal Government were to become 
involved in the regulation of the industry, the association feels that 
Federal taxation would inevitably follow Federal regulation. In this 
event, neither the tracks nor the wagering public could absorb a further 
tax takeout; State revenues, "which have been increasing constantly," 
would then decline "disastrously," leading to the demise of the industry 
and the sport." 
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The HTA regards the policing of racing as the responsibility of the 
(! States that "license and regulate the sport, and of the racing industry 

as well. It was for that reason that the HTA originally sponsored the 
formation of Harness Tracks Security. Most HTA members are involved in 
that organization. In the case of those that are not, legislation re­
quires their membership in State security organizations. Others rely 
upon State and local police for track security. 

In regard to the issue of off-track betting, the association cites 
the experience of New York State and the impact OTB has had there: 
"The impact ••. has been clear and unmistakable in its adverse effect on 
on-track attendance and parimutuel handle." The HTA therefore oppo-.ses 
the expansion of OTB to member States. With regard to the issue of 
exotic wagering, the RTA "is in favor of anything that will increase the 
handle, because HTA feels that anything the State approves, RTA feels 
free to ,use." The association does not believe that exotic wagering 
IInecessarilyl' increases the possibility of illegal activity in the 
harness industry. 

In summary, it is the opinion of HTA that: (a) There is great 
need in harness racing, as in any sport on which gambling is conducted, 
for constant vigilance; (b) the States that offer racing are the proper 
repositories of power to control, regulate, and administer it; (c) little 
would be gained by the intervention of the Federal Government into 
this area--perhaps "much would be lost by such action,1I and (d) the 
format of parimutuel betting should be determined by the States that 
offer it. 
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TESTIMONY OF: 
• Nich01as Jemas, National Managing Director and Sect)'etary, Jockeys' 

"}, 

Ftlnd and Guild, Inc. 
MARCH 4, 19~5 

The Jockeys' Fund and Guild was organized in 1940 in response to 
the abuses of constitutional rights that racing officials, track manage,:" 
ment, and racing commissions had allegedly perpetrated upon many jockeys. 
As a consequence of their voluntary membership in the guild, jockeys 
were confronted with the threat of reprisals from racing officials and 
track management. 'Yet, the guild continued ,to increase its membership 
significantly. 

'J:he jockeys' Fund and Guild is essentially a nonprofit, social 
welfare organization with a national membership. However, the guild 
is not solely concerned with the improvement of the jockey's health, 
welfare, and legal rights. It also sees itself as a vehicle for pro­
tecting and assisting the thoroughbred racing industry by establishing 
a code of high standards for its membership and the industry in general. 
The guild has strongly supported rules and regulations for the better­
ment of the racing industry and its participants--whether public or 
private. 

In this capacity, the guild regards the off-track betting enter­
prise as a political racket and a patronage gimmick that must be dis­
continued. It only invites corruption and scandal to the detriment of 
the industry in both financial and public relations terms. Federal 
legislation should be enacted to prohibit interstate off-track betting 
and exotic wagering. 

The thoroughbred racing industry is a source of revenue to a great 
number of communities. Yet the States and. communities that benefit 
largely ~rom this enterprise are taxing the "sport of kings" to death. 
States mti'st afford the thoroughbred racetracks some relief from taxation 
if they e2i:pect the tracks to remain healthy financially. 

The thoroughbred, quarter, and Appaloosa racing and breeding indus­
tries are multimillion dollar operations. Yet, each is increasingly 
confronted with three dangers that are gradually turning racing into a 
"sick, dying" industry: (1) Excessive State tax systems; (2) competition 
from State and city off-track betJting, which has significantly depleted 
the industry's revenues through decreased track attendance; and 
(3) competition between State lotteries and the racing industry for the 
"gambling dollar." 

Federal and/or State legislation may be necessary to protect and 
assist the thoroughbred racing ~ndustry and its participants (i.e., 
jockeys). The guild can do much to aid1i:u the correction of other 
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internal problems, but it cannot attempt to do so in the face of 
excessive and discriminatory taxation and competition. 

The following subjects were brought up during questioning by 
Commission members: 

1. Race fixing. It is not presently a Federal offense to tamper 
with or fix the outcome of a race. The introduction'of formal Federal 
regulation will not help deter such violations. 

2. Rights of jockeys. The impetus for the guild's formation was 
the concern over the denial of "due process and constitutional rights" 
of jockeys. Although the guild has done much to eradicate these inequi­
ties, the present judicial system does not sufficiently guarantee due 
process. The Administrative Procedures Act discriminates in favor of 
racing officials and commissions to the continued detriment of the 
jockeys. However, Federal intervention into the judicial process is 
not perceived as a viable alternative to the present system. 

3. Exotic wagering. The guild is opposed to exotic wagering be­
cause it invites corruption and thus calls into question the inherent 
integrity of the sport. Jockeys should still be allowed to bet in the 
prescribed manner; such a practice does not necessarily invite corrup­
tion although continued regulation is essential. 

4. The industry's public image. "The thoroughbred industry's 
weakness is fear. 1I It fears bad publicity from the public exposure of 
internal corruption and scandal. It also fears the revocation of 
franchise should it speak out against excessive taxation. Both fears 
are economically motivated and hence difficult to eradicate. However, 
the industry must adopt a policy of full disclosure and must deal with 
its problems--no matter how distasteful--quickly, consistently, ami 
fairly if public and legislative confidence is to be restored and 
heightened. 

, .. " 
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TESTIMONY OF: 
rtt Jack Defee, President, Horseman's Benevolent and Protective 

Association 
• R. Anthony Chamblin, Executive Director, Horseman's Benevolent and 

Protective Association 
MARCH 4, 1975 

The Horseman's Benevolent and Protective Association (HBPA) was 
organized in 1940 to aid and protect the general welfare of the racing 
industry and the interests of horsemen and backstre.tch personnel. 
Today, the HBPA represents more than 35,000 members at every major and 
most minor tracks in the United States and Canada. . 

The most pressing problem in thoroughbred racing is the pLi.ght of 
the owners who supply the horses for the races from which the States 
derive tax revenues. The cost of keeping a horse in training is much 
greater than its average earnings from purses. Racing is a multibillion 
dollar industry patronized by millions, providing employment for thou­
sands, raising millions of dollars in tax revenue; and it is totally 
self-supporting. It is deserving of much greater consideration from 
the State and Federal Governments than it is receiving. In February 
1975, the N~w York Division of the HBPA, in connection with the 
Thoroughbred Owners and Breeders Association, released a white paper 
that outlined an eight-point program designed to help solve the racing 
industry's prOblems. 

The HBPA supports better security measures, stronger action against 
would-be race fixers, and full disclosure by owners of tracks and 
horses. Federal legislation would be unnecessary if th~ States took 
appropriate action. The industry fears that Federal regulation would 
be accompanied by F~deral taxation. State racing commissions are best 
suited to resolve the conflicts in racing dates, and have already done 
so in New England. The HBPA believes that the legalization of sports 
betting could well destroy parimutuel betting. The HBPA would support 
Federal OTB legislation if the present inequities at the State level 
continue. 

The HBPA supports intrastate OTB, provided that the tracks and 
horsemen receive the same share of the handle from OTB as they do from 
on-track wagering. Properly conducted, OTB could give racing a needed 
economic boost; improperly conducted, as in New York and Connecticut" 
it could severely damage the economic welfare of racing. 

The HPBA disagrees with many of the findings of the Select Committ~e 
on Organized Crime, which received much o~ its testimony from people of 
dubious character and veracity. The HPBA unsuccessfully attempted at 
the time to unite the leaders of the thoroughbred and standardbred indus­
tries to refute various allegations. The overall tone of the hearing 
and resultant publicity was exaggerated and sensationalized. 
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TESTIMONY OF: 
• ,Jerome L. Hauck, President, Harness Horseman's International 
• Donald R. Price, Executive Secretary, Harness Horseman's 

International 
MARCH 4, 1975 

Harness Horseman's International (HHI) was established in 1964 to 
satisfy the need for a parent organization to act as a spokesman for 
all local ass·ociations on a national and international level. HHI is 
composed of 17 local associations in the United States and two in 
Canada. Until 1964, harness horsemen were unorganized and had no voice 
in the industry. It is the intent of HHI, if and when all associations 
can afford it, to provide umbrella insurance coverage to all those 
employed in the harness racing industry. 

Harness racing has received poor publicity from the media, and un­
qualified and false testimony and accusations have tended to question 
unfairly the integrity of the sport. The following resolution was 
adopted in August 1973: 

\ 

"Harness Horsemen International and its member oganiza­
tions, urge that the various State and Provincial Commissions 
charged with the regulation and supervision of racing, expand 
their activities in providing security measures and their 
enforcement, in the conduct of the sport. They should make 
greater use of the resources of State investigative agencies, 
and their own disciplinary powers, in maintaining the in­
tegrity of horse racing. 

"We believe that this function should be preempted 
by the State and Provincial Commissions which are responsi­
ble for the propriety of their actions and for acting in 
accordance with due process of law. They should exclude 
private investigative organizations employed by racetracks, 
and answerable only to them, whose methods of operation, 
arbitrary judgments, and failure to recognize the consti­
tutional standards of fairness and impartiality required 
by a State agency, make them unfit to wield the power over 
horsemen which has been given to them." 

Costs of participation in racing have risen out of proportion 
the size of purses. The State's share of the handle is too high. 
State must return some portion of its share to the industry, which 
vides it with significant tax revenues. 

to 
The 
pro-

HHI is opposed to the interstate transmission of wagering informa­
tion and supports Federal. legislation that would prohibit the use of 
this information by interstate OTB operations. The Connecticut 
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Mini-theatre concept, which includes the interstate transmission of 
pictures and information, would threaten not only State revenues, but 
the existence of the harness racing industry. 

Other RRI recommendations include: 

1. Standardized prerace testing; 

2. Universal licenses; 

3. Federal penalties for race fixing whether it be by drugs, 
mechanical devices, bribes, or other methods; 

4. Central data banks on racing violations; and 

5. Enactment of conflict of interest statutes including one pro­
hibiting track owners from racing at their ow~ tracks. 
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TESTIMONY OF: 
• John A. Bell, III, Trustee, Thoroughbred Owners and Breeders 

Association 
• Kent Hollingsworth, Editor, The Blood-Horse Magazine 
• Helen C. Tweedy 

MARCH 4, 1975 

The Thoroughbred Owners and Breeders Association (TOBA) was estab­
lished in 1961 to promote, protect, and improve thoroughbred racing and 
breeding. The primary source of revenue for owners and breeders of 
thoroughbreds is purse money, which is derived from a percentage of 
wagering through parimutuels. 

TOBA has these recommendations concerning its industry: 

1. Each State should reapportion existing percentages of takeout 
distribution so that a greater percentage of the takeout would accrue 
to the purse and the track, and a lesser percentage would accrue to 
the States in tax revenues. 

2. At the existing percentage of takeout allocation for the purse, 
horseowners cannot meet the rising costs of keeping a horse in train­
ing and track operators cannot maintain, improve, or expand plant 
facilities. Thus, the current high rate of taxation should be reduced 
lest horseracing and breeding industries be severely affected and 
ultimately destroyed. 

3. The regulation and control of the horseracing industry should 
be lef~ to the individual States, because (a) the racing industry 
cannot afford another tax increase, which would necessarily lower 
purses; and (b) horseracing does not easily lend itself to national 
regulation since its rules must be adapted to local conditions, which 
vary significantly from State to State and from metropolitan track 
to country track. 

4. Existing State laws and regulations are adequate to maintain 
the integrity of horseracing and should not be supplemented by Federal 
laws that would improve neither the fact nor the appearance of honesty 
in racing. The present reciprocity between State racing commissions 
with regard to license rulings effectively curtails interstate involve­
ments of undesirables in racing without the need for Federal interven­
tion. 

5. Exotic wagering poses a serious threat to the integrity of the 
racing industry and should be prohibited. 

6. Existing income tax regulations, particularly those which re­
quire an individual in the activity of racing and breeding thoroughbreds 
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to show a profit within "too short" a p.eriod of time to permit the 
development of a significant breeding operation, should be reconsidered. 
Additionally, gambling win~ings should not be subject to income 
taxation .. 

7. Federal law should prohibit bettors in one State from wagering 
on horses raced in another State .. 

The following subjects were brought up during questioning by 
Commission members: 

1. The Emprise scandal. The racetrack does not have the capital 
to make many desired improvements and therefore must solicit other than 
desirable sources of revenue. Through heavy taxation, the States are 
inadvertently contributing to the likelihood of dishonesty by prevent­
ing the racing associations from securing capital from reputable sources 
and by preventing horsemen from earning enough money through the efforts 
of their horses to support themselves. However, when tracks are capable 
of offering adequate purses, they can provide better security, better 
screening of personnel, and so on. They can upgrade their entire opera­
tion in a legitimate manner. In brief, the adverse cycle starts when 
excessive taxation is introduced and is terminated when more equitable 
taxation is realized. 

2. Public disclosure of prerace training,'. condition. Expert 
I. 

opinion varies so widely on the relative training condition of horses 
as to be unreli,able, and in the absence of objective standards for the 
determination of training condition before a race, a single estimate based 
on subjective standards could mislead the betting public. 

3. Reduction of the takeout. The total takeout from parimutuel wagering 
on horseraces in the United States during 1973 amounted to l7.p percent of 
the total turnover. The association believes that if the rate of takeout>; 
were reduced to 10 percent of total turnover, the resulting increase in ··e 

total turnover ultimately could provide a greater sum of money to be 
returned to racing, although taken out at a lower percentage rate. The 
association strongly urges reapportionment of the takeout: 4.0 percent of 
total turnover (down from the present 4.5 percent) should be allocated to 
purses; 5.0 percent of total turnover (down from the present 5.7 percent) 
should be retained by the tracks; and 1.0 percent of total turnover (down 
from the present 7.4 percent) should go to the States as tax revenue. If 
this were done, there would be a reasonable expectancy of revenues 
sufficient to permit horse owners and track operators to meet currently 
rising costs. Increased State tax revenues could be expected to be 
generated by a healthy, growing racing industry. 
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Parimutuel statistics for·1973 show that daily average racetrack 
attendanee is doWn and t,etting per capita is up; this reflects a loss 
in casual racegoers and small bettors, emphasizing the large contribution 
to turnover by.the remaining, more regular racegoers. Raising the 
minimum wager from $2 would tend to discourage track attendance and 
contribution to parimutuel turnover from infrequent racegoers, and would 
not foreseeably alter habits of regular bettors who already use 
available higher denomination betting windows. 
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TESTIMONY OF~ 
• John V. Newman, P~esident) National Association of State Racing 

Commissione~s 

• Wi!i~ren D. Schweder, Executive Vice President, National Association 
of State Racing Commissioners 

MARCH 5, 1975 

The National Association of State Racing Commissioners (NASRC) was 
founded in 1934 to study the problems of·State.supervision of racing, to 
encourage the adoption, by State boards and commissions of uniform procedures 
and reciprocity in enforcing rules, and to achieve and maintain public con­
fidence in racing. NASRC membership now includes 45 commissions represent­
ing 30 States, the provinces of Canada, Mexico, Puerto Rico, and the Bahamas. 

Federal involvement in the regulation of racing is unnecessary and 
poses a serious infringement on a State's prerogative. It is the posi­
tion of the NASRC that each State, having made the decision for pari- . 
mutuel racing and having provided for reasonable rules and regulations, 
should be free to administer racing according to its own tradition and 
public custom. 

In 1973, parimutuel horseracing was conducted in 29 States. The pub­
lic wagered nearly $7 billion, $5.8 billion of which was redistributed to 
the bettors, leaving $1. 2 billion to be shared by the States, race­
tracks, and horsemen. The State's cumulative share of the betting in 
1973 was $519 million, roughly half of the $1.2 billion total. From 
data provided by more than 50 percent of all racing associations, NASRC 
has predicted that the total annual payroll of 229 racing associations 
in 1973 was approximately $190 million. From the same data source it 
is estimated that the tracks in 1973 paid $40 million in local property 
taxes, $9 million in sales taxes, $9 million in· State income taxes, and 
$60 million in Federal income taxes. 

Acting on behalf of its member jurisdictions, NASRC has organized 
the National Association of State Racing Information Service, a tele­
communication system linking terminals in each racing State with a 
computer located near the NASRC headquarters in Lexington, Ky. Since 
January 1, 1974, the association has stored in this computer all 
official rulings made against any participant in thoroughbred, harness, 
quarter, or greyhound racing. The .racing information" service will also 
provide the sport with its first accurate record of the number of per­
sons involved in racing at the racetrack. The data should have under­
lying significance to any governmental body dealing with such racing­
related matters as medication, horse identification, hidden ownership, 
and exotic or gimmick betting (multiple wagering). 
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The following su~tiects were brought up during questioning by 
Commission mf~bers: i I 

1. Exotic wagering. There is greater potentj~al for foul play 
with exotic wagering because of the long odds and the number of horses 
involved. 

2. Illegal wagering. Most illegal bets through bookies are placed 
by people who are unable to go to the track. At the time OTB Was 
started, it was thought that the proliferation of legal betting parlors 
would hurt the bookies' business. But there is evidence that this has 
not occurred. OTB has encouraged people to wager with the bookies 
because of the high co~~ of placing a legal bet. 

3. Interstate betting. Interstate OTB should not be legal because 
it causes States to infringe upon one another's property rights. 

4. Takeout. States should consider reducing the total takeout, 
a~d State legislatures should reduce the State's percentage of the 
takeout. The funds thus relinquished by the States should be used to 
improve the purse structure, which would have a beneficial rippling effect 
throughout the entire industry. 
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TESTIMONY OF: 
.'Ernest B. Morris, Director and Member, U.S. Trotting Association 
• Theodore J. Zornow, President, U.S. Trotting Association 

MARCH 5, 1975 

In the late 1930' s conditions in the harness rac:ing industry had 
become chaotic. Government discipline and organization of the sport 
were ineffective, and the identification and registration of horses 
were incomplete. The three existing harness racing associ:ations 
operated independently of one another. Their rules were nbt uniform. 
Horsemen could skip from one territory to another to circumvent penal­
ties. Registration records were not being prop,,~rly maintained. Due 
to the lack of an effective central organization, harness racing slipped 
into the shadows of suspiciun altd disrepute. The U. S. Trotting 
Association (USTA) was founded in 1938 to remedy these and many other 
deficiencies in the harness racing industry. 

The USTA tries to use every modern device and system to preserve (j 

and maintain the sport's integrity. It has provided the funds and 
impetus for the original research of prerace testin~ and instituted 
and conducted an identification system based on ~ip tattoo, which has 
virtually eliminated the racing of horses under :false or mistaken 
identity. These activities and many others are conducted withou~ the 
employment of a single government bureaucrat or the expenditure of a 
single taxpayer's dollar. 

In recent years, there has been an increasing tendency by State 
and Federal prosecutors, and sometimes by members of legislative com­
mittees, to victimize horseracing for newspaper headlines and sensa-
tional television shows. The issuance of subpoenas is rarely followed ,) 
by indictments' and almost never by convictions. But the damage to the 
reputation of racing lingers long after the sensational headlines have 
stopped. 

There is no need to augment the present Federal statutes, except 
in one case: The individual States and racetracks are powerless to 
prevent the piracy of their product by OTB promoters--both legal and 
illega1--in other States. USTA believes that the electronic dissemi­
nation of harness racing from racetracks to theaters or parlors remote 
from the tracks is destructive of the best interests of the sport as a 
whole. The financial injury to racing has already been clearly demon­
strated. It is just as ~lear that preserving the integrity of the sport 
becomes impossible if the networks now in. contemplation become a 
reality. The U.S. Constitution vests in the Congress the power to put 
an end ~to this interstate injustice • . ~.,:': 
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The following subjects were broue,htup during questioning by 
Commission members: 

l.:~~nomics of harness racing. Harness racing, like other forms 
of racing;-;t,s in trouble economically, not beccuse of regulation or 
lack of integ:o;l.ty in tbe sporJj:, but because of overtaxation by the -

. l( States. 

2. OTB in New York. In 1971, OTB in New York brought disaster to 
metropolitan racing. A serious decline in track attendance occurred. 
The OTB "menace" should be abolished, but Federal legiSlation is not 
the l'llean~ to accomplish this end. 

3. Bookmaking on harness racing. Harness racing has never been the 
subject of heavy illegal betting. 

\ . . , 
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TESTIMONY OF~ 
• Nicholas F. Brady~President, Jockey Club 
• Calvin S. Rainey, Executive Secretary, Jockey Club 

MARCH 5, 1975 

The Jockey Club was formed in 1894 for the purpose of organ~z~ng 
and regulating thoroughbred racing. It is a nonprofit organization of 
the State of New York. Its numerous services' to the racing industry 
include! 

• Starting gate~ originally suggested and strongly sUPPQrtedby 
the Jockey Club. 

• Photo finish camera, developed through the efforts and funds of 
the Club • 

., Testing for drugs, initiated by the Club. 

• System of identification using the natural m~rkiugs of a horse 
to prevent deception and frauds, developed by the Club. 

• Statistical Bureau in K~~1.'tucky, a storehouse of information on 
thoroughbred racing. and' breeding., maintained by the Cluh. 

• American Stud Book, maintained continuously by the Club since 
its inception 2S a meticulous re-cord of all American thorough­
breds .• 

The latest attempt to, improve tJte racing industry by the Jock~y 
Cluo is the' Pugh-Roberts Report~ a study conducted for the purpose of 
bringing tog,ether in one model all of the factors that affect the 
thdroughbred racing. indUstry. Although not yet cotilplet.ed, the s·tudy 
verifies certain specific feeIin~)s about the, industry, such as: 

1.. In attempts to, increase' revenues:to the nmmber of races run is 
being expanded to, the point: of diminishing, returns. Between 1960: and, 
1973", races, run increa:sed~ 56 percent: to; more than 6Z~OOO per ,year. 
This has caused, increased schedule overlaps and added competition. among 
tracks for both fans and horses'.. ' ' 

z .. Average daily attendance has fallen steadily for the past 1 
years. 

3. Average daily handle has: remained' stagnant :fn a period: of ris­
ingcosts. 

4. The quality of horses in training and in breeding has' decl:.ined: .. 

149' 



While the industry has some problems, it is fundamentally sound. 
During the late 1960's and early 1970's, the industry grew at a rate 
that exceeded a number of constraining 1imit:s imposed by horses, 
purses, and, market size. This cannot and will not be sustained, The 
next years are expected to be a period of consolidation, which should 
leave ,the industry stronger. -
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TES,TIMONY OF;. 
• Don Jones, Executive Secretary, American Quarter Horse Association 

MARCH 5, 1975 

The American Quarter Horse Association (AQHA) was formed iIi 1940 
to collect, reco~d, and preserve the pedigrees of American quarter 
horses, publish a Stud Book, and promote matters sucn as m~y pertain 
to the history, breeding, exhibition, publicity, and sale of horses 
and to racing. Today the AQHA registry contains more than one million 
horses and is the largest equine registry in the United States. 

The Racing DivisiQn of the AQHA was created in 1949 t~ approve and 
maintain records of the sport. In 1952, four western States (California, 
Arizona, New Mexico, and Nevada) were conducting quarter horse racing.S;., 
Presently 14 States offer parimu!:uel wagering on quarter horse ra.~i1g,· 
but 29 States allow thoroughbred and/cr harness racing. The la;ws,',:in: 
almost all the other 15 States strictly prohibit quarter horse racing. 
It would appear that these laylS are discriminatory. If a track wishes 
to conduct quarter horse racing in a parimutuel State, it should not be 
disallowed simply because it was not included in the original parimutuel 
legislation. The States should amend their laws to permit quarter horse 
racing. 

Legalized parimutuel betting built an industry out of a hobby by 
providing the purse money for the horsemen and tax revenue for the 
State. Although the tax dollars derived from racing may be important 
to a State, the thousands of people and horses that make up the industry 
are of far greater economic value than the tax derived by the State 
from racing. 

Federal and State laws concerning legalized gambling are far superi­
or in regard to enforcement and effectiveness than those that prohibit 
gambling of any kind. The effectiveness or ineffectiveness of State 
rules and regulations depends on the State Racing Commission. Most of 
a racing commission's positions are filled by political appointment, 
and in many cases appointees are not knowledgeable about the racing 
industry. A method should be developed to ensure that the people 
appointed to racing commissions are knowledgeable, competent, and honest. 
Only then can the commissions operate effectively and help the racing 
industry. 

There should be full disclosure of tr.ack oWnership, providing 
the Federal Government requires full disclosure of ownership of all other 
businesses in the United States. However, the irttegrity of raCing is 
affected far more by the stewards and racing commissions than by the 
owners of the track. 
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TESTIMONY OF: 
• Robert P. Strub, President, Santa Consolidated, Inc. 

MARCH 5, 1975 

Santa Anita Race Track was founded in 1934 by the Los Angeles Turf Club, 
directed by Charles H. Strub. That year, racing generated $259,000 for the 
State; in 1973, it produced $'75.27 million. 

Wagering and horseracing are complementary. The tax on wagering is an 
incentive for the State; the commission concerned with wagering is the incentive 
for the Thoroughbred Racing Association and owners and breeders to build and 
flourish under the supervision of State ,law and racing commissions. This 
relationship is a sensitive partnershi.p that is being upset by those States 
demanding a larger share of the betting dollar. Under these circumstances, the 
tracks could go out of business and the horsemen would leave the State. The 
State would be the big loser. 

In California, the State receives 7.45 percent of the wagering pool; 4.54 
percent goes into the purses; and 4.56 percent is retained by the tracks. Santa 
Anita is one of the five major league tracks in America and operates in the black, 
but feels its profit is a narrow return on its investment. A reduction in the 
State takeout would increase the handle and generate more money for the owners and 
the trakcs. Santa Anita offers the daily double and the exacta as exotic forms of 
wagering. Both require the selection of two horses either in one or two races. 
When carried to extremes, where four to six horses have to be properly selected 
in the correct finishing positions, horseracing loses an important ingredient-­
the challenge and excitement of picking a winner--and is reduced to a lottery in 
which chance is emphasized and the competitive sport activity with the skill of 

/i selecting a horse is deemphasized. 

The OTB experiment in New York was ill-conceived and harmful to racing there. 
Attendance at racetracks in the metropolitan area declined substantially. Forty 
pe~cent of ,Santa Anita's revenue is derived from parking, admissions, programs, 
and concessions. It could not afford to lose any part of those revenue sQurces or 
its income from on-track wagering. Although Santa Anita would be one of the few 
tracks that would benefit from interstate OTB, it would not cooperate with any 
out-of-State OTB system. 

The Select Committee on Organized Crime in 1972 damaged the image of racing. 
Thoroughbred racing has taken the responsibility upon itself through the Thorough­
bred Racing Protective Bureau to police its own activities within the Thoroughbred 
Racing Association membership. ' 

Full public disclosure should be make of all information concerning ownder­
ship interest in tracks, concessions, and lending institutions. Convicted felons 
are considered to be undesirables at Sanita Anita and are barred from holding 
stoele in, lending money to, or controlling concessions at the track. 
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TESTIMONY OF: 
• John F. Lo ome , P.resident, Washington-Arlington Park 

MARCH 5, 1975 

Arlington Park began operation in 1927 and is one of the five 
major league racetracks in the U.S. It attracts the world's finest 
racehorses in competition for the largest purses offered in the Midwest. 
Washington Park opened in 1926 and for 36 years offered some of the 
country's most prestigious summer thoroughbred racing. It was the home 
of the American Derby. In 1962, it was converted into un all-weather 
track and pioneered winter harness racing in Chicago in Februaty 1963. 
Arlington and Washington Parks are now wholly owned subsidiaries of 
Madison Square Garden Corporation. 

Racing is an industry. It is not a gambling business that can be 
easily taxed whenever there is an additional demand for tax revenues.· 
The States maintain an economic, social, and administrative interest 
in racing, and should exercise some degree of control over it. But 
those appointed to implement that control often are unqualified and 
are replaced by a change in administration when they have gained e~peri­
ence. It is advisable to make uniform rules and regulations to control· 
the industry, and to establish more clearly the responsibility of its 
participants. Existing Federal and State criminal laws are satisfactory 
and sufficiently cover the areas of malfeasance that constitute a threat 
to the integrity of racing. It is in the enforcement of those laws 
that problems arise. Those in the industry are best equipped to main­
tain its integrity. Effective enforcement of disclosure rules and 
vigorous investigations by the industry, coupled with a lifetime ban 
from racing for failure to disclose all parties and interests, provide 
as much protect.ion as is reasonably possible. 

The practice of granting concession companies large interests in 
racetracks mayor may not be desirable. But whatever the und~sirable 
effects of concession influence on racetracks may be, they can only be 
resolved by providing a tax basis that affords a return on investments 
or provides an alternate means of obtaining necessary capital to operate 
tracks in the face of rising operational costs and increasing taxatiqn. 
The issuance of long-term racing dates with the ability to do some 
relevant financial planning could be a partial answer to the concession 
loan problem as well. 

The long-term effects of OTB are difficult to assess. If the track 
received its fair share from OTB and .it diverted illegal bets into legal 
channels, the net revenue effect might cover the loss of on-track handle 
and attendance. Using the expertise available in the industry by having 
the tracks operate OTB is an idea worthy of consideration. 
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APRIL 9, 1975 

APRIL 9-11, 1975 
BOSTON, MASSACHUSETTS 

• Thomas P. O'Neill (Massachusetts Lieutenant Governor)i57 

• Robert Q. Crane (Massachusetts St~te Treasurer) 159 

• Gerald E. McDowell (New England Organized Crime Strike Force)161 

• Arthur A. MontGuri (Bureau of Alcohol, Tobacco and Firearms) 164 

• James O. Newpher (Federal Bureau of Investigations) 166 
!iii James F. Scanlan~ Jr.. * 
• Dennis M. Condon* 

• Francis X. Bellotti (Massachusetts Attorney General)169 
• John Irwin* 
• John Larkin* 

APRIL 10, 1975 

-~= 

• Kenneth T. Lyons (International Brotherhood of Police Officel'i's) 172 ~ 
• William Norton* 
• Robert Hibbard* 
• Bobby Steward* 
• Patrick Leonard* 
• Carlos Gentasio* 
• J.erald Martin* 
• Thomas Lanzi* 

• Charles V. Barry (Massachusetts Secretary of Public Safety)174 

• John F. Kehoe, Jr. (Massachusetts State Police) 176 

• RobeLt .J. Digrazia (Boston Police Depar.tment) 178 
• Joseph Jordan* 
• John Doy1e* 
• Nicholas Foundas* 

*Accompanied phe witness. 
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APRIL 19, 1975 (Continued) 

• Charles Rogovin (l~-~orney) 181 

• Jack Kelly (WNAC TV, Boston) 184 

• John E. Fitzgerald, Jr. (Attorney) 187 

APRIL 11, 1975 

• Robert B. Ambler (Massachusetts General Court) 189 
• Ken Robbins* 

• Anonymous Witness 192 

• Bill Cusack (WBZ Radio, Boston) 195 
• Harry M. Durning. Jr.* 

• Walter Stone (Rhode Island State Police) 197 
• Edward D. Pare (on behalf of Walter Stone) 

• John J. Buckley (Middlesex County Sheriff) 198 

" *Accompanied the witness. 

156 

i 



TESTIMONY OF: 
• Thomas P. O'Neill, Lieutenant Governor, Commonwealth of 

Massachusetts 
APRIL 9, 1975 

Two arguments currently support the legalization of gambling. 
First, it would effectively assist law enforcement in reducing or­
ganized crime. Second, it would raise substantial revenue for the 
State. Like most States, Massachusetts faces a substantial deficit in 
tax revenues, perhaps as much as $400 million this fiscal year and $1 
billion within 18 months. In the midst of a major recession, taxpayers 
are hostile to any increase in taxes while the government is receptive 
to any new source of nontax derived r~venue. 

Thus far, the State's experience with legal gambling has been with 
parimutuel betting and lotteries. In 1973, the racing industry 
generated $35 million in revenue at a cost of $300,000 to the State. 
Last year the Massachusetts State lottery netted more than $38 million 
for the local governments. 

Whether the State enters the gambling business directly or simply 
licenses and regulates a free enterprise form of gambling, legal wager­
ing must be structured so that it can effectively compete with orga­
nized crime. Illegal betting will continue to offer conveniences 
(anonymity from the IRS and easy credit) with which legitimate gambling 
will find it difficult to compete. Legalized gambling may prove more 
successful at competing with itself than with illegal gambling; for 
example, New York's OTB seems to have depressed the regular racing 
industry more than bookmaking. 

OTB is still being seriously considered by the State. Perhaps by 
compensating track owners for any lost revenues~ an OTB system can be 
made to function fairly. The experiences of New York and Nevada with 
OTB can supply useful information from which to work. 

The most convincing argument for legalization would be the elimi­
nation of the current hypocrisy that prohibits some forms of gambling 
and encourages others. It is not clear that legalized gambling would 
eradi~ate police corruption, cripple organized crime, or relieve States 
of their deficits. More substantial information must be obtained before 
any changes in the State gambling policy are made. 

Topics covered during questioning by Commission members included 
the following: 
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1. Voter approval of gambling. Massachusetts' voters probably 
would favor legalized gambling and would not view it asl a fom of 
taxation. 

2. Tax increase. The current administration in Massachusetts 
opposes tax increases as a means of raising revenue. The State is 

.. attempting to cut down its expenditures rather tha.n find a new source 
of revenue. 

3. Lottery vs. illegal numbers. The Massachusetts lottery has 
succeeded in depriving the illegal numbers operation of some of its 
revenue. 
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TESTIMONY OF: 
• Robert Q. Grane', Massachusetts State Treasurer 

APRIL 9, 1975 

Legalized gambling, operated both pu~licly and privately, is a 
major industry which creates thousands of jobs and provides badly needed 
revenue to the State. Last year, legalized gambling provided more than 
$73 million for the State. Not only would the citizens be equally 
receptive to new forms of gambling, but new forms of gambling would 
contribute approximately $50 million in additional revenue. 

Last year the State was.provided with $33,669,546 in revenue from 
thoroughbred, harness, and dog racing. The State lottery contributed 
$38,199,166. In addition, the tax on bingo provided the State with 
$1,529,577, and the tax on raffles and bazaars yielded $264,744, for 
a total of $73,690,034. 

Projection of anticipated future revenue indicates that there 
will be a significant overall increase derived from these forms of gam­
bling. The lottery is a particularly promising source of additional 
funds. In 1976, the lottery will offer a number selection game in 
direct competition with the illegal numbers racket. When this game is 
fully implemented in 1977, it is expected to produce between $30 million 
and $40 million a yedr in new revenue. 

The legislature is currently studying other possible forms of 
legalized gambling. An accounting firm concluded that after 5 years of 
operation, OTB would produce about $250 million, yielding a gros~, 
revenue to the State of nearly $49 million. It was estimated that 
Massachusetts would realize new revenue of approximately ~8.5 milli.on 
after expenses. Sports pool betting, if implemented, would yield about 
$10 million a year for the State. Thus, the currently planned number 
selection game, off-track betting, and sports pool betting could add 
perhaps $58 million in new, needed revenue. 

Off-track betting and sports pool betting could be developed 
relatively quickly and at a relatively low cost. A single computer sys­
tem could handle all forms of betting discussed as well as all existing 
lottery games, thus achieving efficiency and economy unknown to any 
other wagering system in the world. In Massachusetts, approximate1? 
half of the revenue derived from legalized gambling is for the Statl~ 
government and half is distributed to the cities of the Gommonwealt~} 

To replace the amount of revenue currently derived from gambling, 
if operation were to cease, would require a 4.6 percent increase in 
receipts from sales tax plus a 2.8 percent increase in receipts from {"'~ 
the State income tax. Both of these taxes would bear most heavily on 
lower and middle income citizens. Reveriues from gambling, in contrast, 
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are voluntary and are Ilot regressive, as studies have shown that rela­
tively few poor people::~~amble. Clearly, gambling revenue is a signifi­
cant contr;i.butor in financing the State government and its absence 
would require significant increases in tax burdens. 

Topics covered during questioning by Commission. members included 
the following: 

1. New numbers game. Massachusetts will institute a new numbers 
game early in 1976. It will be played on a daily basis and will be 
able to offer better odds than the lottery because of the volume 0:: 
business it will generate. On a percentage baSiS, the State will re­
ceive less than it receives from the lottery, but on a total volume 
basis it will receive more. The daily numbers game also will be more 
c~mpetitive with the illegal numbers operation than the lottery is. 
In the future~ the State or the Federal Government, or anyone offering 
legal gambling, will be able to compete in almost every way with the 
illegal games--by offering credit and prompt payment to winners, for 
example. 

2. The average gambler. If the average person who gambles il­
legally knew where the proceeds were going, he would prefer to bet 
legally. The people need tope informed through newspapers, radio, and 
television of the importance of legal gambling proceeds to the State 
and, if they gamble legally, that they will be helping to combat 
organized crime. 

3. Gambling taxation. The 2-percent excise tax imposed on com­
mercial gambling operations should be eliminated, but Federal and State 
income tax on gambling winnings sbould be retained. 

4. Leisure dollars. The money that a person might use to take 
vacations, go skiing, or dine in a restaurant is the money being used by 
Massachusetts citizens to gamble. 

5. Dangers of legalized gambling. The greatest danger of wide­
spread legalized gambling is that it may make it too easy for people 
to gambling who are either too young or too poor, 
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TESTIMONY OF: 
• Gerald E. McDowell, Chief Attorney, Department of Justice, New 

England Organized Crime Strike Force 
APRIL 9, 1975 

Legislation passed by Congress directed at illegal gambling gives 
the Federal Strike Force its most powerful weapon in its prosecution of 
those involved in oJ:'ganized crime. 

Five organized crime families operate throughout New England and 
the most pervasive illegal activity is gambling~ The men who control 
gambling influence, control, and finance all other rackets in the 
region since gambling produces more revenue than any ot:f.1er form of 

(~ 
L 

A certain segment of society v;iews gambling as a hannI'i:ss pastime that 
injures no one and brings. amusement to the public. The public does not 
realize that the friendly sports bookie is a tool of the syndicate. Gamblin! 
is never a victimless crime when the.bettor lacks the money to pay his 
gambling debts. I 

The most successful approach to weakening organized crime is the 
intelligent enforcement of the Federal laws against gambling. Statutes 
such as 18 U.S.C. 1952, prohibiting the use of the facilities of inter­
state commerce to further illegal gambling operations, and 18 U.S.C. 
1955, prohibiting certain illegal gambling operations of a certain 
size,were intended by Congress to l?e used against the gambling 
operations of organized crime syndicates. 

The Strike Force's goal has been to prosecute, incarcerate, and Q 

tax the most powerful racketeers and their associates. The IRS works 
with the Strike Force in the enforcement of income tax laws against 
those who evade taxes on gambling profits. It is known that many 
gambling operations are run directly by major organized crime figures, 
pay tribute to the syndicate for being allowed to operate, and have 
corrupted locul law enforcement officials in order to stay in business. 
As long as the. mob controls gambling or a significant portion thereof, the 
best way to prosecute. the leadership of the mob is through the enforcement 
of the Federal gambling laws. The genius of organi~ed crime is the efficient 
businesslike method by which its activities are coordinated. 

The use of court-authorized electronic surveillance of bookmakers' 
telephone conversations resulted in many successful investigations. 
This technique is essential if. law enforcement is to prosecute effec­
tively the leaders of organized crime's gambling operations. A number 
of indictments were digmissed because the Governmentts evidence was 
obtained by electronic' ::v;irveillance that had not been properly author­
ized by the U.S. Attorne{y General pursuant to the Supreme Court's 
opinion in United States v. Giordano, 416 U.S. 505 (1974). Although 
the Strike i'orce' s prosecutive program has been slowed by the effects 
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of the Giordano decision, the current Federal gambling statutes still 
enable the Strike Force to investigate the syndicate leadership effec­
tively. The judiciary must recognize the impact of jail sentences for 
convicted gamblers as a m~ans of reducing organized crime's control of 
gambling. Sentencing of gambling offenders has been a highly individu­
alizedmatter: The average jail sentence in Massachusetts ranges from 
6 months, to 5 years, while in Connecticut the average term is 11. 3 
months., A contiuued practice of merely fining and suspending the 
sentences of convicted bookies is ineffective because a bookie con­
siders a fine a business cost rather than a deterrent. 

The le~alization of gambling would not ];lave any serious effect 
on illegal gambling actbrities because the State cannot effectively 
compete with the illegal operation; e.g., convenient phone service, 
extension of credit~ tax-free profits, and better odds. It is also a 
fallacy to beiieve that legalization would eliminate potential politi­
calor police corruption. Professional criminals and bookmakers will 
not 'reform merely because one aspect of the indust,ry is legalized. 
The legitimate es,t.:ablishment of banking and financing companies has not 
eliminated loan~~arking. Legalization might cause the crime rate to 
increase when g~~blers lose wagers and, faced with debts, are forced 
to rely on criminal sources to produce the funds. Honest and vigorous 
execution of present legislative policy against gambling is the most 
rational policy for our society. 

\J " 

Topics covered during questioning by Commission members included 
the following: 

1. War on organized crime. Law enforcement is winnL'5:g the war on 
or.ganized ~rime due to the efforts of, the Strike Force plus the efforts 
of State and local and other ,Federal agencies. The goal of these 
efforts is to incarcerate as many organized CLime figures as possible 
and kf";!l;'l ,them in prison as long as possible. This substantially 
weakefiJ their organizations. 

2. Control of gambling by organized crime. Large and profitable 
'~llegal gambling operations in New England are controlled either' di~ 

rectly or indirectly by organized crime. 

3. ~E:t;'im:tnation of illegal gambling. Elimination of illegal gamb-
'" ling"wou.1;dlbe an unrealistic goal for the Federal Government to adopt. 

Enforcem:~n.t of antigambling statutes is primarily the responsibility 
of local polic6 and the, State police; the Federal Govern~ent has only 
a secondary role. 

4. Other activities of orgar.ized crime. If gambling were legal­
ized and were able, to compete effectively with the illegal games, it 
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might drive some organized criminal groups from the gambling business. 
However, the criminal organization would still· exist and would go into 
some other business. New England organized crime groups are not sig­
nificantly involved in the narcotics business at present, but they 
might move into this area if deprived of their illegalgamhling 
revenues. 

5. Amending 18 U.S.C. 1955 (pertaining to intrasta't(e gambling 
operations). This statute should not be amended to apply.only to or­
ganized crime groups engaged in large gambling ope~ations. It ~ould 
be impossible to prove in court that certain individuals were members 
of organized crime groups unless a member of the group testified to 
this effect. l'he Strike Force in New England is not. interested in 
prosecuting small-sc~le ("Mom and Pop") gambling operations, but only 
large operations run by organized crime. 

6. Percentage of Strike Force gambling cases. The New England 
Strike Force devotes approximately 33 percent to 45 ~c.ent of its 
effort to gambling-related cases. 

7. Dangers of legalized gambling. Legalized gambling has the 
potential of introducing the citizenry to the ways of degenerate gam­
bling. 

8. Wiretapping. Wiretapping is an essential tool in gambling 
investigations. State and lot;~l law enforcement agencies that lack 
wiretapping authority cannot 'conduct truly effective gambling 
investi~ations. 

9. High- and low-echelon gamblers. When high-ranking'1nembers of 
a gambling organization are incarcerated, street-level operators become 
much mot"e vulnerable to local police action. Lacking the protection 
provided by the organization, they easily flounder. 

10. Official corruption. The tactic used by the Justice 
Department to combat official corruption is to prosecute illegal gam­
bling figures and hope they will get such heavy sentences that they will 
testify against corrupt police and politicians in order tnget a 
reduced sentence or favorable treatment from the parole board. 

o 
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TESTIMONY OF~ 
• Arthur A. Montouri;Special Agent in Charge, Boston District 

Office, Bureau of Alcohol, Tobacco and Firearms 
APRIL 9, 1975 

The Bureau of Alcohol, Tobacco and Firearms is responsible for 
civil and criminal enforcement of Chapter 35 of the Internal Revenue 
Code, together with the new amendments cOnffilonly referred to as the 
"Wagering TaJ( Law." The bureau has been gathering intelligence in the 
wagering ffrld and conducting schools throughout the country to pre­
pare agents in the administration and enforcement of this law. 

The amendment to the wagering tax laws, known as P~blic Law 
93-499, became effective in December 1974. It contains'two provisions: 

"The first requires commercial gamblers to obtain annually a special 
wagering tax stamp costing $500 (under the old legiSlation, the stamp 
cost $50) and to pay a wagering excise tax of 2 percent (the previous' 
excise tax was 10 percent). The second provision prohibits the Federal 
Government from releasing any information revealing the names of those 
who pay the tax unless it is to be used in the administration or en­
forcement of Internall'Revenue Service statutes. This provision was 
influenced by two Supreme Court decisions (Marchetti v. U.S., 1968; 
Grosso v. U.S., 1968) which held that allowing outside inspection of 
gambling tax records violated the 5th amendment protection against 
self-incrimination. 

As of December 1, 1974, all commercial gamblers were to be in com­
pliance with this amended law. Penalties range from civil sanctions 
for nonwillful violatioi'ls to felony convictions for those who will­
fully attempt to evade or defraud the United States of the tax. 
Failure to register as a commercial gambler, to file a wagering tax 
return, or tO,pay the tax, in addition to making false statements 
concerning the tax will result in fineS from $50 to $10,000 and/or 
imprisonment from 1 to 5 years. 

Wagering activities exempted by the law are: 

1. Casino betting where winners are paid on the spot. 

2. Parimutuel betting licensed under State law. 

3. Coin-operated devices where an occupational tax is imposed 
by the Internal Revenue Code. 

4. Certain State-conducted lotteries. 
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6. Nonprofit wagering; e.g., church-sponsored bingo. 

It has been estimated that the new law could produce $7 million 
in tax revenues through the remainder of fiscal year 1975,$20 million 
in fiscal year 1976, and $100 million or more annually by 1980. 

The $50 tax stamps remain valid through June 30, 1975, after 
which the $500 stamp is required. Commercial gamblers will not be 
penalized for not having previously complied with the 1951 wagering tax 
requirement, but they must ttow comp-l~with the new law. An applicant 
will pay a prorated fee covering just the period from the date he com­
plies with the law through June 30, 1975. 

Although it is difficult fOF the bureau to determine the effec­
tiveness of Federal enforcement in the gambling field, it believes 
that this new law gives the Goverlunent a powerful weapon to combat 
organized crime. 
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TESTIMONY OF: 
• James O. Newpher, Special Agent in Charge, Federal Bureau of 

Investiga.tion, Boston Office 
• James F. Scanlan, Jr., Special Agent, Federal Bureau of 

Investigation, Boston Office· 
• Dennis M. Condon, Special Agent, Federal Bureau of Investigation, 

Boston Office 
APRIL 9, 1975 

All gambling is not evil per se. Gambling is as old as history 
itself and very much a ~art of our society. The FBI opposed illegal 
gambling because it is under the control of organized crime. Nationally 
and locally, gambling is the major source of income for organized crime. 

Two groups in the Boston area fall within the definition of orga.­
nized crime. One is described in the Congressional Record as "the 
syndicate," lithe organization,l1 or "the office. 1I The other is a major 
independent group. Each group tolerates the existence of the other and 
~espects the other's jurisdictional and territorial claims. Their 
\:l~lationship can be described as an uneasy peace. The first group, the 
organization, is part OD a national syndicate. The independent group 
appears to be gaining str~~gth, and some people believe it may now be 
as strong as the organiz:~~'ion. 

The primary forms of illegal gambling in the Boston area are num­
bers and sports and horse betting, with sports betting accounting for 
the lC/\lJwst dollar volume. Illegal gambling is widespread,. well 
entrencHed, and exists in every area. Bookmakers in the Boston area 
deal with bookmakers allover the country. Because these gambling 
operations cross city and State lines, and are national in scope, 
Federal ~?istance in combating them is essential. 

. (. 

Electronic surveillance by the FBI Boston office involved 11 
separate gambling operations fl;;om 1970 through January 1975. The tele-· 
phones that were monitored accClul'l:ted for a gross volume of $100 million 
per year. But this represents only about 5 percent of the total esti­
mated volume of bookmaking in Hassachusetts. ( The estimated annual 
profit to all. illegal gambling ogera.tions in the area is $166 million. 

The FBI is using provisions> containe.d, in: the Organized Crime 
Control Act of 1970 to reach the' gpt)up~ that· contrQls gambling o~exa,tions, 
rather than the street level operators~ The. method used to reach·t'he 
higher-echelon figures is to develop ev.idence on a working office,. 
then use that evidence as probable cau~.to obtain a new affidavit 
seeking 'tofiretap autrhority at the next hi'gUer- level in the operation', 
and so on. up !the line. 
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Organized crime protects its gambling monopolies by threats, beat­
ings, and killings.. . An independen,t bookmaker cannot; maintain his 
independence unless his business is too small to interest the orga~\~ 
zation.This is also true o~ ind,ependent loansharks. 'The organizition 
has many ways to.gain controi·at: independents. In 1973, fC!r example, 
there was a war between the organization and a group that attempted to 
branch off on its own. A number of gangland killings occurred during 
the conflict, but local and Federal law enforcement agencies were unable "", 
to obtain enough evidence to make any arrests. 

Illegal gambling .results in the corruption of police and politi­
cians, but there appears to be less corruption today than :in the past. 
This may be attributed in part to the FederalGovernment'sintensi­
fied gambling investigations under the Organized Crime Control Act of 
1970. The mere existence of this legislation serves as a deterrent 
because police and other officiala are aware of the Federal Government's " 
determination to prosecute corruption, and the bookmaker realizes that 
paying police protection is no guarantee of immunity from raids, arrests, 
a.nd convictions. 

Beyond the problem of corruption, there is considerable apathy on 
the part of some police, who do not believe that people who'~ish to 
gamble should be prevented from doing so. In addition, pol:iice become 
frustrated when long, difficult gambling investigations.resu~t in a 
fine to the bookmaker of $25 or $50. Long sentene:es £s:erve .asa deterrent 
to illegal gambling; minimal fines do not. 

It is not possible to eliminate all forms of _~{ll~galgam'i;';Ling. 
Antigambling laws do not stop people from gambling. A"molJe realistic 
goal would be to improve the control of illegal gambling,which involves 
giving gambling operators long jail sentences, long probations, and 
heavy fines. If this were done, organized crime would~hegin to question 
whether the profitability of gambling outweighed the increased risks .. 

Legalized gambJ.ing i~t not a deterrent to illegal gambling because 
it cannot offer the 'same conveniences that the illegal operators pro­
vide. Legal gambling may actually create new customers for the illegal 
games by encouraging people to gamble who have never done so before. 

'\ 
Topics covered during questioning by.Cofumission members included 

the following: 

1.· Combating organized~crime. JThe best strategy for combating 
organized crime is the one the mBI :as ,.:currently pursuing--that is, 
prosecuting as many of .the lea.clers .~£s IPOssib.le. . 
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2. Televising 'sports events. "Televising of sports events sub­
stantially increases the volume of betting on the:televised events. 

3:. Avat~ability df ga.,"nbling. Because of the public's desire to 
gamble, if illegal gambling becomes less accessible, the public would 
turn to the available legal games as a substitute. 
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TESTIMONY OF: 
• Francis X. Bellotti, Attorney General, Commonwealth of 

Massachusetts* 
• John Irwin~ Chief, Criminal Bureau, Office of Attorney General 
• John Larkin, Chief, Organi'zed Crime Division, Office of Attorney 

General 
APRIL 9, 1975 

In 1967, an organized crime .section, staffed with members of the 
Massachusetts State Police, accountants, and career investigators, was 
established within the office of the Sta.te attorney general. . Intelli­
gence reports within that section indicate that there are twoorgani2ed 
crime structur'es currently operating in Massachusetts and that the 
relatively new major independent group seems to be gaining control of 
the gambling operations.** 

Although there have been. thousands of arrests in~"Massachusetts for 
gambling offenses, very few of those convicted ever serve time in jail, 

'and usually only a small fine is.imposed. This sentencing practice 
merely tends to frustrate the police and create a general apathy among 
the public. The courts should recognize that illegal. gambling offenders 
are contributors to organized crime and should sentence them accordingly. 

If the goal of legalized gambling is to raise revenue for the 
State, then it can be said that legalized gambling' in Massa~husetts is 
successful. But there is little evidence to support the p'rQPosition 
that additional legalization of gambling would have a serious impact on 
organized crime. 

Although police and political corrupt;i.on ar.e certainly enhanced by 
the availability of payoff money from bookmakers,. the removal of J:hose 
illicit revenues would probably only s~nd the dishC?~est offi~~,r in 
search of a~other source, such as illegal liquor sales. 

When government regulates any forty/of :Leg~:L gambling, there is B; 
high risk of political corruption; the more regulation, the greater the 
potential for corruption •. Legalization of gambling cannot be, a substi­
tute for effective law enforcement •. 

*By statute, the attorney general of Massachusetts is the chief law 
enforcement officer of 1;he State"and although this provides him wit;:h 
complete prosecutive-authority ave!!' all criminal offenses, for the most 
part the actual responsibility lie's with the district attorneys and 
local authorities. . . 

**See testimony of Ja~~s Newpher (fBI) f?r additional informatio~ a~out 
the two groups or organized crime in Massachusetts. 

169 



The following factors should be kept in mind when considering the 
1eg~lization or various forms of gambling: 

1. Lotteries. Although the $,3]): million in revenue produced by 
the lottery in 1974 appeared to 'he a significant amount, it was less 
than 1 percent tif the State's tots-Ii budget. At this time, there has 
been no evidence to ind:[cate that the Massachusetts lottery has had any 
effect Upon the j}':lega1 numbers game., 

2. Off-track betting. A bill introducing off-track betting would 
be supported by the attorney' general's office because it would simply 
involve an extension of on-track betting, which has the support of the 
people of Massachusetts and which has been very successful in raising 
revenue. 

3. Sports betting. Sports betting should not be. legalized for 
many reasonS; among them is the widespread belief amon~\ athletes, 
owners, and coaches that sports would be adversely aff~cted. 

Topics covered during qu.estioning by Commission members included 
the following: 

1. New numbers gsune:.. The new numbers game that Massachusetts is 
instituting will prQHa:1:il~: have no significant impact on the illegal 
numbers game. One:neason is that it will not offer credit, as the 
±Uegal games does". 

2. Mandatory jail sentences. Massachusetts has a law that pro­
vides that any defendant charged with a specific gambling violation who 
has been convicted of the same crime within the past 5 years must 
serve a jail term of not less than 3 months or more than 1 year. The 

d usefulness of this statute is diininished by the limitations that h,8.;ve 
been~itten into it. The statute could be improved by removing the 
time limit on the prior conviction. 

3. Length of judicial proc·esB. The time between arrest and 
trial is about 2 years, in the average gambling case. 

4. Sentencing. Jgdges who 'are informed about the organized crime 
connections of a convict.ed gambliilJg operator generally impose stiffer 
sentences. 

5. Control of legalized gambliilg. If gambling is to be legalized 
,at all, it should be controlled by the;~government. 

6. Combating organized crime. A sustained, intensive, coordi­
nated effort is. needed to eliminate organized crime. It is also 
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necessary to have an informed public. People must understand that the 
bookie is the foundation of organized crime's gambling empire. 
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TESTIMONY OF.: 
• Kenneth T. Lyons, N~tional President, International Brotherhood of 

Police Officers (IBPO) 
• William Norton, Executive Director, IBPO 
• Robert Hibbard, President, Springfield IBPO Local 
• Bobby Steward, Wilmington Police Department 
• Patiick Leonard, Wilmington Police Department 
o Carlos Gentasio, President, Worcester IBPO Local 
• Jerald Marti~, Council Chairman, 'IBPO; and President, Hartford 

IBPO Loc'al 
• Thomas Lanzi, Council Member, IBPO; and President, Cranston IBPO 

Local 
APRIL 10, 1975 

The International Brotherhood of Police Officers has 40,000 mem­
';;" bers; it is the largest union of law enforcement personnel in the 

country. 

Crimes are defined by politicians through legislation; emphasis in 
enforcement is deter.mined primarily by prosecutors and, to a large 
degree, by the sentencing practices of judges. The problem with regard 
to gambling is twofold: first, laws that outlaw gambling do not stop 
gambling but rather force it underground; and second, the emphasis on 
enforcement of such laws drastically misdirects the attention and re­
sources of law enforcement agencies from other types of criminal 
activity that cause greater harm to society and to individual citizens. 

The IBP~believes that legalization and State control of gambling 
activities such as off-track betting would significantly reduc.e the 
huge amounts of money flowing into the coffers of organized crime from 
i~~oo1~kmaking operations. Other benefits of off-track betting include 

" . ,fidditid\tal revenue for the States both through the operation of the 

/

/ systemr: /'nd taxation of winnings. At a time when demands for services 
~ are thJeatening to bankrupt the cities, the financial benefits to be 
~ derived from legalized gambling would represent an untapped and sizable 

source llof income. State legislatures cannot succeed in abolishing 
illega1/ gambling through statutory enactments. The only logical way 
to dep#ive organized crime of the fruits·of gambling is to legalize 
and C!0ftrol it. 

1/ 

'Recently released FBI statistics show alarming increases in all 
cat~gories of personal and property crimes. All available law enforce­

/, mer.lt resources should be focused on these crimes •. . C;f . . 
~ 

Topics covered during questioning by Conunission members included 
the following: 
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1. Majority view on gambling. The majority of police officers in 
the country favor legalization of gambling. 

2. Control of illegal gambling. Because organized crime controls 
illegal gambling, it is unrealistic to believe that the patrol officer 
on the street can do anything about it. A patrol officer who attempts 
to enforce gambling laws will be' transferred to a less favorable assign­
ment the next day. 

3. Betting convenience.. In off-track betting, bettors seek con­
venience. They will place tneir bets with either the legal or the 
illegal bookmaker depending on which is the most convenient. 

4. Illegal betting in Boston" It is not difficult. to place an 
illegal wager in Boston" altho~gh illegal gambling is not as prevalent 
there as it once was. 
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TESTIMONY OF: 
• .charles V. Barry, Secretary of Public Safety, Commdnwea1th of 

Massachuset'ts 
APRIL ;LO, 1975 

., T!p=.re<sJJ.ou1d be prohibition of some forms of gambling coup1~d with 
1ega1i~ationO'f others. Some forms of gambling such as the lottery, 
bingo, and O'rB can be conducted efficiently, honestly, and successfully 
for the entertainment of ,the public. Lotteries have earned the respect 
and support of the public. The government has had total success in 
lega1izi~g and controlling the game of beano (bingo). Perhaps the 
methods (~Ild systems used by the government in the legalization of 
beano could be applied ,to other forms of gambling. The New York ex­
perience with OTB has b~en successful, and Massachusetts is considering 
an off-track betting operation. It would be difficult to develop a 
proper system of controls for sports betting to insure the integrity 

.\ 
of the game. 

,~ It is difficult to ascertain whether legalization induces people 
to gamble who would not have gambled previously. However, many of 
those who do gamble legally would have done so illegally had a legal 
game not been available. Legalization of new forms of gambling; will 
require much study, experimentation, and public approval. The experi­
ence with legalized gambling provides a basis from which new forms of 
legalized gambling can be devised. 

Topics covered during questioning by Commission members included 
the following: 

1. Beano. The introduction of legal beano has eliminated the 
illegal games similar to beano that were controlled by organized crime. 

2. Legalized sports betting. There is not enough information 
available yet to determine whether a proper system of control could be 
deve.loped for legalized sports bett'ing. 

3. Massachusetts lottery. The Jottery appears to have drawn some 
customers away from illegal gambling, but it is not possible at this 
time to estimate how many. In addition, people are buying lottery 
tickets who have never gambled before. This is not a cause for concern 
because for many people, gambling is a form of entertainment. 

" . 4. Illegal gambling in Massachusetts. In the past 10 yea'rs, 
illegal gambling on horses and numbers has decreased due to increased 
law enforcement efforts and increased cooper,ation among local, State, 
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and Federal law enforcement authorities. Contrary to the claims of 
some of the other witnesses before the Gambling Commission p it is not 
PO easy to place an illegal numbers or horse bet. Howeve~, betting 
on sports events has increased in the past 3 or 4 years due to the 
introduction of pool cards into schools and colleges and many other 
places. High school students sell pool cards to other, students for 
$1. The betting is primarily on professional football games. 
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'TESTIMONY OF: 
• John F. Kehoe, Jr., Commissioner, Massachusetts State Police 

APRIL 10, 1975 

r: ", There are approximately 14 men within the Massachusetts State 
Police Department assigned to a uSpecial Service Unit," who are pri­
marily responsible for conducting investigations regarding illegal 
gambling. During the past 5 years there have been more than 1,,200 
gaming arrests by the Massachusetts State police in cooperation with 
the Federal Bureau of Investigation and local enforcement authorities. 
Court-authorized wiretaps were utilized during that period in six 
gambling investigations; all the cases that resulted in arrests were 
successfully prosecuted. 

Although lack of manpower and funds inhibit proper enforcement, 
the Massachusetts antigambling, statutes provide adequate tools to 
suppress and control illegal gambling. 

Organized crime controls the illegal gambling operations in 
Massachusetts. The legal games (bingo, lottery, etc.) do not sen;;:: as 
competition. for the illegal operations. 

Illegal gambling is divided into three groups in the Commonwealth: 
numbers, sports betting, and horse- and dogracing. Sources indicate 
that the numbers volume alone is between $3 million and $4 million a 
week in eastern Massachusetts, and the dollar volume of sports book­
making is considerably higher. 

An off-track betting' system based on the successful New York 
experience would be acceptable. However, legal OTB probably would not 
significantly reduce the amount of money currently amassed by organized 
crime. 

The integrity of a sport could not be properly insured in legal­
ized sports betting because it would be difficult to prevent the 
involvement of organized crime or to guarantee the maintenance of 
strict controls. 

A mandatory I-year jail sentence for illegal gambling offenses, 
rather than legalization, is the other way to reduce effectively the 
control that organized crime presently has over gambling. 

The previous witness, Charles V. Barry (Massachusetts Secretary 
of Public Safety) parti.cipated with Mr. Kehoe during questioning by 
Commission members. Topics covered included the following: 
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1. Betting by bookmakers. Many bookmakers are gambl,l=rs ,them~ 
se1ves 9 and are always looking for the betting edge. They may attempt 
to bribe p1?-yers who. a:r;e in a positiontp affect .the outcome of a' 
game. This is the .case mainly with respect; to high school and college 
sports. 

2. Street bookmakers. A few str.eet bookmakers, those who take 
bets as a sideline, make approximately $150 to $300 a week from numbers 
bets. Most make 1ess~ however. In many cases, there are different 
bookmakers for numbers, OTB..and sports betting. 

3. Corruption of police officers and prosecutors. There have been 
no arrests of police officers or prosecutors for gambling-related cor­
ruption. There is no evidence that such corruption"exists to any sig­
nificant degree. 

4. Combating organized crime. With additional manpower; mandatory 
sentences .. 'and quick trials., illegal·gamb1ing could be significantly 
reduced within the next 10 years. 
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TESTIMONY OF: 
.. Robert J. Digrazia, Commissioner, Boston Police Department 
• Joseph Jordan, Superintendent in Chief, Boston Police Department 
• John Doy~~,e,Deputy Superintendent, Boston Police Department 
.. Nicholas'Foundas! Legal Advisor, Boston Police Department 

APRIL 10, 1975 

The Massachusetts gambling statut,es are inconsistent in that they 
strictly prohibit all forms of gambling yet allow certain civic and 
church groups to engage in gambling activities. Although the State 
uses the revenue from the Hassachusetts Lottery for rlgood purposes," 
the general public is disillusioned,with the eXisting laws permitting 
diversity of enforcement of, gambling statutes. 

At present the police department has a vice squad consisting of 
20 detectives who work in close coordination with the Massachusetts 
State police ;:tnd Federal agencies. This 'unit spends 50 percent of its 
time on gambling enforcement. Although arrests have increased, only 
two people within the past 5 years have been jailed for illegal gambling. 

It has been estimated that 20 percent of the adult population in 
Boston places bets. In the city of Boston alone, more than $100 million 
is spent annually: 60 percent on sports, horses, and dogs; and the re­
maining 35 percent to 40 percent on illegal m.nnbers. 

It is accepted as true that illegal gambling is controlled by 
organized crime and is the provider of funds for usurious loans. Intel­
ligence reports indicate that there are five structured organized crime 
groups operating in the metropolitan area of Boston and there could be 
up to 50 major bookmaking operations currently active. According to 
arrest records, there has not been any noticeable decrease in illegal 
gambling since the Massachusetts Lottery began. 

'vith all the expenditure of law enforcement resources--time, people, 
and money--there is little indication that the present system of combat­
ing illegal gambling is serving the needs o·f the connnunity. Enforcement 
effectiveness is at a relatively low level. The broad objective is to 
keep the situation under control rather than eliminate illegal gambling 
altogether. 

There are a number of ways in which efforts of the criminal 
justice system to combat illegal gambling could be improved. 'The laws 
could be strengthened. Stiff minimum fines could be provided for con­
victed gamblers or mandatory jail sentences could be imposed. The 
police department could increase its enforcement effort by adding man­
power. The increased arrests resulting from this campaign would require 
the district attorney's office to hire more prosecutors, and jail 
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facilities would have to be expanded. But none of this would be effect­
ive in the long run. Increasing levels of enforcement do not deter 
people from engaging in activities that they do not believe are wrong. 

Legalization is a sensible alternative to vigorous enforcement be .... 
cause of the funds and manpower required for the latter. It is time to 
stop the hypocrisy, corruption, and wasted police and court time. Gam­
bling laws breed corruption as evidenced by the fact that every major 
scandal within the department over the past 35 years has been related 
t.o gambling. 

If gambling were legalized, it must be determined how it should be 
executed. Legalized gambling can be successful in cbmpeting with 
organized crime only if it is administered 'by the State rather than by 
licensing a bookmaker, who would be difficult to regulate. 

Topics covered during questioning by Ccm~ission members included 
the following: 

1. Public reaction to illegal gambling. The gener;:il public is 
not generally alarmed over the problem of illegal gambling. From time 
to time there is a gambling-related scandal in which illegal bookmaking 
operations are uncovered and given a great deal of publicity in the 
media. But in a short time, there is business as usual, and the bookies 
in question are back on the street~ In one 2-year period,there were 
approximately 504 gambling arrests but not a single defendant went to 
prison. The police often are wrongly blamed for the continued existence 
of illegal gambling. 

2. Legalized gambling. If legalized gambling can reduce the 
profits to organized crime, it is an experiment worth trying. The goal 
of fighting crime through legalized gambling is more important than the 
goal of raising revenue for the" State. 

3. Gambling arrests. ~1hen gambling arrests result only in the 
payment of fines, this amounts to a situation in which the courts 
assume the role of a collection agency for gambling license fees. 

4. Legalized sports betting. Legal sports betting might increase 
the volume of betting on sports events, but probably not to a signifi­
cant. degree. If the integrity of sports has not been affec.ted by illegal 
sports "gambling, it should not be affected by legal gambling. 

5. Complicity of the" bettor. Massachusetts law does not pro­
hibit the placing of bets~ If betting illegally were made a felony, 
fewer people would take the risk. This might be a good strategy to use 
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,in conjunction with legalized betting--that is, to criminalize the 
placing of an illegal wager. 

-, 
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TESTIMONY OF: 
• Charles Rogovin, Attorney 

APRIL 10, 1975 

There are a number of issues that the Commission should consider 
in its deliberations, including the following: 

1. Xo date, there is no accurate information as to the total 
dollar volume of illegal gambling in the United States. The Commission 
should make an effort to develop this information. 

2. Has the total law enforcement effort directed against illegal 
gambling had any productive effects? 

3. If such effects cannot be established, should law enforcement 
resources be used for other purposes? 

4. Apart from the question of whether illegal gambling has been 
reduced as a consequence of law.enforcement efforts, are there~other 
reasons for retaining the statutory prohibitions against ,gambling? 

5. Consideration. should ,be given ,to ,the .problems.' that confront. 
police. On one side is their legislative mandate to enforce antigam­
bling statutes and on the other is the public's demand to do what the 
criminal law:condemns. Historically; lJ!.uch of the cO:rruption in law 
enforcement and the c1;iulinal justice system has been related ,to the 
presence of illegal gambling activities. 

6. TheCommiss.ion should determine whether the two· stated ;goals 
of gambling legalization -can be achiev~d simultaneously--thatis,.; 
denying organized crime its major source of revenue, a,nd raising revenue, 
for the States. These two objectives may be incompatible. 

7. Giveil theiJnaginat:i,on, ingenuity ,. and creativity of organized, 
crime, is it preferable t<;>have govern,ment':'qperated l~gal gambling 
rather than a system of li,censed 'private operators? 

8. If gambling is J,egalized', serious consideration should ,be given 
to the problem: of. elirninatJng unaut;horized competit~on. ,As ,.l<;>ng as a 
bettor can have . .tax-free winniI}gs on illegal bets, illegal gambling 
will have theadva:ntageover its legal competitor. 

, f ••. ': 

9. If gambling becomes a government-operated enterprise, .it. must 
meet the range of citizen ~:lemands that currently, exist. "This ;.llea~s 
that the governmli}nt ·mQ.stof£el:' wCj:gering o.n any sPQrting~v,ent onwl,lich 
definite odds are .available.. The goverl1ment prob.ably coqld ;offer .eqJJal 
or better odds than theil1e:ga1 .. bookaker,s because it.. :would not hav,e 
the expense of paying corruption money. 
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Topics covered during questioning by Commission members included 
the following: 

1. Effectiveness of antigambling efforts. No level of law en­
forcement--local, State or Federal--has demonstrated any real effec­
tiveness in combating illegal gambling. 

\', 

2. Legalization policy. If the National Gambling Commission 
determines that legalization of gambling is the best means for combating 
organized crime, it should recommend that the legal games he totally 
competitive with the illegal ones. This means off~ring credit and tax­
free winnings, and all of the other conveniences offered by the illegal 
bookmaker. It also means sacrificing the goal of generating any sig­
nificant revenue for the government. 

3. Government role. It is not improper for the government to 
deliver services that its citizens demand. 

4. Dual structure. If gambling is legalized, the laws against 
illegal gambling should still apply. This might encourage criminal 
jllsti:ce agenciest-o change their attitude toward gambling offenses. 
Ifa legal system -exists to deal with the demand for gambling~then 
the operator -of the illegal game becomes an UOlltlaw" whose actions are 
contrary to _the public good. 

5. Combating organized crime. If legal gambling succeeds in 
depriving organized crime of its gambling revenue,urganizedcrime 
W'ould still exist: because it has aspects that operate without the 
benefit -of :gambling revenue. Howev-er" law ,enforcement has a variety 
of sophisticated .crime-fighting "bools available to it, such as elec­
tronic surveillance., and i:t :should succeed in the long run in signifi­
cantly reducing -the influenG.eoforganized :crime. 

6. 'Sportsbet1:ing versus hor.serace betting. Someopponentsof 
legalized sports betting' believe that an important distinction must be 
made bet·ween betting ion animals and betting on humans. Wi,th regar.d to 
legalized gambling" this distinct-ion is meaningless. 

1. Sp:orts bettin.:g. Legal gambling will -no'.t alt·er -the bas],c 
nature of professicina1.athleticcompetftion" in whi.:ch athletes ;play 
for money <lild nqt for ;the love of the game • Legal gambling would not harm 
amateur athletics ei.ther.,. sinc2 ;there already exis:ts atremend-ous 
v-olume ;of betting on nonprof:essional athletic events. 

S.National policy ion gambl.ing. .iOn the Federal level, the 
National :Gambling Commi'ssi'On should r.e.commend that the 'Congressenact 
a law :exempting winnings in legal gambling from "Fed:eral.:income tax~ 
1()n .the Stat·e lev_el~ 'E!ac-h State should de:ciae whet:her -arnot it -wishes 
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to legalize gambling. The Commission should recommend uniform legis­
lation for States wishing to legalize gambling. 

9. Civil remedies. Consideration should be given to the estab­
lishment of civil injunctive remedies that would be applied to those 
who are convicted of gambling violations. A judge could enjoin a con­
victed defendant in a gambling case from continuing in the gambling 
business. If the defendant resumed his gambling activity, the judge 
could find him in contempt of the injunctive order and punish him 
accordingly. 

10. Delay of sports broadcasting. If the networks delayed the 
broadcasting of sports events for 30 minutes, i~ would not detei the 
gambling activity on these events. Delays in the broadcasting of 
horseraces has not hindered illegal gambling either. 
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TESTIMONY OF: 
• Jack Kelly, WNAC TV, Boston, Massachusetts 

APRIL 10, 1975 

(The testimony of Jack Kelly is based on his discussions with 
bookmakers, ~police officers, and prosecutors on the subject of 
gambling.) 

Millions of dollars are wasted each year in futile attempts to 
eliminate illegal gambling. There are two reasons for the ineffective­
ness of law enforcement of antigambling statutes: First, the public 
enjoys gambling and will continue t) engage in it regardless of 
illegality. Second, although the police force does arrest bookmakers, 
this does little. to reduce the . actual number of boolonakers on the 
street since new people quickly fill their positions. 

No law enforcement agencies have been respoasible for any effec­
tive reduction in illegal gambling. In a large I~ambling raid in 
Massachusetts led by the Organized Crime Strike Pnrce of the u.S. 
Department olf Justice, 94 indictments were returned. Although a 
tremendous amount of preparation went into those raids, the actual 
fUnction of gambling was disrupted for only one day. 

The Justice Department, along with most other law enforcement 
agencies, maintains that prosecutions for illegal gambling are the only 
way to remove organized crime from our society. Thus far, the down­
swing of the economy has been the most effective deterrent to illegal 
gambling. Legalization of gambling is a better approach to reduce 
illegal gambling activities. It would be effective because it is 
assumed that a bookmaker woull~ readily give up his criminal activities 
if he could make as much money by gambling legally. The National 
Gambling Commission should grant immunity from prosecution to an 
illegal bookmaker in return for firsthand information on the workings 
of illegal gambling. 

The ineffectiveness of law enforcement can be attributed to many 
factors. Aside from police corruption, police patrolmen give priority 
to crimes other than gambling that they feel require more immediate 
attention. In addition, the police are aware that arresting a book­
maker may have dangerous consequences because someone higher up in 
the police hierarchy may be getting paid to keep him on the street. 

The establishment of legalized gambling should be executed through 
the following tactics: Regulation can occur on two alternative levels-­
State or Federal. All revenue produced above cost should be allocated 
in an intensified law enforcement drive against illegal gambling. 
Boolonakers who acquire licenses should continue their profession in 
the legalized game. Licenses would be distributed on a basis of 
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statutory ,regulat.ions. that would give law enforcement more ,control. 
over organizedcrime~'inmuch the same way ,that the distribution of 
liquor licenses gives authoriti,es control' O"ller who runs liquor oper~ 
ations. This licensed bookie method would not only be effective in 
producing substantial revenue but also would eliminate illegal gam­
bling competition. The bookmaker, rather than the government, would 
incur the taxes and would have the responsibility for granting credit. 
AlthQugh heavy taxes might initially cut into profits, the projected 
increase in business would serve as a compensation. 

Topics covered during questioning by Commission members included 
the following: 

1. Harassment of boo~nakers. Bookmakers are constantly harassed 
by law enforcement. They are photographed, followed, and wiret.apped. 
But this harassment by law enforcement has little or no effect on the 
ability of the bookmakers to conduct their business. 

2. Decline of bookmaking on horseraces. Bookmaking on horse­
races has decreased because the public is less interested in this 
type of betting and more interested in sports betting. 

3. Licensing bookies. If bookmaking were legalized, some of the 
current illegal bookies would seek licenses. As long as there were 
some form of tax on legal bookmaking operations, there would be minor 
competition from illegal operations, but it would not be a major 
problem. 

4. State-operated sports betting. If the State attempted to 
legalize and operate any form of sports betting other than pool cards, 
it would go out of business very quickly. 

5. Organized crime. If gambling were legalized on a licensing . 
basis, many members of organized crime would undoubtedly acquire gam'" 
bling licenses. But they would operate legitimately and after a while 
gambling would no longer be associated with crime. The same thing 
occurred after the repeal of Prohibition, when many bootleggers acquired 
legitim~te liquor businesses. 

6. Loansharking. Generally, gamblings who are indebted to book­
makers are given the opportunity to pay back the money gradually, or 
to deduct subsequent winnings from their debts, and thus they do not 
need to borrow money from loansharks. People who wish to open a new 
business sometimes borrow money from loansharks when the banks have 
refused to lend them the money_ 
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7. Educating the public. The time is not right. for educating 
the public about the evils of organized crime because the public is 
more interested in learning about the wrongdoing of its government. 
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TESTIMONY OF: 

\\ 
\\ 

• John E. Fitzgerald, Jr., Attorney 
APRIL 10, 1975 . 

(Many organized crime figures were indilcted as the result c,r: the 
testimony of one of Fitzgerald's clients. Mt:. Fitzgerald was sub­
jected to numerous ~hreats and pressures desi~~ned to force him to 
prevent his client f~x~ testifying. Through his representation of 
various organized crime figures, he has gained a firsthand knowledge 
of many illegal operations and key figures in them.) 

The lifeblood of organized crime is its sponsoring of an. involve­
mel1t in illegal gambling. The primary sources of revenue for organized 
crime are illicit gambling operations and loansharking. These profits 
are used to finance other illegal activities, such as corruption of 
police and other public officials, as well as the domination of legiti­
mate businesses. 

Vigorous law enforcement is the way to contain and weaken orga­
nized crime. Full support should be given to legislation that would 
further supplement the powers of the FBI and the Strike Forces of 
the U.S. Department of Justice. Not until the early part of the 1960's 
was legislation enacted enabling the PBI to exert a full attack upon 
organized crime and illegal gambling--an attack that has had a signifi­
cant impact on underworld activities. 

People connected with organized crime do not hesitate to use vio­
lence to accomplish their objectives.* Those who contrlolthe rackets 
in Boston have committed murders and have bankrolled gang wars. They 
have been involved in every conceivable type of crime known to man. 

Topics covered during questioning by Commi3sion members included 
the following: 

1. Strengthening law enforcement. Federal authoritii~s should be 
given increased manpower and financial support in their fight against 
org;anized crime. Closer coordination among different law e;nforcement 
agencies also is needed. Convicted organized crime figures:'should be 
given 30-year sentences by Federal judges. 

*Mt. Fitzgerald himself was the subject of organized crime viqlence. 
Be was almost killed by a bomb that exploded in hi~ car, placed the1:;e 
because certain organized crime figures believed that he was gQing to 
testify against them. 

187 



2. Legal gambling in Massachusetts. The introduction of legal 
gambling, in, Massachusetts has not hindered the illegal operations at·· 
all. But legal gambling has increased the. ptiblic' s apathy toward< 
illegal gambling. Additional legal gambling probably would boost the 
loansharking business because more people would incur gambling debts. 

3. Incarceration of organized crime figures. When Raymond 
Patriarca was incarcerated, gambling-related violence decreased. There 
have bsen two gangland murders in Rhode Island since Patriarca·' s 
release. 

4. Bail for arreste.d boolanakers. When boolanakers are arrested, 
bail money generally comes from someone other than the bookie himself. 
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TESTIMONY OF: 
• Robert B. Ambler, Chairman, Committee on Government Relations, 

Massachusetts General Court . 
• Ken Robbins, Legal Advisor~ Committee on Government -Relations 

APRIL 11, 1975 

Since 1970, the Joint Committee on Government Regulations of the 
Massachusetts General Court has been designated to study legalized 
gambling. It is the mandate of the committee to obtain a public con­
sensus toward gambling, and to determine the extent of illegal gambling 
and the extent to which organized crime is inVolved. In December 1972, 
the committee released a report based on its numerous public hearings 
and re~earch. Following are the highlights of the committee's findings. 

There are three basic goals any legalized gambling proposal should 
satisfy: First, if it is the purpose of the government to attack 
organized crime, legalized gambling should contribute to the achieve­
ment of that goal. Second, legal gambling should be acceptable to the 
citizenry. Third, sufficient revenue should be derived from legalized 
gambling to justify its existence. 

The volume of illegal gambling would decrease if the State-operated 
gambling activities offer the same or more attractive betting games 
than organized crime does now. The key is to analyze each form of 
gambling- and to determine in which areas legal gambling will be able to 
compete effectively with the illegal counterparts and in which cases 
it cannot. 

Gambling is a popular activity and peq,ple have convincingly demon­
strated that they want the opportunity to glamble. The continued suc­
cess of illegal gambling and the amount grdssed on legal gambling 
reflects the acceptability of gambling as a form of recreation. 

The demand for increased governmental services, as well as other 
fiscal needs, have created strong pressures for additional revenue. 
Although its full potential is uncertain, it is known that the State 
lottery will.produce $35 million and racetracks will produce $34 -
million. The establishment of sports pool betting could yield as much 
as $60 million per year, and off-track betl;:ing could provide $30 
million in additional revenue for the State. These reasons provide 
more than adequate justification for thegov~rnment to enter this 
activity. 

It has been feared that legalized sports betting would tarnish 
the integrity of the, sport. There is such an enormous amount of illegal 
gambling in existence. that it is highly unlike1y a paid athlet-e will 
succumb to the pressures to fix games merely because gambling is 
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legalized. The possible association of organized crime with sports 
tea~s poses a far greater threat to the integrity.of the sport. 

OTB in New York has been a profitable enterprise and, if properly 
designed, it will not damage the racing industry. Sports pool betting 
has the best pot~ntial for immediately satisfying the goals desired 
in legalized gambling. It would provide instant revenue while incur­
ring mJ.UJ.mum costs and it would compete effectively with the game now 
;run by organized crime. 

The contention that legalized gambling will be supported by those 
who can least afford it is not true. The overwhelming majority of 
lottery winners have been middle class working people. It is also an 
elitist notion, that one segment of society should arbitrarily deter­
min~ how another segment of society should allocclte its money. 

The benefits of legalizing some forms of gam'bling far outweigh 
the possible disadvantages.. It is a legitimate form of recreation; 
it is a potential source of !'evenue; and if used p:'coperly, it can 
prove to be a tool in the fight against organized crime. 

Topics covered during questioning by Commission members included 
the following: 

1. Gambling in the labor movement. Gambling on numbers and foot­
ball cards is commonplace among the working class. Workers who gamble 
do not associate gambling with criminality. Gambling addiction has 
not been a problem in the labor union with which the witness has been 
associated for the past 20 years. 

2. Lottery support. At first, many legislators were skeptical 
about establishing a legal lottery. But their views have changed 
because the Massachusetts lottery has been run honestly and efficiently. 

3. Goals of legal gambling. The main reason for legalizing gam­
bling iSI to provide the people with a service that they demand. Other 
reasons for legalizing gambling--such as raising revenue or combating 
organized crime--'can be considered fringe benefits. 

4. Ability of legal gambling to compete with illegal gambling. 
Legal gambling should not offer true credit betting, but should permit 
bettors to bet by telephone against pre-established accounts, as is now 
done in New York City OTB. 

5. Government role. Legal gambling should be operated by the 
government; current illegal bookmakers should not be licensed. 

190 

l 



6. Decline of track attendance. When OTB was first introduced 
in New York, track attendance declined. But now attendance is slowly 
increasing, and track wagering is as high as or higher than it was; 
before OTB. 

7. Single event 'sports betting. The government could not operate 
single event sports wagering because it would be unable to layoff bets. 

8. Legal lottery versus illegal numbers. The legal lottery in 
Massachusetts has caused as much as a 55 percent reduction in the 
illegal numbers play. Many bookmakers do not bother to take numbers 
bets any more. The information to this effect comes mainly from 
word-of-mouth testimony. 
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TESTIMONY OF: 
.61 Anonymous Witness 

APRIL 11, 1975 

(The witness was recently convicted ~y a Federal court for inter­
state gambling on baseball. This conviction is being appealed. His 
testimony follows.) 

An organized framework of bookmaking operations exists throughout 
the country. In Boston, 50 percent of the adult male population places 
bets with bookmakers~ and the other 50 percent bets socially among 
themselves. The annual expenditure in the Boston area on sports is 
more than $1 billion. The average bet on a sporting event probably 
ranges from $25 up. On certain sports events--such as the Super Bowl 
and the World Series--there might be a billion dollars bet nationwide. 

Of the individuals who are engaged in sports bookmaking, 98 per­
cent do not engage in other forms of wagering. The credit bookmakers 
extend to their customers is built on faith. It is a misconception 
that exceptional losses lead to crime. An experienced bookmaker knows 
his customers and what they can afford. Most of the time he establishes 
a limit over which, for the customer's own good, he will not accept 
bets. The odds have recently changed from 11 to 10 to 6 to 5 on sports 
events. A $100 wager at 6 to 5 gives a bookmaker a profit of 8.3 per­
cent; at 11 to 10, it is 4 to 5 percent. 

There has been opposition to the legalization of sports betting 
because it would threaten the integrity of the game. It is not in the 
interest of a bookmaker to fix a game or to bribe an athlete because 
bookmakers have a great interest in preserving the integrity of the 
game. 

Effective enforcement of antigambling statutes is almost impossi­
ble because the public wishes to wager; therefore, gambling arrests 
have little effect on illegal cperations since new bookmakers spring 
up immediately to fulfill the public's desires. 

Legalization is the only realistic solution to the gambling prob­
lem; its benefits would be manifold. The same conveniences should be 
offered as in the illegal game--such as betting by phone, extension of 
credit, and control by private interests. Only a minimal amount of 
money should be spent on advertising. Bookmakers should be licensed 
under the following framework: 

1. Licenses would be issued on the basis of population. 

2. Licensees would be required to post a bond to guarantee pay­
ment to winners. 
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3. Licenses would be reriewed annually. 
-"" )-

4. Full financial disclosure and review would be conducted by 
authorities at their option. 

5. No individual could own or have interestl in more than one 
betting shop. 

6. A bettor's credit 'could not exceed the amount of his deposit. 

7. Winnings would not be taxed nor losses be allowed as a 
deduction. 

8. A nominal local, State, and Federal tax would be added to 
each wager. 

9. Taxes would be paid by the operator on a weekly basis. 

10. No food or alcoholic beverages would be permitted on the 
premises. 

11. The amount of individual wagers would be based on a percentage 
of the client's deposit. 

12. Any customer must be at least 18 years of age. 

13. A shop could accept wagers only on sporting events. 

14. Hours would be 11 a.m. to 7 p.m. 

'IS. Since a customer would be able to be a client in more than 
one shop, he would have the opportunity to compare lines of point 
spreads. 

16. A shop's license could be automatically revoked by any 
violation. 

17. A minicomputer for tax purposes must be part of each shop. 

Topics covered during questioning by Commission members included 
the following: 

1. Betting population ofl Boston. Approximately 50 percent- of the 
adult male population of Bost6n bets with bookmakers. The other 50 
percent bets among themselves. 

193 



2. Volume of illegal betting. The estimate of the annual handle 
in the Boston area supplied by the Police Commissioner--$5 million-­
is much trio low. 

3. Sports bookmakers. Ninety-eight percent of the sports book­
makers engage exclusively in sports bookmaking and do not take bets'on 
numbers or horseraces. 

4. Legal pool cards. The introduction of legal sports pool card . 
betting would not affect illegal sports betting. 
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TESTIMONY OF~ 
• Bill Cusack, General Manager7 WBZ Radio, Boston, Massachusetts 
• Harry M. Durning, Jr~, Editorial Director, WBZ Radio and 

Television 
APRIL 11, 1975 

In the fall of 1974, WBZ launched a major editorial .campaign for 
the full legalization of the common forms of gambling (off-track 
betting, numbers, and sports betting) at both the State and Federal 
levels. In the past, the stat:ion had opposed legalized gambling, but 
through much study and a careful analysis of the situation, it became 
convinced that legalization was the only answer to the gambling problem. 

Illegal gambling is the financial heart of the underworld. Ii: is 
also the most important single facto'r iIt the corruption of the crimi­
nal justice system. Illegal gambling places the police in. the almost 
impossible situation of having to enforce laws that most of the people 
are willing to break every day. The result is that billions of dollars 
wagered every year go to bankroll criminals rather than to pay for 
government. 

WBZ agrees with opponents of legalized ganibling ',who claim that 
there are better ways for the State to raise money. But raising money 
is only part of the problem. The other part of the problem is orga­
nized crime. WBZ believes that both goals--raising revenue and combat­
ing organized crime--are important and should be sought, but that the 
law enforcement goal must take precedence. Associated with the prob­
lem of organized crime is the problem of gambling-related corruption 
of police and other officials. The station believes that all forms 
of gambling currently contributing to this corruption and to the 
enrichment of organized crime should be legalized. This would not 
include legalizing Nevada-style casino gambling. Illegal casino ga~ 
bling is I10t a problem in New England; therefore, there is no reason 
to introduce a whole new type of gambling, particularly one that is 
likely to attract additional organized crime influence,. 

Most of the arguments presented by opponents of sports betting are 
fallacious a There would be too many problems to surmount in legalizing 
all forms of sports betting immediately,but the State could begin by 
legalizing pool card betting. In order to compete with illegal book­
makers, the State would have to open betting parlors around. the city, 
provide some form of credit betting, and offer a tax break to the 
winners. 

Topics covered during questioning by Commission members included 
the following: 
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1. Advertising. Federal standards should require the publication 
of an individual's actual chances of winning as part of .a11 gambling ~ 
advertisements. 

2. Use of legal gambling proceeds. Some of the profit from 
legal gambling operations co~ld be used to bolster law enforcement in 
the sports field and to combat illegal gambling. 
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STATEMENT SUBMITTED BY: 
• Walter Stone, Superintendent, Rhode Island State Police 

PRESENTED BY: 
• Edward D. Pare, Captain, Rhode Island State Police 

APRIL II, 1975 

In 1969, a bill known as the Governor's Crime Package-was passed. 
It included court-authorized wiretapping and witness immunity. These 
two tools have caused illegal bookmakers to alter drastically their 
methods of operation. 

The majority of Rhode Island's antigambling statutes fall into 
the misdemeanor category, although a few--such as promoting a lottery 
and second-offense gambling convictions--areclassified as felonies. 
Since Rhode Island law specifies that wiretaps may only be used in 
investigations involving potential felonies, it is extremely diffi~ult 
to obtain wiretap authorization against persons known to be active in 
bookmaking for organized crime and who have not been previously con­
victed under existing Rhode Island law. Enabling legislation has been 
requested to expand the State's wiretapping authority. 

The legalization of gambling would not have any serious effect on 
organized crime because the State cannot effectively compete with the 
illegal gambling operations, which can extend credit and avoid Federal 
ayd State taxes. In addition, some concern has been expressed about 
tb~ fact that known organized crime figures have been affiliated with 
certain legal operations such as bingo and casino events for charity. 

All enforcement agencies must realize the serious consequences, 
'-;,esulting from the indifferent attitude toward both the prosecution 
til,nd sentencing of gambling offenders. The utilization of wiretapping, 
strict law enforcement, and stiff jail sentences are more effective 
tactics than legalization in reducing the activities of organized 
crime. 

Topics covered during questioning of Captain Pare by Commission 
members included the following: 

1. Legal gambling in Rhode Island.' The only forms of gambling 
which are legal in Rhode Island are the State lotter~ and parimutuel­
wagering at horseraces. Legislation that would legalize dogracing is 
pending. 

2. Mahdatory jailsehtences. Mandatory jail sentences should be 
imposed for gambling offenses. 
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TESTIMONY OF: 
• John J. Buckley, Sheriff, Middlesex County, Massachusetts 

APRIL 11, 1975 

The Pennsylvania Crime Commission reports that 99 percent of those 
found guilty of gambling charges receive a fine or probation or both. 
Despite widespread gambling less than 1 pertent of those convicted go 
to prison. 

At the Middlesex County House of Correction, less than 10 men--less 
than 1 percent of the prison popu1ation--were incarcerated in 1974 on 
gambling convictions. From the point of view of the prison administra­
tor, convicted gamblers in prison represent a problem. Because they are 
nota security risk these prisoners quickly obtain furloughs and are 
permitted to live in dormitories, and then participate in a work release 
program. This kind of treatment causes unrest among other prisoners 
who are denied such privileges.! Cost is also a problem. The cost of 
incarceration may be too high to justify the confinement of this type 
of nonviolent prisoner. 

Gambling is commonplace among the populace, and it is not surpris­
ing that a large segment of society remains indifferent to the prosecu­
tion of gambling. offenders. Public apathy toward gambling has allowed 
gambling-related corruption to affect all levels of the criminal justice 
system. 

Gambling enforcement does not belong in the criminal justice system. 
The costly law enforcement effort against illegal gambling has met with 
little success, Gambling bosses are rarely convicted. The incarcera­
tion of gambling offenders is illogical, ineffective, and expensive. 
Most important, the public views law enforcement efforts against 
gambling as a mockery and ~s a corrupting force. 

Gambling should be legalized under a system of strong, effective 
controls. The media must assume an active role in educating the public 
about the many invisible and potentially corrupt aspects of the gambling 
world. Legalized gambling would not eliminate the organized crime 
syndicates that control gambling, but it would deprive organized crime 
of a significant source of revenue. 

In Massachusetts, the profits obtained from legal gambling should 
be used to help individual communities, providing funds for educational 
services for children with special,nee~s, for example. 

What is needed, in short, is a system that will restore public 
faith. in the .criminal justice system and in government, increase tax 
revenues, and encourage the public to assume responsibility for its own 
entertainments, of which gambling ~s one. 
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Topics covered during questioning by Commission members included 
the following: 

1. Gambling legalization. Gambling should be legalized in 
stages rather than all at once. Legal gambling would gradually resu~t 
in a reduction in the type of gambling-related violence in which a 
previous witness before the Gambling Commission was involved.* 

2. Combating organized crime. The only way to combat organized 
crime in the gambling field is to compete effectively with it for the 
gambling dollar. The State has the ability todothis~ 

3. Gambling addiction. The number of people seeking help from 
Gamblers Anonymous in Massachusetts is very small. 

4. Mandatory sentences. Mandatory sentences should not be im­
posed for gambling offenses. Mandatory sentences int·erferewith the 
checks and balanc~s system built into the court function. Massachusetts 
law currently provides a mandatory sentenc.e for second gambling offlenses 
but the courts are not enforcing the provision because the public does 
not really want it enforced. The courts are simply reflecting .the 
public's apathy toward gambling offenses. 

*See testimony ,o'J: John E. Fitzgerald, Jr., April 11>, 197~>. 
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TESTIMON;{ OF: 
• Davis Etkins President and Chief Executive Officer, Schenectady 

Off-Track Betting Commission 
• Ray Blanchard, Executive Director, Schenectady Off-Track Betting 

Commission 
MAY 6, 1975 

Legalized off-track betting without question has hurt illegal 
bookmaking on horses in Schenectady County. Legalized OTB is more 
acc€!ptable to the public than illegal wagering through boolqnakers:be:": 
cause: (1) The bettor does not have to worry about being caught in a 
police raid; (2) the bettor has absolute assurance of a payoff if hel 
wins; and (3) OTB can offer comparable and sometimes better odds-than 
the illegal bookmaker, at least in races run in New York State. 

OTB' in Schenectady has enjoyed widespread public acceptance since 
its inception. OTB' revenue has prevented the imposition of a·sales 
tax dnd has kept property taxes down. In 1974, OTB contributed more 
than $700,000 to the city's general fund in addition to providing 
employment and· spending large sums on local purchases~ 

The Schenectady Off-Track Betting' Commission differs from both 
New York City Off-Track Betting (NYCOTB) and Western Regional Off-
Track Betting (WROTB) in that it is an agency of th~ city of Schenectady, 
created by the Schenectady City Council, and therefore is governed by 
the general municipal law, the second class.cities law, 'and all other 
city statutory regulations that govern other city bureaus and depart­
ments. The city mllst approve of all SOTB contracts, leases, and other 
obligations. SOTB is actually an advisory unit to the-Schenectady 
Ci ty Council.., i. 

Although SOTB has had the complete cooperation from the City 
Council, it could operate more efficiently as a public benefit cor­
poration.Promotions, financing, marketing, and purchasing are ,all 
more difficult under the city structure. TheOTB staff is hindered 
by having to clear every action through the City Council. OTB is a 
full-scale business, not a municipal operation, and therefore Should 
be structured like a business. 

SOTB opposes uniform takeout and distribution of revenue within 
the State. Fifty-five percent of SOTB's total commissions to the 
tracks go to Saratoga Harness Track, but the wagering on that track 
generates only 10 percent of SOTB's business. 

Although the 5 percent surcharge on OTB Winnings has increased 
the net profits to the city, it has limited the growth of the OTB 
operation and should be eliminated. Elimination of the surcharge would 
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enable OTB to compete more effectively with illegal bookmakers. Other 
recommendations designed to enable OTB to compete,favorably with 
illegal bookmakers are! 

1. Elimination of Federal and State taxes on winnings; 

2. Sealing of telephone betting records so that the bettor does 
not have to fear that investigatory agencies will use such records 
against him; 

3. Permitting OTB to. take wagers on out-of-State races;· 

4. Permitting il\stant transmission of racing inrormation,par­
ticularly on'radio and television; 

5. No additional Federal taxes on OTB; 

6. Legalization of all sports and numbers betting. 

Those who believe that OTB<cannot accomplish more than oneobjec­
tive are mistaken. In Schenectady ~ . OTB has! (1) Decreaseq. illegal 
betting on horses; (2)put money into the municipal treasury; and 
(3) stimulated 'and improved the racing industry. 

Topi-cscovered during questioning by Commission members included 
the follow:Lng-: 

1. Gambling arrests and convictions. ; There were 20 such arrests 
and convictions in Schenectady during the past year. The penalties 
were fines ranging from $250 to $500. 

2. Compensation'. of out-of-State tracks. Some. out-of-State 
tracks are compensated -by SOTB .. while others that refuse to deal with 
OTB, such as Churchill Downs, are not. 

3. Daily handle and attendanee. _ The.average daily handle and 
average daily attendance at the two Schenectady tracks have increased, 
but attendance has declined at the three New York Racing Association 
tracks. How much of·the decline is attributable to OTB is unknown. 

4. Telephone betting. Telephone betting accounts for between 17 
percent and 20 percent of SOTB's handle on an annual basis. There is . 
no monitoring system on telephone wagers being placed from out-of-State. 
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TESTIMONY OF: 
• Fred Berman, General Manager, Western Regional Off-Track Betting 

Corporation 
• John Gannon, General Counsel, Western Regional Off .... Track Betting 

Corporation 
MAY 6, 1975 

The Western Regional Off-Track Betting Corporation (WROTB) is a 
public benefit corporation that has been in operation since 1973. 
WROTB represents 11 counties and two cities. It has three roles: to 
aid the racing industry, to provide additional funds for local govern­
ments, and to diminish the role of the illegal bookmaker. Fifty per­
cent of the corporation's net profit goes back to the counties in 
proportion to the population each county represents in the region. 
Large counties, rural counties, towns, villages, cities, and hamlets 
are represented. During the first quarter of 1975, the corporation 
paid $430,200 in taxes. 

WROTB has had an impact on illegal bookmaking. The chief of 
police of Buffalo has stated that: "Since the introduction of off­
track legal gambling in the Buffalo area, there has been a definite 
decrease in the visibility and activity of pick-up street gamblers ••• 
many (police) man-hours spent on surveillance and observation of these 
street hand bookies or curbstone bookies are no longer required." 

Since the corporation's formation attendance and handle at vari­
ous tracks in the region have increased. 

The cerporation has been everwhelmingly accepted by the public. 
Each of its meetings is open to the public and the press. This has 
helped generate publicity for the corporation and also. has helped keep 
it accountable fer its actions. 

WROTB opposes the uniform takeout and distribution of revenues 
within the States. Track location and the type of racing conducted 
should have an impact on the takeout system. It is illogical to pay 
tracks when there is no racing at those tracks. It is also illogical 
to. pay a portien of the Statets surtax to a county with a race track 
when that county does not participate in OTB. 

The 5 percent surcharge on OTB winnings has hurt WROTB substan­
tially, perhaps by as much as 10 percent er more. Illegal bookmakers 
do not pay the surcharge, and WROTB bettors resent being taxed upstate 
for the benefit of New York City. WROTB is seeking a repeal of the 
surcharge through the courts and the State legislature. WROTB is 
certain that it could compete more effectively with illegal bookmakers 
witheut the 5 percent surcharge. 
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Topics covered during questioning by Commission members included 
the following: 

1. Advertising. WROTE advertising is geared to encouraging 
people to bet "the right way~ the best way, and the legal way." It 
is also geared to attracting new customers who have never bet with 
illegal bookmakers. 

2. Location of betting parlors. Prior to establishing abetting 
parlor, the corporation confers with local representatives of the town 
or village. Attempts are always made to set up parlors in deteriorated 
stores and other locations that can'be rebuilt. 

3. Use of OTE by illegal bookmakers. WROTE does not yet have 
the type of sophisticated investigatory capability needed to detect 
the use of OTB by illegal bookmakers as a layoff center. 
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JOINT TESTIMONY OF: 
• Paul R. Screvane, President and Chairman of the Board, New York 

City Off-Track Betting Corporation; and 
• Michael Shagan, President, National Association of Off-Track Betting 

MAY 6, 1975 

Statement of Paul R. Screvane 

(Mr. Screvane was chosen President and Chief Executive Officer of 
the New York City Off-Track Betting Corporation (NYCOTB) in March 1974. 
He became Chairman of the Board of Directors on August 1, 1974. NYCOTB 
began its operations with two branch offices and a telephone betting 
center in April 1971.) 

As of May 1975, there are 141 OTB branches. Sites for OTB offices 
are chosen only after consultation with various communities. 

All wagers accepted by NYCOTB on New York State races are trans­
mi_tted to the track and into the track parimutuel systems, resulting in 
a single parimutuel pool ~nd a single payout price (which is subject 
off-track to a 5 percent surcharge). Federal law does not permit NYCOTB 
to follow this procedure when accepting wagers on out-of-State races; 
thus, NYCOTB calculates its own parimutuel pools for money wagered on 
races outside the State. 

Advertising is used to explain OTB to the public; to remo"Veany 
moral taint from horseracing; and to make OTB more competitive with or­
ganized crime. Televised racing has had a stimulating effect on NYCOTB's 
handle. 

In 1974, the cost of generating $1 in government revenue from the 
New York Racing Association (NYRA), the thoroughbred tracks with which 
NYCOTB takes bets, was 81.1 cents. The cost of generating $1 in govern­
ment revenue from NYCOTB was 76.7 cents. New York OTB would appear to 
be the more efficient producer of government revenue. One "expense" in 
this calculation is OTB's contribution to the racing indusctry of $30 
million in 1974. \ 

A statement by the Commissioner of the New York City Police Depart­
ment, Michael J. Codd, issued at Mr. Screvane's request, estimated that 
the illegal handle within New York City was more than $4 billion in 1973. 
Illegal wagering on horseraces was estimated to be no more than 10 per­
cent of the total illegal handle. The small bettor is likely to go to 
OTB, therefore making NYCOTB competitive with the small bookmaker. 
Large-scale organized bookmaking is largely unaffected~ because team 
sports betting is illegal and because of the tax laws. 
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Due to many variables, it is impossible t6 calculate the effect OTB 
has had upon the racing industry's on-track hand~,e and attendance. But 
OTB"s contributions of $13.4 million to NYRA and harness tracks in calen­
dar year 1974 made the difference between certain net gains and a sub­
stantial net loss. 

Job security agreements were made by NYCOTB with various on-track 
unions. Payments or alternative job assignments were guoranteed in case 
NYCOTB operations caused on-track layoffs. 

NYCOTBpromotes public interest in racing by various means, including 
sponsoring specially televised shows. In this way, new interest is gen­
erated in racing at the -track as well as at OTB offices. 

The racing industry was not sufficiently consulted concerning OTB 
enabling legislation. The industry was in turn uncooperative during 
OTB's first years of operation. This unfortunate situation should be 
avoided in other States. 

A marketing study developed a profile of the average OTB patron in 
New York: This customer earns $12,300 a year; is a high school graduate; 
42 years of age; male; white; often Irish, Italian, or Catholic; and a 
b1ue--col1ar worker. He is not a compulsive gambler. Ninety percent of 
OTB customers also bet at the track. 

Bettors at OTB appear to lose more money than on-track bettors. On­
track bettors may be more sophisticated handicappers, and they have the 
track tote board giving up-to-the-minute information, including the 
latest odds. 

In addition to providing revenue, OTB offers employment to minority 
groups and to the disadvantaged (e.g., exaddicts)'" It buys its supplies 
and materials from local industries, thus helping the local economy. 

NYCOTB has turned t~e public's propensity to gamble to a construc­
tive social purpose, and has shown that a quasigovernmenta1 agency can 
successfully operate a complex gambling game.~ _ 

Statement of Michael Shagan 

The National Association of Off-Track Betting (NAOTB) began in 1973 
as a nonprofit trade organization to report on how well an OTB operation 
was doing its job and to disseminate the latest OTB technology to those 
jurisdictions considering OTB. NAOTB also was to evaluate the role of 
the media in the expansion of legalized gambling, the ethical standards 
for OTB and its vend"rs and consultants, the baseline questions any new 
OTB operation must conl~ider (including guidelines for questioning vendors 
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of wagering systems), interstate problems, the funding by OTB of ex­
perimental techniques in the fight against organized crime, and the 
effect on legalized OTB of police enforcement or nonenforcement of anti­
gambling statutes. 

The Federal Communications Commission. was perhaps unfair in ruling 
against certain televised OTB advertising and horseracing programing, 
considering the Justice Department's conclusion that only 11 percent of 
illegal gambling is on horseracing and 64 percent is on team sports 
betting (with no similar limitations applied by the FCC). 

The statute that prohibits the interstate transmission of wagering 
information (18 U.S.C. 1084) has a direct effect on off-track be.tting. 
It prohibits tracks located in ··different States from combining wagers 
into a single parimutuel pool. The law should be changed to permit the 
combining of separate pools into a single pool. The law might also be 
changed to allow the bettor in one State to place a bet in another State 
as long as off-track betting is legal in both of the States involved. 

OTB security problems can be more difficult than on-track security 
problems, since, as in the case of New York, there are 140 separate 
places of business that have to be monitored. The problem will be com­
pounded when OTB expands into other States. A mechanism is needed to\co­
ordinate the exchange of interjurisdictional data. 

The Federal taxon gambling winnings should be repealed sci that 
legal gambling will become more competitive with illegal gambling. In 
the meantime, on the Federal in"come tax form, "gambling winnings" should 
be separated from the general "other income" category. That way the 
revenues actually made from gambling taxation could be correctly 
determined. 

Legalizing gambling is an accommodation of the general propensity 
to bet. The deyice of a Public Benefit Corporation lends itself well to 
implementing and controlling this kind of activity. 

Questioning by Commission Members 

(Mr. Screv?ne ar.\d Mr. Shagan both participated in the questioning 
by Commission members and staff.) 

Topics covered during questioning included the following: 

1. Distribution of takeout. The tracks' share of distrib~tiQn 
from the OTB takeout appears adequate. Racing realizes that OTB is here 
to stay, and that both will have to work together. New York State has 
the finest racing in the country, and much of that is attributable to the 
contributions of OTB. New York can serve as a model for other areas con­
sidering OTB. 
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2. Foreign OTB systems. The French system of OTB, although one of 
the most successful foreign endeavors for racing and for revenues, is not 
a full win-place-show-special bets operation. It is run mostly on a 
franchise system, with most of the bets placed informally at coffeehouses. 
The Australian system includes the best of the English experience and 
utilizes computers and branch OTB offices, a system more applicable to 
the situation in New York. 

3. Televising of races. When televising races, negotiations are 
made by NYCOTB with the tracks whose races are being televised, based upon 
the handle. According to New York State law, the out-of-State tracks 
could receive as much as a 3.5 percent takeout from NYCOTB. 

4. NYCOTB and the Kentucky Derby. In 1975, NYCOTB handled more 
than $3.6 million on the Kentucky Derby. The New York handle was larger 
than the Churchill Downs handle. Churchill Downs refused to deal with 
OTB; thus no remuneration was made to .the track (it was given to New 
York thoroughbred racing). According to NYCOTB proponents, the Kentucky 
Derby is "in the public domain" and thus can be handled with or without 
track consent. 

5. Out-of-State racing. By law, NYCOTB is restricted to five races 
a year on harness racing and to five on thoroughbred racing outside the 
State of New York, except when there is no comparable racing being run in 
New York. NYCOTB hopes to extend this limit to 15 races, thoroughbred or 

).' harness. NYCOTB has given millions of dollars to the out-of-State racing 
industry for handling their races. 

Even if there were year-round racing in New York State, NYCOTB would 
still wish to have the option of handling racing in other parts of the 
United States, on those days when the unpredictability of New York weather 
closes tracks in New York State. 

6. Credit betting. Credit betting could ruin OTB. Telephone 
betting should remain on a predeposit basis; that is, with bettors re­
quired to deposit money in an OTB account before making any bets. 

7. Surcharge on winnings. The 5 percent surcharge on OTB winnings 
has made it virtually impossible for the big bettor to remain with OTB. 

8. Layoff bets. Since bookmakers layoff bets with other book­
makers in other parts of the country, they do not need OTB. 

9. NYCOTB expansion. NYCOTB intends to expand its facilities by 
adding 20 to 30 offices in the next fiscal year. Sports events betting 
will be developed by the corporation within 3 years, assuming the passage 
of a State:f'constitutional amendment. 
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TEST:f;MONY OF: 
• Easa Easa, President, Nassau Downs Off-Track Betting Corporation 
• James Nagourney, Vice President, Nassau Downs Off-Track Betting 

Corporation 
MAY 6, 1975 

The Nassau Downs Off-Track Betting Corporation represents only 
Nassau County. It was felt that a county with a population in excess 
of 1 million was large enough to support a single-county OTB system. 

Nassau's first OTB office opened in Hempstead in January 1975. 
Before branch offices are opened the corporation consults with community 
leaders regarding various aspects of the OTB operation. Eventually, 
the corporation hopes to have 20 offices operating. 

The corporation supports the system of uniform takeout at the 
track and OTB. It feels that the existing system of revenue distri­
bution is equitable. 

It is difficult to measure the true impact of the 5 percent sur­
charge on winnings. Prior to its opening, the corporation estimated 
that it would lose 20 percent to 30 percent of its handle as a result 
of the surcharge, but it appears that the actual amount lost is con­
siderably less. 

The corporation has conducted a professional in-depth survey of 
1,200 Nassau County residents to determine the views of county resi­
dents toward OTB. The profile of the average bettor developed by the 
survey is as follows: Male, between the ages of 21 and 49, married, 
Catholic, white, college educated, and with an income that approxi­
mates the average income in the bettor's community. Sixty-one per­
cent of those interviewed favored the legalization of gambling in 
Nassau County. 

Topics covered in questioning by Commission members included the 
followinE;{ 

1. Track attendance. The three tracks located in or near Nassau 
County are Roosevelt Raceway, Belmont, and Aqueduct. No decline in 
attendance at these tracks has been attributed to Nassau OTE.. 

2. Surcharge on winnings. The 5 percent surcharge results in 
revenue being returned to Nassau County. Nassau is the only OTB organi­
zation that is concerned with revenue strictly for the county. 
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3. Out-of-State races. When Nassau bets on races outside the 
State, New York City Off-Track Betting (NYCOT~) manages the negoti­
ations for Nassau. The payments are calculated by Nassau's own 
accounting system, and NYCOTB supplies information only. In out-of­
State races, the OTB parimutuel pool is separate from the track pool. 
Nassau's own accounting system also computes the amount paid to the 
out-of-State tracks. 
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TESTH10NY OF: 
• Paul Silvergleid, Chairman, Connecticut Commission on 

Special Revenue 
MAY 6, 1975 

The Connecticut Commission on Special Revenue was formed in 
October 1971 and delegated the following responsibilities~ (1) To 
implement and operate a State lottery; (2) To implement and operate 
off-track betting; and (3) To license and supervise in-state parimutuel 
activities, namely horseracing t dogracing, and jai alai. From the out­
set, the commission has adhered to the principle that on-track wagering 
and off-track wagering are one and the same, that they come from the 
same market, and that the success or failure of one or the other bears 
a direct relationship to the total program. 

For a number of reasons, reacetracks may never be built in Con­
necticut. Instead, the State plans to initiate a "teletrackll concept 
which involves the closed-circuit broadcasting of New York State races 
to specially constructed theaters in Connecticut. The teletracks will 
hold two racing programs daily: Flat racing during the day and harness 
racing at night. American Totalisator will build the computerized pari­
mutuel wagering at the teletracks. The system will also include branch 
offices, similar to what presently exists in New York, and telephone 
betting. All facilities will be operated by Connecticut through the 
Commission on Special Revenue. Connecticut has negotiated contracts 
with the New York Racing Association, Yonkers Raceway, and Roosevelt 
Raceway. Connecticut will pay these racetracks 2 percent of straight 
betting and 4 percent of exotic betting for the first 2 years of 
operation; and 3 percent and 5 percent, respectively, during the final 
3 years of the 5-year contract. The expected opening date for branches 
is spring of 1976; $80 million is expected to be the gross handle by the 
end of the first year. At the end of 5 years, five to seven teletracks, 
30 branches, and a telephone betting system are expected to be in opera­
tion. 

A racetrack licensed to be built near Waterbury still has not 
obtained all the necessary permits to begin construction. If this 
track is built, the OTB system will use racing programs from the 
Connecticut racetrack when it is operating. 

Topics covered during questioning by Commission members included 
the following: 

1. Interstate wagering. Interstate wagering is a matter to be 
resolved by the State and the tracks involved. Connecticut would 
support Federal legislation that would p.rohibit the unauthorized use of 
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out~of-State races byOTB operations. ~ut it would oppose legislation 
that prevented States from developing interstate broadcasting agree­
ments. 

2. Te1ettacks. Corrrrnunities participating in the te1etrack 
program will receive one quarter of 1 percent of the handle and the 
right to impose a tax on admissions. Fourteen communities have already 
accepted OTB. 

3. Illegal betting. One of the goals of the te1etrack will be to 
reCllce illegal wagering. 

4. Projected income frcm OTB. The projected gross handle for 
Connec.ticut is $300 million after 5 years. New York tracks should 
receive $12 million at that point. Connecticut did not negotiate with 
the State of New York, but with private corporations and the New York 
Racing Association, a quasi-public agency. However, all agreements 
were approved by the New York State Racing and Wagering Board. 
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TESTDfONY OF: 
• Brian Sween€'y, General Manager, California Thoroughbred Breeders 

Association 
MAY 6, 1975 It 

)/ 
OTB is inevitable in every racing State, but it should not be allowed in 

nonracing States. State, county, and city governments should not become 
actively involved in OTB operations. The racing industry should operate 
off-track betting. The industry should be a consortium of racing associatiop 
representatives, horsemen, and the State racing commissio.n. To bring in a 
fourth operating partner--e.g., the city government as was done in. New York-­
dilutes the revenue sharing, and more importantly, creates additional 
management problems. 

The most important problem that the racing industry and the State 
government face is the possibility of interstate off-track betting. Interstate 
off-track betting may not affect a State such as California, whi.ch is liRe a 
country of its own. California's racing revenues would not be ildversely 
affected ~f adjoining States bet on California races. But horseracing in many 
areas, :,<trticularly in the East, would be in danger of being comP-i'etely eliminated 
by interstate off-track betting. A continuing reduction of racing dates and 
places to race would cause tremendous losses for the owners and breeders who are 
absorbing the major expenses and losses being experienced by the industry at 
present. If the Federal Government has a role in off-track betting, it shou~~ 
be to make sure that there is no interstate bttting. This would require -
Federal legislation td accomplish. 

The best North American study on the feasibility of off-track betting 
was made by a group appointed by the government of the Province of Ofitaria, 
Canada. If implemented as recommended, Ontario would have an effective 
off-track betting system that would create government revenues and retur.ns for 
racing associations and hrosemen that would make Ontario one of the biggest 
racing circuits anywhere. Because of Ontario's proximity to the eastern _ 
racing States, this major Canadian circuit would dilute business and available 
top racing stock in the United States. 

In Ontario, a quasi-legal form of OTB has existed since 1969,when 
messenger betting parlors began to flourish. Police estimated that $25 
million to $30 million was placed through these offices each year. Attendance 
at Ontario Jockey Club tracks remained fairly stable from 1968 to 1974.~~. The 
tracks e:x:perienced a 16 percent inc,rease in handle in 197;3 and 1974, aft6r the 
phasing out of messenger betting. -

The Ontario government completed its two-volume study on off-track betting 
2 years ago. Projections based on the study's ~roposed OTB program indicate that 
racetrack handle will double in that Province within 3 years after OTB is 
implemented. Many of the best horses will probably be shipped in from NE1'" 
York, lowering both the quality of racing there and revenues to the New York 
racing industry and to New York OTB. 

215 (j G 



,~. 

The State's government's role in OTB should be the same as it is for' 
onMtrack betting. Racing associations should run race meetings and parimutuel 
wagering. OTB operations should be an extension of on-track betting, and should 
be run by the racing industry. All off-track betting handle should go into the 
on-track pool, und after the overhead cost of operation is taken care of, the 
profits should be divided among the racing associations, the horsemen, and 
the State, on a pro rated basis .as is done at present. 

Topics covered during questioning by Commission members included the 
fa llowing: 

1. Operation of OTB. The government should not be allowed to compete 
with the racing industry by setting up separate OTE operations, which could 
eventually destroy racing. 

2. California OTB. California tracks were approached by OTB 4 years 
ago and they turned it down. There presently is no proposed legislation in 
California that would allow off--t.rack betting. 

3. Ontario OTE. The Ontario study of off-track betting generally supports 
the racing industry, and the racing industry supports the study. But there is 
some question as to whether all of the study recommendations will be 
implemented. 
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TESTIMONY OF: 
• Alan Hirsch., Patron 

HAY 6, 1975 

The exhorbitant tax structure at OTB precludes any intelligent 
person from vlagering at OTB. Racing can be a thrilling sport, i~( there 
is a fair chance for the fan to come out even, or win or lose a l'ittle. 
But that is not the way racing operates today. Excessive taxation at 
the track and at OTB ,are driving r~~~ng fans away. 

The concept of OTB as it was originally established is sound. It 
provided emplo)~ent, revenues to the State, and enjoyment for many. 
But now additional tremandous odds face the OTB bettor and there is no 
longer parity between on-track and OTB betting. 

OTB operates in a deceptive manner in regard to its disclosure 
policies. It does not spe.ll out the percentage of the bettor's actual 
winnings that is lost through OTB betting. The so-called 5 perc~ht 
surtax on OTB winnings can actually amount to as much as 50 percent 
of an OTB bettor's actual winnings. This can no longer be 'called 
entertainment, nor is it a reasonable way to provide income to the city. 

OTB advertisements do not offer any meaningful explanation of the 
surtax. The cents-off chart that is posted in OTB shops does not re­
flect the true character of the surtax. OTB fails to mention that it 
is taxing the winning bettor's winnings plus his original \vager. 

,11 

OTB should be prohibited from referring to a 5 percent surtax. It 
should honestly report it as a triple tax involving one's original 
wager and winnings, plus breakage, It should admif:' that lIP to 50 per­
cent of actual winnings can be taken. 

The OTB bettor actually faces five taxes. They are: the 17 per­
cent tax on the original wager, the average 1 percent breakage on tne 
original wager, the OTB 5 percent tax on the original vlager of the win­
ning bettor, the OTB 5 percent tax on the actual winnings of the win­
ning bettor, and the double breakage tax. 

No straight bettor can bet with OTB. OTB will be, or has been, 
reduced to a glamorized numbers game. For the exac~F and the daily 
double bettor the takeout will not be too stringent. OTB, as currently 
structured, is taboo for anyone but the gimmick bettor. 

" States should cOJ!sider reducing'their take from the tracks so that 
total takeout can be somewhere between 10 and 14 percent. New York 
should immediately reduce all track tax to 13 percent while the matter 
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is studied. ~his would immediately improve slightly the OTB situation, 
while time is taken to repeal the surtax. OTB could play a positive 
role in the city's economy, but not as it is presently constituted. 

Topics covered during questioning by Commission members included 
the following~ 

1. On-track versus OTB takeout. On-track and OTB takeout should 
be the same. OTB currently is prejudiced against bettors who cannot 
afford to go' to the track. 

2. OTB self-regulation. OTB should be mature ana responsible 
. enough to regulate itself. If it will not regulate itself, someone 
else will have to do it. The 5 percent surtax is undemocratic and will 
eventually be repealed. 

3. Educating the public. The average person does not understand 
how the OTB system works. 

4. OTB advertising. Truth in advertising principles should be 
applied to OTB. The consumer needs to be protected. 
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TESTIMONY OF: 
•. Louis Theodore, Patron 

MAY 6, 1975 

Competition, rather than cooperation, should be stressed in the 
racing industry. Cooperation causes monopolies to develop, as in the 
case of New York racing. Harness racing is licensed during the even­
ing in New York, and the New York Racing Association runs thoroughbred 
racing during the day. This amounts to a monopoly; there is only one 
"wheel" in town at a given time. Roosevelt and Yonkers raceways 
should run concurrently. Dogracing, quarter horse racing, and jai 
alai should be permitted in New York as well. As with most other 
businesses, competition serves the public interest; monopolies do not. 

Also in the public interest, uncashed tickets should be put into 
a general fund to support a bettor organization and to improve track and 
betting facilities, or should be added to certain parimutuel pools. 
The money should not be returned to the State, local, or Federal govern­
ments or to the racing industry. 

There is no reason why a bettor should pay a disproportionate 
amount in taxes to any State or city government. The present parimutuel 
tax should be substantially reduced or eliminated. The 5 percent sur­
charge on winning OTB bets should be eliminated. 

The majority of bettors are not concerned with the quality of 
horses in races or with the class of competition; they are concerned 
with the competition of the race itself. Ten competitive $1,000 
claimers in a race is better than a race with Secretariat at 1-9 
odds in a four-horse field. The concept of "improvement of the breed" 
has been set forth by a select few in the racing industry for their 
own aggrandizement. 

There is a demonstrated need for Federal control of parimutuel 
racing. Uniform rules and taxes should be imposed. Control by the 
States has created havoc in certain areas. 

Topics covered during questioning by Commission members ~ncluded 
the following: 

1. Bettor organization. The National Gambling Commission and/or 
the Federal Government should assist in the formation of an organization 
to represent bettors ;and racing attendants in order to eliminate some 
of the inequities that presently exist. 
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2. Investigation of racing. The National Gambling Commission 
should recommend that an investigation be conducted of the racing in­
dustry. The 'investigation should focus primarily on the reasons for 
the lack of competition in the industry. 
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TESTIMONY OF: 
• Joseph F. Joyce, Vice President, Madison Square Garden Corporation 

and Chairman of the Board, Arlington Park and Washington Park 
Ra'ce Tracks Corporations . 

MAY 7, 1975 

An average successful racetrack in a large urban area realizes 
the rather poor return on its investment of between 1 percent and 3 per­
cent. The unit of production is still the $2 bet, which unfortunately 
has not changed since 1926. All other costs have gone up as. much as 
four or five times in this 40-year period. Nevertheless, racing is a 
structurally sound business and the largest cash business in the 
world. It is also the most highly taxed business in the world. 

Purses are the key to the health of the racing industry: High 
purses attract good horses, inducing people to bet large sums of money, 
which results in still higher purses. OTB has helped the New York 
purses become the highest in their history. It has also helped produce 
revenue for government. If OTB revenue can be used to limit, or reduce 
taxation on, costs, leaving more money for the racetrack operators and 
the horses, it will have made a significant contribution to racing. 
The racing industry is entitled to a fair share of OTB revenue. 

The 5 percent surcharge 
track handle and attendance, 
either at Roosevelt Rac~way. 
by the surcharge. 

on OTB winnings was aimed at increasing 
but there is no evidence that it has done 

The customer is the one ultimately hUrt 

Interstate OTB should be permitted. New York City bets taken on 
tracks for out-of-State do not produce a decline in handle and attend­
ance,at those tracks. Harness tracks in New York are also compensated 
in a sense, since out-of-State racing bets are placed only on thorough­
bred tracks. Two conditions, however, must be met for interstate 
betting: (1) The out-of-State betting agency must compensate the 
State in which the races are run, and (2) in-State tracks must be com­
pensated for any possible loss of revenue. 

New York City OTB is being adequately administered at present, 
but other States wishing to introduce OTB should use existing race­
track management or existing racetracks to run the OTB corporation. 
OTB operations should start up in large urban areas for maximum 
initial success. 

The leisure dollar cannot be stretched indefinitely. Unrestricted 
competition for this dollar would only result in the erosion of all­
forms of parimutuel wagering. 
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Topics covered during questioning by Commission members included 
the following: 

1. Federal involvement. Off-track betting and interstate or 
intrastate betting should not be a Federal issue. In some locations, 
it might be a regional issue, but in most instances it is a State 
issue. 

2. Track OTB share. An ad~quate track share of off-track 
betting would vary from State to State. In New York State, a 4 per­
cent share of the regular wagers would be a fair compensation to the 
tracks. 

222 

j 



TESTIMONY OF: 
• John H. Krumpe, Executiv~ Director, New Jersey Sports and 

Exposition Authority, former President of the New York 
Racing Association (NYRA) 

MAY 7, 1975 

The revenue projections that OTB made in 1970 were far too opti­
mistic. Revenues to the racing industry proved to be inadequate, 
and OTB's understanding of the industry was naive. The National 
Gambling Commission is urged to obtain copies of the debate in the 
New York State Legislature in 1970 that illustrates this point. 

NYRA and the New York City Off-Track Betting Corporation (NYCOTB) 
contracted to accept wagers on races run at NYRA tracks in June 1971. 
Problems included technology, labor relations, inadequate income to 
the tracks, no revenUE to the horsemen, and the substantially high 
cost of a racing association to implement OTB. 1972 was the worst 
year in all of NYRA's 18 years of existence in terms of revenue. NYRA 
introduced new marketing techniques to try to offset its losses. 

The Meadowlands track under const:t'uction in New Jersey plans to 
allow mutuel operations to commence well in advance of a race in the 
hope that this will produce some additional sales~ although it is 
not expected to produce a large amount of revenue. 

Three factors that would increase revenues are Sunday racing, 
night racing, and off-track wagering. Concerning the last, OTB should 
be operated in a limited, restricted manner that would benefit the 
racing industry and the patron; it should not be operated the way it 
is today. Ample revenues must be distributed to the track and to the 
horsemen no matter where the wager is placed. The 5 percent sur­
charge on OTB winnings only reduces growth potential and does not per­
mit the reinvestment of any revenue in the racing industry. Limits 
on interstate OTB wagering would not be needed on the Federal level 
if OTB were implemented properly. 

Racing dates--particularly in the Northeastern United States, 
where numerous racing facilities saturate the market--should be set 
up by regional organizations in order to avoid the racing conflict 
problems that plague the industry today. 

Topics covered during questioning by Commission members included 
the following: 
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1. Jockey Club study. A recent study sponsored by the New York 
Jockey Club painted a dismal picture of the future of racing. This 
report perhaps was too pessimistic. Adoption of a regional approach 
to solving the industry's problems should help avert the catastrophes 
'predicted by the Jockey Club report. The Federal Government should 
not interfere with the racing industry unless the regional approach 
fails. 

2. Tax exemptions. The New York Racing Authority should operate 
on a tax-exempt status. NYRA does not have the ability to raise capi­
tal for major improvements, and the one who suffers the most for 
it is the racing patron. 

3. Industry restructuring. If one were to reconstruct the 
racing industry to achieve the best operating arrangement, the in­
terests of the patron would have to be considered first, then the 
interests of the horsemen, and, finally, the interests of the govern­
ment. Additionally, the takeout would be limited to 10 percent, with 
5 percent going to the State and 5 percent to the racetracks. 
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TESTIMONY OF: 
• George Levy, President, Roosevelt Raceway 
• Harvey Fosner, Vice President and Counsel, Roosevelt Raceway 

MAY 7, 1975 \ 

Roosevelt Raceway is a harness track that began operating in 1940'. 
It had numerous startup problems but finally managed to become profit­
able. Various proposals were made to introduce off-track betting as 
early as 20 years before it was finally legislated in 1970. But New 
York Governors always opposed it on the grounds that it would injure 
or destroy racing. Roosevelt Raceway also opposed OTB and fought it 
unsuccessfully in the cQurts. When OTB legislation was passed, the 
tracks were promised 100 percent compensation for any loss in handle 
and 90 percent compensation for losses in attendance and admission 
caused by the existence 6f OTB. But when losses did in fact occur, 
the tracks were unable to prove that they were caused by OTB rather 
than adverse economic conditions or poor weather. Thus', the tracks 
received no compensation. 

Between 1970 and 1974, Roosevelt Raceway lost 3,500 customers, 
and growth at this time is inconceivable. Roosevelt is taxed more 
heavily than any other flat track or any harness track in the United 
States. In addition, flat tracks receive more of the takeout than har­
ness tracks 9 although both types of tracks provide essentially the same 
services. This arrangement is illogical and unfair. 

Everywhere else in the world, OTB was originally designed to help 
the tracks, but not in New York. Thus it was inevitable that the de­
cline in track attendance and wagering at the metropolitan New York 
racetracks became immediately apparent soon after OTB began. However, 
the racing industry recognizes that OTB is here to stay and believes 
that if OTB paid racetracks an equitable amount of money, it would 
make up for track losses and possibly even allow the tracks to profit. 

The 5 percent surcharge on OTB winnings benefits the counties and 
municipalities where tracks are located. When the surcharge was im­
posed, it was thought that it might encourage more bettors to return 
to the track, but there is no evidence that this has occurred. The 
surtax has had little effe!.'t on exotic wa.gering but has discouraged 
big bettors from betting with OTB on straight win-place-show bets. 

One way to improve the situation in racing would be to eliminate 
the Federal tax on gambling winnings. Another would be to license 
and tax bookmakers and to impose a withholding tax on winning bets. 
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Topics covered during questioning by Commission membet.\; included 
the following: 

1. Racetrack facilities. Roosevelt Raceway is proud of its 
racetrack facilities and spends hundreds of thousands of dollars each 
year in maintenance. Program and parking fees have had to be raised 
due to rising costs and inflation. 

2. aTB payments to tracks. aTB should pay eligible tracks at 
least 4 percent on regular bets (win-place-show) and 7 percent on 
exotic bets. 
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TESTIMONY OF: 
G Thomas J. FitzGerald, President, The New York Racing Association, Inc. 
e O. Carlysle McCandless, Counsel, Cahill Gordon & Reindel 

MAY 7, 1975 

The New York Racing Association (NYRA) operates thoroughbred 
racetracks located in New York State at Aqueduct, Eelmont Park, and 
Saratoga. NYRA is incorporated under the racing laws of New York as a 
"nonprofit" racing association, but it is not a charitable corporation and 
is not exempt from Federaljgcome taxes. More accurately, it is a non­
dividend-paying corporation. -CClts outstanding stock is owned at all times 
by its directors (called trustees). 

NYRA exists to cover its necessary expenses, maintain its racing 
facilities, make needed track improvements, and provide high quality 
racing programs. Maximum contributions are made to the revenues of the 
State of New York consistent with NYRA's obligations tp its employees and 
the horsemen who race at the tracks. 

From 1955 to 1970, the annual revenue from thoroughbred racing 
increased, annual attendance increased, and purses paid to horsemen 
increased. 

Since the New York City Off-Track Betting Corporation (NYCOTB) 
began to take bets on NYRA races in 1971, the trend in handle and attendance 
has been downward, even with a lengthened racing season. The low point in 
handle occurred in 1972, and there has been nominal "recovery" since that 
time. Much of the decline in attendance and handle is a consequence of 
OTB. The lower handle in turn has reduced New York State's revenue from 
racing. Although NYRA's financial problems have been aggravated by OTB, 
it is attempting to work with OTB to improve the situation in terms of 
producing maximum public revenue and at the same time protecting the 
interests of the thoroughbred racing industry and the public. 

In 1974, off-track bets on NYRA races to"''':';-:ed almost 56 percent of 
the amount wagered on-track and 36.5 percent of the combined wagering 
on- and off-track. NYRA received as its share of the combined on- and 
off-track handle, including payments from OTB, somewhat less than 3.6 percent 
of the total handle. The horsemen received as their share, paid in the 
form of purses, about 2.7 percent of the total handle. In the fiscal year 
ending December 1974, NYRA paid more direct taxes to State and local 
governments than did NYCOTB. 

NYRA believes that off-track betting across State lines-o';.­
raises serious questions primarily because a track in one State has no 
way of protecting itself against OTB in another State. An OTB corporattion 
should not attempt to profit from the racing program offered by a track in 
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another State without that track~s consent, and unless adequate 
compensation is paid to the track. and its horsemen. In taking bets 
on out-of-State races, an O~B corporation should consider the impact 
on local tracks. 

The 5 percent surcharge on OTB winnings decreases the OTB handle. 
And since NXRA's revenue from OTB is a direct function of the OTB handle, 
its revenue from OTB must also decrease. Whether the benefit to the public 
from the surcharge outweighs the loss to racing is something that needs 
to be studie d. 

(Note: Since questioning by Commission members was interspersed 
throughout the statement by Mr. FitzGerald, the above material 
sunnnarizes both the statement and questio.ning.) 
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TESTUiUNY OF: 
• Joseph E. Cresci, President, Ogden Recreation, Inc. 

MAY 7, 1975 

Off-track betting is a complex industry that is feasible in some 
areas of the country but not in oth~rs. OTB works best in heavily 
populated areas. Localities contemplating OTB should take into con­
sideration the need to protect existing tracks. 

Areas that do not have a significant "market penetration" with 
on-track wagering servic,es can use OTB as a fast and ~fficient means 
of expanding the volu~ne of betting. But the design of any OTB system 
must take market considerations into account. The entry of a State 
into OTB should he based upon a completely businesslike feasibility 
analysis and should include input from experienced racing operators 
as well as consultants and analysts. 

Additional research needs to be done in all areas of the country 
concerning the wagering industry and the potentials of OTB. New York 
plunged into OTB at phenomenal costs to the city and State as well as 
~o the industry. Racing survived, but it might not be so fortunate in 
other areas. OTB as it is now practiced in New York is not conducive 
to the growth of racing in that State. OTB and racing should be work­
ing together. 

The rights of the racing industry must be considered in out-of­
State OTB. Out-of-State OTB should be permitted in States that have no 
racing of their own. Connecticut is one example. The racing industry 
in a State with small tracks will, suffer if that State begins to accept 
out..,of:-State wagers from States have have high~r quality racing. 

Topics covered during questioning by Commission members included 
the following: :\ 

1. Federal vs. State control. Racing problems should be handled 
by the State government because it is more responsive to local sifua­
tions. Regionalization is also feasible. 

2. Massachusetts OTB. OTB is feasible in Massachusetts not 
merely for producing revenue for the State but for aidil!g the ailing 
Lacing industry as well. 
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TESTIMONY OF: 
• Duane Burke, Director, Public Gaming Research Institute, Inc. 

MAY 7, 1975 

Nine countries other than the United States presently have off­
track betting facilities: Austral;i..a, New Zealand, Japan, India, South 
Africa, Italy, France, Great Britain, and Ireland, as well as the 
Commonwealth of Puerto Rico. These operations were designed specifically 
to re-,rive the ailing racing industry, and were done as a cooper "ive 
effort between government and racing. OTB is also considered essential 
to racing and is an important source of government revenue in these 
countries. In most of these countries, between a third and two-thirds 

, of the total amount bet on horseracing is bet at legal OTB parlors. 
These countries also find that OTB has had an adverse effect upon 
illegal bookmaking. This seems to have occurred most notably in 
Australia, New Zealand, and South Africa. 

OTB structures vary from country to country. Successful OTB is 
op~tated by a single nonprofit organization in which the government 
actively participates. No noticeable negative social effects have been 
attributed to OTB. Most countries prohibit the advertising of OTB, but 
do allow racing advertising privileges. 

OTB di{ -, ).butes a percentage of the amount of money bet to the 
government, to the track offering tile race, and to the central organi­
zation which operates OTB. The remainder, usually the major share, 
goes back to the Winning bettor, and, in general, the split for. OTB is 
different from that for bets placed at the racetrack. 

Some countr.ies use a portion of their OTB revenue to subsidize 
the operation of small tracks so that localities that want racing can 
have it. In othl~r countries, OTB I S main goal is to improve the racing 
industry and not to increase government revenues. 

Topics covered. during questioning by Commi!3sion members included 
the following: 

1. Federal role. There should be no Federal role in racing until 
a definite need is d"emonstrated. 

2. New York OTB. New York OTB is improving its relationship with 
the racing industry, OTB realizes that the two factions must cooperate 
for their mutual benefit. 
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232 

1 



TESTIMONY OF: 
• George Rayborn, Executive Director, :g;~nnsylvania Crime Commission 
• Sanford Neiman, Attorney, Pennsylvania Crime Commission 
• David Breen, Director of Field Operations, Pennsylvania Crime 

Commission 
MAY 28, 1975 

The Pennsylvania Crime Commission, established in 1968, has con­
ducted several investigations involving gambling and the ability of the 
criminal justice system in Pennsylvania to cope with this type of 
activity. 

In 1970, a Commission investigation in the Johnstown, Pa., area 
revealed that a number of well-organized gambling enterprises were in 
operation. Commission hearings disclosed a pattern of systematic payment 
of monies for official protection of these operations. 

In 1973, the Commission completed investigations in Carbondale and 
Phoenixville, Pa. In Carbondale, illegal gambling on a moderate scale 
operated openly, while in Phoenixville there was official tolerance of 
widespread gambling. The Commission discovered that police officials 
were apathetic toward gambling and that the Phoenixville police chief and 
mayor received protection payments from gamblers. 

In 1974, the Commission published the results of an'18-month in­
vestigation into corruption in the police department of Philadelphia. 
During the investigation, Commission agents found open and flagrant 
gambling in every area of the city. A study of 1972 arrest data showed 
that arrests for gambling in Philadelphia normally resulted in discharge 
regardless of the gambler's position within the organization. As a 
result of this investigation, a special prosecutor was appointed to deal 
with police corruption. 

In November 1974, the Commission published its 23-month study of 
patterns of sentencing in gambling cases in Allegheny County. This 
study showed that the vast majority of persons who were convicted of 
gambling offenses were never sentenced to jail. The Judicial process 
seemed a mere administrative burden to illegal gambling operations. 

As a result of the investigations mentioned, and the Allegheny 
County Study, the Crime Commission concluded that because of the cost 
of enforcing the gambling laws, in :terms of corruption ana the wa$te of 
limited law enforcement resources, gambling could be more effectively 
dealt with thrvu~h means other than the criminal laws. 

State governments must decide whether they should react to the 
present state of the gambling laws with tighter criminal prohibitions 
and law enforcement procedur~s, in which case wiretapping laws might be 
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necessary element, or shift to control through civil 
It is essential that one of these two positions be 
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TESTIMONY OF: 
• George Schwartz, President, Philadelphia City Council 

MAY 28, 1975 

Across-the-board legalization of gambling should be effected. In 
addition, gambling operations should be conducted by the Federal 
Government; winnings should be tax-free; and proceeds should go to 
educational programs or to senior citizens rather than into the Treasury. 

Through an investigation by the Philadelphia City Council, it was 
discovered that there is an inordinate cost to the city by the "jam-up" 
of the court system by numbers cases. Usually, the numbers writer is 
arrested, goes through the regular system of arrest and trial, and is 
fined $25 or .$50 or is discharged, causing a delay in the judicial 
process and preventing more serious crimes from being tried as quickly 
as they should. If gambling were legalized, this type of d.elay and 
sentencing would no longer exist; the penalties would be ye~y heavy fines 
and imprisonment. Also, since the city of Philadelphia pay~ for all of 
the court cost in the criminal courts with the exception of the judges' 
salaries, the cost of criminal justice would decrease with the legali­
zation of gambling. 

Since the introduction of various legal games in Pennsylvania--i.e., 
harness racing, parimutuel, horseracing, and the lottery--the illegal 
operations have probably been inhibited to some degree. Uowever, the 
numbers game still flourishes openly in Philadelphia. If·numbers were 
legalized, those engaged in selling the numbers could be hired by the 
Commonwealth or by municipalities to do the same thing that they are 
doing now, but they would pay taxes on their earnings. An off-track­
betting system--such as now exists in NewYork--or some similar system, 
should also be implemented in Pennsylvania. 

If across-the-board legalization of gambling were approved in 
Pennsylvania, the legal games would have to be advertised in order to 
compete with and stop the illegal gambling activities. 
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TESTIMONY OF: 
• James ~arger, Commissioner, Pennsylvania State Police 

MAY 28, 1975 

The magnitude and degree of the gambling problem in Pennsylvania is 
manifested in statistics which indicate that 34.9 percent per 100,000 
population of the citizens of Pennsylvania are involved in illegal 
gambling operations. It has long been recognized that money paid to pro-­
tect gambling operations will alternately provide sanctuary for other, 
more vicious criminal acts. The social cost" emanating from gambling is 
enorniOus. 

The relationship of gambling to organized crime takes numerous 
forms, many of which can not be detailed in an evidentiary manner. The 
percentage of the total handle that is controlled by organized crime is 
extremely elusive because of the secretive and furtive manner in which 
this business is carried out. However, it is estimated that 53.2 percent 
of the gambling in the northeastern States is controlled by organized 
crime. 

The apparent weakness in present gambling statutes from the i:e."l 
enforcement point of view is inadequate penalties. The attitude of the 
judiciary towards the gambling problem runs the gamut from total 
indifference to scrupulous attention to duty. The remedy is obvious-­
appropriate and mandated jail sentences of sufficient length to prevent 
an immediate return to gambling activity, and the removal of a layer of 
insulation which will, in turn bring the major offender within reach of 
the police. Those who place bets should be penalized as well as those 
who take them. 

Resources committed to the gambling effort by law enforcement are 
,adequate, considering the severity of the problem, the amount of resources 
available, and the impact on the resources of other, more critical 
problems. The police experience indicates that the legalization of 
gambling is no panacea for the control of gambling or the corruption that 
subsequently arises. When legalization occurs, the only thing that 
changes are the stakes. Human frailties being what they are, it is 
difficult to perceive that corruption arising out of gambling, legal or 

. illegal, will ever be controlled without proper and decisive policing. 

Considering the police prerogatives, the only recommendation to be 
made is to consider increasing the present penalties now imposed for 
violations of gambling statutes. While the present penalties may be 
adequate for first offenders, subsequent offenses of a similar nature 
would be more rigidly applied and increased substantially, especially 
in the area of imprisonment. 
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TESTIMONY OF: 
• Walter M. Phillips, Jr., State Special Prosecutor for the City of 

Philadelphia 
MAY 28, 1975 

The investigations conducted by the Philadelphia Office of the 
Special Prosecutor during its one year of existence were in agreement 
with the findings of the Pennsylvania Crime Commission in that: 

1. Illegal gambling is open and widespread in Philadelphia. 

2. It is able to flourish because of illicit protection from 
members of the Philadelphia Police Department. 

The most common form of illegal gambling in Philadelphia is numbers 
betting. The payoff rate of winning the full number bet in the city is 
400-to-l, whereas in New York the payoff rate is 600·-to-1. The difference 
is due to a greater amount of money being paid by the bankers for police 
protection. Gambling corruption, unlike isolated instances of payoffs by 
drug pushers, can involve entire units within the police department. 

One cause of gambling-related police corruption is the general 
attitude, shared by the judiciary, that gambling is a victimless crime 
that provides harmless recreation for many individuals. In Philadelphia, 
the police know that most gambling arrests will be thrown out for one 
reason or another. This generates an attitude among police that rather 
than waste time arresting gamblers, it is better to "go along with the 
system" and at the same time realize some pecuniary benefit. 

If the police department were to concentrate its; efforts on going 
after the major figures of a gambling operation, successful enforcement 
would be unlikely because of Pennsylvania's "right tel privacy law." This 
law forbids wiretapping of any form; a more recent amendment to the law 
bans any type of recording of another's voice unless ;'the individual 
whose voice is being recorded consents to having it I.~ecorded. The 
entire "right to privacy law" is the strictest of its kind in the country. 

In light of the courts' and society's attitude that illegal gambling 
is a victimless crime that should not be punished, and the unavailability 
in Pennsylvania of the necessary resources to investigate both gambling 
and the police corruption it generates, some form of legalized gambling 
should be given serious consideration. If any type of legalized gambling is 
considered in Pennsylva~ia, it should b: run by the ~,tate. governmen~, as is .. 
the State lottery. It would be worthwh~le for Pennsylvan~a to cons~der estab~ 
lishing something like New York's off-track betting corporation, 
which would generate a tremendous amount of revenue for .the State. 
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TESTIMONY OF: 
• Joseph R. Glancey, President Judge, Philadelphia Municipal Court 

MAY 28, 1975 

By insisting that organized crime is behind illegal gambling, the 
Federal Government is compelling local units of government to carry 
an inordinate burden by strict enforcement of antigambling laws. At the 
same time, the Federal Government is preventing local units of government 
from legalizing gambling by imposing a Federal tax on the winnings of 

'\ bettors involved in legalized gambling. 

The States should authorize local communities, by option, to permit 
off-track betting and lotteries. In addition, the States should 
license private individuals to be bookmakers, allowing them 
tb.deal with their customers on credit--by telephone, etc.--in order to 
be'competitive with the existing bookmaking operations. 

The,State should agree that winnings would be free from State income 
taxation~~ince the State .would receive its revenue from license fees on 
the gross amount bet. Also, the Federal Government should exclude the 
winnings of State-licensed bookmakers from Federal income taxation. 

If additional legalized games were to be instituted in Pennsylvania, 
the sentencing policy of most judges would probably be much more severe 
for those who continued to be arrested for illegal gambling. Mandatory 
sentencing would have no impact on illegal gambling whatsoever, as 
evidenced by the 1974 gambling statistics from the Philadelphia municipal 
court; Of 3,000 gambling arrests, less than 250 persons were found 
guilty. Thus, if 90 percent of all gambling arrests result in findings 
of not guilty, sentences would not make a difference. 

If gambling cannot be legalized, then it should be decriminalized 
by nonenforcement, which admittedly is no answer for a national policy. 
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TESTIMONY OF: 
• F. Emmett Fitzpatrick, District Attorney of Philadelphia 
• Michael J. Byrne, Assistant District Attorney, Philadelphia 

MAY 28, 1975 

The Philadelphia district attorney's office undertook a study of 
what took place in the Philadelphia court system concerning gambling 
cases for the years 1970 through 1973. Figures drawn from the annual 
report of the municipal court of Philadelphia indicate that .00153 of the 
gambling arrests. disposed of in court resulted in a prison sentence. The 
district attorney's office ~oncluded that the public and the judiciary in 
Philadelphia were not c(mce!=iled with the prosecution of gambling cases, 
an assumption that remains v~lid today. 

The district attorney decided to withdraw prosecution in as m~nyof 
those gambling cases as possible, because of his belief that the dis.­
cretion of the prosecutor not to prosecute should be based uponthe· 
conditions that exist in local communities. However, this discretion 
has been exercised largely by the district attorney's office independent 
of the police department; the police department conti~ues to make its 
gambling arrests as it sees fit. 

The office of the district attorney has found no connection between 
gambling and organized crime. There has been no evidence to justify any-, 
theory that gambling in Philadelphia is some form of "tentacle" of 
organized crime that is conducted by one or two people. In fact, the 
exact opposite has been found: Individuals appear to be operating 
independently or with a few people in the neighborhood. 

It is unclear whether or not gambling should be legalized, but 
gambling probably ought to be removed from the criminal law field and 
controlled by some sort of regulative office. No determination has been 
made as to whether or not gambling should be State-operated. 
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TESTIMONY OF: 
• John J. Finley, President, Eagle Downs Racing Association and 

Managing Officer, Keystone Race Track 
MAY 28, 1975 

Because of the overlapping racing dates between Keystone Race Track 
in Pennsylvania and Garden State Race Track in New Jersey, there is 
direct competition between the two tracks. This competition has been 
damaging both to the track operators and to the States which derive 
substantial revenue from the tracks. 

The States themselves, through their respective racing commissions, 
are the most competent authority to resolve their problems and will do 
so. Those counnissions are expert not only in racing, but in the factors 
and condition.s that exist in the areas with which both are concerned. A 
national governmental body, which must of necessity apply broad general 
standards, cannot effectively solve issues which are essentially local 
in nature. Therefore, any type of Federal circumvention or control 
should be oppc)sed. 

Off-track betting will probably not be introduced in Pennsylvania 
because off-track betting is not necessary there and would provide 
competition to the racing industry. 
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TESTIHONYDF: 
o Mark Haller'iProfessor of History, Temple University 

MAY 28, 1975 

In this country, some types of gambling became syndicated in the 
decades after the Civil War. This occurred particularly in the areas 
of policy gambling--which was the forerunner of numbers--and in off­
track bookmaking. Because of the need for financial backing and for 
a communications network, the normal structure of these gambling 
operations became a syndicate with financial backers and numerous 
neighborhood outlets. 

Illegal gambling is a declining problem. The high point of the 
impact of gambling in American society came bet'tveen the 1870 1 sand 
1905. This was the period when gambling syndicates exercised the 
greatest impact on local politics and law enforcement, and when per­
haps the highest proportion of th(~ population gambled illegally on a 
regular basis. 

In examlnlng the impac t of gElmb ling on the modern ci ty, one needs 
to be aware of the history of the neighborhoods. In some neighborhoods 
gambling has a great deal of impadt, as it did in the 19th century, be­
cause they still are 19th century ',neighborhoods in terms of economics 
and social structure. In other n~~ighborhoods the impact has been very 
small because there has been a seiiaration of gambling from neighborhood 
lif e. What changed many urban nejj'ghborhoods was the introduc tion of 
the automobile--or, more specifically, the impact of the automobile on 
the way in which residential neighborhoods were structured. The auto­
mobile separated residence from commercial activity and gambling. 

One reason why some ethnic groups appear to be more involved in 
illegal gamBling than others is that some groups have tended to remain 
or to move into the old 19th century neighborhoods that still have the 
social structure of the pre-automobile city. In many of these nf7igh­
borhoods, there continues to be a close relationship between gambling, 
politics, and the economic life of the community. 

An important factor about gambling in many neighborhoods is the 
degree to which it is accepted. Even if no money were being passed-­
i.e., for police and political protection--there would be little desire 
that the gambling laws be enforced. To a considerable extent the pro­
tection money institutionalizes a policy that many people would have 
wanted anyway. Money becomes, therefore, the institutionalization of 
neighborhood norms rather than the reason why the gambling laws are not 
enforced. 

Given the current level of the problem bf street crime in American 
cities, it is worth considering whether the gambling problem ought to be 
removed from t.he cximinal justice system. 
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(/ TESTIMONY OF: // 
• Richard l'hornburgh, u. S. Attorney for Wesr:~rn P'~l::msylvania 

MAY 29, 1975 

(The testimony of Richard Thornburgh drew on his personal experi­
ences as the chief Federal law enforcement officer ~n the 25 counties in 
the Western Judicial District of Pennsylvania, and did not reflect an 
official position of the u.s. Department of Justice.) 

The passage of the Organized Crime Control Act in 1970 brought all 
major gambling enterprises within the reach of Federal prosecution and 
greatly accelerated Federal efforts against illegal gambling activities 
in Western Pennsylvania. A new anti-organized crime "Strike Force" that 
became operative in the Pittsburgh area at this time further increased 
the pressure on all syndicate activity and resulted in the conviction of 
the leaders of several multi-million-dollar gambling operations. 

Authorities estimate the annual "take" of illegal gambling to be 
between $20 billion and $50 billion nationally, $350 million per year 

,in the Commonwealth of Pennsylvania, and $100 million per year in the 
Greater Pittsburgh area alone. The major sources of gambling in the 
Western Pennsylvania District are the numbers and sports betting 
operations. Both are highly organized and systematically devised so as 
to insure maximum bettor participation at a minimum risk to the operator. 

Law enforcement communities recognize that illegal gambling is the 
"cash register" for all organized crime operations. Without illegal 
gambling's mammoth profits, it is likely that the whole structure of 
organized crime in the United States would collapse. These profits are 
used to maximize the mobls position in the community through sytematic 
corruption of law enforcement officials who permit illegal gambling to 
be carried on. It is here that the syndicates exact their highest toll. 
Recent Federal investigations and prosecutions in Western Pennsylvania 
disclosed in detail the widespread nature of official corruption allied 
with rack~'t, activ:i.ties. 

If the community feels that law enforcement efforts against illegal 
gambling are 'not important, these activities should be de~rimina1ized, 
and t~~ various State legislatures should seek what many nations have 
provided for their citizens! Legalized and government-run gambli~g. 
However, as long as major numbers and sports betting operations remain 
an illegal monopoly in Pennsylvania, law enforcement officials will 
continue to puruse these activities vigorously in an attempt to remove 
the mob's influence in Western Pennsylvania communities. 

The experience in Western Pennsylvania has been contrary to the 
"observed" sentencing pattern for gambling offenses in other States. 
Those involved in large-scale gambling operations in this region have 
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received "appropriate" sentences. The sentences of thos~ rtot jailed 
were such that probationary terms included a specific provision pro­
hibitingthe probationers from returning to the gambling business. 
This situation is due to the efforts by the United States Attorney's 
office to educate the judiciary and to acquaint the judge at the sen­
tencing time with factors that are relevant for sentencing purposes. 

There is a vast public relations effort on the part of the 
organized crime syndicates to maka it appear that gamblers at the 
lower level are individual practitioners who have no ties to the lIbad 
guys," This is a total fallacy. There is no such thing as an "inde­
pendent" book. The so-called "independent" book relies on the 
syndicate for--if nothing else--a l~yoff to reinsure those bets for which 
he may be exposed. These latter operations int~estern Pennsylvania 
constitute a monopoly of the vast organized crime syndicates. 

The subject of minimum mandatory sentencing is complex. There 
are strong arguments to be made that discretionary authority of the 
courts should be reduced because the so-called "light" sentences have 
failed to deter crime. On the other hand, there is the reasonably 
valid argument that juries and judges will be less likely to convict 
if they know a minimum sentence will be imposed. 
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TESTIMONY OF: 
• Joel :I!'riedman, Chief Attorney, Department of Justice Organized 

Crime Strike Force in Philadelphia 
MAY 2~, __ J97 5 

The lef~slation passed by Congress directed at illegal gambling 
gives the Philadelphia Strike Force one of its most important weayons 
with which to prosecute the leadership and financial underpinnings of 
organized crime. The gambling statutes must not be removed. 

; The most pervasive illegal activity dominated by organized crime is 
galrobling. However, the average sentence in gambling cases in the Eastern 
Di~trict of Pennsylvania is probation, which does not have a major impact 
upon organized crime. The prosecutor must impress upon the judiciary the 
significance of gambling cases and the necessity of lengthy jail 
sentences. Also, court-authorized wiretaps, consensual recording devices, 
and the use of immunity are essential to successful prosecution of high-
~echelon organized crime figures and corrupt individuals associated with 
gambling cases. 

As long as it is a fact that the mob controls gambling or signifi­
cant portions thereof, the best way to prosec(te the leadership of the 
lllob is through the enforcement of ,the Federal gambling laws. Legali­
zation of gambling in any of the commonly suggested forms will not 
significantl,y reduce organized crime's control over the industry. This 
is indicated by the fact that during the period immediately preceding 
the referendum in New Jersey relative to legalization of gambling, 
intelligence reports available to Strike Force personnel indicated that 
a significant number of organized crime figures ?~re moving from New 
York and the Philadelphia areas into the New Jersey area. These criminals 
appeared to be purchasing property in areas where the legalized gambling 
industry was anticipated to be the busiest. One can only conclude that 
members of organized crime were awaiting participation in the legalized 
gambling field. 

Legalized gambling will not sigtdficantly decrease the number of 
people betting with the bookies, but instead will draw most of its 
revenues from those who now bet infrequently. It probably also will tend 
to increase the number of loan shark victims. The only system that would 
make legalized gambling competitive would be to make numbers, sports~ or 
J'lorse betting a. tax-free, unregulated activity producing no revenue for 
the State. Any realistic form of State regulations would put legitimate 
gambling automatically at a disadvantage with the professional gambler. 
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TESTIMONY OF: 
• Richard J. Baker, Special Agent-in-Charge, Federal Bureau of 

Investigation, Philadelphia 
• Jack Howell, Organized Crime Program Coordinator, Federal Bureau 

of Investigation, Philadelphia 
MAY 29, 1975 

The primary responsibility for investigation of illegal gambling 
lies with State and local officials. However, because gambling opera­
tions are national in scope, the presence of the Federal Government is 
necessary in the enforcement of gambling laws. 

The FBI is opposed to illegal gambling because it has been legis­
lated as illegal, and because it is for the most part under the contr.ol, 
of organized crime. Illegal gambling is the major source of income fo~ 
organized crime both nationally and locally. 

In the Eastern and Middle Judicial Districts of Pennsylvania, there 
are basically four groups that fall within the defi:nj:l;j,on of organi.zed 
crime and obtain the majority of their income from gambling. Illegal 
gambling in this geographical area is divided into the 3-digit nurabers 
lottery, off-track wag~ring on horse races, wagering on national sports 
events, and dice games and card cames. The largest dollar volum.e is 
conducted on the 3-digit numbers lottery and wagering on national 
sports events. 

In 1961, interstate or foreign travel or transportation in aid of a 
racketeering enterprise became a Federal crime~ In 1968, under t:b.e 
Omnibus Cr:i;;;za Control and Safe Streets Act, court·..:authorized electronic 
surveillances were allowed. Since being armed with this Fe~eral legis­
lation, the Philadelphia office of the FBI has made substantial inroads 
in the investigation of illegal gambling operations in the area. 

In late 1970, the OrganizeJ Crime Control Act of 1970 was enacted by 
Congr~ss; it provided the FBI with additional methods of d~aling with 
violators of Federal gamblin~ statutes by making a gambling operation 
involv1ng five or more persons who either gr~ssed $2,000 or more daily, 
or remained in continuous operation for a period of more than 30 days, in 
violation of the Federal statute, with no interstate aspeet required. 
The Witness Protection Act is another material aid to successful 
prosecution. The steadily increasing number of convictions are directly 
attributable to the passage of these two statutes. l 
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VarIOUS congressional hearings involving gambling and organ~i~ed 
crime reflect that--in addition to gambling's being a primesou~~e of 
revenue for organized crime--this activity has also resulted ip/ the 
corruption of political and police officials. The Federal GO.~iernment IS 

intensified effort in gambling investigation under Title 18, Sections 
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1955 and 1511 (Organized Crime Control Act of 1970), has served as a 
deterrent, both because the police officer is aware of the Federal 
Government's intention to pursue corruption and because the bookmaker 
understands that protection paid to local police is no guarantee of his 
not being raided, arrested, or convicted. 

Large-scale participation by officials in illega.l gambling extends 
far beyond corruption; there is general apathy on the part of some 
members of the judiciary and some government officials who do not think 
it isa crime to allow the public to gamble. There appears to be 
frustration on the part of some police officers who have their investi­
gative efforts rewarded by the bookmaker's being fined only $25 or $50. 
Boolcrnakers and numbers operators have been accustomed to low fines and 
short periods of probation. Jail sentences and the use of the immunity 
statutes are the types of deterrents required to create a real impact on 
the bookmaking community. Also, some very serious consideration should 
be given to incorporating mandatory minimum· sentencing into anyaddi­
tional legislation. 

Investigations and intelligence information indicate that the 
legalized lottery in Pennsylvania has had little or no effect on illegal 
gambling. It would appear that local lotteries are not geared to compete 
with illegal gambling. As to whether or not legalized gambling would 
have an impact on illegal gambling, it is the FBI's experience that in 
those areas where legalized gambling exists, it provides no deterrent to 
the illicit operations of the underworld. 
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TEstIMONY OF: 
• Joseph O'Neill, Police Commission,Philadelphia Police Department 
• Frank Scafidi, Chief Inspector, Philadelphia Police Department 

MAY 29, 1975 

The statement by an earlier witness, Special Prosecutor Walter 
Phillips, that "illegal gambling is open and widespread in. Philadelphia 
and flourishing because of paid-for protectioIi by members of the 
Philadelphia Police Department" appears to be erroneous. It is true, 
however, that the police do not have the necessary public support for 
the fight against criminal gambling. 

Today, the practice by certain nonprofit organizations of using 
gambling to raise funds is tclerated. The same type of gambling for 
others is illegal. These operations must all be uniform. 

Some form of legalized gambling would be beneficial to the com­
munity in many ways: 

1. It is estimated that several million dollars is wagered by 
illegal gambling activities in Philadelphia each year. This money could 
be channeled into legalized activities, with some portion of revenue 
being diverted to government for public benefits. 

2. Most of the manpower now being expended on investigating, 
arresting, and presenting evidence against gamblers and related activi­
ties could be diverted to the suppression of violent crime and other 
services to the people. 

3. Last year, only six persons among 2,937 arrested charged with 
gambling went to jail on the charge. The time of the police, the 
prosecutors, witnesses, courts personnel, and judges could be rechanneled 
toward more meaningful objectives. 

4. Legalization would set standards for the proper administration 
of all gambling activities. 

5. The possibilities of a 2-year moratorium on the enforcement of 
certain gambling laws should be reviewed. During this period, State 
authorities could grant interim licensing privileges to permit bookmakers 
to operate under carefully controlled conditions. Also~ bookm.aking shops 
could be established as businesses licensed by the State. 

Finally, if gambling were legalized, it m;i.ght be possible to take 
money from the legal operations to pay for the enforcement of the anti­
gambling laws against the illegal operat;i.ons--that is, to take revenue 
from the. legal operation and give it to law enfo:rcement for whatever it 
costs to enforce the law so that tJle taxpayers do not pear the expense 
for the .. continued enforcement of th~ antigambling laws. 
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TESTIMONY OF: 
• Allen Co~, Member, Pennsylvania State Lottery Commission 

MAY 29, 1975 

(Dr. Cox spoke as a private citizen.) 

Earlier witnesses are mistaken in their belief that the net income 
from legal gambling., such as the lottery, could be used to assist law 
enforcement officials in their fight against organized cFime. In the 
Pennsylvania lottery, for example, net income is down from last year, and 
that income has already been committed by the State legislature to 
benefit the senior citizens of Pennsy,lvania. Where the money is going 
to come from to make up the deficit that has been committed through the 
end of the year is an unanswered questi~n~ 

Research indicates that organized sports gambling can be legalized 
on a professional level only. Federal legislation would be necessary 
because of the interstate nature of sports. It would probably be in the 
best interest of the Federal Government to tax the winnings of sports 
pool betting but at the same time to put strong teeth into penalties 
for illegal operations of the same type--i.e., heavy fines and jail 
penalties with no early probation. 

In the long run, putting illegal sports and numbers betting into 
the goldfish bowl of public scrutiny could be the best single move that 
the National Gambling Commission could make in its recommendations to 
Congress . . 
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TESTIMONY OF: 
• Charles Brown, President, Pennsylvania District Attorneys 

Association and District Attorney, Centre County, Pennsylvania 
MAY 29, 1975 

In communities throughout Pennsylvania, such as those in Centre 
County, gambling is a part of everyday living. Various organizations 
rely heavily upon bingo games, raffles, and lotteries for income. To 
attempt to enforce the gambling laws in such a situation is impractical 
because the situation is saturated With hypocrisy and selective law 
enforcement. Further, local and State police forces and district 
attorneys' offices do not have the manpower or finances available to 
pursue the prosecutions of gambling at· this level. These limitations 
adversely effect investigations and prosecutions aimed at organized 
crime. 

On several occasions, the Pennsylvania District Attorneys 
Association has passed resolutions favoring legislation permitting b~ngo 
where the proceeds will benefit an educational, fraternal, or charitalUe 
group. It has also suggested that raffles and lotteries be legalized 
where these groups will benefit. However, because gambling proceeds 8;I'ie 

a major source of in(!ome for organized crime, the District Attorneys 
Association realizes that it is difficult for law enforcement agencies 
to permit charitable organizations to raise funds while at the same 
time denying this freedom to the criminal elements in society. 

Following are some suggestions that reflect the thinking.of many 
district attorneys: 

1. Permit statewide lotteries and perhaps some other forms of 
gambling for revenue-raising purposes. 

2. Take the handcuffs off law enforcement efforts to combat 
organized crime. Wiretaps and e.lectronic eavesdropping should be per­
mitted; district attorneys should be given full power to grant immunity 
to key persons in order to obtain their testimony before grand juries 
and at trials; and full subpena power should be given tq district 
attorneys in order to facilitate the investigation and preparation of 
cases. 

3. Do not legalize sports gambling. 

249 

(1 



tP 

TESTIMONY OF: 
• Matthew P. Boylan, Director, Division of Criminal Justice, 

New Jersey Department of Law and Public Safety 
MAY 29, 1975 

Gambling is an aspect of organized crime that continues to exist 
in New Jersey despite a vigorous law enforcement program. 

New Jersey follows the recommendations of the Hudson Report, which 
is the most impressive work in the field in terms of justification for 
legalizing gambling, and combining strong law enforcement against illegal 
gambling while legalizing those aspects of gambling that can be legalized 
under the present methods available. On May 22, 1975, New Jersey intro-
duced a daily lottery, which, according to the Governor, "will make 
inrba.ds into the illegal numbers racket." However, because it is neces' 
sary to meet on a legal basis the dollar and convenience 1eve1~ vne can 
get from the i*lega1 games, revenue must be incidental. 

Serious consideration ought to ~e given to devise a system of 
legal wagering on sports events in order to combat crime. Legalized 
sports betting would not pose any greater problem than the illegal 
sports betting that exists now. 

Although gambling is not encouraged in New Jersey, the State has 
provided a sufficient number of outlets to at least serve the public's 
desire to gamble. 

The referendum to legalize casino gambling in New Jersey, which 
failed, would have established casinos in a limited fashion only and 
would have provided many options to guarantee that some funds would go 
to help the unemployment situation. 
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TESTIMONY OF: 
• Francis J. Schafer, Executive Director, Pennsylvania Chiefs of 

Police Association 
MAY 29, 1975 

, 

Legalization of the common forms of gambling is a good method of 
combating organized crime by eliminating the profit from illegal gambling; 
of providing an outlet for the average person's gambling urge; and of 
providing monies to municipalities for police salaries. 

The following specific forms of gambling should be legalized, with 
certain qualifications. 

1. Bingo. Government should license this type of entertainment 
and continue to investigate the licensed operations, insuring that they 
are conducted properly and not financed by the underworld. 

2. Numbers. Numbers is a way of life in all the metropolitan 
areas of Pennsylvania. If numbers were legalized, the payout could be 
about 700-to-l, with 10 percent to 12 percent taken off the top for 
income for the State. 

3. Off-track betting. According to the law, there is a double 
standard regarding off-track betting: It is legal to place a bet on a 
horse at the track but not off-track. This contradiction in our laws, 
must be corrected. 

4. Sports betting. Betting should be permitted on professional 
and perhaps even college sporting events. 

5. Slot machines. Presently there is a bill in the Pennsylvania 
legislature to permit slot machines in clubs. Providing that these 
machines are not installed in places that children frequent, the bill 
should be approved. 

If gambling is legalized, the State should not be involved as a 
IIbookiell but rather as an agency to issue gambling licenses. With proper 
licensing, local police would be in a better position to eliminate 
illegal gambling. Also, if legalized gainbling were properly administered, 
it would make a large dent in the revenue of organized crime by diverting 
that source of revenue into other channels. If gambling is legalized, 
States must make sure that it is not overtaxed, as this would make illegal 
gambling profitable. 

/' \.) 
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TESTIMONY OF: 
• John J. Harrington, National President, Fraternal Order of Police 

MAY 29, 1975 

The gambling laws in this country are the most difficult laws to 
enforce and, according to statistics, are a waste of police manpower and 
time. Last year in Philadelphia, there were 3,000 gambling arrests made 
by police. Of these arrests, there were only 250 convictions and three 
jail sentences. The gambling laws are also discriminatory, because they 
apply only to people in the low income bracket. 

I~ order to make inroads into organized crime, all forms of gambling 
must be legalized. Gambling should be controlled by both the Federal 
and State governments. In this way, money would be provided for the 
public benefit, as is the situation in other countries. Legalized 
gambling would also protect the bettor because legitimate betting 
parlors could be established that would carry insurance. 

Finally, legalized gambling would be a service to the people because 
it would release hundreds of police officers and other law enforcement 
officials from chasing people for minor gambling offenses and allow them 
to concentrate their efforts on the more serious crimes plaguing society. 
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STATEMENT SUBMITTED BY: 
• John J. Hickton, District Attorney, Allegheny County, Pennsylvania 

MAY 29, 1975 

The prosecutorial situation as it exists in Allegheny County in-, 
volve.~ too many cases and too few qualified personnel to prosecute them. 

In 1974, approximately 9,000 cases were prosecuted. Eighty-three 
percent of the complaints filed in the county involved crimes of a 
violent or serious nature. During this same period, 4.3 percent of the 
complaints represented violations of the State's gambl~ng laws. 

To redress an imbalance that favors the rights of the accused over 
the rights of the victim, and to impro~i~ upon the quality of repre­
sentation and the conviction rate, the 'aistrict attorney establish(~d a 
policy on the prosecution of crimes. It was decided that the first 
priority would be given to crimes of a violent or serious nature. 

The nature of gambling offenses in Pennsylvania is uncertain. 
Although they are denominated by charges of "misdemeanor of the first 
degree" and carry a maximum penalty of a fine of $10,000 and/or 5 years' 
imprisonment, a review of the dispositions of gambling offenses indi­
cates that, almost invariably, the offender is given a nominal fine 
accompanied by either probation or a suspended sentence. Now before the 
State legislature is Senate Bill 131, which, if passed, would re­
classify the gambling statutes to reduce gambling charges to misdemeanors 
of the second degree, thereby reducing the maximum allowable sentence to 
a fine of $5,000 and/or 2 years' imprisonment. Senate Bill 559, if 
passed, also would legally permit the conducting of bingo. 

Faced with all of these facts, the district attorney has neither 
encouraged nor discouraged the enforcement of the gambling statutes. He 
has instead attempted to deal realistically with the primary problems 
plaguing criminal prosecution in Allegheny County. 
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TESTIMONY OF: 
o Carl Levin, President, Detroit City Council 

JUNE 24, 1975 

Detroit has a deficit of $50 million and a chronic unemployment 
level of 10 to 15 percent. Detroit needs the extra revenue and jobs 
that would be produced by legalized gambling. A lower crime rate would 
result from government's competition with organized crime's monopoly 
on gambling. Evidence indicates that many gambling raids and ar~~sts 
in Detroit result in acquittals or dismissals. 

The most important effect of legalization would be to increase re­
spect for the law. Police corruption and payoffs would be reduced 
considerably. People should be able to gamble legally, since they al­
ready are doing so illegally. 

Topics covered during questioning by Comnlission members included 
the following: 

1 Organized crime. Local government should be the agency 
competing against organized crime. The National Gambling Commission 
should determine the facts about gambling activity, and the States 
should take proper action. 

2. Casinos. A properly supervised gambling casino should be 
supported in Detroit. A bill detailing the management of the casino 
is pending in the State legislature. 

3. Taxes on gambling. Winnings should be exempt from income 
taxes, even if revenues to the city somewhat decreased because of the 
exemption. 

4. Revenues. The budget deficit in Detroit has been $15 million 
to $20 million a year and seems 1:0 be growing. The city is facing a 
reduction in its services, which will mean a continued reduction in 
population as people move to the suburbs and other areas with full 
services. The extra revenue "from legalized gambling would help the 
situation. Legalized gamblitlg, however, would only partly solve 
Detroit's financial woes. 
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TESTIMONY~OF: 

• Frank J. Kelley, Attorney General of Michigan 
JUNE 24, 1975 

Gambling should not be legalized by either the State or Federal 
government. Gambling has a negative effect on society that outweighs any 
benefits that might result from increased State revenue. 

'-.) 

Great Britain legalized gambling in 1960. A study found that 
thousands of new gamblers were created, and that they came from the lower 
economic strata, which can least afford to gamble. Family spending 
patterns showed an increased proportion of household budget and income 
di~erted to gambling; there was also an increase in the number of people 
whQ, did not pay their gambling debts. The public's desire for gambling 
res~+ted in pressure for new forms of legalized gambling. 

,~i\ 

O'tganized crime's involvement with gambling is so entrenched that 
any poptilous State could notoeparate such elements from a legalized 
gambling program. The criminal element has much more to offer the 
betting public than a legitimate operation could: Convenience; 
anonymous participation; credit; a wide variety of wagers; and most 
importantly, tax-free winnings. It is conceivable that new bettors 
could resent the restrictions of l~al gambling and switch to the more 
accommodating illegal gambling or,~rations controlled by organized crime. 

Legalized gamblirg would aU.'lract a different tourist element, 
altering the character of Michigan's recreation-oriented tourist 
establishment. -

Rev'enue should not depend on a citizen's desire to gamble. Gamblers 
are not taxed for gambling in the same way as those who buy cigarettes 
and 'alcohol are. Professional gambling enriches the operator of the game 
at thf,.~xpense of the conSllmer. 

\j 

In most areas of criminal aGtivity, Michigan has a lower level than 
in a comparable State where the ultimate in legalized. gambling' exists-­

(.::-Jevada. (This takes into account Nevada's visitors, not the i;ndigenous 
::k. ,population.) . 

pzrrrzi> 

Topics covered during questioning by Commission members included 
the following: 

1. Policing authority. Each State should decide its own policing 
"procedUl:."es concerning gambling opel:'ations. Although Michigan has 
legalized a number of gambling operations, the revenue that has been 
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generated--di.1.ly 2 percent of the State budget in 1974--is not worth the 
adverse social effects of gambling. 

2. Federal role. The Federal Government should not be involved at 
all in the legalization of gambling and should do nothing to encourage 
gambling. 

3. Casino gambling. Casino gambling would not be beneficial 1€P:::f$) 
populous area like the c.ity of Detroit. Las Vegas, on the other hand, 
is a city that is virtually the product of legalized gambling. 

\ ,/ 
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TESTIMONY OF: 
• Edward F. Bell, Former Judge, Wayne County Circuit Court 

JUNE 24, 1975 

The State should not run a legal lottery game and at the same time 
retain criminal sanctions against illegal numbers games. Numbers and 
bookie operations should be 1ega1ize~1 to provide even more revenue. 

Legalized gambling could salvage the destitute and bankrupt cities 
across Ame,::ica. 

A few well-placed casinos in some of the downtown hotels would do 
more to stimulate the economy than bringing b~ck any of the 20 companies 
that have sought r.efuge in suburbia. The problem of operation and 
control at these ca~inos has never impeded Las Vegas; therefore, 
Detroit could be expected to do as well. 

If numbers were legalized, revenues to the State of Michigan and 
the Federal Government would increase. Illegal operators would be 
willing to pay the ~~es legalized gambling would require. The existing 
numbers operations snou1d be legalized and operators required to buy a 
license annually. Thus, if a license is obtainable, criminal conse­
quences would be e1minated, and only the tax consequences would remain. 

Topics covered during questioning by Commission members included 
""'''':the following: 

1. Gambling taxation. No State or Federal taxes should be imposed 
on gambling winnings if legal gambling is to compete effectively with 
illegal gambling. 

2. Sentences for gambling violations. Mandatory prison sent€mces 
for those convicted of gambling violations would not serve as a 
deterrent to future violations. 
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TESTIMONY OF: 
• Dick Wakefield, Former Detroit Tigers Baseball Team Member 

JUNE 24, 1975 

More than 250 million Americans gamble. Two major problems exist. 
One is the Internal Revenue Service. The IRS should be a partner in the 
large amount of gambling that prevails. Ta~es are ridiculous and the 
tax code is destructive. People cannot stand any more taxes, and they 
enjoy gambling; government should therefore share in it and go on with 
casinos and all other forms of gambling. 

There would be nothing wrong with legalizing sports betting .• 
It would not be destructive to sports, as some people claim. It is 
basically human nature to bet on sports. Computerized slot machines 
will eventaa11y exist at ball parks and in hundreds of other locations. 
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TESTIMONY OF: 
• Elias Koury, Detroit Businessman 

JUNE 24, 1975 

(Mr. Koury did not make an opening statement to the Commission or 
present a prepared statement for the record. The following represents 
a summary of the issues covered during questioning by Commission 
members.) 

The 
Forty to 
runners. 
$200,000 

numbers game definitely exists in the Detroit metropolitan area. 
50 individuals run these games. Other persons are employed as 
About a thousand people participate in some way. Approximately 

is involved in each day's operation. 

Approximately 45 to 50 gambling banks or houses are located in 
the Detroit metropolitan area. There is some communication among the 
houses regarding the a'mounts of money bet on a particular basis in order 
to determine the least amount of money bet. The Detroit number* is 

, decided by the mutual agreement of the five or six most important 
,;'~\pperators. The lesser operations follow suit. There are no threats or 

,extortion involved in deciding the Detroit number. The individuals are 
banded together for mutual protection. 

In 1969, the numbeis operation in the city was raided, to no effect. 
Legalizing the lottery merely created new players. There is no strategy 
that law enforcement could utilize that would discourage people from 
playj:r,g numbers, whether or not the gambler purchases a legal lottery 
tickeb~1 

The extralegal numbers game pays 500-to-l, and no taxation is in­
volved. The returns for the little amount wagered are far greater with 
the illicit numbers game than with the legal one. 

To give incentive to the runner, the house gives him a 50 percent 
bonus at the end of each month on all monies won. Estimated profits on 
the $200,000 wagered daily are 5 percent to 6 percent of that amount. 

Approximately 250,000 people wager on the numbers operation every 
day. The Detroit numbers has existed since 1964 or 1965. 

*There are two types of illegal numbers operations in Detroit: The 
"Detroit number" and the "Pontiac number." The Detroit number is the 
one with the least amount of money bet on it; the Pontiac number is 
based on racing results. 
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There is nothing to stop an individual from becoming a numbers 
runner; there is no coercion or i.uf1uence by organized crime group~ to 
deter him. 

The average amount of money an individual wagers on numbers is 
from 15 cents to 25 cents a day. Profit from the numbers game may 
help support illegal activities in other fields. 

A numbers runner is rarely involved in booking horses. Sports 
betting goes more often to the bookmaker rather than to the numbers 
person. 
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TESTIMONY OF: 
• Ivan Barris, Detroit Attorney 

JUNE 24, 1975 

All forms of gambling should be decriminalized. Law enforcement 
agencies attempt--usually with little success--to enforce criminal 
sanctions against various forms of outlawed gambling. Other forms of 
gambling are tolerat~d and sanctioned.by the State. It is hypocritical 
for the State to derive revenues from some gambling activities while 
prosecuting others. Michigan received $92 million from various forms 
of legalized gambling activities in 1974. 

The decriminalization of gambling will end the corruption of police 
officers and other law enforcement personnel who have been paid to pro­
tect organized gambling activities. Law enforcement officials on the 
national, State, and local levels could divert their efforts toward 
other areas of law enforcement which deal with wrongdoing far more 
pernicious than gambliug--trafficking in hard drugs and criminal 
assaultQ, for example. 

Perhaps winnings on the lottery should be tax-free; although the 
function of raising revenue is defeated, the State-regulated or State­
operated gaming operations would be more competitive with other forms 
of privately-operated gambling. 

The State should license and regulate individuals employed in 
legalized gambling. 

264 

I 



TESTIMONY OF: 
• Roy C. Hayes~ Director, Wayne County Organized Crime Task Force 

JUNE 24, 1975 

The Organized Crime Task Force felt that illegal gambling--
thought to be .organized crime's largest source of income--should be' 
one of its main targets. Despite the Task Force's efforts, however, 
only two of the hundreds of persons indicted on gambling charges over a 
5-year period received jail s.entences. The public does' not take gamhling 
cases seriously enough. 

Organized crime is concerned with even the smallest gambling 
operation. And other illegal activities--loansharking and prostitution-­
go hand and hand with illegal gambling. Any efforts to legalize gambling 
will have to consider these conconnnH:ant crimes if legalized gambling 
operations are to be kept free of organized crime influence~ 

Local law enforcement agencies in Michigan do not, have wiretapping 
authority. Such authority is needed before they can develop cases 
against major illegal gambling operations. 

Before the public will become concerned about these operations ,it 
must realize that more pernicious crimes--such as narcotics trafficking-­
are financed with illegal gambling income. Because the public is in­
different to gambling violations, prosecutors try to turn. these cases 
into perjury or loansharking cases that the public cares more about. 

\: 
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TESTIMONY OF: 
• Vincent Brennan, Judge, Michigan Court of Appeals 

JUlIlE 24, 1975 

The Federal Government should leave the legislation and the 
policing of most forms of gambling to the States. Horse betting and 
off-track betti,ng, which are easy to police, should be legitimized. The 
numbers racket,Vwhich is controlled by organized crime, is more difficult 
to police. The government should not legislate or encourage gambling, 
nor should it legislate against it because that would drive it into the 
hands of organized crime--prohibition was an example of that. 

Most people want to gamble and do. Much antigambling sentiment is 
based on the Puritan ethic that rewards should be earned, not won by 
chance. However, there are many people who work hard and also gamble. 
Gambling is a victimless crime and a voluntary one. 

Legalization of casino gambling would make it a more honest 
operation: Crooked games and operators would be outlawed, and records 
would be open for inspection. 

Sentencing of small-time gamblers presents a dilemma for the 
courts, which sometimes question whether a person who places a bet on a 
horse in the street should be punished while the person who bets on the 
same horse at the track is not. Likewise, small-time bookmakers, who 
are not mob-controlled but rather independent businessmen, perhaps should 
not be jailed fot practicing their trade. 

Again, the courts use their own judgment when it comes to sentencing 
the operators and players in gambling dens. Big-time operators with 
previous records often receive fines and jail sentences; neighborhood 
players are usually fined or reprimanded. 

If the easy-to-police forms of gambling were legalized and 
licensed, not only would the States benefit from increased revenues, but 
organized crime would lose a major income source, and corruption of 
govermnent offisials would end. 

Questioningi1by Commission members concerned the subj ect of mandatory 
sentencing. Judge Brennan stated that mandatory sentences would deter 
few gamblers or bookmakers. But he stated that mandatory sen.tences 
should be imposed on operators convicted of cheating in order to maximize 
their gambling, profits. 
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TESTIMONY OF: 
• James E. Roberts, Chief Federal Defender of Detroit 

JUNE 24, 1975 

In spite of increased prosecution by U.s. attorneys of illegal 
gambling participants, it is doubtful that organized crime itself is , 
being affected. This point raises many questions concerning gambling as 
a criminal activity. 

First, one may wonder what the intent of the law is when a gambler 
is prosecuted as a criminal. There are obviously no injured v~ctims, 
since gambling participants are engaging in voluntary behavior. The 
act of gambling itself brings no harm to person or property, so the 
criminal law in this instance is not protective. The public in general 
supports gambling as an activity and certainly does not loo~ upon 
wagering as aiding and abetting organized crime. Furthermore, a State 
government cannot uphold a prohibition of the numbers racket or of off­
track betting when it administers a State lottery, sanctions bingo 
games, and indulges in many other gambling activities. It is incredible 
to assume that society finds gambling immoral when it is often a church 
that is running a legal bingo game. 

Nevertheless, illegal gambling does harm society in several ways: 
loss of tax revenue, profits to organized'crime, and offiCial corruption. 
In addition, illegal gambling cases keep police and U.S. attorneys busy 
with relatively unimportant cases~ taking valuable time urgently needed 
for stricter and more efficient enforcement of other truly harmful 
activities. As for organized crime, it appears that few bosses are 
prosecuted and convicted, and most gamblers on the street would contend 
that only small operators are caught and prosecuted. 

Incarceration on a gambling charge cannot be considered rehabili­
tative since wagering and betting are activities sanctioned by the 
general public. Prosecution of gambling offenders is costly to society, 
since the largest number of offenders prosecuted are likely to be 
indigen.t or low income people whose defense must b,e paid for by the 
public. 

It is not rational to believe that the criminal law can control 
human behavior through prohibition. To use the criminal law in this 

Q 

manner tends to abuse its effectiveness in important areas. Regulatory , 
programs backed up by criminal sanc.!:i,()p...§_.shoulL~~IU~£~~tQ~ . ..c;.J,trJ:'=C;!l!J:: ~=- ._~----'--'j 
unenforceabl!tgambling=regisla tion-:'-'~'"-~----.-.. --- - --.~ . 

Topics covered during questioning by Connnission members included 
the following: ~\ 
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1. Gambling regulation. Gambling should be regulated and monitored 
b'y the government and taxed off the top. The government would reap 
financial benefj~ts; dishonest operators would not be able to juggle 
results to suit their odds; and the personal violence associated with 
illegal gambling--such as that in numbers switching cases--would 
diminish. 

'2. Gambling complaints. Gambling complaints by the public seem to 
vary with the income class of a neighborhood. The more affluent areas 
complain little; presumably because their populations can afford to 
gamble. In poor~r areas, however, gambling complaints are much more 
frequent~ecause\~oney lost through gambling often means that a family 
will have\~o go ~~thout basic necessities. When enough complaints are 
received, ~he pp1ice are fo:rced to take action. 

-'--,.--> 
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TESTIMONY OF: 
• Henry Dodge, President, Civic and Consumer Council; and 

Director, Greater Detroit Home Owners' Council 
JUNE 24, 1975 

Gambling should be legalized so that Sta,te and local governments 
can get their fair share of the revenue derived from it, rather than 
using government revenues to prosecute these activities~ State and 
local governments could derive fiscal benefits through taxes on 
voluntary wagering. Organized crime would also be affected. The 
400,000 members of the Greater Detroit Home Owners' Council support 
"pain1ess",taxation through legalized gambling. 
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TESTIMONY OF: 
• Philip G. Tannian, Chief of Police, Detroit Police Department 
• William Hart, Deputy Chief, Detroit Police Department 
~ George B. O'Connor, Sergeant, Detroit Police Department 

JUNE 25, 1975 

There are five types of illegal gambling in southeastern Michigan: 
Off-track betting, sports betting, mutuels or numbers, football pool 
cards, and a_ category called wagering, cards, and dice. The sum total 
of all of these illegal activities is slightly more' than $285 million 
a year. The gambling problem in Detroit does not have highest priority. 
Some people charged with gambling offenses are convicted, but this does 
not affect illegal gambling in Detroit. Citizens' support and the 
support of law enforcement authorities are lacking. The Detroit Police 
Department alone cannot control illegal gambling. Penalties amounted to 
$41,072 in 1974. During the 3-year period from 1972 through 1974, 499 
persons were convicted of gambling offenses but none was sent to prison. 

Topics covered during questioning by Commission members included 
the following: 

1. Organized crime. Most illegal gambling operations are con­
trolled by organized crime. Part of the profits on illegal gambling go 
tO,organized crime, but the exact amount is not know. There is no 
formalized way that the courts can know of a person's association with 
syndicated gambling operations. The courts might react differently 
if this information were made available. 

2. Numbers operations. There are two types of numbers operations 
in Detroit. The Pontiac number is based on certain track results. The 
Detroit number is a manufactured number; one or two men keep track of 
the play and manufacture a number that will minimize the payoff. About 
50 percent of the play in Detroit is en the Detroit number. Numbers 
operators who do not follow this system are often forced out of business. 

3. Lotteries. As much as 50 percent of the population in the tri­
county area make some sort of wagers in the illegal categories. The 
lottery has perhaps enhanced the amount 'bet on numbers. It also is no 
competition for the numbers business: A bettor cannot select ltis own 
number in the lottery; credit does not exist; there are no telephone 
bets; and there is no door-to-door service. 

4. Layoffs. If books are overplayed, layoffs go to individuals in 
Detroit who function as layoff operators. Mom~y is laid off to out-of­
town sources, but the State and the Detroit Police Department have never 
had the authority to conduct legal wiretaps to uncover this activity. 
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The telephone is used for interstate layoffs. Wiretapping authority 
would enhance law enforcement t s ability to get at organized gamb~ing 
efforts and at important organized crime figures. 

5. Gambling monies. When gambling money is seized by the 
courts, it goes into the general fund for the city of Detroit. These 
monies only amount to .10 perC,'nt of the annual budget~ an insignificant 
amount. 
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TESTIMONY OF: 
• Ca~mer P. Ogonowski, Representative" Michigan House of 

Representatives; and Chairman, Special House Committee 
to Study Casino Gambling 

;:JUNE 25, 1975 

l-iichigan has had parimutuel wagering since 1933. The ban on 
lotteries was repealed in 1972. After bingo was legalized, 97,000 
people played the game every week. Certain statutes must be amended 
to allow legalized casino operations. 

Casino gambling attracted legislative interest because it holds 
the potential for raising government revenues, bolstering the State's 
tourist industry, diversifying the economy, and adding employment 
opportunities. Eighteen legislators initiated a study of casino gambling. 
(There is support in the Upper Peninsula to make that portion of Michigan 
the 51st State, and to legalize casino gambling for tax ~evenue and to 
attract additional tourists.) 

The two questions are: (1) Do Michigan citizens want legalized 
casino gambling? (2) Would the economic benefits of casino gambling 
outweigh the social and law enforcement implications? 

Research is being done in areas that have casino gambling or have 
seriously considered it. Questionnaires have been sent out to city and 
county officials, law enforcement agencies, chambers of commerce, the 
tourist industry, and other special interest groups. Public hearings 
are also to be held around the State. On a statewide basis, favorable 
responses seem to have been received from sheriffs and prosecuting 
attorneys. Among comments received to date, there is overall support 
in favor of limited casino gambling in Michigan. 

The competitive effect of legalized casinos on the State's exist­
ing horseracing and lottery operations must be considered. It is also 
necessary to know if competitive casino operations in neighboring 
States would jeopardize, the success of Michigan's casinos. Should 
legalized winnings be subject to Federal and State income tax? Should 
credit be extended to wagerers? Will loansharking be prevented? 

Advantages of casino gambling exist that are not found with other 
forms of gaming, and which would adapt well to tourists' needs. Casino 
gambling is concentrated in specific locations with accompanying enter­
tainment and social attractions to enhance gaming activities. Casinos 
can be geared to various socioeconomic groups by varying marketing and 
service techniques. However, areas with casinos may draw business 
away from existing tourist attractions and facilities in the State. 
Michigan's present reputation as an outdoor and family-oriented vacation 
State might be downgraded. 
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The 1>opularity of social and quasi-gambling entertainment 
("friendly poker," poo., golf,· television game shows, informal 'Wager-
ing on sports events, etc.) should be studie~. Gambling coverage by 
the media on publicized weekly lotteries, drawings, and race results 
from the tracks could promote not only the legal industry but the illegal 
industry as well. 
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TESTIMONY OF: 
• Ralph Guy, u.s. Attorney, Eastern District of Michigan 

JUNE 25, 1975 

The Eastern District of Michigan comprises about 80 percent of the 
State's population. There is no doubt that illegal gambling is a 
multibillion dollar business. Monies obtained from gambling operations 
are used to finance other illicit underworld activities such as nar­
cotics trafficking. Legalization of gambling would not put the under­
world I s iI/regal gambling operation out of business. First, people, by 
habit, wou~,d not change the practice of betting with their local bookie. 
Second, there may also be a difference in the odds, point spreads, or 
payoffs between State-operated gambling and private illegally operated 
gambling. Third, no governmental gambling outlet could offer the con­
venience of an in-resident bookie, who operates out of auto plants, 
retail outlets, and other locations where large numbers of people 
congregate. Fourth, credit cannot be offered by the State. 

Gambling can never be just a part of the free enterprise system 
even if all restrictions on gambling activity were removed.. It would 
result in revenue loss to the State, and, more importantly, powerful 
organized crime figures would monopolize the field.. 

As' far as revenue to the government is concerned, a few facts must 
be considered. First, the more units o·f government that get into 
gambling operations and diversify the type of gambling offered, the 
more revenues currently being received will be diluted. Gross revenues 
will increase, but the net received from current operations such as 
horseracing or lotteries might well diminish. It is a regressive 
method of raising revenue. Those in the lower income brackets would 
wager a larger share of their net income than those in the higher 
income brackets. 

The government will expand to match its capa.city to obtain 
revenues. There is no effective check on government spending except 
public dissent. The public must genuinely want to legalize gambling 
fully. The public must also decide what "tone" or "character" they want 
for their communities. There is a difference between merchandising a 
State on the basis of its scenic attractions and places of historical 
interest!,. and advertising that State or city as a miniature Las Vegas. 

Federal action should not result in the complete decriminalization 
of gambling, since States already have the power to move forward in this 
area if they so desire. States that wish to stay out of the gambling 
bq.siness should get Federal assistance, since most large-scale gambling 
operations are interstate in character and are therefore difficult for 
ind:i.vidua.l localities to enforce. Federal law enforcement is basically 
sound in its approach to gambling as a fairly low priority problem. 
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Topics covered during questioning by Commission members included 
the following: 

1. Federal gambling statutes. The Federal antigambling statutes 
are basically adequate, particularly now that they are able to reach a 
completely intrastate gambling operation. 

2. The courts. The courts react adversely to gambling cases 
because many such cases are extremely complex. They are usually 
multiple defendant cases necessitating multiple counsel representing 
the defendants. If regulation is to be upheld at all, criminal 
sanctions--including imprisonment--should be the enforcement tools. 
Mandatory sentences, however, are highly debatable. The best solution 
would be limited control of gambling by the States, with Federal support 
where necessary. 
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. TESTIMONY OF: 
.. Gus Harrison, Commissioner, Michigan Bureau of Lotteries 

JUNE #5, 1975 

iirhere is a definite trend in the United States to'Ward legalizing 
gambl'ing. Illegal gambling flourishes, however. 

The Michigan lottery uses products that cross State lines. But in 
comI>.liance with the law, out-of-State memberships to the State's 
Chance of a Lifetime Club have never been solicited or allowed. This 
results in a loss in potential revenue to. the State of more than 
$1 m:L1lion a year. 

Television and radio are expensive ways by which to promote the 
lottery, and are being used cautiously because of uncertainties about 
applicable Federal regulations. Newspaper advertising has been 
successful in stimulating lottery sales. 

It is possible that the Michigan Lottery Bureau could be expanded 
to include selected types of gambling such as daily number games, 
sports betting t and off-track betting. The legislative and executive 
branches of State government must give their approval~ but the decision 
ultimately must come from the public. 

Where a very small wager can yield a significant return, there is 
little danger of undermining the social fabric. In casino betting and 
off-track betting, however, where skill and acumen come into play, 
there is a danger that some people will gamble to excess. Presently the 
lottery bureau depends on a large number of small bets. 

If the Federal proposal to tax lottery proceeds and to impose 
occupational taxes upon ticket sales agencies were enforced, it would 
mean the end of the State lotteries. Lotteries work on a profit margin 
basis.; with 5 percent commission, the lottery returns profits to the 
State and to most sales agents. 

The lotteries, with some degree of justification, have been called 
"the voluntary tax." Lottery players are generally those in the middle 
income group, and these people would probably bear the brunt of new 
taxes that would have to be imposed to replace lottery revenue if the 
lottery were discontinued. The people of a State should decide what 
kind of gambling to allow • 

. The government can operate other forms of gambling besides 
lotteries and bingo. But legalizing gambling would not necessarily 
eliminate illegal gambling. The present legal gambling operations in 
Michigan will not seriously deter illegal operations. The public must 
make the final determination on how far to go with legal gambling. 
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At this point, the public is not sure which way it wants to go and is 
looking for guidance and information on the subject. 

Topics covered during questioning by Commission members included 
the following: 

1. Lottery advertising. Lotteries should not be strongly 
advertised or advocated on radio and television. states should not use 
the hard sell approach. If a point is reached where a State is pushing 
lottery tickets to poor families, some prohibitions might be in order. 

2. Lottery credit. Lottery tickets can be purchased on a credit 
card; as, for example, when a customer charges his lottery ticket along 
with other purchases in a grocery store. 

3. Distrib~tion of lottery revenue. Of the gross lottery 
revenue, 45 percent is awarded in prizes and 45 percent is net profit 
to the State. Out of each dollar, 10 cents is spent on administration, 
including 'salaries, wages, and advertising. 
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TESTl:MONY OF: 
• Allen Rice, Executive Director, Michigan Council on Alcohol 

Problems; and United Methodist Minister 
JUNE. 25, 1975 

The Council on Alcohol Problems is the unofficial action arm of the 
Protestant churches in Michigan. More than 5,000 ministers are on its 
mailing list, and none uses the eligibility of nonprofit organizations· 
to raise money through bingo • 

.. The social consequences of legalized gamb1i.ng are of great concern. 
Alcoholism and gambling have some similarities. There is considerable 
public awareness about alcoholism today, yet there is little recognition 
that there are between 6 million and 7 million p~rsons addicted to 
gambling. 

States with the strictest alcohol control laws and fewest number 
of liquor outlets have the lowest rate of alcohol consumption and the 
lowest rate of alcoholism. Conversely, States with the most readily 
available alcohol have the highest consumption of alcohol and the 
highest rate of alcohol problems. 

Restricted legalized gambling exists in the United States today. 
If this government sanction were enlarged, the number of people who 
participate in gambling would increase and so would the number who 
become addicted to gambling. 

Consumers should 'be protected. Residents of Michigan should be 
told that the odds of winning a million dollars in the Michigan lottery 
are one in 30 million. The best odds to win the lottery are ot.e in 
250 to win $25. 

Legalized gambling may increase illegal gambling because of the 
permissive climate that legal gambling creates. In no way can legal 
gambling that proQuces substantial revenue compete with illegal games 
in which no taxes are paid by either the operators or the players. 

Gambling, if expanded, will be used to raise money for government. 
It is wrong for a government to prey on the weaknesses of its citizens 
for profit. Even though gambling revenues are promoted as "painless 
taxes," they make up a relatively small part of government revenue. In 
Michigan, with a State lottery and year-round wagering on both 
thoroughbred and harness horse tracks, revenue from legalized gambling 
amounts to barely 2 percent of the State's total budget. 

If gambling were expanded, the entire character of the Michigan 
tourist business would change from the current family-type tourist trade 
to a gambling-oriented trade. 
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Although the gambling situation Michigan now faces is not an 
ideal one, it is far better than it would be if the State or the 
country further opened the doors to legalized gambling. One Las Vegas 
is enough. There are presently enough legal outlets to satisfy the 
gambling needs of the citizens of Michigan and of the Nation. 

Topics covered during questioning by Commission members included 
the following: 

1. Tax reform. Reasonable and realistic tax reform would be more 
effective in helping lfd.chigan secure revenue than further legal gambling. 

2. Council plans. The churches represented by the Council hardly 
use the lottery system. at all. Many of the churches resent the.intro­
duction of the lottery~ but are doing nothing to resist it. The 
Council opposes the legalization of dogracing, casino gambling and off­
track betting in Michigan. 
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TESTIMONY OF: 
• Robert J. Columbo, Judge, Detroit Recorder's Court, Criminal 

Division 
JUNE 25, 1975 

The Recorder's Court for the City of Detroit handles all criminal 
cases, both felonies and misdemeanors, for that city. The court gets 
gambling cases that usually involve mUltiple counts of conspiracy to 
violate the State's gaming laws. The defendants are not known gamblers 
or involved in organized crime. Bookmakers who appear before the 
Recorder's Court are small operators running small-time operations. 

People who play the numbers usually are poor people who are looking 
for something for nothing--a large payoff which they do not have to pay 
taxes on. 

, Legalized lotteries and bingo have not reduced illegal gambling: 
,It _~ 

The numbers rackets are still flourishing. The State should tax the 
pebP~e in the numbers business, in the bookmaking business, in the 
Barbouth games, and in other forms of gambling, who are not now paying 
·taxes. 

The Federal Government should enact legislation that would exempt 
gambling income from Federal income 1:·-ax laws. Thus, people who gamble 
illegally would be inclined to gamble legally and would play the lottery 
more than they do now. Also, consideration should pe given to licensing 
and taxing the people involved in off-track betting. 

Gambling cases, once brought to trial, are so complex and time­
consuming that the time spent on tr.ials is disproportionate to the 
seriousness of the offense. Juries--more concerned with murders, 
robberies, and burglaries in Detroit--are not very concerned with 
gambling cases and are not inclined to convict in those cases. The 
prosecution often must plea bargain these cases--as high and low 
misdemeanors--to get a conviction at all. 

Topics covered during questioning by Commission members included 
the following: 

1. Lotteries. If the lottery is run on a daily basis, as it 
should be, it might ultimately put the illegal numbers game out of 
business. 

2. Gambling convictions. Since the 1960's, the number of prison 
terms for persons convicted of gambling.offenses has decreased. This is' 
because fewer major gambling figures have been arrested. Either these 
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people have moved to suburban areas and insulated themselves from daily 
operations or law enforcement's competence in dealing 'with these cases 
has decreased. 

3. Civil remedies. Civil injunctions or "padlock" proc~edings 
could be used to shut down numbers operations instead of having the 
police work for years on conspiracy cases. 

4. Sentencing. There should be mandatory jail penalties for 
people convicted of fraudulent practices regarding legal gambling 
operations. 
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TESTIMONY OF: 
• Dominick R. Carnovale, Prosecutor, Criminal Division, Wayne 

County Prosecutor's Office 
JUNE 25, 1975 

Gambling is a social problem that law enforcement will never 
eliminate. 

Monies obtained by illegal gambling cartels are used eventually to 
finance other, more reprehensible forms of organized crime such as 
narcotics trafficking. Decriminalization of gambling might effectively 
eliminate the large source of organized crime finances, but this is not 
really kno,vu yet. 

Police are apprehending illegal gamblers and the gamblers are 
being convicted, but they are not going to jail. Gambling cases involve 
i1legal mutuels or numbers, illegal sports betting, and illegal off­
track betting. 

The current Michigan gambling statutes are absurd if applied 
pragmatically. It does no good to arrest, prosecute, and convict the 
same kinds of people over and over if there are no meaningful punish­
ments applied to their behavior. Jail sentences should be mandatory, 
and law enforcement should be given ample tools to go after: the "big 
boys" of organized crime. Efforts must be redoubled to guard against 
official corruption. 

Wiretapping should be legalized in order to get at the big gambling 
interests. 

282 



TESTIMON\f OF: 
• Peter M. Waldmeir, Columnist, The Detroit News 

JUNE 25, 1975 

Bookmaldng is not cOlnpletely harmless, because a certain amount 9j 
money from\~'lch bet is funneled upward to organized crime bosses. 
Illicit gamblIng tempts unscrupulous people to "fix" competitors, 
trainers, officfals, and entire sporting events. It produces money' 
that has the potential power to corrupt judges, police, politicians, and 
even Federal agents. 

The present system of combating illegal operations is not C!J 

effective. Legalized gambling may not be the answer, but allowing 
gambling to remain in its present condition is not. 

Topics covered during questioning by Commission members included 
the following: 

1. Casino gambling. Casino gambling would be a profitable 
endeavor for the State of Michigan. 

2. Sports betting. Sports betting already exists, so the 
integrity of a sport would not be affected much if sports betting were 
legal. 

3. Betting by athletes. High salaried athletes would not risk 
their incomes to make a much smaller sum from a bookmaker, either 
through betting or game fixing. Although players bet on games, the 
practice is not rampant. 

r) 

283 



i~'-

., 
)) 

Spreen, Sheriff, Oakland County; and<Director, Law 
Protective Program, Mercy College (Detroit) 

:::: ~ 

Gawhling is the most prevalent business of organized crime, 
generat;ing the largest take and the biggest profits. It is more 
generally tolerated, and less widely regarded as a genuine evil, than 
narcotics and loansharking. 

Police have neither the resources, manpower, training, nor the 
sophisticated equipment to com~at illegal gambling. Law enforcement 
officials concentrate primarily on preserving peace, preventing and 
deterring.crime, and arresting perpetrators of crime. 

A complacent public wa~ts the service of the bookmaker or the 
numbers runner. 

If gambling were legalized, more people would be attracted to it, 
particularly those who can't afford it. If gambling we;re legali,zed, 
organi~ed c;rime might concentt'~~e more on narcotics and other serious 
crimes~< 

If gambling is legalized, the State must be competitive with the 
bookie in all areas, providing such fringe benefits as daily action, 
exotic types of betting, credit, and perhaps the running of daily 
numbers. If a person wins from an ill~gal bookmaker, it is a tax-free 
winning; if he wins from the goverrunenj~, he must declare it. 

The heads of maj or police departments,in this country hold their 
positions on the average of a y~ar and a half. This is not enough time 
for a law enforcement agency to develop a workable program to combat 
illegal gambling. Time, research, planning, and new management tech­
niques are needed. A coordination and consolidation of police effort 
is needed. Gambling is more a State and county responsibility than a 
local one. Local police do not have sufficient resources to control 
illegal gambling. 

Gambling should be legalized, and police should "muscle in on the 
mob." Bookies and numbers runners who are businessmen should be 
licensed. The taxp.ayers would have less of a burden if government could 
recoup some of the money that is now being drained off to the corner 
bookie and the numbers runner, and, ultimately, into the hands of 
organized crime. Some of that money could be allocated to police 
agencies to be used against organized cril:lie. 

Fifty percent of the local governments' law enforcement expenditures 
should be matched by the Federal Government. Some of this money could be 
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obtained from legalized gambling. A coordinated, cooperative team 
effort is necessary. Police departmep.ts should have access to 
electronic surveillance by court order, and immunity statutes should 
be available to police. In this way, organized. c.rime--and the illegal 
gambling that it controls--can be affected. 

Because of the scope of gambling activity, the inadequacy of local 
law enforcement agencies in ~nforcing gambling laws, and the complicity 
of some officials, there ar~ not su~ficient resources at present to 
combat gambling .... Federal assistance and training are needed. 

)'. 

285 

o 



TESTIMONY OF: 
• David Cook, Counsel for Federal Laws, National Wiretap Commission 

JUNE 25, 1975 

In the Anchor Bar case in Detroit, the city's police internal 
afff'lirs officers and FBI undercover agents watched a major bookmaker 
give cash payments to beat patrolmen who later acknowledged that they 
were in fact protecting the operation. The bookmaker was heard to say 
that he was making payments to the entire precinct. A sergeant regularly 

:' stopped at the bar for a 2-. or 3~minute visit during the first few days 
of each month, the surveillance team noted. The case was dismissed 
because then-Attorney General John M. Mitchell had failed to authorize 
the surveillance properly. 

Law enforcement officers are either paid to look the other way or 
remain powerless to act without the use of wiretapping. The Anchor Bar 
case revealed' that a bookmaker had gained access to highly sensitive 
police information, including duty assignments and specific enforcement 
strategy,' 

A State-run lottery cannot compete with the door-to-door service 
of the Detroit numbers racket or with the appeal of a bettor's being 
able to select his own number. ' 

Legalization of gambling on horseracing, athletic competition, and 
casino gambling would be a mistake. Legalized betting on horseracing 
already-has a corrupting influence on jockeys, trainers,and agents. 
Off-track athletic wagering cannot compete with the illegal system, 
which offers telephone service and credit arrangements, neither of which 
the State can afford. 

Topics covered during questioning by Commission members included 
the following: 

1. Federal prosecution. Approximately 50 percent of the caseload 
of the entire Federal Strike Force is gambling, and a major enforcement 
effort by the FBl; involves gambling. The Detroit Strike Force has had 
a great impact on-the illegal gambling operations in the metropolitan 
area in the judgment of informants. 

2. Casino gambling. If casino gambling were legalize~ in all 50 
States, the forbidden aspect would disappear. There would simply be more 
gamblers and more bettors, and there would ~ a significant financial 
drain on the Natio~'1~ s, economy. 
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TESTIMONY OF: 
~ Timothy Donahue, Chairman, Alcohol Awareness Program 

JUNE 25 '\,7.975 , , ' 

Gambling is prevalent in Detroit~ Many bettors gamble to their 
own and their family's detriment. Disproportionate amounts of money 
and time are spent on gambling. The family, employer, and lending 
institutions who extend credit to the gambler (and hence society at 
large) all suffer. 

There is no accurate assessment of the number of compulsive 
gamblers. Compulsive gambling is lower on· the scale of people's 
problems than alcoholism or domestic strife. Rarely does a family' 
experience alcoholism and compulsive gambling at the same time. 

If social customs do not allow gambling to be made readily 
available to the public, problem gamblers are less likely to develop. 
The problem of compulsive pathological gambling is a function of social 
custom in that it is influenced by the public!s acceptance or rejection 
of the activity. 
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TESTIMONY OF: 
• Neil J. Welch, Special Agent in Charge, Federal Bureau of 

Investigation, Michigan Office 
JUNE 26, 1975 

The passage of the Organized Crime Control Act of 1970 outlawing 
illegal syn~icated gambling has had significant success in breaking 
illegal syndicated gambling in Michigan. 

Prior to Octob.er 1970, organized illegal gambling in Michigan was 
a rigidly structured multimillion dollar business, with areas of 
responsib~lity and control supervised by the "organization.lI The 
revenue derived from syndica.ted gambling provided the "organization" 
with a tremendous source of income, which was channeled into other 
illegal business of organized crime, including loansharking, narcotics, 
the taking over of legitimate business, and the corruption of govern­
m*-:ntal operations at all levels • 
. . 

When the passage of the Federal act mad~ syndicated gambling a 
Federal crime, the. Michigan FBI attacked the "organization" at every 
level. To date, the FBI has utilized 240 court-ordered electronic 
surveillances in Michigan in its investigation of illegal organized 
gambling. 

Dur~ng the period 1970-1975, 524 illegal organized gambling 
figures were indicted. Of this number, 160 have been convicted and 
sentenced, and 210 are awaiting trial. Large. profitable syndicated 
gambling operations in Michigan have been broken up and a smaller 
number of independent bookmakers now compose the bulk of illegal 
gambling in that State. 

As a consequence of this Federal action, there is a marked in­
crease in the investigation and prosecution of bookmakers by local law 
enforcement agencies. The FBI antigambling efforts in the past several 
years have encouraged these local prosecutive efforts and generally 
strengthened local law enforcement. 

The enforcement of the antigambling statutes should be continued. 
Federal money and support must be poured into the local effort against 
illegal gambling. The FBI effort in Michigan proves that no organized 
criminal activity can survive a hard-hitting investigative effort. 

Topics covered during questioning by Commission members included 
the following: 
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1. Organized crime in Detroit. FBI intelligence shows that an 
organized crime family is active in Detroit and that it controls illegal 
gambling in MIchigan, with the exception of the black numbers traffic. 

2. Impact of FBI activities on illegal gambling in Detroit. and 
Michigan. The FBI has reached 100 percent of the large bookmaking 
syndicates in Michigan, through the use of wiretaps and the Federal 
syndicated gambling statutes and with the cooperation of the Nichigan 
State Police and local law enforcement authorities. 

3. Impact on organized crime. The FBI estimates that its anti­
gambling activities in Michigan have greatly reduced the amount of money 
from illegal gambling that had been used to finance organized crimels 
other activities. Organized crime is finding that surveillances, wire 
taps, and the prosecutions against the illegal gambling industry: are 
making it an unprofitable venture. 

4. Extent of illegal wagering. The FBI estimates that illegal 
gambling in Detroit amounts to about $400 million annually, including 
sports betting, off-track betting, and casino gambling. The figure is 
approximately $285 million for the numbers traffic alone. 

5. Effect of legalized gambling. Many illegal bettors have been 
discouraged by the attack on illegal gambling operations and are turning 
to the lotteries and other legalized forms of gambling. 
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TESTIMONY OF: 
_,Neil H. Fink, Michigan Attorney 

JUNE 26, 1975 

The legalization of all formsc;of gambling would ultimately prove 
d.estructive to the community becau~:e it would drain both the financial 
and intangible assets from all classes of people. However, the present 
mode of regulation and prohibition of gambling is ill-conceived, 
ineffective, and, in many instances, unjust. 

Michigan. State. enfo:rcement of local gambling laws is a total waste 
of manpower and court time. That organized crime has been effectively 
put out of business in the Michigan area is due chiefly to the intensive 
activity of the local Federal Strike Force and the FBI. 

Some very serious deficiencies exist in the Fed~ral gambling law. 
18 U.S.C., Section 1955, the so-called "illegal gambling business" 
statute, fails to set forth specific guidelines by which courts and 
juries may determine whether a person charged with its violation has 
engaged in the "conduct" of an illegal gambling business, as defined 
by the statute. As a result, court decisions have arrived at greatly 
disparate results. The intent of this statute must be made clear. 

Also under Section 1955, the government relies strongly upon the 
use of experts in its presentation of cases to explain to the jury the 
role each defendant is thought to have played in the alleged gambling 
operation. Yet the government's practice of indicting first, and only 
submitting the evidence to its experts for analysis after the indictment, 
seems palpably unfair. 

Topics covered during the questioning by Commission members 
included t~e following: 

:,1. Plea bargaining. Illegal gambling cases rarely come to trial 
'lin Deltroit--despite long surveillances by the police--primarily because 
the plea bargains offered by the courts and by the prosecutors are so 
attractive--usually fines on1y--that a defense lawyer feels compelled 
to advise his clients to accept them. 

2. Mandatory sentencing. Five-year probations with jail 
sentences for any probation violations are preferable to mandatory 
sentences in gambling cases. 
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TESTIMONY OF: 
• George L. Halverson, Director, Michigan Department of State PoliG~ 

JUNE 26~ 1975 

The Michigan State Police Department opposes. any further legali­
zation of gambling without extensive study. It is evident that 
legalized gambling has little or no effect on organized illegal. gambling. 

The last comprehensive study of illegal gambling activity in 
Michigan placed the gross yearly handle at $400 million. That figure 
has increased substantially since the 1971 survey. 

The biggest illegal gambling activity in Michigan is the numbers 
game, which is "crooked." The notorious Detroit number is fixed by 
syndicate associations. This enables the syndicate to control other 
illegal numbers operations. 

Handbooks are the second largest illegal gambling activity in which 
organized crime is involved. Bookies must have the ability to layoff 
some of the bets so that their profit will be guaranteed. Organized 
crime associates are the layoff men who have enough unreported financial 
resources to assume these large bets. 

The rise of illegal sports betting in Michigan over the past years 
has been tremendous. The sudden increase in betting on all types of 
sporting events will catapult this illegal activity to the forefront 
of illegal gambling. 

The major problem encountered in the enforcement of gambling laws 
in Michigan is community apathy, which has helped to decriminalize 
illegal gambling in the minds of the public. With each new legalized 
form of g~bling, public apathy increases to the point that it ac·tually 
serves to justify illegal gambling. 

Courts and prosecutors have demonstrated the same kind of apathy. 
Because of the prosecutorial burden placed on the judicial system in 
Michigan, illegal gambling cases are "dealt downll so frequently that 
no meaningful deterrent exists. It has been more than 10 years since a 
person has gone to prison as a result of police efforts in pursuing a 
gambling investigation. 

It is suggested by the Michigan State Police Department that goals 
and procedures be developed for each enforcement level of the cr.iminal 
justice system. A clear policy would serve to eliminate the damaging 
practice of allowing an individual's (police officer, juqge, 
prosecutor, etc.) feelings about the importance of gambl~~i'as a crime 
supersede written gambling laws. Also, while the laws iitt&tchigan 
are adequate to deal with illegal gambling, some important investigative 

291 



methods are lacking. It would be beneficial to the entire law enforce­
ment community if the National Gambling Commission could suggest criteria 
for court-supervised wiretaps and prosecutorial immunity for witnesses. 
If law enforcement is to function effectively in the area of illegal 
gambling and organized crime, electronic surveillance and wiretapping 
are necessary. 

If the National Gambling Commission recommends increased enforcement 
of antigambling laws, there should be increased utilization of multi­
jurisdictional investigative efforts. 
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TESTIMONY Q'f': 
• Joe S6hmidt, Former All-Pro Linebacker and Former Coach, 

Detroit Lions Football Team 
JUNE 26, 1975 

Xhe legalization of any type of gambling on sports would be 
detrimental "across the board. ll Professional games were-not constructed 
for betting purposes. 

With the legalization of sports betting, the image of the game -
~ould be damaged and the public attitude toward the game would change. 
'In short, the sport would be ruined. 

The image of the National Football League is outstanding and should 
not be tarnished in any way. 

Coaches are not prepared to cope with gambling, and to have to de 
so would add measurably to their duties. 

Topics covered during questioning by Commission members included 
the following: 

1. Betting by foot~:>.ll players. If a player bets on himself, he 
is placed in-a position of knowing gamblers and associating with them-­
a situation that could l~~d to a player's shaving points if he loses a 
lot of money. 

2. Bookmak~rs' odds and security efforts. Football's security 
personnel call Las Vegas to determine if there has been any change in 
point spreads on the theory that a last minute change could signify a 
fixed game. 

3. Legalized betting on other activities. Some people feel 
"ripped offll by activities such as horseracing and jai alai, which 
exist mainly for the betting involved. If betting on sports were 
legalized, a similar feeling might result. 

4. Point spreads. Published point spreads, while generally known 
by the players and coaches, are forgotten in the desire to win. 
Legalized gambling based on point spreads would have tOJaffect the 
attitudes and actions of some players. 
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TESTIMONY OF: 
* • Leo Derdarian, Former Owner of the Ancho.r Bar, 

JUNE 26, 1975 
Detroit, Michigan 

{Mr. Derdarian did not make an opening statement or present a 
written statement to the Commission. The following summarizes the 
points made by Mr. Derdarian during questioning by Commission members.) 

Gambling in the Detroit area is increasing along with the 
population. 

Bookmaking in Detroit is run by independent operators--rarely, if 
ever, by organized crime syndicates. Bookmakers are of necessity 
honest; anyone who does not payoff a bet runs the risk of being turned 
over to the. police by the disgruntled bettor. 

Legalized betting is inevitable. Not only would it provide honest 
employment for those now engaged in illegal bookmaking, plus employment 
for others, it would help Detroit's economy,especially if the city had 
licensed gaming rooms. Legal betting at baseball games would help 
insure full stadiums. 

Despite law enforcement efforts, there are more bookmakers today 
than ever before. Illegal bookmakers, who are performing the only work 
they know, should be excused for past offenses and allowed to obtain 
licenses once gambling is legalized. 

Because of the heavy sports betting on weekends, the Detroit Police 
Department's estimate of $285 million wagered annually is too low. 

All gambling should be legalized. It can be kept honest by a 
system of licensing that would provide for the loss of a license for 
infracti~ns. Illegal gambling could not survive in competition with 
legal gambling, 

*The Anchor Bar was the site of an illegal gambling operation and has 
h,een c;Losed for 2 years. See testimony of David Cook (June 25, 1975) 
for additional details about the case. 
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TESTIMONY OF: 
• Noel Bu£e, Governor's Advisor on Criminal Justice; and 

Administrator, Office of Criminal Justice Programs 
JUNE 26, 1975 

Seventy-three percent of the people voting voted in favor of 
establishing a Michigan lottery in May 1972. Since the State 
constitution banned only lotteries and no other form of gambling, only 
State law currently stands in the way of legalizing other forms of 
gambling. State law has already legalized and regulated bingo for 
nonprofit organizations. 

Governor William G .• Milliken does not think gambling will solve the 
problem of Michigan's economy. He believes that where there is a high 
level of gambling activity~ there is a tendency for organized crime 
to move in. 

The general public is also opposed to legalization of other forms 
of gambling such as numbers, sports event betting, and off-track horse 
betting, although opinion is fairly closely divided, according to a 
survey made for the Office of Criminal Justice Programs. 

The Victimless Crime Task Force of the Michigan Commission on 
Criminal Justice recommended that gambling remain as it is at present in 
Michigan and not be decriminalized further. 

Topics covered during questioning by Commist3ion members included 
the following: 

1. State control of gambling. Gambling su(th as the State lottery 
should be controlled at the State level for reasons of efficiency. It 
should also be merchandized at that level. 

2. Gambling revenues. The legal Michigan games produce revenues 
which go to the general fund and are drawn upon l)y all users of the 
State budget for governmental programs. These r.avenues amount to less 
than 1 percent of the total State budget. 
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TESTIMONY OF; 
,. Leo Shirley, Commissioner of Racing, State of Michigan; and 

President, National Association of State Racing Commissioners 
JUNE 26, 1975 

Parimutuel horseracing should be controlled and regulated by the 
State, rather than by the Federal Government. Legalized gambling on 
parimutuel racing is accepted in 32 States. Other States are looking at 
parimutuel racing as a potential source of revenue during the current 
economic crisis. 

The State can control and regulate parimutuel racing by acknowl­
edging it as a sport and an .industry and by enacting a strong racing 
act. The law should provide for a strong licensing program. The State 
should use stringent eligibility requirements in licensing all partici­
pants. A certain degree of uniformity in these requirements with other 
States is desirable and useful. The National Associa.tion of State 
Racing Commissioners (NASRC) has been influential and effective in pre­
paring uniform rules that. may be adopted by the States. 

The States should enforce the laws and rules of racing. Honest 
racing can be achieved by firm, direct control from the Governor to a 
commission. There appears to be no need for Federal involvement, since 
the States are capable of structuring their facilities for proper 
regulation. 

NASRC recently established an information bank of rulings and 
licenses from the States, which is tied into a I.:!omputer-communication 
system. This depository of information is expected to enhance communi­
cation among the States and provide the information necessary for the 
States to enforce the rules and regulations of their programs. The 
bank is expected to offer services similar .to what Federal regulation 
might provide. 

A State must rely on the assistance of the State attorney general 
for proper regulation of racing in a State. There must be close liaison 
and communication with local, State,· and Feder·al law enforcement agencies 
as a deterrent to corruption in the sport. .:·At this point, Federal 
intervention may and often does enter' into State racing programs. 

Federal authorities must b~ called on when a Federal law has been 
violated or when violations of the State racing laws have interstate 
characteristics. 

Topics covered during questioning by Commission members included 
the following: 
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1. Michigan Racing COImnission. The commission is\composed of one person, 
who, along with his other duties, grants racing dates. When a track is in 
proxind.ty to another instate £rack, creating competition, the' la:l:'ger track 
usually receives the dates requested and the smaller tracks take what is 
left due to higher quality racing and' additional revenue. When a track is 
close to a track in a bordering State or country, the Michigan track is 
granted. dates without consideration given to the dates in the neighboring 
State or country. C 

".";;;. t7 

~ ~\.;.~~$ 
2 .1'!.tiSRC merabe:&ship. Some of the members of NASR.C own horses that 

race at the same tracks they regulate. This jeopardizes the sport to an 
extent, although some members race their horses in other States more often 
than thE~Y used to. 

3. Off-track betting. Off-track betting could be a good progx:am if 
the trac~ks and the horsemen got a fair share of the proceeds. Inte1:state 
off-trac~k betting should not be allowed. Only thel~rgest· and best tracks 
would survive if that were allowed. 

4. Organized crime. A strong State racing act and u strong licensing 
program could prevent organized crime from taking over racetracks. 

5. Effect of racing on the community. Harness racing takes place at 
night iLL Michigan and thoroughbred racing begins after the irtdustrial 
plants have,let out; thus, racing does not take people away from their 
jobs. lI!he maJority of Michigan bettors are $2 bettors •. Any racing act 
should specify that tracks can be started only with community approval. 

6. Other forms of racing. There is a strong lobby against dogracing 
in Michigan. Quarter horse racing is about to b'egin there. In smaller 
communities, quarter horses and thoroughbred horses should race at the 
same tra.ck .. 

7. Licensing. Concessionaires, mutuel employees, security personnel, 
and admission personnel should be licensed. The National Gambling 
Commission should recommend that all States have strong licensing programs. 
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TESTIMONY OF.: 
• Dave Diles, Former ABC Sports Television Employee; and Former 

Sports Director, WXYZ Television and Radio, Detroit 
JUNE 26, 1,975 

Somewhere between the thinking of the pollyanna who believes that 
gambling on a large scale doesn't exist, and the over-zealous headline 
seeker who sees a criminal in every church choir, is a sensible and 
realistic appraisal of the gambling situation. 

Based on figures suppli,ed by several big-time bookmakers and by 
competent and credible police officials, it can be estimated that in 
Detroit and its suburbs alone, on an average football weekend betting 
through bpokffiakers and football cards exceeds $5 million. 

Law enforcement in many cases is not capable of exerting any 
mean,ingful control of illegal gambling and in many other cases, law 
enforcement lacks the interest to attempt such control. There has 
been no effective crackdown on gambling in Detroit. Gambling, on a 
small or large scale, organized or independent, cannot be eliminated. 

Legalized gambling would create massive problems in policing and 
administration, and would throw great teinptations in the face of a 
corrupt society. If gambling were legalized, in any form greater than 
now/.jexists in this country, major organized crime operations would 
qu;fckly attempt to move in and exercise their customary control. 

Legalization of gambling and the setting up of accessible gambling 
operations at major sports events would further erode public confidence 
in the events and in the participal1~s" confidence which already seems 
to be at an all-time low. To provide open casino gambling on a wide­
spread s.cale would invite more difficulty than the system could handle. 

But tbe ref~p"",l to 'licens~ bookmakers is idiocy. Bookies are 
operating and flob·.dshing anyway. It would make more sense to collect 
money through licensing and! to take a percentage of the profits. 

Topics coverecll. dlU'I'ing questioning by Commission members included 
the :f),'01Iowing:. 

\l,o, B'ettt::mg.,1)y p'layers. The players in sports such as football and 
basketball are l'lct naive when it comes to gambling. Gambling, however, 
is seldom more than a subject for light conversation. 

2. Legal sports betting. Legalized sports betting will come about 
eventually, but u.s. Senators and Representatives who might favor such 
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a change would be afraid of adopting that position in frq~~of their 
constituents, many of whom oppose it. 

3. Victimless crime. There is no such thing as a victimless 
crime. A gambler's family i,s the victim if ,a gambler becomes addicted. 
People to whom he owes money also become victimized by it. 

4. Pool cards. Pool cards are popular because most people are 
stupid bettors. The cards offer very poor odds. However, people love 
to gamble an4 will do so no matter what the odds are. 

5. Illegal). gambling. Illegal gambling and bookmaking flourish. 
Bookmakers do not provide a necessary function, but they provide 
intelligent information and accessible betting on a necessary evil. 
Eookmak~rs a.~e heavy bettors. 

6. Sports' double standard. There is a double standard in every 
sport. Owners of sports teams bet substantial amounts of money" yet 
players are warned not to bet. Sports commissioners are employed by 
t~am owners and are often hired because of their maleability rather 
than their expertise or ambition. 

7. Government supervision. The government should not step in to 
separate the owners of the franchise from the supervision of the sport 
group. A violent sport such as boxing, however, should be policed and 
supervised, either by the government or by a boxing commission. 
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TESTIMONY OF: 
• Donald B. Cartham, Director, Int'er-Collegiate Athletics and 

Physical Education, University of Michigan 
JUNE 26, 1975' 

There is a move in the Nation to enact laws that would make it legal 
to bet on amateur team sports. Those in collegiate athletic adminis­
tration feel it would be disastrous if gambling on college football and 
basketball games were legalized. 

The basketball gambling scandal of the 1950's brought about changes 
that wera not in the best interests of the youngsters involved or of the 
sport itself. All summer tournaments and leagues were eliminated. All 
college games were restricted to the campus or to arenas that are used 
for college competition. The length of the season and the length of 
practice time were also restricted. 

Gambling on team sports would threaten the various sports them­
selves. Costly and complicated survaillance procedures would be needed 
to prevent coaches and players from being pressured to supply inside 
information to gamblers. There would also be great pressure for inside 
information on groundskeepers, trainers, equipment operators, and 
business managers. If gambling were legal, detailed Federal or State 
reports on all aspects of the team would be mandatory. 

Among sports fans the emphasis would switch from merely winning to 
winning by more or less than the point spread in certain instances. 
Collegiate sports are now family-oriented--a situation that would be 
changed with legal sports gambling. 

If gambling were allowed on team sports, the pressure on officials 
in athletic contests would be tremendous. Officials would be under 
suspicion on every decision made. The high quality of officiating 
that now exists in the National Collegiate Athletic Association would 
deteriorate rapidly as many outstanding officials would refuse to 
work under the conditions legal gambling would promote. 

Legalized gambling may increase revenue to the State, but is it 
worth the price if amateur sports is changed or harmed? Illegal 
gambling would not be eliminated. Legalized gambling would not cover 

. the cost of surveillance and also take care of the increased costs that 
are occ~rring in athletics today. The monies generated would be public 
money, and States would distribute these funds to educational 

,institutions--not to athletic departments or various teams. 
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AUGUST 18-21, 1975 
CARSON CITY AND LAS VEGAS , NEVADA 

AUGUST 18, 1975 (Carson City) 

• Mike O'Callaghan (Governor of Nevada) 304 

• Robert List {Attorney General of Nevada) 306 

• William A. Bible (Nevada Deputy Administrator) 308 

• Peter Echeverria (Nevada Gaming Commission) 310 ' 

• Philip P. Rannifin (State Gaming Control Boa~d) 312 

• Warren Nelson (Club Cal-Neva) 315 

• John Ascuaga (Spa~ks Nugget) 317 

• Bill Harrah {Har~ah's C1ub)3l9 

• Joseph E. Dini, Jr. (Joe Dini's Lucky Club; Nevada State 
Assemblyman) and 

• Ha~old Larragueta (McGee Ente~p~ises) 321 

• M. G. Ver~on (Sea & Ski Co~po~ation) 323 

• Jerome Blankenship (United Methodist Ministe~) 324 

AUGUST 19, 1975 (Las Vegas) 

• William tl. Briare (Mayo~ of Las Vegas) 326 

• James Santini (U. S. Representative at La~ge, Nevada) 328 

• R. G. Taylor (Las Vegas: Chambe~ of Commerce) 330 
• Ken O'Connell* 

• Frank E. Scott (Nevada Development Authority and Nevada Resort 
Association) 332 

• William P. Beko (Nevada Fifth Judicial Dist~ict Judge) 334, 

*Accompanied the witness. 
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AUGUST 19, 1975 (continued) 

• Shannon L. Bybee, Jr. (Hi1brecht, Jones, Schreck & Bybee) 337 

• Ralph Lamb (Las Vegas Metropolitan Police Department) 339 
• John P. Moran (on behalf of Sheriff Lamb) 

• Paul Laxa1t (U.S. Senator from Nevada) 341 

• Bank Greenspun (Las Vegas Sun) 343 

• Kenny C. Guinn (Clark County School District) 345 

• Philip Shnairson (Rabbi, Temple Beth Shalom, Las Vegas) 347 

• George Holt (Clark County District Attorney) 348 

AUGUST 20, 1975 (Las Vegas) 

•. Lawrence J. Semenza (U.S. Attorney, District of Nevada) 349 

• RichFrd P. Crane, Jr. (Los Angeles Strike Force) 351 

• Jack Keith (FBI Las Vegas Office) 353 

• Saul Leonard (Laventho1 & Horwath) 355 
• Charles Chazen* 

• Louis Wiener, Jr. (Attorney)357 

• William H. McE1nea, Jr. (Caesars World, Inc.) and 
• Harry Wa1d (Desert Palace, Inc.) 358 

AUGUST 21, 1975 (Las Vegas) 

• Robert Broadbent (Las Vegas Convention and Visitors Authority) 362 

• Michael J. Gaughan (Royal Inn Casino) 364 

*Accompanied the witness. 
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AUGUST 21, 1975 (continued) 

~ Barron Hilton (Hilton Hotels Corporation) and 
• John V. Giovenco (Hilton Hotels Corporation) 367 

G Jack K. Pieper (on behalf of Summa Corporation) 362 
• John T. Petit* 

• John Gaughan (El Cortez Hotel) 374 

• Steve Wynn (Golden Nugget Gambling House) 377 

(Appendix B, page 537, contains a summary of the casino tours in 
which members of the Commission and Commission staff participated.) 

*Accompanied the witness. 
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TESTlllONY OF: 
• Mike O'Callagh~n, Governor of Nevada 

AUGUST 18, 1975 

The State revenues realized as a result of Nevada's various gambling 
taxes and license fees amounted to more than $82 million in the paqt 
fiscal year, Qlr 47 percent of the total revenues collected in the State's 
general fund. Neither the national economic recession nor the energy 
crisis has affected the growth of Nevada gaming revenues. Approximately 
25 percent of Nevada's total labor force is employed in the gaming 
industry and related tourist businesses. An additional 25 percent of 
the labor force is indirectly dependent upon the gaming industry. 

No investor in this country today has to face the personal and 
financial scrutiny that every investor in Nevada's gaming industry under­
goes. In addition, no other business is as stringently regulated as the 
gambling business in Nevada. The Nevada Gaming Control Board, with the 
assistance of the State legislature and in cooperation with the gaming 
industry, has.brought the board's investigative, enforcement, and audit 
regulations and procedures to an unequaled effectiveness. The gambling 
control mechanism has taken numerous successful measures to insulate 
itself from political pressure. 

Legalization of casino gambling by other States would not signifi­
cantly affect Nevada. The State's 40 years of experience in regulating 
gambling, combined with the experience and huge capital investments of 
its privately owned industry, give Nevada a strong business foundation 
and the ability to handle any competition that may arise, including that 
from nearby California. 

It is not possible to predict the effects of legalized casino gam­
bling in other States. Nevada has certain characteristics that make it 
unique. It has a small population that is geographically isolated. 
These two factors have wade gambling easier to control. The State's 
small population has lessened Nevada's reliance on its own citizenry for 
the gambling dollar. Careful planning and modern means of transportation 
have enabled the State to overcome any problems that might be caused by 
its geographic isolation. The advantage of this relative isolation is 
that is has reduced the amount of gambling by citizens outside the State 
who can least affort to gamble. These same people could easily gamble 
if the facilities were located in their ovnt or nearby cities. 

Topics covered during questioning by Commission members included 
the following: 
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1. Lotteries in Nevada. Nevada does not need a lottery. 
Lotteries are more difficult to control because the ticke.ts invariably 
cross State lines, and this creates various problems. 

2. Horseracing in Nevada. Nevada has horseracing but' it 'is not 
successful financially. People who come to Nevada are looking for a 
different type of entertainment--one that they cannot get in their own 
States. 

3. Casino gambling in other States. Nevada regulations would pro­
hibit a casino licensee from opening a casino in any other State even if 
that State had legal casino gambling. This is because expertise in the 
casino business is extremely limited, and Nevada does not wish to lose 
or share this expertise. 

4. Gaming Commission makeup. Of the five members of the Gaming 
Commission, no more than three can be of the same political party. This 
is a good system. The expertise of the individuals on the Commission 
is more important than their political affiliations. 

5. Nevada's economic health. Nevada is an economically healthy 
State and has been able to fund many improvements in services to its 
citizens. 
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TESTIMONY OF: 
• Robert. List, Attorney General of Nevada* 

AUGUST 18, 1975 

There are very few prosecutions for gambling-related offenses in 
Nevada. In fiscal year 1974, there were only four gambling offenses in 
which convictions were obtained. In the 5-year period from 1970 to 
1974, there were only 15 gambling offense convictions statewide. The 
overall crime rates in Reno and Las Vegas are higher than the rates for 
similar-size cities in other States. But in making such comparisons it 
is necessary to take into account the around-the-clock lifestyle of 
Nevada cities and the fact that on any given day a significant number of 
people in these cities are tourists. About 28 million tourists visit the 
State each year. Among these visitors are people who come for the ex­
press purpose of committing crimes, either against other tourists, or 
against the casinos. Forty-two percent of all persons convicted of 
felonies or gross misdemeanors in Nevada are nonresidents. 

Only a small percentage of the crimes committed in Nevada are 
perpetrated by people who have lost all their money gambling. There has 
never been a study done to show precisely the percentage of offenders 
who have in some way been affected by legalized gambling, and therefore 
it is very difficult to make a correlation between gambling and crime 
rates. 

The price that Nevada pays for its higher crime rates in terms of 
higher workload for its criminal justice system and higher law enforce­
ment, prosecution, courts, and corrections costs are absorbed primarily 
by gambling and sales tax revenues, which are paid primarily by those 
who have increased the tax burden, namely visitors. In any event, these 
costs would exist whether or not Nevada had legalized gambling. They 
are largely a byproduct not directly of gaming but of the State's being 
a tourist attraction for many forms of outdoor recreation throughout the 
year. 

The quality of Nevada law enforcement is very high. The State has 
never had a corruption case at any level involving gambling. This is due 
to the nonpolitical nature of gaming controls, the high caliber of those 
who regulate the industry, and the high degree of responsibility assumed 
by the industry itself. 

Topics covered during questioning by Commission members included the 
following: 
J; ~" ,-.-'------
*Attor~ey General List is a member of the National Gambling Commission. 
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1. Arrests Versus convictions. During the 5-year period from 
1970 to 1974, there probably were as many as 50 arrests for gambling 
violations, 20 to 25 prosecutions, and approximately 15 convictions. 

2. Illegal casino gambling. Because legal gambling is so readily 
available, there is virtually no illegal casino-type gambling in Nevada. 

3. Organized crime. Nevada has used every conceivable method to 
determine whether or not organized crime has been involved in casino 
operations in recent years. Organized crime has no influence whatsQ­
ever in any phase of legalized gambling in Nevada today. Loan­
sharking is not a problem either; when isolated cases are uncovered, 
they are quickly routed out. 

4. Attitude of law enforcement. Contrary to the situation else­
where in the country, .where there is almost a callousness or disregard 
on the part of law enforcement toward illegal gambling, Nevada law 
enforcement officials are highly aware of the need to protect the 
integrity of the State by assuring that no illegal gambling activity 
takes place. 
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TESTIMONY OF: 
• William A. Bible, Deputy Administrator, State of Nevada 

AUGUST 18, 1975 

Nevada's current operating budget and the operating budget for 
fisc,alyear 1976-77 are balanced. The amount of outstanding debt is low 
in relation to the property tax base. The sales tax rate is moderate in 
comparison with the rates of other States; and neither individuals nor 
corporations are taxed on their incomes. This financial soundness can be 
attributed both t(J the planning and foresight of Nevada's government 
officials and to the remarkable stability of the State':s revenue sources. 

In fiscal year 1973-74, the State's general fund (the major oper­
ating fund for State government) collected $148.5 million in taxes, 
license fees, and other revenues. 

Direct gambling levies, as collected by both the State and Nevada's 
17 counties, contributed more than 37 percent of the State's 1973-74 
general fund income. The casino entertainment tax yield~~d $9.7 million 
to the State's general fund. Indirectly, a portion of many of the 
State's other revenues, notably the sales and use tax and liquor taxes, 
can be attributed to business increases generated by gambling activity. 
The Federal Slot Tax Credit is the S'tate' s only maj or gaming revenue 
that is both outside of the general fund and is statutorily earmarked 
for expenditure in specific areas. 

Twenty-seven percent of Nevada's jobs are directly related to the 
provision of ser~ices in hotels, casinos, arid other recreational areas. 
Indirectly; those involved in gaming demand goods and ser.vices in all 
other sectors of the economy, thus creating additional employment 
opportunities. 

In recent years, Nevada's gaming revenues have been growth-oriented 
and have shown remarkable stability in periods of economic decline. 
This is not to imply, however, that the industry is recession-proof, and 
that a protracted economic decline or a much more severe energy crisis 
would not have a negative economic impg~t on Nevada's tourism and gaming 
industry. 

Topics covered during questioning by Commission members included 
the following: 

1. Budget surplus. The State anticipates a 1974-75 budget surplus 
of about $23 million, which is approximately 10 percent of the current 
operating budget. 
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2. State income tax. Nevada has no plans to institute a State 
income tax. 
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TESTIMONY OF: 
• Peter Echeverria, Chairman, Nevada Gaming Commission 

AUGUST 18, 1975 

In any consideration of gambling in Nevada, one must take into 
account the fundamental social acceptance that has developed over the 
past 44 years toward, gambling and the decades of acceptance it enjoyed 
prior to 1931. The i:iocial acceptance of the gambler is almost absolute 
in Nevada. Gamblers operate the finest hotels, restaurants, and theaters 
iin the world. They are skilled professional businessmen who use the 
latest accounting and business methods. 

It is true that 25 y~,ars ago gambling in Nevada was conducted in 
certain areas by persons who today could not obtain a license, but the 
sale of certain business interests, the introduction of new adminis­
trative procedures, and even a few funerals, have helped clean up the 
gambling industry. 

Nevada gambling has the finest administrative system in the country. 
The Gaming Control Board has a full-time staff headed by three indi¥iq­
ua1s--one with an accounting background, one from lavl enf.r;.rcement, ":aq~ 
one with an administrative background. They head a permanent staff' of 
approximately 100 people and an undercover staff of an undisclosed 
number that is constantly fluctuating. The board's investigath;e pro­
cedures are among .the f:.i.nest in the c"mmtry. Final licensing i!:\ done 
by the Gaming C onuni.s.s ion , which con(/fst,,? of five members who--except for 
the chairman who te~eives $500 per ~vear-',..are unsalaried. 

If the Gaming Control Board reccmmends denial of a license appli­
cation, it requires a unanimous vote of the Gaming Commission to grant 
that application. This dual system of approval gives each license 
applicant a complete and thorough double analysis. 

Gambling in Nevada is unique; it could not be duplicated in any 
other State in the form that exists in Nevada. Nevada views gambling as 
as recreational activity. The odds of winning are clearly delineated 
and no "skullduggery" is needed. 

Topics covered during questioning by Commission members included 
the following: .,' y 

1. princiJ~l concer:ns of the Gaming Commission. The principal 
concern of the G~ming Commission is always the source of funds--where 
the money is comi~g from that is used to finance casinos. The commission 
has an opportunity to examine the source of each dollar going into each 
licensed establishment. If any member of the comm:lssion questions any 
item regarding a loan to a licensee, the commission gives the licensee' 
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30 to 99 days to return the money and secure a loan from another source. 
Other problem areas have included junkets, which are now under control, 
and cheating by casino employees. 

2. Licensees. Anyone who has an ownership or managerial interest 
or can affect policy decisivns in a gambling establishment must be 
licensed. 

3. Black book. The Gaming Commission has statutory authority to 
maintain a list of persons -who are to be banned from the premises of all 
casinos. Those listed are generally persons with organized crime affili­
ations. A person listed in the black book may demand a hearing on his 
case. In one instance, the Dunes Hotel was fined $20,000 for allowing 
a certain individual access to its hotel premises. The primary con­
sideration in establishing the black book system was to preserve the~) 
State's image of integrity in the gambling field. A second consideration 
was to protect the licensee. 

4. Part-tin;.;a commissioners. The present system, in which Gaming 
Commission members serve on a part-time basis, is adequate. 
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TESTIMONY OF: If 

• Philip P. Hannifin, 
AUGUST 18, 1975 

I' 
Chairman, Nevada State Gaming Control Board 

The State Gaming Control Board is composed of three full-time 
members, one of whom is designated as chairman. One member must have 
an administr.ative background, one must be an accountant, and one must 
have training or experience in the field of investigation, law enforce­
m~nt, or law. Board members are appointed by the Governor and serve 
4-year terms. They must be full-time State employees with no outside 

~business interests. 

The board has the following responsibilities: 

1. Conducts background investigations on applicants for gaming 
licenses. 

2. Enforces gaming laws and regulations. 

3. Collects gaming taxes. 

4. Inspects and examines premises where gaming is conducted or 
gaming devices are manufactured and sold. 

The board has five divisions: investigation, enforcement, audit, 
tax and licensing, and securities and economic research. The investi-

() gations division conducts all field investigations necessary for the 
proper processing of applications for gaming licenses. Theenforcement 
division is responsible for protecting the honesty of the games as well 
as protecting gaming establisp~ents from cheaters. Enforc~nent agents 
also investigate customer complaints. The audit divisiqu conducts both 
regular and unscheduled audits to insure that . the State gets a. proper 
accounting of all revenues. It also monitors internal controls and 
security meaS,lres and enforces the ~Qmplex accounting r,egulations that 
pertain to the handling of large amounts of cash. The tax and licensing 
division issues and updates licenses as new games are added or deleted. 
It also collects 'all gambling taxes, fees, and penalties. The securities 
and economic. research division collects, analyzes, and publishes finan­
cial information relating to the gaming industry and maintains a report­
ing system on the publicly traded corporations that have casino 
interests. 

As part of the investigation and licensing process, a number of 
problems may arise that can be difficult to overcome. Some of the 
problems co:o.cern dlle process, for example, the handling of confidential 
informants, right to counsel, and self-incrimination privilege. In 
attempting to niain,t,:lin a rigid regulatory system on a constitutional 
basis, it'becomes difficult to deal with members of organized crime 
groups who can afford the best legal and financial advocates. Another 
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constitutional problem involves freedom of association; since criminal 
statutes do not define "organized crime" it is sometimes difficult to 
prove that an individual is a member of an organized crime group. 
Another problem is that experienced gamblers often have backgrounds in 
illegal gambling when they apply for licenses. Their backgrounds must 
be weighed against the kinds of expertise they may bring toa gambling 
venture. Sometimes businessmen associate with unsavory,. individuals~ and 
it is necessary to make a distinction between a harmleJ~ association and 
one that would damage the image of Nevada or that may indicate hidden 
interests. 

The State Gaming Control Board gathers intelligence and uses under­
cover agents and informants to detect cheaters. TIle board disseminates 
this information to the casinos and to law enforcement agencies around 
the State. The enforcement division attempts to keep abreast of all the 
latest methods that cheaters may use. Cheaters are often skilled 
sleight-of-hand artists, and detection often requires the assistance of 
informants. The board always is concerned about the possibiH.ty of libel 
and slander suits being brought against it for disseminating information 
about suspected cheaters. 

!') 

Topics covered during questioning by Commission members included 
the following: 

1. Ability to regulate. The State of Nevada. can regulate gambling. 
It has the option to make exceptions to certain regulations in specific 
cases that it deems appropriate, but this does not detract from .its 
abili.ty to exercise the necessary controls. 

2. Investigation of applicants. Every person who makes an appli­
cation to invest money or hold an equity interest in a gaming establish­
ment must submit a full disclosure of his personal history as well as his 
business and financtal history. The investigation begins after all the 
required information has been submitted. Investigators makeper$onal, 
business, law enforcement, and credit reference checks to trace the 
applicant's history from his 21st birthday on. The applicant's personal 
history is as important as his business history. If the applicant is 
reputed to have organized crime affiliations, investigators attempt to 
determine the nature and extent of these affiliations or whether in fact 
they exist < at all. There are two types ot hearings--a public hearing 
that is conducted for each applicant and a private hearing that is con­
ducted in ca,ses where there is doubt about the applicant's suitability 
for licensin'g. At the public meeting ,the applicant has the opportunity 
to rebut any informa.ti9n he feels is inaccurate, and he may be repre­
sented by counsel. The costs of the investigation are borne by the 
applicant. In one case, an exceptionally long investigation and hea,ring 
resulted in a cost to the ,applicant of $J60,000. 
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3. Skimming. Skimming, the process by which casinos fail to de­
clare some of their gambling income, has never been a problem for the 
Gaming Control authorities and does not exist in any substantial degree. 
There has never been a successful skimming prosecution. In one case, 
criminal charges were dismissed and, in another,. charges against 
def~ndants were thrown out of Federal court. 

4. Counting operations. Most of the larger hotel casinos employ 
sophisticated method~, for insuring the integrity of the counting 
operation. They use videotape cameras, one-way mirrors, and watchers. 
The Gaming Control Board conducts surprise count room visits. In one 
case, because State agents were denied access to the count room, the 
board is asking that the casino be fined $50,000. 

5. Integrity of casino employees. Every person involved in the 
actual conduct of gambling must have a work permit. The permit is 
obtained from the local law enforcement agency, which conducts a 
criminal background check. This system is used to screen out those 
who ~ay be prone to cheating. 

6. Relationship with government agencies. The Gaming Control 
Board has an excellent working relationship with the Federal Bureau of 
Inv~stigationand the Securities and Exchange Commission. There is some 
problem, however, with the Internal Revenue Service, because that agency 
claims that it is prohibited from giving tax information to the Gaming 
Control Board. The board, on the other hand, provides a great deal of 
information to the IRS. The National Gambling Commission should 
determine if there is a way to bring about a freer flow of information 
from the IRS to the Gaming Control Board because this would considerably 
improve the board's ability to regulate the gambling industry. 

7. Bookmaking tax. The 2-percent excise tax on gross wagers 
should be eliminated. The actual purpose of the tax is not to raise 
revenue but to provide the government with an added opportunity to 
prosecute illegal bookmakers. The $500 fee that bookmakers must pay for 
each person who takes bets should also be eliminated. 

8. Interstate transmission of wagering information. The ban on 
interstate transmission of wagering information seems unfair. A person 

~ in Ohio, for example, who wishes to place a bet in Nevada, where it is 
~ legal, should be permitted to use the telephone to make that bet. 

9. Prostitution and gambling. The Gaming Control Board recommends 
denial of a gaming license to any establishment that is also involved 
with prostitution. There are many prostitutes in Las Vegas, but they 
are not connected with the casinos. If it can be established that a 
casino tolerates prostitutes soliciting on its premises, the Gaming 
Control Board will call for disciplinary hearings before the Gaming 
Commission. Prostitution has no place in the gambling industry. 
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TESTIMONY OF: 
• Warren Nelson, OWner, Club Cal-Neva 

AUGUST 18, 1975 

No business is controlled more effectively than gambling in Nevada~ 
No person in government or in any other business comes under closer 
scrutiny than do the people in Nevada who apply for a gambling license~ 

Many men and women use the gambling industry as a means of financing 
their education. Judges, nuclear scientists, doctors, and lawyers have 
worked as gambling employees to pay their college tuition. 

In 1965, gaming industry representatives organized the Gaming 
Industry Association of Nevada, Inc., to handle legislative and public 
relations matters from a central source. The association provides a 
meeting ground for industry representatives to discuss issues of impor­
tance to them. The association affords the industry an opportunity to 
police itself. 

At various times since gambling was legalized in Nevada, agencies 
of the Federal Government have attempted to interfere with casino 
operations. This has been particularly true of the Internal Revenue 
Service. The IRS is not attempting to harass the industry, but it 
does not understand the industry and will not take the time to send 
agents to learn how the gambling business is conducted. 

The incidence of such practices of skimming and cheating and the 
influence of organized crime in Nevada gambling businesses have always 
been exaggerated, but today, with the current control mechanisms, 
skimming and cheating are almost nonexistent, and the influence of 
organized crime has been completely eliminated. 

In 1973, the Governor of Nevada created a Gaming Policy Board con­
sisting of seven members--two from the gambling industry; three from 
other businesses; the Governor; the chairman of the Gaming Commission; 
and the chairman of the State Gaming Control Board. The Gaming Policy 
Board has helped the industry in several ways, but primarily by 
demonstrating that it was feasible to allow casinos once again to 
operate sports pool and horserace betting. 

The 2 percent excise tax on gross wagers and the $500 occupation 
stamp should be eliminated. These measures are ineffective in combating 
illegal gambling but are succeeding in hurting the legal operations. 

The gaming industry has a bright future; however, inflation has 
taken its toll. With gambling, the percentage of profit is built into 
the system and cannot be changed. The house percentages on most of the 
games are the same as they were in 1931. The only way a casino can meet 
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its r1s1ng costs is to increase its volume of business. Also, the 
present tax structure is not ideal and could be modified somewhat. 

Topics covered during questioning by Commission members included 
the following~ 

1. Casino employees' union. There is no place in the gambling 
business for unions. Unions would cause the casinos to lose control 
over who is hired and fired. 

2. Tax in winnings. The State has the right to tax gambling 
winnings, but in order to determine how much a person has won it is 
necessary ·to know how much he has lost. This is impossible to determine 
in many of the games. 

3. Collectability of gambling debts. Gambling debts should not 
be collectable in court. Changing the current system would hurt the 
image of the casinos, particularly if they had to resort to taking 
peoples' homes and property as payment for gambling debts. The casinos 
have developed considerable expertise in determining how much credit to 
extend to customers. When the credit system is operating properly, 
there is no need to sue for payment. The State has a central credit 
system that has 30 million names on file. 
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TESTIMONY OF: 
• John Ascuaga, President, Sparks Nugget, Inc., Sparks, Nevada 

AUGUST 18, 1975 

The Sparks Nugget opened in 1955 as a small casino, bar, and 
restaurant with 60 employees. Today it employs approximately 2,000 
people. Gambling has not been the only reason for the success of the 
Nugget; the entertainment and restaurant facets of the business also 
have been important. All of the casino-hotel's operations are inter­
dependent, but entertainment is the most costly and the most de~endent 
upon the other operations. 

In order to succeed, a casino has to continuously expand its 
volume of business. This is why the casinos conduct so many promotional 
campaigns throughout the year, including golf, food, and entertainment 
promotions. The most unusual promotional venture that the Sparks Nugget 
has sponsored was a Hereford bull sale that took place on its Circus 
Room stage. 

Like any other business, casinos operate in order to make a profit. 
It is only logical, therefore, that the odds are in favo~ of the house. 
But some people do win. Studies have shown that it costs the average 
tourist approximately $3.00 an hour to gamble in a casino at today's 
prices. This is a reasonable price to pay for entertainment. The 
casinos attempt to discourage people from gambling more than they can 
afford to lose. 

If casino gambling were made legal in other States there would not 
be enough expertise available to operate the various gambling~related 
businesses. Even in Nevada it ;is often diff;i.cultto locate the required 
number of qualified personnel. People are needed who know not only how 
to operate casinos but who are also familiar with cost accounting; 
purchasing; labor management; food, bar, and service operations; and 
advertising and promotion. 

The Nugget has one of the lowest employee turnover rates in the , 
State. Nugget employees have a profit-sharing plan and a group insurance;; 
plan. The Nugget's Golden Rooster Room is staffed almost entirely by I 

students. Since the Nugget opened it has given scholarships to 72 
university students. 

/ 
11 

Topicl:l covered during questioning by Commission members included!/ 
/1 

the following: I 

1. Excessive gambling by employees. Excessive gambling by 
employees is not a problem at the Nugget. 
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2. Collectability of gambling debts. 
" not be collectable in .court. 
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TESTIMONY OF: 
• Bill Harrah~ Owner, Harrah's Club, Reno, Nevada, .and Lake Tahoe, 

Nevada 
AUGUST 18, 1975 

The Harrah family has been in the gambling business since it was 
made legal in 1931. Since that time, the State of Nevada and the 
gambling industry have come a long way, and each year there is improve­
ment in the manner in which the industry conducts itself, in the State's 
controls~ and in the success of the gambling business. 

The same practices, ethics, and principles that make any business 
successful are necessary for gambling as well. Nevada gambling is sub­
ject to the same mistakes, misconceptions, and misdirection as any 
other business. Since gambling was a new industry, with nothirig pre­
ceding it as a model, it could be e2Epected to make more than its share 
of mistakes. 

Today Harrah's employs 6,400 people, many of them college students 
who first worked for the company during summer vacations. It has 42 
separate departments, and mOre than half of the 6,400 employees work in 
areas entirely unrelated to gambling. The days when a casino could 
operate strictly as a casino are gone. 

Other States should not view casino gambling as the answer to all 
of their budgetary problems. Nevada has created a sophisticated adult 
Disneyland that no other State can duplicate. 

Harrah's introduced many new ideas to the gambling industry, such 
as a 40-foot air curtain and a 44-foot door that could not be closed; 
winter gambling at Lake Tahoe; and free bus transportation from 
California. 

Various highly publicized incidents involving the influence of 
organized crime in Nevada gambling operations have given the industry 
a bad image that still persists in some quarters despite the fact that 
organized crime is no longer a factor in Nevada. Financial institu­
tions, in particular, have shied away from investing in Nevada. But the 
gambling industry has begun to take a more active role than it did in 
the past to counter the various false claims that are made about it. 
Since Harrah's became a publicly owned company in 1971, it has conducted 
a continuing campaign to convince financial ,interests and security 
analysts that Harrah's, and the industry, have come of age. 

Topics covered during questioning by Commission members .included 
the following: 

319 



-----rs 
1. Public ownership. First, Harrah's was listed on the American 

Stock Exchange. Because it was involved in the gambling business (as 
opposed to, for example, the laundry business), many more requireIllents 
were imposed before the American Exchange listed it. The subsequent 
process of becoming listed on the New York Stock Exchange was less 
complicated. 

2. Bookmaking. The 2 percent Federal exise tax on gross 
wagers and the $500 occupational stamp should be eliminated. The sports 
and race books at Harrah's in Reno and Lake Tahoe are successful and 
well received. 
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JOINT TESTIMONY OF: 
• Joseph E. Dini, Jr., Owner, Joe Dini's Lucky Club, Yerington, 

Nevada; Nevada State Assemblyman; and 
• Harold Larragueta, President and Chief Executive Officer, McGee 

Enterprises; Owner, Winners Club, Winnemucca, Nevada 
AUGUST 18, 1975 

Statement of Mr. Dini 

The number of small casinos in Nevada is declining. There are now 
only one or two nonrestricted licensees in each small community. Since 
small communities do not have a tourist trade, the casinos depend almost 
entirely on the local populace for business. With the same people 
playing day after day, the number of people gambling can only decline, 
no matter how low the house percentage is. Nevertheless, some of the 
small casino operators continue to stay in business because it is a 
family tradition and they are reluctant to break that tradition. 

The Nevada Gaming Commission and the Nevada Gaming Control Board, 
while attempting not to overburden small casinos with the bookkeeping 
and audit control requirements that are imposed on the larger operations, 
still maintain rigid and stringent control of actual gambling operations 
through constant checking by undercover agents. 

The Federal Government imposes a $250 yearly fee on persons 
operating slot machines. Several years ago a Nevada congressional dele­
gation succeeded in having $200 of the $250 fee refunded to Nevada. 
This money has helped improve the State's educational facilities. 
Nevada receives $10 million per year in slot machine rebates. The 
balance of the $250 fee--$50--should also be returned to the States that 
have legalized gambling. 

From the legislative standpoint, Nevada has an effective gambling 
statute that is being administered by a capable and .efficient organi­
zation that is not subject to the whims of politicians and other 
influential persons. The people of Nevada are proud of the image the 
gambling industry has created for the State. 

Statement of Mr. Larragueta 

In 1959, McGee Enterprises bought the gaming rights at the Star 
Broiler, which at that time consisted of 35 slot machines, two blackjack 
games, and Ol1,e crap game. In 1969, the company bought the bankrupt 
Sonoma Inn in Winnemucca for $1 million and changed the name to Winners 
Inn. Gaming at the Winners Inn at that time'consisted of three black­
jack tables, one crap game, and one keno game. Th~ Winners Inn today 
has two additional blackjack games and 120 slot machines." The Star 
Broiler has a total of five blackjack games, one crap game, one keno 
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game, and 126 s~ot machines. The two clubs elli~loy more than 400 
people. This operation is still relatively small and family-owned. 
The clubs are run informally and are totally dependent upon repeat 
business. Winnemucca is becoming a year-round tourist attraction. 

Topics covered during questioning of Mr. Dini and Mr. Larragueta 
by Commission members included the following: 

1. Internal Revenue Service. The IRS has not been a problem to 
these casinos. Joe Dini's Lucky Club has not been audited since 1967. 
The McGee Enterprises clubs have undergone only routine audits. 

2. Casinos in small cities {Mr. Dini). Ultimately, a casino in 
a small community will not survive unless the community grows, or unless 
a main highway is built through it and it can attract tourists. But 
Yerington is not interested in promoting tourism. There are only about 
40 or 50 small casino operations left in the State, most of which are 
located in northern and western Nevada. 
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TESTIMONY OF: 
• M. G. Vernon, Vice President, Sea & Ski Corporation, Reno, Nevada 

AUGUST 18, 1975 

The legalized gambling atmosphere of Reno and northern Nevada has 
not adversely affected the performance, attendance, or moral character 
of Sea & Ski employees. On rare occasions, an employee has required 
financial assistance because of excessive gambling, but in the past 15 
years no employee has ever quit bis job or been fired as a direct result 
of gambling. The employee turnover rate at Sea & Ski is minimal. The 
absentee rate of lbg$ than 2 percent is far better than average. 

The overall tax structure in Nevada is encouraging for industry. 
One of the most significant benefits is the Nevada Freeport Law: The 
exclusion of inventories destined for interstate transportation from 
property taxes was an important inducement for Sea & Ski to move to 
Nevada from San Francisco. 

All Nevada citizens enjoy the benefits of living in a State that 
has no State income tax. Nevada school systems, police and fire pro­
tection, and highway systems are excellent. The taxes derived from 
gambling revenues have been a major factor in providing Nevada citizens 
with a high standard of living at minimal personal tax eipense. 

Sea & Ski. employees generally favor the current legalized gambling 
structure in Nevada. They feel that a drastic economic disaster could 
occur if Nevada's legalized gambling statutes were to be changed. 

Legalized gambling in other States does not seem feasible. Nevada 
has had many years of experienc~ with legalized gambling in a lightly 
populated State. It is doing an excellent job of policing and cOn­
trolling gambling, but this degree of success could not be achieved in 
the more densely populated areas of the country. 
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TESTIMONY OF: 
';\ 
\1 

• Jerome Blankinship, Minister, United Hethodist Church 
AUGUST 18, 1975 

(Mr. Blankinship's tetimony represents his personal beliefs 
than the views of any of the religious or professional groups to 
he belongs.) 

rather 
which 

The Bible makes several references to gambling, most of them 
negative. Yet, the Bible contains no absolute prohibition against 
gambling. In fact, religious matters are sometimes decided by "casting 
lots." 

Many traditions accept gambling as a natural activity that needs to 
be controlled for the maximum good of society. Others, generally the 
religiously conservative groups, see gambling as a serious evil to be 
resisted at all costs. 

By and large, the dangers of legalized gambling are not so real as 
the antigambling forces would have one believe, but the "no-problem-at­
all" attitude of some gambling advocates is equally unrealistic. Gambl­
ing, whether legal or illegal, can be a problem. 

The issue of gambling involves a classic dilemma for which both 
religious and secular leadership have long struggled for an answer. 
Should society harness mankind's "bent toward selfishness"--his desire 
to get something for nothing--so that it can produce some beneficial 
side effects? Or should society moralize and legislate against these 
selfish tendencies? There are no simple answers to these questions. 

V Nationally, the United Methodist Church speaks against legalized 
(and illegal) gambling. But in Nevada, United Hethodism has used its 
energies to control gambling, to stop its proliferation, to insure that 
it remain honest, and to provide aid for its victims. Religious 
leaders in Nevada seldom advocate the total dismemberment of the gambl­
ing structure. The religious community in Nevada recognizes that legal­
ized gambling is here to stay and that it is not quite the menace it was 
once thought to be. It also recognizes that gambling must be controlled. 
Churches in Nevada have supported tougher controls and higher taxes on 
the gambling industry. 

The problems created by gambling are not necessarily solved by 
keeping it illegal. If gambling becomes legal, a portion of the 
reVenues it generates should be used for the rehabilitation of its 
victims--compulsive gamblers and those who lose all of their money 
gambling. Each ccmmup-~ty that considers legalizing gambling should 
carefully weigh its consequences. 

... ~.' 
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if Topics t:evered during questioning by Commission mem15ers inclu.d!f'L; % 

the following: ! ; 
\ .. "~ .' 

1. Family breakdown. Family breakdown is not confined to any 
one part of the country. It does not seem to be a greater problem in 
Nevada than elsewhere. 

2. The Roman Catholic church and gambling. The Roman Catholic 
church takes a somewhat different approach to gambling from the 
Protestant churches. The Roman Catholic Church believes that if gambl­
ing is intended to be no more than a form of recreation or a means of 
raising money for charity it is acceptable. 

3. Gambling taxation. The churches in Nevada have supported in­
creased gambling taxation partly as a means of ,providing additional 
control over the industry and partly to keep gambling within the casinO 
orientation and out of drugstores, barbershops, etc. 
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TESTIMONY OF: 
• William H. Briare, Mayor, Las Vegas~ Nevada 

AUGUst 19, 1975 

o 

"It if? ironical, and interesting, to note the vast change in 
attitude toward gambling that has occurred in recent years due to 
momentous changes throughout the Nation's social and economic structure. 
The fact that numerous sociologists, economists, and government 
officials are presently reevaluating gambling reflels this change in 
values and, more Significantly, the economic plight of government 
entities. The. economic aspects of gambling now appear to outweigh all 

'other considerations. 

The phenomenal growth and economic development of the State of 
Nevada, and particularly of the Las Vegas area, are due solely to 

__ t2urism and its economic spinoffs in supporting local businesses and 
\\industries. Gambling has given Las Vegas a major economic boost as a 

growing center of trade and commerce for a vast region of the Southwest. 
"Desp~te the high rate of unemployment in the Las Vegas area, the region 
suffers far less from the recession than most population centers due to 
the "recession-proof" nature of the gaming industry. The image of Las 
Vegas as a "sin city" has given way to a look of respectability and 
economic stability that has attracted the notice of other governmental 
!~~;'~lies • 

, 1'" 

Gambling has been good for Las Vegas; therefore, one might assume 
that it would prove beneficial to any other city or State. This is a 
fallacy that will be detected in any serious study on gambling and its 
economic and soc1al ramifications. 

The unique geographical position of Nevada has significantly 
facilitated the success of legalized gambling in the State. The cities 
of Retio and Las Vegas are situated within a short distance from the 
major population centers of California, from which a majority of Nevada's 
tourist trade originates. A gambling indust,:t:y of the magr::-l.tude that 
exists in Nevada cannot depend on its local residents for support. 

Las Vegas has a high crime rate, but the constantly increasing 
crime rate is a problem nationwide. The high crime rate in Las Vegas is 
attributable. to several factors: (1) Las Vegas is a 24-hour city; (2) 
there is a high percentage of tourists year-round; and (3) there is 
gambli~g. Las Vegas suffers from the same sociological problems that 
are cd)ilinon to urban areas throughout the country and that have little 
to do with the gambling industry. And it is thought by some that it is 
these sociological problems, rather than gambling; that are responsible 
for the high crime rate. 
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The theory exists that legalized gambling will stop, or greatly re­
duce corruption, and, further, that it should be legalized because 
people will gamble regardless of its legality. The mere legality of 
gambling, however, does not automatically reduce'corruption. Legalized 
gambling could, in fact, induce corruption, depending on what controls 
and regulations are promulgated and how rigidly they are enforced. Any­
one who would consider legalizing gambling solely on the assumption that 
it will occur regardless of its legality must proceed with the utmost 
caution. 

Las Vegas has prospered becatlse of its ability to attract outside 
investment and tourist dollars. It would be quite a different matter if 
a city or State had to rely on its o~~ citizens to support its gambling 
industry. 

Topics covered during questioning by Commission members included 
the following: 

1. Gaming industry and local economy. Historically, the effects 
of inflation or depression do not affect the city of Las Vegas or the 
State of Nevada as much as they do the rest of the country. EverybodY 
who lives in Las Vegas is affected by the gaming and tourist industry. 

2. Gaming industry and local 'politics. At present, none of the 
members of the City Commission, the County· Commission, or the school 
board are employed in the gaming industry. Thecindustry does not 
dominate local affairs. 

3. Gaming industr.y and crime rate. The high rate of crime in 
Las Vegas is not due tl?gambling, but to the same sociological proolems 
that affect most urban ar.eas in the country. 
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TESTIMONY OF: 
• James Santini, U.S. Representative at Large, Nevada 

AUGUST 19, 1975 

Regulation of gambling traditionally has been the responsibility of 
State and local governments, but the Federal Government has intervened 
when it thought that State and local efforts to control certain gambling 
pract:i,.ces were not successful. The private sector should cooperate in 

"legitimate government lavr enforcement exercises, but the Federal agencies 
involved must also determine if their practices are necessary and 
effective: 

The Internal Revenue Service has exhibited little ability in tracing 
the activities of its agents in Nevada. It cannot provide any authori­
tative information concerning the average number of summonses issued to 
Nevada gaming establishments each year, or the purpose and frequency of 
out-of~State IRS agents visiting Nevada: 

We do not have specific information on the number of out­
of~state IRS agents visiting Nevada; nor can we make a 
general statement as to the purpose of their visits except 
to state that such agents would be in Nevada seeking signifi­
cant information relevent to official ongoing tax investi­
gations or examinations. As to the success or failure of these 
visits, we do not have definitive answers. 

[Lette'£' from IRS Commissioner Donald Alexander.] 

There is no way that the IRS in Washington could know whether anyone 
agent had been guilty of investigative abuse. 

Two possible conclusions may be drawn from this revelation: (1) 
The IRS has the information but is unwilling to collate the data; and 
(2) it is engaged in some very costly, shoddy, and wasteful adminis­
trative practices that reveal a lack of an organized central system of 
keeping track of its agents' activities throughout the country. This is 
a serious problem which compels immediate remedy. 

The IRS has sent out a memorandum to all its district offices in-
.structing them to notify the IRS offices in Reno and Las Vegas when 
there are planned visits to Nevada. In addition, the director of the 
IRS in Nevada has asked gambling industry accountants to furnish a list 
of all IRS summonses received this year, and to be notified of any 
visiting IRS agents and requests for inforT!}ation that the accountants 
felt were improper. But why should it betbe responsibility of the 
hotels to inform the IRS of its own practices and activities? The IRS 
should know how many summonses were issued--and why--to Nevada casinos; 
how much was spent for these investigations; how many IRS agents visit 
Nevada each year; and the purpose, success, or failure of these visits. 
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The Federal Government cannot be allowed to extend its arm any 
further into the gaming and tourist industry in Nevada. Citizens of 
Nevada cannot continue to permit t.71e practice of indiscriminate dupli­
cation and investigation. There exist at present no methods whereby 
the State can measure whether it is the victim of excessive and 
oppressive investigative tactics. 

There is a nigh degree of sensitivity within the gaming industry 
concerning prospective attempts to punish or intrude legally into the 
gaming industry in Nevada. The Congressman's office is deeply concerned 
with any legislation designed to handicap or erode Nevada's gaming 
industry, the economic lifeline of the State. 
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TESTIMONY OF: 
• R. G. Taylor, President, Las Vegas Chamber of Commerce 

AUGUST 19, 1975 

The promotion of gambling and tourism is and always has been a 
civic enterprise of the people of Las Vegas, and is the major activity 
of the greater Las Vegas Chamber of Commerce. Since'1945, gambling has 
,beel'!- the major industry of Las Vegas. 

In that year, $85,000 was raised by the local c.ommunity to promote 
thea:ttractions in Las Vegas. This "Livewire" fund still exists today 
and is used for the same purpose. The Las Vegas News Bureau, a division 
of the Chamber of Commerce, spotlights the attractions available in Las 
Vegas through the dissemination of brochures, publicity, and advertising 
designed to bring visitors to Las Vegas. Such promotional campaigns now 
attract;' foreign visitors to Las Vegas in increasing numbers. Visitors 
leave Las Vegas with a favorable impression and wish to return. 

T,hose who come to Las Vegas to gamble know that all aspects of the 
industry are completely honest. This ~avorable image of Nevada gambling 
is a result of the work of the State regulatory agencies, the Gaming 
Commission, the Gaming Control Board, and the Gambling Policy Board, as 
well as the owners and operators of the gambling establishments. 

The hotels and casinos conduct a continuous promotion and publicity 
campaign. In 1974, the hotels spent almost $19 million for advertising 
and promotion utilizing all types of media. 

The incomparable entertainment available in Las Vegas is a major 
factor in the success of the tourism industry in Las Vegas. There are 
casinos throughout the world, yet only in Las Vegas can be found the un­
surpassed entertainment offered around the clock. 

Years ago, certain corporations and professional associations were 
hesitant a90ut holding conventions in Las Vegas due to its communitywide 
gambling, but this attitude has now been largely dispelled, as a list of 
conventions scheduled for the city this year shows. Visitors spent 
$1.8 billion in Las Vegas last year, only about one-third of which was 
spent on gambling~ & tourist usually will spend about $60 a day in 
Las Vegas, a conv.entrioneer about $70, excluding gambling. 

Restricti<!lt'I8' alimed at the control of filegal gambling may be 
counterproductiwe Thy their application to legal gambling. Many of the 
adverse effeetr$ 0f illegal gambling wrongly smear legal gambling. 
Gamblers snouJicll be encouraged' to limit their activities to the legal 
variety. The, Chamber of Commerce recommends that each restriction aimed 
at the control and suppression of illegal gambling be reviewed to 
determine its possible adverse effect on legal gambling. 
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The international reputation and respect accorded Las Vegas could 
not have been realized without the integrity and self-discipline it has 
demonstrated within county, State, and national governments, or without 
the sd1idarity of community life that has been the basis of its growth 
and progress. 

Topics covered during questioning by Commission members included 
the following: 

1. Effects of possible competition. Due to the special circum­
stances surrounding the development of legalized gambling in Nevada s 
the vulnerability to the evils of legalized gambling. is not a problem 
in Las Vegas, but would be a deterrent to its operation in other areas 
of the country. The Chamber of Commerce does not believe that legalized 
gambling elsewhere would have a major effect on the industry in Nevada. 

2. Complaints to Chamber of Commerce. The Chamber of Commerce 
receives an average of 500 to 700 letters daily, none of which has been 
unfavorable toward the gambling operations in Las Vegas. 

3. State regulation of gambling. The Chamber of Commerce feels 
that all aspects of the gambling industry are well controlled and 
completely honest. 

4. Gaming industry and Chamber of Commerce. No c,pecial influence 
has been brought to bear upon the Chamber of Commerce by the gaming 
industry. There i~ a cooperative effort throughout the business com­
munity to develop southern Nevada, which is the basis of the State's 
economy. 
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TEST1MONY OF: 
• Frank E. Scott, President, Nevada Development Authority; 

President, Nevada Reso~t Associati~n 
AUGUST 19, 1975 

Gaming is a way of life in Las Vegas. The casinos are industries 
and provide jobs, income, and security to the residents 'of Las Vegas. 
Those citizens who are daily exposed to ~he gaming industry feel that 
it parallels any other nonextractive industry in that the same business 
principles apply in gaming as in construction, banking, or manufacturing. 

Some people feel that the small population of Nevada does not afford 
a proper sampling of the appeal of gambling nationally, but Las Vegas is 
a homogeneous community whose thoughts, desires, and initiatives are a 

, composite. of those felt throughout the country. In order to know about 
gaming., its sociological and financial impact, and its ability to be 
regulated, Nevada must be examined, and this examination must be con­
duc ted in N"'lTJ:liI~_ 

Those who point an accusing finger at Nevada regarding crime and 
corruption must analyze these facts: (1) Clark County attr~cts an 
average of 16 million visitors a year; (2) the median ag:~ (I;: the resiqents 
of Clark County is one of the lowest in the Nation; and (3; a significant 
percentage of the crimes committed the county are committed by nonresi­
dents. A study by three of the county's family counseling agencies con­
cluded that the county's permanent residents tend to be very stable and 
basically conservative. The influence of the Mormon Church has helped 
to enforce strict community standards among the residents of the county. 
Surveys conducted by local development departments have consistently 
shown no relationship between jop absenteeism or lack of labor force 
discipline and gambling. Corruption of the law enforcement agencies and 
the courts is virtually nonexistent in Clark County. An exploration of 
gaming in Nevada will show it to be highly controlled and well regulated. 
The fears that gaming generates in other areas of the country are greatly 
minimized by these legalized controls. 

It is a curious and alarming situation when one of the Nation's 
largest businesses is conducted outside the law. It is even more 
alarming when it is realized that an enterprise of this type cannot be 
conducted outside the law without some cooperation from the law. Payoffs 
must be made and concessions must be granted. As the public's desire for 
gambling grows, so does government corruption and the necessity for more 
protection. 

The imposition of the 2 percent wagering excise tax on legal sports 
bets in Nevada is inequitable and unjust. Such a tax only forces bettors 
to participate in illegal enterprises. Fair and equitable taxation of 
the gaming industry is beneficial to all participants, but the inequi~ 
table imposition of the 2 percent excise tax on gross, rather than net, 
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sports wagers is discriminatory and counterproductive to the national 
-purpose. The imposition of the excise tax on a person in Nevada who 
gambles with a legal sports book, but not upon the wagerer in New York 
who places a bet with OTB, is unfair and discriminatory. This inequity 
must be called to the attention of Congress so that relief may be 
brought. 

Topics covered during questioning by Commission members included 
the following: 

1. Decreased rate of the wagering excise tax. When the rate was 
10 percent, the Federal Government was only collecting 10 to 15 percent 
of what they should have been collecting. The decreased rate has 
probably increased the volume of legal sports betting in Nevada. If the 
tax were removed, the Federal Government would collect a great deal more 
than it does at present. Like any other industry, legal bookmakers 
should be allowed to operate and flourish without the obstacle of 
discriminatory taxation practices. 

2. The future of Las Vegas. A study is being conducted at present 
to determine what course the city should follow over the next 20 years. 
The downtown area is in danger of becoming a slum, and steps must be 
taken to build it up and promote it. 
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TESTIMONY OF: 
• William P. Beko, District Judge, Fifth Judicial District, State 

of Nevada 
AUGUST 19, 1975 

Gaming may not be the most important industry in the rural areas of 
Nevada, but its impact on the everyday life of the average citizen is 
substantial. Nevadans are accustomed to encountering gaming devices in 
establishments other than casinos. In rural areas table gaming is 
ordinarily confined by economics to one or two establishments. Big-time 
gamblers do not frequent these smaller casinos because they have no 
reason to travel to the small towns that cannot compete with the 
luxuries and entertainment offered by the resort hotels. Most of the 
action generated at the rural casinos is derived fronl tourists and 
business visitors. Machine gaming, however, provides substantial support 
to the local economies, particularly those connected with the transpor­
tation industry and its service industries. 

Under existing laws, all applicants for gaming licenses are ini­
tially investigated by the State licensing authorities before the local 
law enforcement agencies act on the application. In each instance, the 
approval of the State and the local licensing boards is required, and 
the local board is precluded from acting on an application until the 
State has approved it. Enforcement is a dual effort of both the State 
gaming authorities and local law enforcement agencies, but the continuing 
scrutiny of gaming operations lies largely with the State.. The State 
maintains a staff of highly trained undercover agents and investigators; 
casino employees are registered and fingerprinted; and the exchange of 
information between agencies concerning known undesirables is a con­
tinuing practice. 

Over the past 40 years, Nevada has developed an excellent, but not 
a perfect, system. Continuing surveillance of the industry by the State 
Gaming Control Board is necessary to prevent violations and to implement 
new regulations whenever the need arises. Gambling is a fragile 'in­
dustry, and its image of honesty must be maintained if gaming is to 
survive as a legal and legitimate business. Enforcement must be 
administered on an equitable and nonpolitical basis. 

Syndicates are nonexistent in the rural areas of the State. In 
some instances, slot machine route operators provide machines to 
businesses for a percentage of the profits from them. Organized crime 
is virtually unknown in rural Nevada. 

Legalized gambling, as it exists in Nevada, creates no burden on 
the public or on the pub~icagencies. Because of the strict supervision 
under which they exist, gaming licensees are more cognizant of their 
need to comply with all laws than are others who do not have the daily 
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or continued need to supervise their employees and .activities. 
Knowledge that a license may be summarily suspended or revoked for 
willful or flagrant violations of the gaming regulations affects an 
entire operation. 

If 

It is hypocritical for the various States to enact laws prohibiting 
most forms of gambling while permitting others. There is little justi­
fication for the classifications that have been permitted and those that 
are prohibited. Statistics reflect the fact that many of thoseresponsi~ 
ble for the apprehension, conviction, and sentencing of gambling vio­
lators do not necessarily believe that those offenses are serious.· To 
legalize illicit gambling activities mer~ly to clear such cases from 
the criminal justice system is not the answer; a nuisance cannot be 
justified by the imposition of a license fee on that activity. 

Any State that w0uld consider legalizing gambling to the status 
that it enjoys in Nevada will make a serious mistake unless it is com­
pletely satisfied that it has the legislation, the personnel, and the 
desire to control and supervise the industry. It must be prepared to 
vest almost dictatorial authority in the hands of a few persons whose 
integrity, honesty, and dedication are without question; to divorce 
completely such an administration from political influence; and to vest 
the authority to punish offenders in appointed, rather than elected, 
boards. Anything short of the measures taken in Nevada would be 
disastrous. 

Questioning by the Commission members covered the following topi~s: 

1. Effect of legal gambling on local prosecutors' offices. Other 
than gambling's impetus to the existence of 24-hour-a-day communities, 
the investigation of license applications, and efforts to make certain 
that licensees comply with State laws, gaming has had a negligible 
effect on the workload of prosecutors' offices. 

2. Gaming revenue and Nye·County. Many of the small communities 
would have difficulty financially without the benefit of gaming taxes 
and revenue. Gaming revenues contribute to a substantial portion of the 
local budgets; a large porti~n of these revenues go to the maintenance 
of county roads. 

3. Law enforcement in Nevada. Nevada's law enforcement capability 
is as sophisticated as any in the country, and in ar~as such as comput­
erized collection and dissemination of criminal intelligence, it is 
ahead of most other States. Nevada is entirely self-sufficient in the 
field of criminal intelligence. 

4. Nevada and Federal gambling statutes. The gaming industry in 
Nevada is not dependent upon any illegal activity or interstate 
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transportation of wagering information or paraphernalia. Those laws 
do not have a great effect in Nevada. Congress should not create a 
full-time commission to supervise the activities or administration of 
gbmi~g laws in the various States. The States should choose for them­
selv~s whether to have legalized gambling, and what types to legalize. 

,I 
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TESTIMONY OF: 
• Shannon L. Bybee, Jr., Attorney, Hilbrecht, Jones, Schreck & 

Bybee; Former Gaming Control Board Member 
AUGUST 19, 1975 

Caution should be exercised in drawing conclusions from Nevada's 
gambling experience and assuming they wi11 be universally applicable. 
The negative aspects of gambling in Nevada are universal, whi1e·the 
positive ones may not be' duplicable in other geographical, cultural, 
or political settings. Nevada has a cultural heritage of legal gambling; 
it has a small resident population; it is isolated geographically; and it 
has relatively small tax needs. 

The Nevada gaming control mechanism consists of a Gaming Policy 
Committee headed by the Governor; the Nevada Gaming Commission, a five­
man bipartisan commission appointed by the Governor; and the State 
Gaming Control Board, which investigates applicants for gaming licenses, 
enforces gaming laws and regulations, and collects gambling taxes and 
fees. 

All in all. Nevada has been relatively successft~l in controlling 
legal gambling, but there is still room for improvement, Conn"ol is. 
relative, not absolute; not all criminals are prosecuted; some hidden 
ownership is not discovered. Some of the factors that make control 
difficult are: 

1. Organi~ed crime. Everyone in law enforcement recognizes 
organized crime when he sees it, but he cannot define it. This makes it 
extremely difficult to identify a specific individual as part of an 
organized crime element. Much of the threat of organized crime today 
is directed at the casino as the victim of plans to defraud. 

2. Due process. Due process is required in gaming control no 
less than in other areas of government.al action. Proof of unsuitability 
for licensing is often difficult to obtain and document. Without such 
proof, a license cannot be denied. 

3. Gaming supervision. Gambling is one of the few businesses with 
a cash inventory and .. no documentation of each transaction for later 
verification. If cheating occurs, it must be detected by observation 
when it occurs or .it will never be detected. Cheaters are as adept as (I 

magicians. Only an extremely skilled observer can detect cheating. 

4. Corruption. Legalization of gambling will not eliminate 
corruption unless there is no control. When control is introduced 
there is opportunity for corruption. 

The National Gambling Commission should examine the cost-benefit 
ratio of ca::;ino gambling as compared to lotteries and parimutuel 
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gambling. Such a study would probably reveal that casino gambling in­
volves a greater capital expenditure for facilities per dollar of return 
than do lotteries or parimutuel betting. 

Government is capable of regulating and controlling gambling, but 
incapable of operating a successful gambling establishment. 

Topics covered during questioning by Cnmmission members included 
the following: 

1. Regu1ators i salaries. Salaries paid to Gaming Control Board 
members are too low. Low salaries invite corruption, hinder careerism, 
and tend to discourage highly qualified people from serving on the 
board. 

2. Regulators' rQl~. The role of the regulatory officer is to 
prQ-'t-.ee":t=~~h:$=~n·te~res-t-E··- of the citizens of ~levada, primarily the long-

-~ range interests. Their interests are best served by having an industry 
'r"", 

that has an image of integrity. 

3. Consumer protection. There is ample information available to 
players on the odds of most of the games they play. The industry does 
not, however, have an obligation to talk people out of gambling. 

I, 
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STATEMENT SUBMITTED BY: 
• Ralph Lamb, Sheriff, Las Vegas Metropolitan Police Department 

TESTIMONY OF: 
• John P. Moran, Under Sheriff, Las Vegas Metropolitan Police 

Department 
AUGUST 19, 1975 

(SherifJ Lamb, the scheduled witness, was unable to appear before 
the Commission. Mr. Moran appeared on behalf of Sheriff Lamb to answer 
questions regarding the Police Department's experience with gambling-
related issues.) 1\, 

The potential for corruption in the casino licensing process is 
always present. In Nevada, however, the two levels of gaming regu-
lation and enforcement--State and local--offer double protection against 'I 

corrupt practices. Each level has the power to deny or revoke a gambling' 
license. To allow corruption to eX~dr in any form would 90 immeasurable 
harm to the gaming industry. Licensed operators generally are very 
conscientious in cooperating with law enforcement agencies, because it 
is in their best interest to maintain a positive image of the industry. 

The involvement of organized criminal groups in licensed gambling 
is an eVer-present problem. It is b(~coming increasingly difficult to 
identify the presence of organized criminal groups because J,arge amounts 
of illegitimate money from these groups are invested in legitlmate 
businesses. The money from these businesses can then be used to finance 
a large legal gambling operation. The chances of this occurring in 
Nevada are minimized, however, because of the two levels of financial 
clearance and approval provided by the State and local agencies. 

The National Gambling Commission should apprise cities or St~:tes 
considering the establishment of legalized casino gambling that a large 
portion of any revenue created from taxation and licensing of such 
gambling will be needed to finance the regulatory and enforcement 
aspects of the industry. 

Topics covered during questioning by Commission members included 
the following: 

1. Illegal gambling. Nevada is fortunate in having very few 
problems with illegal gambling. This is because so much legal gambling 
is available. 

2. Exclusion of undesirables. The Police Department is in constant 
communication with other States to keep apprised of undesirable people 
traveling interstate who might ge a problem to the gambling industry. 
The department's Special Inv~stigations Bureau and Intelligence Bureau' 
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conduct background checks on applicants for~gaming licenses. The 
dep<:irtment and the Stat.e Gaming Control Board work together itl this 
respect. 

3, Loansharking. There are more loansharks around two or three 
large racetl(1-cks than in all of Nevada. There are not more than 15 to 
20 (!''nown lcansharks in the entire State, and they have.uo connection 
with the gaming industry. 

4.' fNonresidents. Twenty percent of crime victims in Nevada are 
out-of-State visitors and 40 p~rcent of the crime suspects come from 
out-of-State. The most frequent crimes perpetrated on out-of-State 
victims are muggings, purse snatchings, and room burglaries. 

5. Prison inmates. Approximately 80 percent of the inmates in 
. State prison in Nevada resided in the State less than 1 year prior to 
their arrest. 
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TESTIMONY OF: 
• Paul Laxalt, U.S. Senator from Nevada; Former Governor of Nevada 

AUGUST 19, 1975 

One of the major problems that the Nevada gaming industry has had 
to face since gambling became legal in 1931 was the suspicion created by 
congressional committees and the national press media that the industry 
was being run by organized crime. The State has engaged in a continuous 
effort to eliminate the influence of organized crime. It has completely 
overhauled the licensing and regulatory framework and expanded its in­
vestigative capabilities. And it passed a corporate licensing law that 
enabled major hotel chains and major public companies to acquire casino 
properties. This has helped tremendously to improve the ownership image 
throughout the State. It also has enabled the State to obtain public 
financing through issues, debenture, and State mortgage financing. 
Howard Hughes 1 acquisition of ga'll1bl:Lng p'ropertJes he1pe~dem(:mS-1~I:at.e~t 
Nevada gambling was subject to proper regulation and that it was a good 
business investment. 

The State of Nevada would oppose a system of national regulation or 
licensing of gambling. Gambling is a moral issue that must be decided 
at the local level. What may be a proper standard of morality in Nevada 
may be impt'oper elsewhere. 

During the 1960's, cooperation between Federal agencies and Nevada 
gambling control authorities was almost nonexistent. Since then~ the 
State has established a good wo~king relationship with the Federal Bureau 
cf Investigation, but it is still having trouble with the Internal 
Re,,-enue Service. 

There is not a single industry or business in the country that is 
subject to more regulation or that is operating as well as Nevada 
gambling. Nevada h?s the most strenuous licensing procedure anyY7here. 
Despite this, the IRS continues to suspect casinos of operating 
illegally. Simply because they are engaged in an activity that offends 
some people, gambling operators are constantly harassed. 

Topics covered during questioning by Commission members in:.I!J.uded 
the following: 

1. Casino financing. Financing is the basic problem in connection 
with the nonpublic types of casino gambling. Small operators have great 
difficulty in obtaining financing. 

2. Foreign financing. It is very difficult to track sources of 
foreign casino financing. Unless financing comes from a recognized 
foreign commercial banking institution, many problems arise. On a 
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related issue, Nevada regulations preclude a Nevada gambling licensee 
from being licensed and conducting a gambling business elsewhere. 
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TESTIMONY OF: 
• Hank Greenspun, Editor and Publisher, Las Vegas Sun 

AUGUST 19, 1975 

Nevada has managed to escape many of the deleterious effects of 
legal gambling because it is a small State from the standpoint of popu~ 
lation and one in which the presence of figures from organized crime 
ranks would soon become known to local law enforcement and State gaming 
control agents. Because of the State's sparse population, its casinos 
operate in a "goldfish bowl," which makes it difficult to hide improper 
activity or the invasion of undesirables. 

However, in. a large metropolitan area, the task of control becomes 
much more difficult if not impossible. If gambling were legalized in 
such areas, law e'nforcement would be powerless to prevent organized 
crime elements from threatening pit bosses and making and ca.rrying out 
their threats. This even happe~s in Las Vegas, but in large metropolitan 
areas, this and other nefarious practices would become widespread. No 
matter what machines or protective devices the human brain can devise, 
the ingenuity of the criminal element can overcome them. 

Public officials considering the legalization of gambling in various 
States should sit in the editor's chair at the Las Vegas Sun. and hear the 
stories of those whom gambling has harmed. This would include every 
legitimate merchant, owners of rental housing, and lending institutions 
that provide money for home purchases. Families have been deprived of 
proper food and have heen unable to pay rents and mortgages because of 
gambling losses. Along the lines of the Surgeon General's warning on 
cigarette packs, those in lower income groups should be warned that 
gambling can become an addiction. If Nevada had other revenue alterttn­
tives, such as diversified industry, and was not dependent upon. gam:Lng 
and tourism, the chances are good that the State would choose these more 
c6nventional means of raising revenue. . 

Contrary to what many law enforcement and other officials claim, 
there have been instances in which officials have accepted bribes in 
Nevada. In dealing in the cash money business, there is always the 
danger of total corruption of officialdom. 

There can be only one intelligent national policy on gambling, and 
that is to permit it to occur with State sanction only in a climate where 
it can be rigidly controlled and p.oliced and kept free from crooked ele­
ments and shady practices that cheat the players. This control can be 
accomplished in only a few areas, and it becomes more difficult as 
population increases. Each State, not the Federal Government, should 
make this determination. 
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Topics covered during questioning by Commission members included 
the following: 

1. Role of Federal Government. The Federal Government should have 
no role in determining a State's gambling policy or in controlling 
gambling in a State. The Federal Government should step in only where 
organized crime is involved and State law is inadequate to deal with it. 

2. Nevada gaming control. Current Nevada gaming regulations are 
adequate, and gaming control authorities are doing everything possible 
to keep the industry clean. 
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TESTIMONY OF: 
• Kenny C. Guinn, Superintendent of Schools, Clark County School 

District 
AUGUST 19, 1975 

(Dr. Guinn spoke as a private citizen and not on behalf of the 
Clark County school system.) 

In many respects, Las Vegas is just like any other city. It has 
residential areas, parks, schools, industry, libraries, shopping centers, 
and cultural attractions. 

The Clark County School District is growing rapidly. In most 
respects, educational achievement in Clark County exceeds tl~at in 
other metropolitan areas. Forty-four percent of the county's high 
school graduates entered a college or university in 1974. School 
attendance is about 93 percent, which indicates a very low absentee 
rate. The dropout rate of 2.5 percen'~ is also considered low. 

The revenue from legalized gambling has enabled the school system 
to develop innovative programs. Clark County was one of the first school 
districts to install carpets. It also established a school for pregnant 
girls and started a high school that operates from 4 p.m. to 9:30 p.m. 
for students who prefer night school. The first year more than 600 
students who had already been classified a$ dropouts enrolled in th~ 
night school. 

, Clark County schools have a higher proportion of teachers with 
mast~r's degrees than any other school district in the country. Many of 
the teachers have paid for their education by working in casinos. Many 
work during the'summer vacation as keno runners. 

The Clark County School District receives almost no State or Federal 
aid for school construction. Ninety-nine percent of such funds are 
raised through local bond issues. Community support in fundraising is 
excellent. The University Scholq'L'ship Program is supported by the Las 
Vegas hotels and various people who 'Work there. 

All in all, the existence of legal gambling in Nevada has not 
hindered education in the State but actually has helped it. 

Topics covered during questioning by Commission members included 
the following: 

1. Prostitution. Prostitution is not a' problem in Clark County 
schools. 
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2. Student drug and alcohol use. Neither drug nor alcohol abuse 
is a serious problem in Clark County schools. 
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TESTIMONY OF: 
• Philip Shnairson, Rabbi, Temple Beth Shalom, Las Vegas, 'Nevada 

AUGUST 19, 1975 

The Las Vegas Jewish community is a vital, normal, dynamic com­
munity concerned with the bUilding of educational and religious 
services and institutions. 

Many members of the Jewish community work in the gaming industry or 
in supporting occupations, but many also work in other nongambling­
related occupations. A number of Jewish casino executives have pa~tici­
pated actively in the building and maintaining of synagogues in the city 
and have reared their children in traditional Jewish ways. Those who 
are actively engaged as dealers or lower-level executives in the gaming 
industry do not exceed the boundaries of casual gambling. A number of 
dealers are well educated in other fields and have settled in Las 
Vegas because of the economic opportunity available there. 

The Las Vegas Jewish community has a far lower juvenile deliquency 
rate than comparable-sized communities around the country. This is due 
partially to the higher socioeconomic level, but it is also a reflection 
of the normal upbringing children are afforded in a community that is 
physically adjacent to the "Strip" but culturally and psychologically 
very much apart from it. 

The gaming industry has not had deleterious effects on the Jewish 
community in Las Vegas. There are social and educational problems in 
Las Vegas, but they are no worse than those in other communities in the 
country. 

Topics covered during questioning by Commission members included 
the following: 

1. Legalized gambling elsewhere. Hypothetically, legalized 
gambling in other communities, such as the Catskills in New York State, 
could duplic:;ate the community ,atmosphere that exists in Las Vegas. But 
it would be difficult to predict how such gambling would affect the 
nature and stability of a community, especially in the' initial stages. 
The influx of a gambling-oriented clientele into a community not yet 
fully experienced with the phenomena <could create problems, at least un­
til the appropriate security and other capabilities were developed. c 

2. Gambling by Las Vegas residents . Gambling by Las V,Tgas Jewi~h 
residents is generally minimal. Most, residents are more interested in 
making a living and in improving the educational and cultural opportuni­
ties in the community than in gambling. They recognize the pitfalls of 
promiscuous gambling. 
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STATEMENT SUBMITTED BY: 
• George Holt, District Atto~ney, Clark County, Nevada 

AUGUST 19, 1975 

It is almost impossible to develop valid statistics to show a 
correlation between gambling and the incidence of crime in the Las Vegas 
community. This is because the district attorney's office uses a manual 
file. The office will soon have a computer, at which time such 
statistics should become available. 

There is no question, however, that some individuals come to Las 
Vegas with the intent to victimize both residents and nonresidents. The 
occurrence of prostitution in the La.s Vegas area is high; narcotics also 
are heavily traded in Clark County. Robbery and burglary rates are high. 
Most of the burglaries are drug-related and/or committed by juveniles. 
There is a substantial amount of illegal use of stolen credit cards and 
worthless checks passed in casinos and other businesses in the community, 
probably a higher incidence than in communities that do not have 
legalized gambling. 

There have been few adult prosecutions related directly to gambling. 
The Clark County District Attorney's office files approximately 30 such 
cases per year, involving, for example, possession of cheating devices, 
cheating games, and manufacture and sale of cheating games. 
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TESTIMONY OF: 
• Lawrence J. Semenza, U.S. Attorney, District of Nevada 

AUGUST 20, 1975 

(Mr. Semenza testified on the basis of his experience as an 
Assistant U.S. Attorney and not on behalf of the Department of Justice.) 

The U.S. Attorney's Office for the District of Nevada does not 
have primary responsibility for enforcement of Federal gambling laws be­
cause of inadequate staffing and due to the existence of a Justice 
Department Organized Crime Strike Force operating in the area. The U.S. 
Attorney's Office assists the Strike Force in all gambling prosecut°:'ons. 
The two offices have an excellent working relationship. 

Nevada is unique in that-gambling is the State's major industry. 
Yet even with legalized gambling, the type of criminal activity encoun­
tered in Nevada is not unusual. The only Federal crimes occurring with 
greater frequency in Nevada than in most other States are those involving 
stolen and counterfeit securities, counterfeit currency, and extortion. 
This type of criminal activity is difficult to prosecute due to inter­
state and jurisdictional limitations. Other Federal crimes, such as 
extortionate credit activity and loansharking, do not seem to occur more 
frequently in Nevada due to legalized gambling. Most Federal income tax 
matters are handled by the civil rather than the criminal process. 

Some intricate criminal investigations have been hampered by 
criticism of Federal agencies and the fear that the Justice Department 
is determined to shut down legalized gambling. This is not the case at 
all, but where Federal crimes have been committed, the Justice Department 
has an obligation to investigate and prosecute them. In a number of 
cases, Justice Department investigations have exposed schemes to defraud 
the casinos. Most of the State's gambling~ri~ustry cooperates with 
Federal agencies. The reporting requiremepts oft the Nevada State Gaming 
Control Board and the Gaming Commission hav\'r al1?1b facilitated 
investigations. , /,'~ 

Topics covered during questioning by Commission members included 
the following: 

1. Criticism of Federal agencies. Criticism of Federal agencies is 
sporadiC, but usually occurs when the Internal Revenue Service is at­
tempting to perform such functions as getting dealers to report their 
tips and pay taxes on them. 

2. Exchange of information. There is not a free exchange of 
information between the Internal Revenue Service and the U.S. Attorney's 
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Office. Nevada gambling control authorities probably also have diffi­
culty in getting information from the IRS. In addition, Justice 
Department regulations prohibit the disclosure of certain information 
to other law enforcement agencies. Since not all i1!(vestigations actually 
result in prosecutions, damage might be done to individuals' reputations 
if local law enforcement agencies had access to information in Justice 
Department files regarding cases under investigation. 

3. Wiretapping. Wiretapp~~g is a legitimate means of conducting 
criminal investigations. The sa£eguards established by the Justice 
Department and by Congress are more th~n adequate to protect the rights 
of individuals. 

4. Federal/local relationship. The relationship between the u.S. 
"Attorney's Office and local law enforcement agencies is good, although 
it could be impro,yed in certain areas. 

350 



TESTIMONY OF: 
• Richard P. Crane, Jr., 

Office, Organized 
Strike Force) 

AUGUST 20, 1975 

Attorney in Charge, Los Angeles Regional 
Crime and Racke.teering Section (Los Angeles 

,J) 

The Los Angeles Strike Force was formed .in 1970. As a result of 
various Strike Force investigations, a number of State statutes and 
regulations have been strengthened. For example, Strike Force investi­
gations revealed that many of the legal bookmaking establishments were 
operating illegally. Bookies were using the telephone to receive bets 
in violation of Federal and Nevada law and to disseminate and receive 
national line information. They also were m~king over-the-counter bets 
that were not recor:ded. As a result, gross wagers reported to State and 
Federal authorities were much lower than the actual amounts taken in. 
Several Nevada statutes and regulations have been changed in an effort 
to prevent these abuses. The conviction of several prominent former 
owners of the Flamingo Hotel for skimming has resulted in the establish­
ment of accounting procedures that make it difficult to duplicate the 
Flamingo thefts. A recent conviction of some New York racketeers has 
led to tighter controls on junketeers. 

Nevertheless, the problem of regulation is still present. Some 
licensed bookmakers still operate illegally. In addition,every fall 
during the iootball season, a number of individuals with questionable 
associations take up residence in Las Vegas motels or hotels at the 
expense of some distant bookmaking empire. These individuals send line 
information back East and receive layoffs when necessary. The r.esult is 
that Las Vegas today is still the national center for layoffs. 

Strike Force investigations indicate that or~anized crime has been 
and still can be the silent partner of the casinos in Nevada. They also 
reveal a major role by organized crime in the collection of credit 
markers of many of Nevada's hotels. The racketeers uSe extortionate 
methods to collect gambling debts and then pocket most of the money. 
The casinos write off the debts as being uncollectable. 

It is not the intention of the Justice Department to eliminate or 
disrupt legal gambling in Nevada, as some critics have charged. The 
department's intention is to help the people of Nevada regulate and 
police the legal gambling industry. 

Nevada gambling is highly visible, and the digressions of some of 
its citizens are highly publicized. In reality, its problems are not as 
bad as its worst detractors would have one believe, and its virtues are 
not as numerous as its strongestl'supporters claim. 

A number of factors make gambling in Nev&da unique. To legalize 0 

casino gambling nationally would create immense problems not just for 
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law e~rotcement but for the industry itself. The necessary expertise 
is too limitef"~5 and the cash flow is attractive to organized crime. 
Should nationwide casino gambling become a fact, it would be literally 
impossible to exclude organized crime from the legal operations. 

Topics covered during questioning by Commission members included 
the following: 

1. Federal statutes. Current Federal antigambling statutes are 
adequate. The existence of legal gambling in Nevada does not make the 
~enforcement of Federal antigambling statutes more difficult. 

2. Gambling caseload. About 25 percent of the cases handled by the 
Strike Force involve tax evasion, and 25 percent involve violation of 
other antigambling statutes. Strike Forces in other parts of the 
country have fewer-gambling cases. 

3. Gaming license applicants. When an applicant for a gaming 
license is under indictment, no action should be taken on the appli­
cation until after the case is resolved. 

4. State gambling regulations. The State Gaming Control Board 
should be given wiretap authority. 

5. Organized crime. The influence of organized crime in Nevada 
is equal to or greater than what it was in 1970. Organized crime is 
involved in both leg.cl and illegal gambling, but probably is more in­
volved in legal gambling. Nevertheless, the great majority of the legal 
gambling industry in Nevada is not affected by organized crime. 

6. Bo~~king. Should sport$ bookmaking be legalized in other 
areas of the country, the people who presently control it illegally 
would become the legal owners. These individuals are members of 
organized crime. 

7. State Gaming Control Board salaries. The salaries of State 
Gaming Control Board members and staff should be raised in order to 
attract highly qualified individuals. 
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TESTIMONY OF: 
• Jack Keith, Special Agent in Charge, Federal Bureau of 

Investigation, Las Vegas Office 
AUGUST 20, 1975 

At one time, organized crime controlled a number of Las Vegas 
casino hotels. During the 1960's, however, syndicate control of gam­
bling operations in Las Vegas began to be replaced by large corporate 
investments in gambling properties. Organized criminal groups gradu­
ally withdrew from their undisclosed ownership of casinos in order to 
escape the "heat" of Federal law enforcement investigations. 

Today, the FBI concentrates its gambling investigative efforts on 
three areas: illegal bookmaking, extortionate credit transactions, and 
junketeering. 

1. Illegal bookmaking. Some Las Vegas bookmakers call the betting 
line to gamblers in areas where betting is illegal and accept wagers from 
these areas. This is a violation of Federal law. The distribution of 
line information from Las Vegas is accomplished in an organized and 
effective. manner. One case investigated in 1973 disclosed the use of 
a "blue box," a device for making long distance calls by circumventing 
the normal telephone billing process. The wiretapping provisions ,; con­
tained in Title III of the Omnibus Crime Control and Safe Streets Act 
of 1968 are used effectively to intercept illegal transmission of betting 

. information. The Las Vegas office had six Title III intercepts in 1971, 
four in 1972, none in 1973, and only one for a 2-day period in 1974. 
These intercepts resulted in 11 convictions from 1970 to 1975; 22 
indictments are outstanding and 15 more investigations have been con- :-, 
cluded and are awaiting indictment. 

2. Extortionate credit transactions. Persons who incur gambling 
losses that they cannot afford sometimes borrow mo~ey from loansharks at 
extortionate interest rates. Loansharks cannot stay in business long 
unless they are reputed in the community as businessmen who always 
collect their loans. Crimes such as theft, robbery, and burglary are 
often committed by bozrowers who feel~ompelled to make prompt payments. 
Substantial amounts of loansharking money circulate around Las Vegas .. , 
There are strong indications that some of this money originates from 
criminal groups in the East. FBI investigations of this activity ~a.v:e 
caused several of the smaller operators to leave town. Continuing 
investigative pressure by the FBI is needed to keep these operators 
from returning to Las Vegas. 

3. J{:,:,,1ceteering. Junkets to Las Vegas are an important source of 
revenue foiicasino hotels. But sometimes junkets are organized for the 
purpose of defrauding the casino. As an example, a. junketeer ~ay bring 
a group of people to Las Vegas with the understanding t:hat all~the 
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participant;,§ will be extended a certain amount of credit. When the 
players have used only a small portion of the chips they have been 
given, they cash in the remainder' and leave. In such cases, the casinos 
have little hope of' collecting on the credit extended. There are innu­
merable variations on this scheme~ and the FBI currently is investi­
gating two cases in which losses to the casinos involved have Leen 
substantial. 

All in all~ the Federal presence in Nevada has helped the gambling 
industry a6reat deal. Additional personnel on the Federal side would 
help even more. However, no additional Federal legislation is needed to 

i') deal T.y'it,h the problems created by legalized gambling in ;Nevada. 

Topics 'covered during qUE:stioning by Commission members included 
the following: 

1. Organized crime. Organized crime can never be completely 
eliminated from gambling operations, but its influence can be controlled 
and minimiz~d. 

2. Title III intercepts. 
bookmaking activities emanating 
wiretapping author~~y'were less 
and administer. Bui all of the 

"/ 

authority should bf,-f maintained. 
" 

The job of investigating illegal 
from Las Vegas would be facilitated 1£ 

cumhersome administratively to obtain 
safeguards against improper use of this 

3. Civil VEl. criminal process. It might be more effective in the 
long run to use the civil rather thtit~ the cr:i:::uinal process to put illegal 
gamblers out of business. This involves makihg it economically un­
feasible for them to continue their operation. This could be accom­
plished by using the current Internal Revenue Service structure to assess 
fines and impose liens upon properties to enforce tax liabilities. 
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TESTIMONY OF: 
• Saul Leonard~ Certified Public Accountant; Partner, Laventhol & 

Horwath 
• Charles Chazen, 

& Horwath 
AUGUST 20, 1975 

Certified Public Accountant; Partner, Laventhol 

A gambling casino that maintains proper records, operates with 
appropriate administrative and accounting controls, and is operated by 
qualified individuals is as auditable as any other business enterprise 
that has similar attributes. The auditability of a business does not 
depend upon the. nature of the business but upon the manner in which it 
is·con4ucted and the "tracks" or "trails" that are left for the auditor 
to follow. These tracks or trails result generally from· an enterprise's 
system of internal controls, the retention of complete and accurate 
records, and the availability of sufficient outside evidence, all of 
which enable the independent auditor to'form an opinion on the credibility 
of the financial statements. 

Some people mistakenly believe that because a gambling casino's 
principal stock in trade is cash or its equivalent, it must necessarily 
follow that controls over cash are loose. There are many businesses, 
including banks and retail stores, in which cash and its equivalents are 
a significant aspect of the normal operations. Such enterprises have 
always been considered to be auditable provided they have the proper 
system of controls. The same is true of casinos. 

The most unique area in the audit of a casino is the verification of . 
gaming revenue and related receivables. The a~liitor must ;~,lOt only 
satisfy himself as to the revenue actually collected by the casino; he 
must also be sure that all the revenue earned but not yet received was 
recorded. He must ascertain whether the gaming revenues generated were 
properly accounted for and recorded. 

"People-to-people" verif~ation is an important part of the auditor's 
examination. People-to-peop~e-checks are primarily used. to watch ~over the 
cash before it reaches the point where it is accounted for in conven­
tional records. This control is achieved by a network of "people 
watching people watching people." Many observations a~e made by the 
auditor on a surprise basis. The people-to-people controls include not 
only supervision and observation by people on the casino floor, but also 
the~\use of "eye in the sky" (overhead observors) and closed circuit TV 
cameras. 

Gaming r~venue is generated through cash transaction and IOU's 
;~(markers). P~ocedures relating to the issuance and control of these 
receivables are prescribed in the regulati~ns isstled by the State .oaming 
Control Board. The extension of credit in a casino is closely con- . 
trolled and monitored. The auditor tests the validity of balances by 
confirmation directly with the debtor. 
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Currency and credit slips received at the gaming tables are 
immediately deposited by the dealer in a locked box to which neither 
he nor anyone in the "pit" has access. Pit bosses and other casino 
employees constantly monitor each table to be certain that the pre­
scribed procedures are rigi.dly followed. The locked box is removed at 
the end of each shift by security guards and taken to a prescribed area, 
usually a central count room adjacent to the casino's cashier's cage, 
where it is subject to' intricate controls including the use of multiple 
keys by a variety of individualG from both the security staff and the 
accounting department. It may also be subject to closed c.ircuit tele­
vision monitoring. The supervised, monitored count of the contents of 
these boxes results in the creation of detailed auditable records. 

In recent years, many casino and hotel operations have beE!.n 
acquired by publicly h,eld companies or have themselves gone public. 
These companies are required .to file annual reports with the Securities 
and Exchange Commission. The financial statements included in these 
reports are covered by an opinion of independent auditors. 

TEpics covered during questioning by Commission members included 
the following: 

1. Casino income tax returns. Income tax returns of casinos do 
not reflect the income from credit markers as income until the debts 
are actually collected. 

2. Gambling debts. Gambling debts usually are collectable because 
the people who incur them generally feel bound to pay what they owe. 
Casinos follow basically the same procedures for collecting debts as 
other businesses. This may include the use of a collection agency. In 
cases wh~re casinos write off debts as uncollectable, the State requires 
that the write off be substantiated for State income tax purposes. 
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TESTIMONY OF: 
• Louis Wiener, Jr., Attorney 

AUGUST 20, 1975 

If an attempt were made to establish legal casino gambling in large 
cities, the problem of investigating those who sought gambling licenses 
would be beyond the capability of any investigative agency. In a den~ely 
populated area, there would be many more applications for licenses than. 
the licensing body could handle. The kind of thorough investigation that.~: 
is conducted in Nevada would be impossibJ,.e. In addition, Nevada com- -,-' 
munities are small enougp that it is possible to spot undesirables when 
they appear in casinos. In a large city, this would not be possible. 
It would not be long until undesirables gained control of the casinos in 
a large city. 

() 

There would also be serious problems regarding the type of people 
who gamble in an urban setting. A second welfare system would have to 
be established for those who gambled away all their money. This happens 
to a certain degree in Nevada communities but not as much as it would in 
a large city. Most of the people who gamble in Las Vegc:,s come to town 
with a specific amount of money set aside that they are prepared to lose. 
In an urban setting, a large portion of the gamblers would be residents 
instead of tourists. Many of them would acquire a gambling fevel:' that 
would be easy to indulge and that.would have disastrous consequences. 

There would not be enough capable, experienced operators to staff 
casino gambling establishments around the country, and many establish­
ments would go broke as a result of the inexperience Q£ their managers 
and operating personnel. '" 
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JOINT TESTIMONY OF: , 
• William H. McE1nea, Jr., President, Caesang World, Inc., and 
• Harry Wa1d, Executive Vice President, Desert Palace, Inc. 

AUGUST 20, 1975 

Statement of William H. McE1nea, Jr. 

Caesars World, Inc., is a New York Stock Exchange listed company 
that owns Caesars Palace and the Thunderbird hotel casinos in Las 
Vegas. 

A successful hotel casino provides an unusually high return on its 
investment. This high level of profitability has attracted public 
corporations to the Nevada gambling business. Caesars World stockholders 
approved the acquisition of Caesars Palace by a vote of 3.5 million 
share to 27,000 shares. The New York Stock Exchange at no time expressed 
dissatisfaction with the acquisition of Caesars World and has not treated 
the company any differently from the way it treats the more than 2,000 
other companies whose securities are traded on the exchange. However, 
the experience of Caesars World with the financial conununity was less 
successful at first. Several major investment banking houses de~lined 
to comanage the financing of the Caesars Palace purchase because they 
feared involv~7'),2nt with the gambling industry. It has taken Caesars 
World a numbl~)of years to educate members of the investment banking com­
munity to the nature of the hotel casino business. Within the past 2 
years, the financial connnunity has begun to accept the gambling business. 
Caesars World has succeeded in instituting a relationship with one of 

,':(1 the largest investment banking firms in the country. Financial estab­
lishments have begun to treat companies engaged in gambling as they 
treat all other companies. 

The acquisition of Caesars Palace has also had a substantial impact 
on the relationship between Caesars Wo.r1d and Federal agencies, 
specifically, the Securities and Exchange Commission, the Internal 
Revenue Service, and the Department of J'!lstiee. 

Following the acquisition of Caesars Palace, the Securities and 
Exchange Commission began using it~ jurisdiction over disclosure by 
public corporations to try to obtain information about the people from 
whom hotel casinos were purchased. Hotel casinos purchased from private 
c>wners have become the subjects of intense, time-consuming, disruptive, 
and E:\xpensive investigations by the SEC. The SEC does not really under­
stand how the hotel casino industry operates. 

I", 

For many years the Internal Revenue Service has wag,ed war on what 
it believes tq, be widespread failure of private casino operators to re­
port taxable income.' Public corporations, however, have no reason, not 
to report income; few of them would give up a dollar of reported earnings 
to save 50 cents in taxes. Nevertheless, the IRS has rocused particular 
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attention on public corporations in its investigation of possible tax 
evasion. These investigations often are costly and. disruptive because 
the IRS is not aware of the sophisticated internal controls exercised 
by the casinos. ;.' 

The Justice Department has conducted investigations into various 
aspects of legalized gambling. Statements made by government prosecutors 
raise serious questions as to whether Justice Department officials in­
volved in the investigations really understand how the legal gambling 
business is operated. 

Public corporations have introduced numerous modern management and 
financial techniques to the gambling industry. Caesars World has an 
elaborate corporate security system designed to prevent illicit 
practices. It hires only highly qualified individuals of high integrity. 

Caesars World is attempting to end the misunderstanding about the 
operations of gambling establishments in Nevada, particularly those 
operated by public corporations. Its attitude always has been to 
encourage government agencies, financial institutions, the press, and 
the public to delve into its operations and learn what it stands for. 
But the goal of education requires more than a willingness of those in 
the industry to open their operations to inspection. It also requires 
a willingness by those who ought to learn about the industry to spend 
the time and effort necessary to do so. 

Statement of Harry Wald 

Desert Palace, Inc., is the corporation that operates Caesars 
Palace. Caesars Palace currently has 1,233 guest rooms; a 20,000 square 
foot casino; five restaurants; a theater restaurant; and 83,000 square 
feet of convention space. It employs approximately 2,700 people. Its 
Fiscal Year 1974 revenues exceeded $86 million. Casino operations con­
tributed appro~o;imately 63 percent of the revenues and 67 percent of the 
operating profit; hotel operations contributed approximately 37 percent 
of the revenues and 32 percent of the operating profit. 

Unlike"many of the hotels in Las Vegas, Caesars Palace ,has very 'few 
junkets in which outside organizers put together groups and are respon­
sible for credit checking and ,collection of accounts receivable. It 
does, however, sponsor a numbe~ of special promotions in which grDups of 
customers are invited to Caesars Palace without charge for rooms or 
meals to participate in special events such as a New Year's Eve party. 
Caesars Palace also is host to other types of special events such as 
boxing and tennis matches. Caesars Palace customers come\ from allover 
the world, but the majority--approximately 60percent--come from the 
.Los Angeles area.' 
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Approximately 35 percent of the chips purchased at table games at 
Caesars Palace are purchased for credit. If a customer wants to obtain 
credit, he. is asked for bank references and for a statement of the 
maximum credit he would like to be allowed. Before his credit is 

(!approved, his banks are contacted about his ability to pay, and a check 
is made with a central information clearing service in Nevada to 
determine whether he has a. history of paying or refusing to pay 
gambling debts. Caesars Palace has a computerized credit system that 
enables casino employees to know at any time the amount of unused credit 
available'to each customer. The system also enables Caesars Palace to 
determine how frequently a particular customer has visited the hotel, 
the amount of credit he has obtained on various visits, and the speed 
with which he had paid his debts. Even though gambling debts incurred 
in Nevada are not enforceable in that State or in any other State, 
Caesars Palace by June 30, 1975, had collected almost 95 percent of the 
credit extended through December 1974. This collection record compares 
favorably with those of many retail establishments that have access to 
courts in collecting their debts. 

When it appears that a customer is reluctant to pay his gambling 
debt, his IOU is forwarded to a reputable collection agency or to an 
attorney in the city where the customer lives. If the collection agency 
or the attorney is unable to collect the debt, the IOU is returned to 
Caesars Palace, where it may eventually have to be written off as a bad 
debt, or at least will lie dormant until the customer again visits 
Caesars Palace. Contrary to popular rumor, Caesars Palace (nor any of 
the other casinos that Mr. Wald is aware of) has never used the threat 
of physical coercion to collect gambling debts. 

Caesars Palace has adopted an elaborate security system to prevent 
stealing by both employees and customers. While it.is impossible to 
prevent st~a1ing entirely, the combination of observation by casino 
employees, careful recordkeeping, statistical analysis of casino 
operations, and surveillance by the corporate security.department makes 
it extremely difficult for an employee or customer of Caesars Palace to 
engage in significant stealing activities for any protracted period. 

Topics covered during questioning of Mr. McElnea and Mr. Wa1d by 
Commission members included the following: 

1. Relationship with financial institutions. While much progress 
has been made in gaining the confidence of financial institutions, the 
situation is not yet ideal. Companies tha~ are willing to spend the 
time to visit and observe hotel casino operations generally become 
enthusiastic supporters of the gambling industry. But it has been very 
difficult to persuade the larger financial institutions, whose support 

'is needed, to visit Las Vegas. Their traditional policy has been not to 
invest their policyholders' funds in businesses connected with the 
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gambling industry. The prejudices of financial institutions have been 
fostered in part by the media and by government agencies. 

2. Corporate security department. Caesars World has a corporate 
security department that is separate from the internal security mechanism 
within Caesars Palace. This creates a checks-and-balances effect. The 
management of the corporate security department consists of a retired 
FBI officer> a former sheriff of Clark County> Nevada, and a former 
police chief of Las Vegas. 

3. Relationship with government agencies. The relationship 
between the Nevada gambling industry and government agencies could be 
improved if a mechanism were established whereby gambling industry 
representatives could meet with government agents on a regular basis in 
a nonlitigation environment. It would be improved if government agents 
had the specific qualifications and backgrounds needed to. conduct 
gambling-related investigations. 

4. Influence of organized crime. Organized crime is not a factor 
in publicly traded hotel casinos such as Caesars Palace. Other large 
corporations such as MGM, Hilton, and Del Webb could only lose by 
associating with organized crime figures. 

5. Illegal bookmaking. It would be helpful to eliminate the­
penalties for interstate communications of wagering information and to 
eliminate the 2 percent tax and the $500 individual fees that 'bookmakers 
have to pay. 

3pl 

!) 

;/ 



---- ---------------

TEST!MONY OF: 
• Robert Broadbent, Chairman of the Board, Las Vegas Convention and 

Visitors Authority 
AUGUST 21, 1975 ,! 

It is no coincidence that Nevada--the only State with legalized 
casipo gamb1ing--a1so depends heavily upon tourism and convention 
bookings. "Ever since Las Vegas was created as a railroad whist1estop 
in 1905, ga~b1ing has played a vital role in Las Vegas' entry into the 
resort and convention industry. Gambling plays an integral part in 
the attraction of Las Vegas as a vacation and convention center, but 
the gambling industry cannot be isolated from the other attractions 
featured in Las Vegas, such as entertainment and recreation. It is 
the excitement of the "sun and fun" city that draws visitors to Las 
Vegas. Legalized casino gambling makes it possible for the city to 
offer these features hecause, without g1i:lllbling revenues, the hotel 
industry could not afford the expense of\top-name entertainment or 
luxurious hotels with their extensive dining and recreational facili­
ties. Legalized gambling is only a part of the total market product, 
hut it is the foundation of the city's leisure and convention industry. 

Las Vegas is one of the world's leading travel destinations, and 
has been named both the "entertainment capital" and "convention capital 
of the world." The integration of gaming with the entire Las Vegas 
package and the successful marketing and promotion of that package 
has resulted in a significant economic gain for both the resort indus­
t,ry and the community. In 1974, 8.6 million people, including tour­
ists and conventioneers, contributed $1.8 billion to the local economy. 
Gaming revenues for the same period amounted to $680 million tl1rough-
out Clark County. . 

The Las Vegas hotel/motel industry currently has an inventory of 
34,8.66 rooms, and in 1974 had an average occupancy rate of 86 percent 
in the hotels and 69 percent in the local motels. These figures are 
well above the national average for both hotels and motels. 

~he entertainment value of Las Vegas can be emphasized by the 
t, re"~nue generated through entertainment taxes collected by the State. 

The: 'I!].(i) percent entertainment tax on each show generated more than $9 
nrlfJ!.])';ron for the' e1!l:\!lnty in 1974. 

Although many association and corporate executives still exclude 
Las· .vegas as> a: possible convention site because of the "sin city" 
image plrod:ucedl by casino gambling, 339 conventions were held in the 
city in 1974" attracting 311,908 delegates who spent more than $79 
million during their visits. In order to overcome the IIsin cityll 
image, marketing. and promotional campaigns emphasize the total Las 
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Vegas product. Although most promotions allude to the gambling indus­
try. a hard-sell approach is never used in advertising campaigns. 

With the introduction of jet air travel. the city has directed 
its marketing efforts to both individual and mass segments of the 
travel market. Tourist volume in.Las Vegas has increased 27.7 percent 
since 1970, while gambling revenues have averaged an annual increase 
of 16.8 percent. And despite the national publicity Nevada receives 
as a gambling mecca, it ranks only fifth in State gambling tax collec­
tions. This fact demonstrates that all types of betting and gambling 
are readily accepted throughout the United States, and are becoming an 
integral part of American life. Las Vegas, with its entire gambling­
entertainment 'marketing product, is an important segment of the grow­
ing leisure entertain~~nt market. 

Questioning by Commission members covered the following topics: 

1. Tourists' characteristics. For the first·. quartel;' of 1975, 
32 percent of the visitors were repeat customers and 28 percent were 
new ones; approximately 34 percent traveled by air to Las Vegas, 58 
percent used automobiles, and the remainder, btis and train. Surveys 
have shown that 39 percent of the visitors are attracted chiefly by 
the gambling (49 percent of those who travel to the city by. bus are 
drawn for this reason). The greatest percentage of the market comes 
from southern California, which accounts for 57 percent of the total 
market; the remainder is spread throughout the United States. 

2. Effect of the energy crisis. The first half of the first 
quarter in 1974 f;lhowed a drop of 4.5 percent in travel to Las Vegas, 
but the year as a whole showed an increase of 2.2 percent. The 6.8 
percent increase in 1973 was" the largest annual increase in the 
history of Las Vegas. l 

3. Conventions and "sin city" image. Rumored Las Vegas ties 
with organized crime have not been a factor in the reluctance among 
many corporate executives to select Las Vegas as a site for their con­
verttions. There is the fear either that the organi.zations might be 
criticized for coming to Las Vegas at public expense, or that 
conventioneers might lose too much money at the ga,ming tables. 
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TESTIMONY OF: 
• Hichael J .. Gaughan, President, Royal.lnn Casino 

AUGUST 21, 1975 

Gambling can be run legitimately, be regulated, and coexist with 
D other types of business and industry, forming a cohesive economic 

basis for the benefit of all concerned. Because casino gambling is a 
unique industry, it may be difficult, if not impossible, for other 
State~ to operate. The gambling industry in Nevada has experienced 
many growing pains, but the industry is successful today because it is 
supported by State laws and regulations which were developed ov~r the 
years and now provide the industry with a solid foundation. This 
state of affairs has been made possible in large part by the State's 
small population, the goodwill of many well-intentioned people, and 
the trials and errors of the past 45 years. 

As the Prohibition experience demonstrated, citizens wanted to 
drink--just as many people today want to gamble. Congress would be 
making a mistake if it attempted to prohibit gambling. 

It is important that distinctions be made bi~tween the various types 
of gambling. Horseracing, lotteries, and off-track betting are as 
similar to casino gambling as they are dissimilar. Similarities exist 
in the fact that money is wagered with an element of chance, but it is 
toward the dissimilarities that attention must be directed. One dif­
ficulty fot casinos exists in the area of regulation and policing. The 
most common problem is in the handling of money. In most forms of 
legitimate gambling players receive tickets or receipts, but in casino 
gampling players bet cash for cash. Another problem regards the amount 
of expertise needed in casino gambling compared to other forms of gambl­
ing. Unlike the limited action games such as weekly lotteries or daily 
races whose tracks close down every evening, casino gambling is a 
continuous activity. Many people possess a weakness for gambling and 
only the fact the casino gambling is not available nationwide holds 
their impulses in check. It is apparent that one of the main arguments 
against casino gambling in large metropolitan areas concerns the so­
called "problem gamblers." Hore research is rieeded in this area. 
Caution must be exercised if conclusions are made based upon the "Nevada 
experience," which is unique but from which much can be learned. Gambl­
ing is not a divisive force to those who know and understand it, but to 
the uninitiated and the weak, the potential for self-destruction is 

Casino g~bling could be successfully legalize!d in other resort 
areas of the country, but expansion must be conducted with the utmost 
caution and under the tightest regulations. There are presently not 
enough qualified people to staff casinos throughout the country, and 
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it would be'impossible to train enough personnel for this highly 
skilled field in a short period of time. To permit casino gambling 
in every community would be to invite a regulatory nightmare, impos­
sible to control; unskilled personnel would be a danger not only to 
themselves, but to their customers as well. 

Questioning by Commission members covered the following topics: 

1. Legalized casino gambling in other areas. Any area that has 
a large number of tourists would be suitable and could establish a 
succer.;sful operation if it wanted to. But .even in cities such as 
Honolulu, Miami, or New Orleans, there would be some people unable 
to hendle their gambling impulses. The system cannot effectively 
eliminate the problem gambler: he will have to cope with the situation 
or move. 

2. Organized crime in Nevada. There is a danger than an e~pansion 
of legalized casino gambling could be infiltrated by organized crime, 
although it is not felt to exist in Nevada. Anywhere there are large 
amounts of money involved, the threat of organized crime influence is 
possible--whether in Las Vegas or elsewhere, in gambling or in garbage. 

3. State regulation. The State Gaming Commission does an excel­
lent job in the regulatory field in making sure that its laws are up­
held. The problem. exists in the lack of protection the casinos have 
against people who cheat them. The Gaming Commission does its best to 
help, but the fact is that the most capable people in gambling are 
eithsr operating casinos or stealing from them. It would be impossible 
to establish an effective security staff to police the industry to 
control this problem. Stealing is done on an individual basis, the 
people involved are not tied with organized crime. Stealing from slot 
machines, pushing dice in a chap game, or the cold decking of a 21 
game is done by individual thieves. 

4. Government versus private operation. The success of a govern­
ment-run operation would depend upon the people employed by the 
government. Maybe, with a capable staff, a State could run a casino. 

5. Honesty of gambling in Las Vegas. Gambling, became a real 
success in Las Vegas 20 years ago when the people involved realized 
that an honest operation would do more business than a dishonest one~ 
1fhe . IRS dOesuot:general-1yconc'ern-=rt's~eiI-wfth--~iie=rr6n'e'sty'=6r=drs- .. ~. 
honesty of a gambling operc;ttion, but rather with the problems/Jof 
skimming and hidden ownership. ' 
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6. Legal bookmaking. If the 2''''Percent Federal excise tax on 
gross wagers were waived, legal bookmakers would be O'l.l an equal footjng 
with the illegal bookmakers. This in turn may help £;.liminate some 
organized criminal influence in bookmaking. 

7. Downtown versus the Strip. Downtown offers very little in 
the way of entertainment, it is aimed primarily at the slot machine 
player. Prices are higher on the Strip, and the odds are better in 
the downtown casinos. Dovmtown casinos generally do not permit the 
use of credit markers and account for only 15 percent of the markers 
in Las Vegas. 
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JOINT TESTIMONY OF: 
• Barron Hilton, President, Hilton Hotels Corporation; and 
• John V. Giovenco, Senior Financial Vice President and Treasurer, 

Hilton Hotels Corporation 
AUGUST 21, 1975 

Statement of Mr. Hilton 

There are 1,200 gambling licenses outstanding in Nevada, of,which 
only 80 account for 96 percent of the State's gambling revenue. Not 
all of these 80 casinos--or the other 1,120--are profitable, but there 
are several reasons why a State-operated casino would not generate 
the same level of tax income Nevada enjoys. A State would not pay 
casino managers and executives salaries much in excess of the Gover­
nor's; it would not be willing to underlVrite entertainment costs in 
excess of $100, 000 per week or extend,' sizeable amounts of credit to 
players or assume the capital expense of erecting facilities comparable 
to those in Nevada. Without the expertise, glamor, and convenience 
afforded only by these types of expenditures, such operations would 
be lackluster in comparison to those in Nevada. 

The oper,ition of casinos by private enterprise under State 
license isa different story. The effect of such an operation on 
Nevada would depend upon its geographical location, the rapidity with 
which competing facilities could be established, and its ability to 
hire qualified casillo managers. Only now are;'! "homegrown" casino 
managers beginning to show up in any quantity in Las Vegas. The supply 
is limited, and the cost is high. Also in terms of identification as 
a casino State, Nevada has had a head start that m~ght prove 
insurmountable. 

Casino gambling in Nevada has had serious problems in the p~t 
with organized crime, skimming, cheating, and dishonesty; but by 
attacking these problems aggressively, Nevada has been able to over­
come an admittedly questionable reputation. Whether another State 
could instantly develop a system that took Nevada 45 years to create 
is questionable .. 

Hilton Hotels Corporation entered the Nevada market in 1970 and 
has on the whole enjoyed excellent relationships with the various 
Federal agencies involved with casino operations. The extreme SUSpi7 
cion exhibited by the Internal Revenue Service in its examinations of 
Nevada casino operations is of great concern to the corporation. The 
attitude of the IRS is that the casinos are automatically guilty but 
are given a chance to p-,\ove themselves innocent. Hilton financial,., 
executives in other pai_~ of the country are not subjected to similar 
treatment. 'Of; additiorial concern is the effort of the IRS to obtain 
third-party information through Federal grand jury presentations made 
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~by'Justice0JtA;!>~?rtment Strike Forces. It is a problem not faced by 
aI).y otherffi'usi~ss in any other section of the country. . These grand 
}a:r:y preffentatioL\s are unwarranted fishing expeditions in which the 
;nor~lal ~~annels. of obta~ning infor~ation ~re c~rcum:rented, and which 
are sparked by ~nformat~on and att~tudes ~ngra~ned ~n the IRS 15 to 
20 years ago and never updated. The IRS is still unaware that there 
is a difference between legal and illegal gambling. Incursions by 
the IRS strain the hotel's host-guest relationship and are costly in 
terms of staff time and legal expenses. 

The two Hilton hotels in Las Vegas are probably the largest 
junket operators in Nevada. Benco, Inc., a wholly owned subsidiary, 
operates 35 offices throughout the United States and the world. During 
1974, the Las Vegas Hilton was host to 144 junkets with 14,706 partici­
pants who accounted for 13.1 percent of the hotel occupancy rate. The 
F~amingo Hilton conducted 107 junkets for 9,580 customers, who 
accounted for 18.1 percent of the occupancy rate for the year. No one 
is invited on a junket unless he has the ability to satisfy his gam­
bling obligations. While a junket customer receives free transporta­
tion, room, food, and beverages (and no strings are attached to any 
invitation), his performance and value to the hotel are rated. Not 
all casinos operate junkets, and not all should, but the returns from 
a subatantial amount of junket activity warrant the costs involved. 

A system of closed circuit television cameras are able to monitor 
every game in each of the Hilton casinos. This system has discouraged 
cheating and theft by both casino employees and customers. No tape is 
ever shown publicly unless it becomes evidence in a court of law. In 
the short time the system has been operational, every person accused 
of cheating or stealing has been found guilty or pleaded guilty be­
cause the system provides proof of illegal activities. 

Undoubtedly there are some compulsive gamblers in Nevada casinos, 
but it would be impossible to identify them, particularly if they were 
cash rather than credit players. A credit player who is a compulsive 
gambler would have a difficult time in Nevada because oft~e rigid 
credit standards. A compulsive credit card user faces a far greater 
chance of going into debt than a credit gambler. 

,/ 
Statement of Mr. Giovenco 

The internal controls employed by Hilton in managing its Nevada 
casinos are based on the same principles used to establish controls 
iy,; other businesses, with the exception being in the terminology. 

u 

Obviously there are unique aspects involved in casino operat:tons, 
just as in any other type of business, and controls are tailored to 
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suit that uniqueness. The only truly unique aspect of gaming opera­
tions is the transactions occurring at the gaming tables. ' 

The c'.isino cashier cage is accountable at any moment of any day 
for a specific total amount consisting of money and chips adjusted 
by other data, including requisitions and credit slips. All movements 
of chips and markers between the casino cage and the gaming tables 
are accountable through the use of written documentation on prenumbered 
multiple forms designed for that purpose. These movements, in addit:i.on 
to the counting of the cash, involve many personnel responsible to 
different departments, at least two ,of which are independent of the 
casino. These personnel must sign for the counting and receipt of 
casino funds to control accounting properly. Cages are secured by 
electronically locked doors, and access is limited toa small number 
of employees. 

Controls over credit transactions are directed to extension of 
credit, collection procedures, and review of uncollected balances. 
Only a limi'ted number of executives are permitted to extend credit to 
customers. Customers· seeking credit must complete an application that 
is verified by the credit department and approved by an appropriate 
casino executive. Monthly meetings are conducted to review uncollected 
balances. The corporation has found its coll~ctionson gaming debts 
to be very satisfactory. 

The most important aspect of internal controls in casinos is the 
employment of qualified, reliable, and honest personnel. Once hired, 
employees are constantly scrutinized for changes in lifestyle; inves­
tigative agencies may be used for this purpose. 

There is probably no business that inventories its merchandise 
as often or as accurately as a casino. With the exception of those 
in the possession of customers, every chip can be accounted for at 
any time. It is a simple process, complicated only by the high volume. 

The unique aspect of table transactions is the determination of " 
win and loss (sales) that must be derived from the inventory accounting 
rather than being the direct r~sult of an accumulation of a number of 
individual transaCtions. 

/j 

The inability to determine win or loss by an accumulation of 
sales invoices dictates that a greater emphasis be placed on control­
ling the transactions entering into the derivation of win or loss. 
Extremely close supervision and surveillance of casino personnel is 
mandatory .:Dealers and boxmen at the tables are under constant super­
vision by floormen, who are supervised by pit bosses, who are in turn 
supervised' by shift bosses. The shift bosses report directly to the 
casino manager or his designated representative. An overhead 
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surveillance set up (the "eye in the sky") enables specially trained 
observers to watch the activity on the floor from above. A staff of 
CPA t s~''8.na1yzes the gaming procedures and audits the results of gaming 

\ , 
activYties to insure compliance with the Ne'vada gaming regulations and 
with company policy. These controls are documented and submitted to 
the State gaming agencies. 

Since the amount of each wager cannot be recorded, the total 
. amount of all money wagered cannot be known. Win percentages and 
statistics have been developed and can fluctuate widely on a short­
term basis. Over an extended period of time, a range of percentages 
establish themselves and serve as a management tool in analyzing 
gaming results. Results are analyzed in terms of deviations from the 
mean percentage developed for each game and can be compared from day 
to day, or even year to year. 

The use of computerized systems in the gaming industry is rela­
tively new, but a credit authorization system is presently being 
developed that will enable management to analyze credit systems and 
practices more effectively and formulate progressively better 
credit policies. 

Although management and outside auditors believe the present 
system of control is reliable and effective, it is constantly reviewed 
for improvement. 

Questioning of Mr. Hilton and Mr. Giovenco by Commission members 
covered the following topics: 

1. IRS and Strike Force investigations. A real threat exists 
to ~he legal gaming industry if the IRS continues the practice of 
shotgun SUbpena-type investigations. Customer confidentiality must 
be protected; harassment of customers is a great deterrent to building 
up business for Nevada's casinos. The attitude of the IRS has been 
that everyone involved in gambling is guilty until proven innocent. 
There is a completely different attitude toward business in Nevada than 
in other States. The casinos and hotels have had discussions with the 
IRS district director in Reno and have been able to eliminate these 
problems to a great extent. The subpena shotgU:ii approach that re­
quests lists of names and records is unrelated to what the IRS has said 
it was seeking. ;,0' 

2. Credit. About 40 percent of the casino's income is based on 
credit, which is not taken as income for tax purposes until collected. 
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3. Junkets. Theoretically, out of every $1,000 wagered, th~ 
casino's profit will be $200. Thus for a junket that costs the casino 
$500, the participant should have the ability to gamble ,,$2,500. 

1 v 

4. Auditing controls. The IRS has never indicated which audit 
controls it belives to be deficient. It has said that the controls 
involved in gaming are the best it has come across, but it still does 
not believe that they are completely reliable. 

5. Long-term loans and dElvelopment in Nevada. Many major finan­
cial institutions are still hesitant about making long-term loans to 
developers in Nevada. Over a period of time, however, they will 
probably change their minds. 

'. ! 
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TES':rIMONY OF: 
• Jack K. Pieper, General Manager, Frontier Hotel, on the behalf of 

The Summa Corporation 
• John T. Petit, Director of Research and Planning, Summa Corporation 

AUGUST 21, 1975 

Investments in Nevada by Summa Corporation~ a wholly owned entity 
. of Howard Hughes, began in real estate in the early 1950' s and have 
been maintained and increased ever since a review of possible invest­
ments increasingly sugg,6sted the recreation industry. Summa Corpora­
tion does not look upo~ Las Vegas as a gambling mecca but rather as a 
total environment, o.fwhich gaming is only one part. The recreational 
industry represented·a short-vacation-oriented resort area whose 
attractions included" outdoor sports, attractive climate, quality 
entertainment, luxury hotel accommodations, and a unique attraction-­
gambling. Neva!"1.arepresents a unique, established circumstance for 
a legalized gambling industry, locally controlled and well-regulated, 
which can be au entertainment activity of increasing interest to 
larger and broader segments of the population. The recreation hote1/ 
casino industry must be a managed business operated in an orderly 
and organized manner with carefully defined parameters of predictability 
and control. 

The Hughes investment in hotel/casino holdings in Nevada is in 
excess of $100 million. Howard Hughes, as an individual, is licensed 
to do business in the Silver Slipper Casino. Summa Corporation 
manages and/or holds interest in the Desert Inn, Sands Hotel, Frontier 
Hotel, Landmark Hotel, and the Castaways Hotel in Las Vegas, and 
Haro1ds Club in Reno. Of these, title is held only in the Sands, 
Frontier, Landmark, and Castaways hotels. The other interests are 
leasehold operations. 

\ 
Summa CorporatfoJ;l has attempted to improve the operation of its 

recreational industryi! interests by the application of updated management­
by-objective techniques and advanced computer techniques. Credit is 
essential to the operation of a successful gaming enterprise. Bad 
debt expenses are directly related to a casino's policies and methods 
of issuing credit. The credit granted by casino management varies with 
the individual's experience, but credit information is extremely pro­
prietary. The COSAC computer system has become an integral part of 
casino auditing systems, and by providing immediate credit updates, 
serves to prevent both the casino and the players from exceeding estab­
lished credit limits. Sununa Corporation credit losses compare 
favorably with those in banking and retail merchandising. 

Each hotel is opera.ted on an independent basis, controlled by a 
general manager--a syst~m that permits the development of an 
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individual personality for each casino and a cowpetitive approach to 
serve the diversified needs and tastes of a variety of customers. 
The corporate office furnishes assistance only as requested in the 
accomplishment of long-term objectives, including consistent per­
sonnel policies, computer systems development, entertainment, and 
auditing procedures. 

Regulation of table gaming requires control by knowledgeable 
people who understand the business. The State of Nevada has been 
effective in its policing and regulation of the gaming industry, 
particularly in the investigation of personnel and procedural l

' 

practices. Summa Corporation fully supports the Nevada State gaming 
authorities and believes in the need for local regulation and en­
forcement of gaming activities. 

Questioning by Commission members covered the following topics: 

1. Internal Revenue Service. The. Frontier Hotel has received 
subpenas from the IRS, but not the shotgun type. The IRS should 
always subpena individuals and not resort to blanket subpenas. 
Summa Corporation has not experienced such treatment to an inordi­
nate degree, no more than normally expected. The hotel has not 
noticed any particular adverse treatment in Nevada as opposed to 
corporate operations outside the gaming industry. 

2. Hughes I Nevada revenue. The Frontier Hotel does not have 
access to the totB:1 fj,gures. 

3. Organized crime in Nevada. Organized crime does not seem 
to exist in Nevada; in any event, it is not involved with the Fron­
tier Hotel. 

4. Sports bookmaking. There are no plans at the present time 
for any of the Summa Corporation hotels to seek licenses for book­
making. Staffing is a major consideration. The corporation does 
not know whether Las Vegas se"rves as the national bookmaking lay­
off center, nor does it know about the establishment of point 
spreads or about the individuals who make them. 

(I 

5. Credit. The amount 6f credit business at the Frontier is 
considered propriJ!-tsry information, but i.ts credit losses run to 
about 3.5 percent. The hotel tries to make collections itself, 
until it is necessary to send them toa reputable licensed collec­
tor. The agency acts on behalf of the hotel and does not sell the 
credit markers to other collectors. 
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T~STIMONY OF: 
• John Gaughan, President, El Cortez Hotel 

AUGUST 21, 1975 

(In addition to Mr. Gaughan's connection with the El Cortez, he 
'has an interest in, manages, and owns the following casinos: 1951: 
2percent interest, Flamingo Hotel; 1953 through 1958: ownership and 
management, Saratoga Spotts Book; 1961: ownership, Las, Vegas Club; 
1962: ownership, Club Bingo; 1963: part ownership, El Cortez Hotel; 
1969: erection, Western Casino and Bingo; 1972: part ownership, 
Royal Inn Casino and Union Plaza Hotel; 1973: part ownership, Golden 
Nugget; 1974: erection, Nevada Hotel.) 

Gambling is very much like any other business in virtually all of 
its related problems, the most important of which is the ability to 
find capable management and talented personnel at all levels of the 
business. Invariably, where the level of intelligence and competency 
of ,the executive departmlrnt is high, the problems of such a business 
are small. The gaming i~~dustry in Nevada is continually preoccupied 
with the integrity of thc)se people who are entrusted with the day-to-day 
supervision of gambling J~ctivities. . 

There should be no special apprehension concerning the legalization 
of gambling in other areas of the country. The industry in Nevada is 
more than just a crap game and a number of slot machines. What exists 
in Nevada today is a result of gigantic capital investment, enormous 
operating budgets, including millions of dollars in entertainment and 
related customer attractions, and the development of State gaming 
controls through 45 years of trial and error. A similar commitment of 
capital, manpower, continuous promotion, and gaming controls will have 
to be matched and probably exceeded if another area were to compete 
successfully with Las Vegas. Although legalized gambling is possible 
outside of Nevada, it may not prove to be so successful as the operation 
in Nevada. 

, ' 

Questioning by Commission members covered the following topics: 

1. Gaughan's illegal bookmaking activities. In the late 1940's, 
Barrick and Company in Omaha, Nebr., maintained contacts with book­
makers and racetracks throughout the country, and handled bets on foot­
ball, baseball, and basketball. There may have been some corruption 
at that time, but nothing suspicious could ever happen without the 
bookmakers' knowing about it. It is important for bookmakers that 
things be honest, and if a problem were found with a team or group of 
teams, they would be taken off the betting list. There is no college 
in the country that wants its team dropped from betting consideration 
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as such an action would signify that a problem existed in that school's 
program. It is embarrassing to the university, its president, the 
coaching staff, and the players. 

2. Legal versus illegal bookmaking. The imposition of the occupa~ 
tional tax stamp, more than the collection of the 10 percent excise tax 
on gross wagers, caused the move from Omaha to Las Vegas in the early 
1950's. Illegal bets of up to $10,000 were taken in Omaha, but credit 
was limited to bets of $300 or less in Las Vegas. The 10 percent tax 
in Las Vegas precluded any competition with illegal bookmakers and 
limited legal action to the handling of parlay cards. Since the reduc­
tion of the excise tax to 2 percent, the legal bookmaker is still at a 
comparative disadvantage, but is now in a position where he can compete. 
Even if the legal bookmaker absorbs the 2 percent tax, it leaves him 
only one-half of 1 percent in profits after.expenses are paid. Nobody 
can make money in legal bookmaking if he is forced to absorb the tax. 
A bookmaker still has to cheat in order to be competitive. 

3. Organized crime. There has never been any connection between 
any Gaughan holding in Nevada and organized crime. Organized crime 
is not a factor in casino gambling in Nevada. Members of organized 
crime are not bookmakers or gamblers, but only prey on business 
operations, including bookmakers, for protection money. 

4. Internal Revenue Service. IRS investigations have never posed 
a problem for the Gaughan holdings in Las Vegas because they arepri­
marily visited by lower income gamblers and do not extend great sums 
of credit. The casinos have not received an inordinate amount of 
requests for information from the IRS. 

5. Withholding tax. A gambling operation would be impossible to 
run, and the tax impossible to collect, if a withholding tax ,..rere en­
acted by the IRS. The up-and-down situation of gambling could not be 
accurately recorded by the hundreds of extra bookkeepers and revenue 
agents that would be necessary to monitor the activity. The return to"' 
the Federal Government would be minimal and would necessitate 
needless accounting. 

6. Gambling percentages. The success of a gambling operation 
depends on the percentage retained by the house, the volume of business, 
and the overhead costs involved. Expenses cannot exceed the percent 
of the volume held by the business. Food and beverage generally account 
for 14 percent of the gross volume, 37 percent goes for wages, 35 per­
cent for other expenses,·with the remaining 14 or 15 percent retained 
as profit before taxes. The percentages for such games as dice, 21, 
and roulette are almost standard throughout the world. There is only 
a slightly higher percentage payoff to the slot machine player in the 
downtown casinos, but that is the only real" diffe-rence between the 
casinos downtown and those located on the Strip. 
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7. Slot machines. A substantial amount of money is lost to slot 
machine cheaters each year. A book listing every known cheater is 
used by the casinos to keep those people away from the slot machines. 
A casino will not be cheated if it knows who the cheaters are, but it 
is the people about whom the casinos know nothing who cause most of 
the problems in this area. 
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TESTIMONY OF: 
• Steve Wynn, President, Golden Nugget Gambling House 

AUGUST 21, 1975 

There are a couple of areas in downtown Las Vegas where the per­
centage is a little better for the player, and they are significant. 
Customers are allowed double odds on craps at the Golden Nugget and at 
Binion's Horseshoe, which significantly reduces the percentage against 
the player. Downtown casinos also pay triplE~ for 12 in the field in 
craps~ which means that the entire betting field has a better bet than 
it would have on the Strip. 

Questioning by Commission members covered the following topics: 

1. Downtown casino promotion. The nature and composition of the 
downtown traffic is a somewhat controversial subject. The Strip and 
downtown each have their own customers who determine how the businesses 
should be operated. The casinos downtown cater to the tourist class 
who in many instances stay at hotels on the Strip but come downtown 
because they feel uncomfortable in the high-stakes atmosphere found on 
the Strip. Promotion in the gaming industry can vary greatly from 
operator;- to operator. The Golden Nugget offers the. best food in the 
city in an elegant atmosphere that is not usually seen in the downtown 
area. A bettor who buys a $25 chip is not 25 times a better customer 
than the man who bets with $1 chips. The latter is someone who likes 
to gamble and makes a point of it. The fellow who bets a dollar at 
the Golden Nugget might be on his way from Los Angeles to Salt Lake 
City, but that is where the profit is made, in the merchandising of 
that area. 

2. Layout of a casino. The slot machines are generally lined up 
at the main entrance so that the customers have to walk through them 
in order to reach the pits. The blackjack, 21, and baccarat games are 
clustered at the center of the casino, close to the cage, the restaur­
ant and the bar, so that credit transactions or movement of chips can 
be speedily accomplished. A high roller, whether successful or unsuc­
cessful, is very h~ppy to move over to another high limits game. 

j; 

3. Downtown profits versus the Strip proftts. The 22 percent 
profit from the net revenues at the Golden Nugget is higher than those 
found on the Strip. A casino on the Strip is lucky to make a 10 percent 
profit before taxes. But the Strip casinos earn much greater profits 
than the downtown casinos because their volume of business is so much 
greater. 
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TESTIMONY OF: 
.' Bruce Babbitt~ Attorney General of Arizl)na 

AQ@UST 22, 1975 
,,', \ 

\J 
<':!/ 

Illegal gambling exists in Arizona, but its legalization in the 
State would not significantly reduce organized crime activity and 
would add to the problems that already exist in the State's regulation 
of greyhound racing • 

. Public attention has been focused on an economic dispute between 
greyhot:lnd breeders and the greyhound tracks in Arizona that has called 
into question the regulatory responsibility of the Arizona Racing 
Conimission. The greyhound industry exists as a monopoly in Arizona 
and ·.;lS protected and reinforced by certain statutes in the Arizona 
Racing Code. The existence of the monopoly has made the r:egulatory 
efforts of the racing commission ineffective. 

All racing permits except one are issued annually to two 
corpora.tions, American Greyhound Racing, Inc., and Black Canyon 
Greyhound Racing, Inc. Both American and Black Canyon are owned 
jointly by Funk's Greyhound Racing Circuit, Inc., and Ramcorp Hetals, 
Int. The Funk family is the local management operator for the 
licensees; Ramcorp is a successor to the former Emprise Corporation 
and holds consultant contracts with the licensed operators. The Funk 
faniily also owns 51 percent of ~'lestern Racing, Inc., which. is the 
holder of the remaining greyhound license in the State. 

Section 5-110 of the A.R.C. provides that: " ... in the event 
there is a conflict in dates requested between two or more permittees 
in the same county for the same kind of racing . the permittee 
whose application is for substantially the sam.e dates as were allotted 
to him in the preceding year shall be entitled thereto in preference to 
any other.. permittee. II The statute further allows two or more permit­
tees tQ agree to an allotment of dates and thereby receive preference 
over any other permittees. This eliminates competition for racing 
dates by permitting the licensees to maintain a priority position in 
rece~v~ng racing dates. Once a monopoly position is achieved, it is 
sustained by statutory preference. 

As a form of legalized gambling, the greyhound racing industry is, 
at least on the-books, a strictly regulated operation, but the racing 
commission has not made effective use of its powers. The problems do 
not exist with the conunission, but are inevitable byproducts of the 
monopolistic structure of the industry. The very regulatory authority 
of the cOIllI(;:j.ssion is challenged by an industrywide monopoly. There is 
an obvious problem in policing a greyhound racing industry that has 
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power to produce an orchestrated respol'lse from every hrack in the 
State. One suspension or revocation might affect the entire industry-­
or could destroy dogracing in Arizona. The racing commission stands 
bewildered before a giant entertainm:ent machine, a major employer,and 
a huge taxpayer. Meaningful competition would contribute to the 
general economic health of the industry land serve to strengthen the 
regulatory authority of the racing commi.ssion. 

The fact that two of the three stewards at the tracks are in the 
employ of and subject to the control of track management serves to 
hamstring effective enforcement of commission regulations. During the 
boycott l;.r~tged by the breeders to protest the running of short-field 
races, the management-controlled stewards refused to join the State 
steward in enforcing the will of the racing commission. 

The Arizona legislature must examine ways to break up the monopoly 
and diversify the greyhound racing industry into a competitive busi~ 
ness. There are no constitutional impediments to doing so, and such 
an action would not be dependent upon the presence or absence of a 
criminal conviction. The legislature makes the laws and thus it cafi 
also revoke the present laws for the purpose of restoring competition 
to the industry. This cou,ld be done by: (1) Repealing the anti­
competitive provisions; (2) limiting the number of r.acing permits 
that any individual, corporation, or major shareholder could own 
directly or indirectly; and (3) providing the racing commission with 
an adequate appropriation to appoint and pay all three track stewards 
and to increase the size and quality ·of the racing connnissio~ staff. 
Monopoly power is the basic problem in Arizona racing, and i1i) must be 
ended by legislative action. '. 

Que$tioning by CommissiQn members covered the following topics: 

L Bookmaking in Arizona. The extent of illegal bookmaki,ng in 
Arizona is unknown. The statutes have not been effectively enforced 
and there have been relatively few bookmaking proseditiollS. Two 
'former State Attorneys General were indicted for bookmaking activities. 

2. Organized crime in Arizona. There is a substantial problem 
with organized crime in Arizona, but the State has 1:10 evidence that 
illegal gambling is the backbone of organized crime in Arizona. The· 
State did not perceive that such a pro~Jem existed until 10 to 15 
years ago and is just now moving against it. 

3. Organized crime in Arizona racing. The State is not aware of 
any specifiJl:: organized crime related problem at the local tracks. The 
monopolistf~ structure of the industry appears to be the only serious 
regulatory problem.? 
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4. Increased appropriations for the racing commission. The 
co~ission must have the legal firepower to back up its attempts at 
regulation. More funds should be appropriated to the commission, but 
that should not be viewed as the total solution to the problem. 

". '! ., 
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TESTIMONY OF: 
William C. Smitherman, United SLates Attorney, District 

of Arizona: 
AUGUST 22, 1975 

Gambling prosecutions in Arizona are normally handled by Federal 
Strike Force attorneys in cooperation with the United States 
Attorney's Office and have focused on sports bookmaking activities; 
however, little is known about specific operations. The ul1avai1abi1ity 
of hard statistics is not due to a lack of diligence and ability on 
the part of local and Federal law enforcement agencies, but is 
characteristic of bookmaking. 

Bookmakers in Arizona appear to deal with a limited c1ienteie who 
are well known to the bookmakers themselves. One of the greatest 
obstacles to the identification, investigation, and prosecution of 
bookmakers is their ability to operate anonymously by telephone. The 
Federal wiretap stat~te was enacted in 1968 to attack criminals with­
out unduly compromi~ing individual liberties, (~)l); attacks on the 
statute in the courts have made its use difficu]:!:. Another problem 
is that there is little physical evidence in a b'bokmaking operation. 
Bookmaking records are often kept in code and are also susceptible to 
many plausible explanations. Moreover, gambling accounts in Arizona 
often appear to be settled in banks rather than on the street. There 
is little evidence that gambling debts are collected by extortionate 
means or that usurious loans are taken to meet payoffs. 

Public apathy toward illegal gambling has made enforcement of 
gambling statutes. difficult. This apathy is reflected in the sentenc­
ing practices of the courts in gambling cases. The convicted book­
maker can simply wait out his probationary period and reenter the busi­
ness, where the problems of detection, investigation, ~nd prosecution be­
gin again. Our experience indicates that more often than not, however~ 
the convicted bookmaker does not even wait for his probationary status to 
expire before he resumes his gambling activities. 

Despite these difficulties, enforcement of the Federal an:tlgambling 
statutes is proceeding in Arizona, and encompasses each of the major Fed­

'( era1 violations. Cooperation between local, State, an.dFederal law en-
.' , forcement agents has been excellent in Arizona. Although the elements to 

be proven differ between local and Federal violations, the information 
necessary for successful investigations is often exchanged. 

The statutes appear to be satisfactory,and through the dili­
gence of law enforcement at all levels, few gambiing busines~es in 
Arizona have been allowed to grow large enough to satisfy the juris­
dictional elements of Section 1955 of the U.S. Code. No evidence 
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has been found to show that any bookmaking operation in Arizona is 
... owned or controlled by members of organized crime. Connec tions have 

been discovered between some of the local gambling businesses and 
gambling businesses in Chicago and Las Vegas, but there has been no 
indication that organized crime elements in those cities control the 
local operations. Las Vegas serves as the location from which the 
local operations receive the betting line and to which layoffs are 
disposed, but there appears to be no direct connection. 

Traditional organized crime elements do not exercise a great deal 
of control over the local illegal gambling operations for a number of 
reasons: (1) Local law enforcement agencies are diligent and able; 
(2) Arizona residents are relatively free of the conditions that have 
traditionally invited organized crime; and (3) Las Vegas is only hours 
away for those who want to gamble. Organized crime has for the most 
part been kept out of local gambling operations; but if gambling were 
to be legalized, local operations would expand and could present a 
lucrative target for organized crime. 

Questioning by Commission members covered the following topics: 

1. Organized crime in Arizona. Arizona does not have a problem with 
organized crime to the same degree as most areas of the country because of 
the State's relatively small population and lack of apparent police cor­
ruption. Organized crime must have large population centers upon which to 
prey. As Arizona continues to grow, the problem will increase. The 
lccal citizens have a very low tolerance for police corruption. 

2. Wiretap laws. The Federal wiretap laws are cumbersome, and 
often approval to use them arrives too late to be effective in an 
investigation. The statutes should be modified to facilitate the use 
of wiretap devices by investigators. 

3. Ability tG enforce a total ban on gambling. A national policy 
of no legalized gambling could not be effectively enforced. There are 
limits to what can be done with available resources. The Justice 
Department would need thousands more prosecutors, judges, probation 
officers, and jails to enforce such a policy. 
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TESTIMONY OF: 
• Richard E. Long, Special Agent in Charge, FBI Phoenix Division 
• Clark S. Miller, Special Agent, FBI Phoenix Division 

AUGUST 22, 1975 

The problem of organized crime and illegal gambling in Arizona is 
minimal when compared to other areas of the country, but despite the 
efforts made by the State's law enforcement organizations, Arizona is 
not completely free of illegal gambling. Several self-proclaimed 
professional gamblers have told the FBI that it is impossible to place 
a bet in Arizona except during the football season,but sports betting 
remains popular in the State~ Sports betting operations in Pho~nix 
and Tucson have been uncovered that utilized betting line and layoff 
services from operations in Las Vegas and Los Angeles. Bookmakers in 
Phoenix offer odds of 11 to 10, but operators in Tucson offer odds of 
6 to 5. It is believed that a monopoly exists in the Tucson area be­
cause of these higher~than-average odds. 

Members of a Chicago ·organized crime group have allegedly made 
attempts to establish illegal gambling operations in Phoenix, but with 
this sole exception it appears that the Chicago group has not infil~ 
trated Arizona. 

Investigations throughout the State have revealed that off-track 
betting operations regularly accept illegal bets on horseraces and 
dograces, but little evidence exists concerning illegal numbers 
operations in the State. 

Relations between the FBI and local law enforcement agencies are 
of the highest professional level and have led to both Federal and 
local prosecutions in illegal gambling and other areas. In ~~o 
instances, successful prosecutions were made against defendan:its char.ged 
with extortionate credit transactions resulting from fixed card games. 

The legalization of gambling would not alleviate the problems 
inherent in illegal gambling. Organized crime will alwaysqe around 
to claim its share of the large amounts of money exchanged;t:ind related 
criminal activity such as graft, embezzlement, loansharking, and rob­
bery will not be diminished by legal gambling. Legal gambling could 
not compete with the services offered by illegal operators and would 

'only create a new influx of bettors who might switch to the more 
accommodating illegal operation. 

385 



Questioning by Commission members covered the following topics: 

1. Las Vegas connections. Generally the betting line is obtained 
through legalized outlets in Nevada and telephoned to the illegal book­
makers in Arizona. This activity violates the Federal statute on 
interstate transmission of wagering information. 

\> 

2. Local bookmakers. A stranger in Arizona would find it diffi­
cult to place a bet in the State, since bets are usually handled by 
telephone with the regular clientele. It was estimated in 1971 that 
$5 million was bet annually in Arizona, but it appears that the growth 
in population has tended to increase the betting volume each year. 
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TESTIMONY OF 
• John Goodman, Member, Arizona Racing Commisslion 

AUGUST 22, 1975 

The Arizona Rule Book is an adequate code of regulations with one. 
exception: All stewards should be hired by and be under the direct 
control of the Arizona Racing Commission. Every State tries to pro­
vide the highest standards possible in its racingprograms~ but the 
States are hampered by inadequate budgets that cannot provide for the 
adequate testing of animals after a race, security at the tracks, or 
out-of-State travel for racing commissioners so that they can famil­
iarize themselves with the ideas and experiences of other racing 
commissions. The Arizona Racing Commission is composed of horsemen 
actively engaged in the business of breeding and racing and not 
poUtical appointees who have no knowledge of the sport. 

During the 1950's, the problem with Arizona racing was not its 
monopolistic structure, but rather the scheduling of racing dates. It 
became established that a track would be given the dates it had had 
the previous year,' or it could switch those dates with another track. 
It is a difficult situation when people have made large investments in 
racetracks and racing dat~s are then changed. The scheduling of horses 
attending the meet and the purse structure at a track are dependent 
upon consistent ~acing dates. If the dates are changed, the economy 
of the racetracks begins to decline, as it did in Florida. 

The tracks and breeders affected by off-track betting should be 
compensated in the same manner as in on-track betting. The Australian 
system of off-track betting is the most suitable one that could be 
employed by the States. The Track Authorization Board in Australia 
retains 3.5 percent, the government receives 3.5 percent, and the rest 
is divided among all the tracks in the country. With a few modificq~ 
tions, the Australian system could work in the United States. 

There is no need for Federal regulatiqn of parimutuel racing. 
Racing varies from State t.O State because of local betting habits. It 
would be difficult to establish national regulations that would fit 
the parimutuel needs of each vicinity. A nationwide rule book and 
uniform testing and licensing regulations would be desirable, but they 
would have to be administered by the individual States so that they 
would conform with local conditions. 
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Questioning by .Commission members covered the following topics: 

1. Racing dates. By statute, the two metropolitan counties in 
Arizona each have J),O days of horse- and dogracing, and the smaller 
counties may be granted 60 days of racing for horses and dogs. If the 
commission denies a racing date request from an operator in one of the 
smaller counties, it would immediately lose the dispute in court, 

.~ regardless of whether or not the State could sustain that many days of 
racing. Nationwide, the resources available to racing commissions can­
nd't compete with those used by the promoters in the influencing of 
legislation. 

2. Stewards. All three track stewards should be paid by the 
State, thereby eliminating any allegiance a steward may have to a track 
above his responsibility to the State. 

! 
- < 
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TESTIMONY OF: 
• Frank Poppello, Chief Investigator, Arizona Racing Commission 

AUGUST 22, 1975 

Law enforcement at a racetrack is unique. Many offenses committed 
at a track--such as hidden ownership of horses, or the illega:l use of 
drugs--are dealt with differently from regular street crime. Most 
tracks and racing commissions do not have the resources to provide 
necessary security measures at racetracks. Federal and State agencies 
have been a great help to the security section of the Arizona Racing 
Commission in the successful completion of investigations. 

Questioning by Commission members covered the following topics: 

1. Postrace testing. Winners of races are usually checked for 
drugs, as are favored animals that finish in poor positions. Due to 
monetary restraints the commission sends an average of only 12 speci­
mens a day from a track to be tested. The State veterinarian decides 
which animals are to be tested, but in the larger purse races all of 
the animals are sometimes tested if their performance is questionable. 
Testing is performed by private laboratories that are selected annually 
through collective bidding. . 

2. License inVestigations. Applications for racing licenses are 
sent to the Arizona Department of Public Safety with a fingerprint 
card to determine whether the applicant has a criminal record or a 
known connection with organized crime. The racing commission also 
reql,lires a bank notification from each applicant, but a financial 
statement is not required. If further information is needed, the 
services of Federal and State agencies are utilized by the commission. 
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TESTIMONY OF: 
~ Ray Odom, Broadc~ster, and President, H.B.P.A., Arizona 

Division 
AUGUST 22, 1975 

Uniform Federal controls are needeq for the suspension~ pena1iza­
tion,or restriction of violators of stt!indard racetrack procedures, 
including the testing of animals. The courts are too lenient with 
these culprits, who place the whole of racing in jeopardy. A violator 
may be suspended by a State only to have a lawyer obtain an injunction, 
whereupon the violator returns to the track in full standing until the 
case is heard months later. An industry-appointed commissioner is 
needed to maintain the integrity of the racing industry. State racing 
commissioners are not powerf~l enough to do the job necessary to 
eliminate the bad elements in r·acing. The Arizona commissioners do an 
outstanding job, but must face criticism and drawn-out court proceed­
ings. 

If the tracks and breeders received a fair share of the takeout, 
intrastate off-track betting would benefit the racing industry in 
Arizona; however, the Connecticut minitheatre concept would destroy 
all but the major tracks in the country. The smaller tracks would be­
come obsolete and the bottom would fallout of the breeding industry. 
Only five. or six of the largest tracks would survive. Patrons would 
ignore small local tracks. The tracks in Ari~ona would soon fail when 
faced with direct competition from the major tracks in California. 

The broadcasting of horseracing has for years been wrongly accused 
of encouraging bookmaking. The number of bets placed on horses with 
bookmakers is very small compared to the wagers placed on football, 
baseball, and basketball games, upon which there are no broadcast 
restrictions. Races have been broadcast live from Turf Paradise for 
years with FCC approval, but the official results are delayed until 
the start of the next race. The FCC has finally become more lenient in 
its attitude toward racing news. 

Questioning by Commission members covered the following topics: 

1. Racing dates and handle. The State has too much racing at the 
present time. If the racing seasons 'Here made shorter, the handle at 
the tracks would probably increase tremendously. 

2. Racing controls. If the industry could regulate itself, there 
would ,be no need for congressional action; but if it cannot, Federal 
controls should be enacted. 
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TESTIMONY OF: 
• Victor Dad, Greyhound Breeder 

AUGUST 22, 1975 

The Funk's Greyhound Racing Circuit, Inc. has a monopoly over all 
greyhound tracks in Arizona. 1~0 one else is licensed to race grey­
hounds in the State. A racing permit is a privilege and should be 
upheld with honestYI If it is not, it should be revoked. 

To promote hone~t racing in Arizona: 

1. State stewards should outnumber track stewards at each track. 
Hany violations of the State racing regulations are not investigated 
because the track stewards refuse to authorize them. 

2. The greyhound industry should be represented on the State 
racing commission. 

3. No racetrack operators should be allowed to own or sublease. 
any greyhounds or be permitted to race them at their own tracks. 

4. Charitable donations should be made voluntary, not mandatory. 
Twenty percent of each week's earnings, including all proceeds from 
Thursday night racing, is donated to charity, but such cionations are 
not tax deductible. Cos.ts have doubled in the past two years, and the 
industry is faced with an economic pinch that has not been alleviated 
by the small increaSE: in handle. Contrary to State regulation, the 
donation clause is included in the breeder's State racing contract, 
which he must sign if he wishes to race in Ariz!ona. 

QU$~stioning by Conmlission members covered the follo"",ling topics: 

1. Chari table donations. The greyhound breeders recommend 
State regulations to resolve the problem. 

2. Racing commission and dogracing. A daub Ie s.tandard exis ts 
in the area of suspensions. If a breeder is suspended for alleged 
violations, he cannot race his dogs in the State until the case has 
been disposed of; but if a track is found in violation, it may continue 
{"to run the dogs it" owns. n 
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3. Regulation of the greyhound industry. Industrywide standards 
should be adopted, and a commissioner for the industry should be ap­
pointed to arbitrate disputes, Regulations should remain within State 
control, but since the State has allowed the establishment of a monop­
oly, national contrqls may be necessary. In the current 8ituation, if' 
the breeders disagrE~ with the Funks, they cannot race their dogs in 
Arizona; and some are'::~pYepared to leave the State if necessary. 
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TESTIMONY OF: 
I) Glenn Sparks, Intelligence Unit, Phoenix Police Department 

AUGUST 22, 1975 

Phoenix has both legal and illegal gambling operations. Under 
the law, a person may place a bet at a legal horse ordog track or 
play bingo in certain clubs and churches, but attempts to thwart these 
legal operations continue. Some persons prefer to bet with illegal 
bookmakers, but these illegal operations do not appear to be of the 
magnitude of other forms of criminal activity in the city. 

Sports betting appears to be the most prevalent form of illegal 
betting in the city '1 but the percentage or the local population 
participating in illagal gambling operations is unknown. Sports bet­
ting is active during most of the year, with greatest participation 
occurring during the fall and winter months. There is no doubt that 
football games attract the most bettors. 

The police are aware of gambling operations conducted in private 
clubs, but these operations, some of which are rigged, do not involve 
a particular person who takes a cut of the action. Numbers operations 
have not gained a foothold in Phoenix due to effective law enforcement 
and thl~ geographical size and layout of the city. . 

During the past four and a half years, the Phoenif( Police Depart­
ment has made a total of 190 gambling arrests. These ~rrests accounted 
for only one-tenth of 1 percent of the total arrests made by the force 
during this period and included violations reSUlting from the use of 
illegal gambling machines, lotteries, cards, dice, punchboards, mun­
bers, and bookmaking. Only 13 of these arrests were for numbers and 
bookmaking violations. 

The Phoenix Police Department believes that its enforcement effort 
is presently adequate to deal with the existing problem, but other 
factors have helped to keep illegal gambling in. Phoenix from being a 
major problem: For one thing. "residents of Pho~nix who want to gamble 
have easy access to Las Vegas, and for anotheri,;g{3.~bling enforcement 
activity in Pho~nix has been specifically directed':;Otoward the elimina­
tiQ';<. of organized gambling operations. Major organized criminal opera­
c-J.:;6fts have conducted lllassive fraudulent business enterprises in the 
(jj;ty, but no specif ic group appears to control gambling. 

The department has been successful in the prosecution and convic­
tion of gambling defendants. The conviction rate is approximately 87 
peL'cent of those prosecuted, but most sentences amoupt to only small 
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fines and suspended sentences for both misdemeanor and felony 
convictions. 

The Phoenix Police'Department has not had a problem with corrup­
tion under the existing, laws prohibiting gambling and does not accept 
the philosophy that legalized gambling would end corruption. 

The current laws "1.re adequate to control illegal gambling 
operations, but the aliocation of available manpower for all matters 
of crime control, inclT,~ding illegal gambling, will be made on the 
basis of existing prid:Cities. 

Questioning by Commission members covered the following topics: 

1. Growth of illegal gambling in Ph,Denix. Illegal gallbling has 
increased in the past few years and is probably related to the overall 
increase in the local popula.tion. 

2. Police corruption. The department's attitude tmvard police 
corruption is that if a cop is~crooked"it does not make any differ­
ence what type of illegal. act,ivity he may be involved in. The 
department has the authority. to administer polygraph examinations in 
any investigation involving; a police officer. 

3. Wiretapping. Wiretapping is of the utmost importance in 
organized crime investigations, but for the lesser investigations, 
it is not absolutely necessary. 
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TESTIMONY OF: 
• Harren Ryan, Sergeant, Tucson Police Department 

AUGUST 22, 1975 

The enforcement of current gambling laws in Arizona is a major 
problem. Host of the laws are antiquated and difficult to enforce. 
It is absurd to permit parimutuel wagering and bingo, but not social 
wagers between friends" No distinction is made between those engaging· 
in gambling as a business and those involved in gambling for personal 
profit. Most Arizona antigambling laws are misdemeanors that offer 
little or no deterrent effect. The public appears to see nothing wrong 
with placing a friendly bet on a sporting event or playing poker with 
friends. 

The present situation frustrates the officers responsible for the 
enforcement of gambling statutes and could lead to nonenforcement of 
the social gambling laws. The police cannot effectively enforce laws 
that the public does not ,,,ant enforced. Attempts at enforcement lead 
to public ridicule, while nonenforcement brings accusations of corrup­
tion. 

Rigid control is exercised to prevent any unlawful involvement 
with gambling by police, and Tucson is fortunate that none of its 
officers has been corrupted. This record can be maintained by the 
decriminalization of social gambling and the elimination of legal 
loopholes in the gambling statutes. At the same time, it is essential 
that the laws related to organized gambling be strengthened. 

The lawmakers revising the Arizona Criminal Code are addressing 
th!!! problem of social gambling and have recommended that it be decrim­
inalized. In very clear language, these lawmakers have noted the 
differences between social gambling and professional gambling, and in 
doing so, have strengthened the statutes to preclude the possibility 
of the organization of social betting. If the legislature ~nacts 
these recommendations, the police will be able to utilize their re­
sources more effectively to suppress all illegal gambling. 

Questioning by Commission members covered the following topics: 

1. Bookmaking in Tucson. Bookmaking activity in Tucson is on a 
smaller scale than in Phoenix; therefore the bookmaker has to take a 
larger percentage off the top in order to stay in business. There has 
been no indication of organized crime involvement in local bookmaking 
operations. 
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2. Gambling arrests. Five officers, or slightly less than 1 per­
cent of the Tucson Police Department, ar,e assigned to the enforcement 
of gambling laws. Only four or five arrests are made each year for 
gambling violations. These cases are d:i,fficult to prosecute and 
convict. The current force is maintainEld to control the level of 
illegal gambling. If the individual assigned to gambling were taken 
off duty, the level of illegal gambling in Tucson would increase. 

3. Numbers. There is no evidence, of a nTwbers operation in 
Tucson. Diligent efforts have been mad:e to monitor any type of 
gambling activity in the city--efforts 'which have helped to keep 
gambling off the streets. If the population doubled, however, there 
would be no way a numbers racket could be stopped from operating in 
the city. 
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TESTIHONY OF: 
• Byron Lewis, Counsel, Turf Paradise, Phoenix, Arizona 

AUGUST 22, 1975 

Turf Paradise favors whatever controls are necessary to insure 
the integrity of racing. Uniform regulations are needed in the areas 
of suspension, penalization, and restriction of violators of standard 
racetrack procedure. Existing racing rules and regulations ar.e suf­
ficient for the needs of the industry, but they muet be enforced. The 
courts have often overturned rulings made by the Sfate racing commis­
sion, thereby lessening the co~~ission's effectiveness. If a national 
racing commission is needed to resolve the problems faced by the 
industry, Turf Paradise would favor its establishment. 

Turf Paradise has been involved in many court cases in which track 
stewards have suspended trainers, jockeys, and handlers. Despite 
Arizona statutes that require suspensions to be in effect for 20 days 
pending a hearing, the suspended individuals are able to return to the 
tracks once their lawyers have obtained injunctions on their behalf. 
In such cases now, Turf Paradise obtains restraining orders against 
those persons and refuses them access to the track. 

Turf Paradise recommends the adoption of State-conducted intra­
state off-track betting, but the tracks must continue to receive the 
same percentages of the takeout as they do from the present on-track 
betting system. 

Turf Paradise would prefer to leave control of the day-to-day 
operation of ra.cing to the States and not to a national commission, 
but a national policy concerning. rules and regulations as well as such 
track problems as touts would help solve the problems faced by the 
racing industry. 
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TESTIMONY OF: 
• Ira Osman, Auditor General, State of Arizona 

AUGUST 22, 1975 

-
An investigation of the parimutuel industry in Arizona in 1970 

found that the ownership and operation of greyhound racing in Arizona 
was vested in eight corporations (excluding Emprise Corpo~ation) and 
one partnership, all having interrelated ownership and management as 
well as control over various vital contractual commitments. It was 
also learned that Emprise Corporation of Buffalo, N.Y. and its related 
corporations owned 50 percent of the common stock of three corpora­
tions:. American Greyhound Racing Circuit, Inc.; Black Canyon Grey­
hound Park, Inc.., and Amado Greyhound Park, Inc. The remainder of the 
stock in these tracks was o\vued or controlled by Funk's Greyhound 
Racing Circuit; Inc. 

The investigation found that American Greyhound Racing Circuit, 
Inc., owned 98 percent of the stock of Greyhound Parks and 100 per­
cent of the stock of Yuma Greyhound Park, Inc., and Washington Land 
Company. All of the issued and outstanding stock of Apache Greyhound 
Park, Inc., was owned by Black Canyon Greyhound Park, Inc. Further, 
it was learned that Emprise Corporation owned 100 percent of the pre­
ferred stock of American Greyhound Racing Circuit, Inc. 

In the late 1960's and early 1970's, all of the stock of these 
corporations owned indirectly or directly by the Funk family was 
pledged as collaten.l for a loan of approximately $3.75 million owed 
to the Emprise Corporation. During the period covered by the Auditor 
General's examination, Emprise had control of all greyhound racing in 
Arizona. 

Questioning by Commission members covered the following topics: 

1. State's approach to a monopoly situation. A monopoly, as 
such, is acceptable, but at the same time, the monopoly must accept 
full responsibility for activities under its control. 

2. Auditing of the greyhound industry. The State developed two 
financial reports in 1971, but has not been asked to do so again since 
that time. Additional audits must be requested by the Joint Legisla­
tive Budget Committee. The Arizona Racing Commission cannot request 
these audits without the direction of the Joint Committee. 
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3. Public awareness of racing in Arizona. Considerable pUblicity 
followed the Auditor General's first report and resulted in greater 
public recognition of State racing activitie.s and of the role played 
by the Emprise Corporation in these activities. 

4. Racing commission appropriations. The amount of appropria­
tions is solely a legislative function. The Auditor General[s office 
is an arm of the legislature and may occasionally have some influence 
on le.gislation. 
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TEST!MOl-l'Y . OF: 
• William Georgantos, Geperal Manager, Funk's Greyhound 

Racing Circtlit" Inc. 
~ Brian Goodwin, Attorney, and Representative of the Funk Family 

AUGUST 22, 1975 

The Funk's Greyhound Racing Circuit, Inc. (Funk's), a corporation 
wholly owned by four members of the Funk family, has made the grey­
hound industry in Arizona the success it is today •. Funk's is a 50-
percent stockholder in several Arizona racetrack corporationa: 
American Greyhound Racing Circuit, Inc. (American), with subsidiaries 
in Phoenix, Tucson, Amado, and Yuma; and Black Canyon Greyhound Racing 
Circuit, Inc. (Black Canyon), with subsidiaries located in Apache 
Junction and Prescott. The remaining stock in American and Black 
Canyon is owned by Ramcorp Metals, Inc. (Ramcorp) of Buffalo, N.Y . 

. , Ramcorp is owned by Sportsystems Corporation, which is wholly owned 
by the Jacobs family of Buffalo, N.Y. Funk's also maintains majority 
control of Western Racing, Inc., a public corporation which operates 
as a lessee at Phoenix Greyhound Park. The Funk family has also been 
licensed to conduct horse- and dogracing in Colorado, Oregon, and 
Florida. 

It is true that Funk's and Ramcorp together own all but one of 
the greyhound racing permits in Arizona and that Funk's controls the 
public company that owns the only other permit in the State, but this 
"monopolyll is not necessarily bad for the racing industry. 

The Funk family expanded their dogracing operations in the 1950's 
and 1960 t S because of the State's 1:equirement that there be no more 
than 120 days of racing in the' larger counties, nor more than 60 days 
of racing in the less populated areas. If year-:-round racing had been 
available in Phoenix and Tucson, there would have been no need for the 
development in the smaller counties of satellite tracks, all of which 
draw from the met1:opolitan a1:eas. No other interest wanted to risk the 
development of facilities outside the Phoenix and Tucson areas, none of 
which was profitable to the Funk's corporations until recently. The 
development of year-round racing in northern and southern Arizona has 
been beneficial to breeders, track employees, the State, and finally, 
to the Funk family as welL 

In their 32-·year involvement in racing.,. the Funk family had never 
found it necessary or desirable to own their own greyhounds until a 
contractual dispute arose between the tracks and the breeders that 
forced the Funks, as individuals, to purcbase greyhounds. Although the 
ownership and racing of animals is legal in Arizona, all of the Funks' 
dogs are leased to independent breeders who maintain full control over 
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them. All potentials for conflict of· interest have been dealt with in 
the leasing agreements and are regulated by State statutes, rules, and 
regulations. 

The regulations covering the greyhound industry in Arizona are 
generally workable and effective and provide excellent protection for 
each party's rights to due process and court review. Regulation for 
its own sake, especially in the consideration of national controls,is 
not desirable. If there were strong evidence, however) that Legalized 
parimutuel wagering in the various States was not being properly en-' 
forced in the best interests of the racing public, then some considera~ 
tion should be given to national regulations. But until that time, 
there is no need for the creation of anew Fede'tal burep.ucracy. 

Off-track betting would attract a certain number of patrons away 
from the tracks and thus cause a loss of revenue to the tracks through 
parking fees, concessions, and programs. The economic viability of 
racetracks would be threatened if off-track betting were established. 
If off-track betting is to exist, a permit should be granted to the 
track operators. The revenues derived from che wagers at off-track 
betting parlors should be subject to the same takeout percentages 
that exist between the track, the owners, and the State in the State's 
on-track betting arrangement. Off-track betting need not be a para­
site; rather, it could exist as an extension of parimutuel wagering 
that could benefit each segment of the racing industry. ' 

It is difficult to assess what effect the legalization of gambling 
would have on the racing industry. 1f casino gambling were available 
in Arizona but not elsewhere, it is cont;l:~ivable that it would have a 
favorable effect on the entire entertainment industry through increased 
tourist trade in the State. But if gambling were legalized nationwide, 
tourism would not be encouraged, and. the additional forms of gambling 
would be detrimental to the racing industry. 

Questioning by Commission members covered the following topics: 

1. Charitable donations. It is not clear if the Funk family 
claimed an income tax deduction for their contributions to charity 
programs; such donations have included the 20 perceritof the breeders' 
purse that is, by contract, deducted from their earnings,' It is un­
certain, however, if the wages of concession personnel are' deduc.ted 
and contributed to charity. 

2. Ownership of tracks. There ,are definite advantages in the 
present manner of ownership of the tracks in Arizona. It allows the 
co~panies to employ year-round management personnel and maintains 
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year-round availability of local tracks to local breeders who other­
wise might have to move out of the State at the end of the Arizona 
racing season. Even today, no racetrack operator would be interested 

C':::, in buying any of the smaller tracks individually because it would not 
be a financially sound business venture. 

3. Competitive bidding 
have becbme more successful, 
would not want to sell them. 
operator would be willing to 
made by the Funk family. 

for racing permits. As the smaller tracks 
their value is now such that the Funks 
It is questionable whether an outside 

pay the price of investment that has been 

4. Boycott by breeders and subsequent restriction by tracks . The 
Funks have a voice in who can bet and/or race at their tracks, but they 
have never denied any qualified breeder the privilege of racing his 
dogs at any' of their tracks. Access to a track can be denied to a 
breeder ifpr~per cause is shown, and such access can be denied at 
other tracks if there is sufficient cause to warrant such action. 
Breeders who boycotted the tracks were not blacklisted or denied access 
to tracks outside the State. A list of those participating in the boy­
cott was sent to tracks around the country to inform them that those 
breeders were under contract to Arizona tracks for that particular rac­
ing season and that those breeders were obliged to fulfill their con­
tracts in Arizona. But it would not have been illegal for other tracks 
to sign them up under those circumstances. 

5. State regulatory capacity. Benefits received by the State 
from greyhound racing do not interfere with its ability to regulate 
the industry. The policing of the industry is welcomed by the opera­
tors. A larger staff and more' funds are needed by the racing commis­
sion so that it can adequately test all the animals in a given race. 

6. Financial discrimination against legal gambling operations. 
The normal financing methods and institutions have discriminated 
against dogtracks. Such investments may be viewed as high-risk ven­
tures because State licenses are subject to revocation, and such 
operations are not year-round activities. Most leading banks and 
financial institutions are reluctant to finance racetracks. 

7. Emprise. Hearings have been held concerning the possible 
divestment of Emprise interests from Funk holdings, although Emprise 
n~ver had complete control over greyhound racing in the State. The 
actual decisionmaking control has always remained with the Funk family. 
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Statement of Brian Goodwin 

The loans made by Emprise to the Black Canyon and Amado race­
tracks have been paid off, as has the loan of more than $2 million 
that Emprise solely guaranteed at the National Bank of Detroit. The 
National Bank of Detroit has extended further credit to American Grey­
hound Racing Circuit, Inc., but all pledges concerning those loans are 
shared equally by the Jacobs' Sportsystems Corporation and the Funks, 
with the Funks maintaining exclusive management control. 
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TESTIMONY OF: 
• Roman Sawark, Phoenix Citizen 

AUGUST 22, 1975 ' 

Leas than a year ago there were four bookmakers in Arizona, but 
.due to the efforts of Federal and State law enforcement agencies, 
these bookmakers have disappeare~. Phoenix appears to be the only 
major city in the country where it is impossible to place a bet with a 
bookmaker. Bookmakers come to Arizona during the football season, but 
this year it is impossible to find one. Usually when there has been a 
crackdown on bookies, they reemerge after two or three weeks, but that 
is not the case. in Phoenix at the present time. Law enforcement offi­
cials continue to question the bettors and eventually are able to find 
the bookmakers, who now are reluctant to operate in Phoenix. 

Questioning by Commission members covered the following topics: 

1. Legaliz~tion of gambling. The legalization of all forms of 
gambling would probably not work out very well, but a State could 
legalize football cards, poker games, bingo, and other minor forms 
of gambling. 

2. Betting habits. If a bookmaker cannot be found, bets are 
made with friends on about 10 to 16 football games each week. Betting 
on televised games enhances weekend television viewing. Local book­
makers rarely accept bets in excess of $300; many of them can be 
beaten because their odds often favor the bettor. No one bets on 
horses; the odds on horse and dog bets make it impossible for the bet­
tor to come out ahead. 
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TESTIMOljY OF: 
• Samuel K. Skinner, U.S. Attorney for the Northern District of 

Illinois 
SEPTEMBER 23, 1975 

The problems of gambling in this country and the widespread ramifi­
cations it has in the political, business, social, and criminal areas of 
our society cannot b~.overemphasized. 

il 
The most prQminent, result of illegal gambling in Chicago is the gener- II 

ation of huge sums of untraceable cash for use by organized crime :in a vari- ii,' 

ety of activities. 

The ability of local and Federal ,law enforcement officers to deal with 
th-8 gambling problem has not .markedlY·improved. In the local cour.ts that 
hear the majority of gambling cases, cases are "nolle prossed,lI, dismissed, 
or plea bargained to such an extent that "deterrent" becomes a meaningless 
word. Insignificant fines are routine for a firstline gambler~ and well-
insulated bosses operate with impunity. , 'I 

Law enforcement at the Federal level is directed toward large-scale 
gambling operations. The most exciting prospect for future involvement in 
this area seems to be the utilization of civil remedies to frustrateo-,:ga­
nized gambling activity and to syph~~ off its revenues. A civil injunction 
coupled with appropriate relief in cases of noncompliance is a promising 
method of enforcement. 

Section 1964 of Title 18 provides the statutory authority to enjoin 
any person from engaging in violations of a variety of Federal 'statutes, 
including the gambling and racketeering sections of the law. The corres­
ponding reduction in the evidentiary burden necessary to implement this 
injunction--as opposed to prosecution of a criminal violation--is a marked 
advantage to a Federal prosecutor. Punishment for noncompliance with court 
orders entered pursuant to Section 1964 ranges from fines and forfeitures 
to incarceration. This course of prosecutive action is a far simpler and 
more expeditious task than traditional means of 'Pl:osecution. 

NewapPl:oaches to l:eseal:ch and treatment are needed t07solve the 
problem of gambling enforcement in this country. Any l:eseareh involving 
the legalization of gambling should. also include considel:ation of minimum 
mandatory sentences and the incarceration of persons who continue to oper­
ate illegal gambling establishments. 

Questioning by Commission membel:s cover~d the following topics: 

,1. The lp,t;tery and bingo~ The lottel:Y and the legalization of bingo 
have not hlln any sg:g!lificant effect on organized crime's gambling activit¥,. 

n 
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To abolish the lottery and bingo would not solve the illegal g;ambling 
problem. 

2. Public awareness. People must learn to differentiate between 
legal"gambling, where revenues are generated for the State, and illegal 
gambling, where revenues are generated for organized crime. Only when 
this dis'tinction is made between the vastly different types of gambling 
will strict enforcement of gambling laws become possible. 

3. Sports betting. Clandestine sports betting, especially on foot­
ball, is an extremely lucrative source ,of revenue for organized crime in 
the Norther,n District of Illinois. Sports betting is highly popular among 
American males. 
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TESTIMON-Y OF: 
• Peter Vaira, Attorney in Charge,- U •. S. Organized Crime Strike Force, 

Chicago, Illinois 
SEPTEMBER 23, 1975 

Since the passage in 1970 of statute 18, U.S.C. 191~5, the "illegal 
gambling business statute," the large sports wirerooms in the Chicago area 
have somewhat decreased in number. Gamblers no longer combine in huge ope~ 
at ions because it is easier for them to be found out. i,.J 

The gambling laws have forced organized crime's !lmodus operandi" to 
change. However, gambling is still a multimillion dollar business in the 
districts covered by the Chicago Strike Force. 

Sports betting is the largest gambling operation in the district, but 
numbers betting is also extensive, gene~ating approximately $10 million to 
$15 million a year in the northern part of Indiana alone. Most of the 
money goes into the coffers of organized crime and finds its way into the. 
hands of corrupt politicians. 

In order to make an impact on the gambling business, new techniques 
must be found and used. Because criminal prosecutions are not:;having a 
great deterrent effect, the taxing statutes must he used much more. There 
is currently a wagering tax administered by the U.S. Bureau of Alcohol, 
Tobacco and Firearms which has great potential. Presently there are some 
bureaucratic problems in enforcing the civil law elements of the tax, but 
when there is greater implementation, it will become much more effective. 

Civil injunctive proceedings against gamblers were established in the 
Chicago districts under 18 U.S.C. 1964, called the Ricco Statute. These 
proceedings are powerful because once an injunction is obtained against a 
gambling operation, the participants are enjoined from all facets of gam­
bling. Defense lawyers and Federal agents indicate that gamblers would pre­
fer to be injicted rather than to take this injunction, because it amounts 
to a lifetime probation. 

Topics covered during questioning by Commission members included the 
following: i' 

1. Gambling and organized crime. At the top level, all gambling is 
controlled by organized crime figures, in that they profit from it. 

2. Fight against organized crime. The fight against the organized 
criminal syndicate has been successful. Ho\qever, more work has to be done. 
Presently the most used tool is probably Section 1955; in the future, . 
Section 1964 will probably be used at least half of the time. The FBI is 
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very enthusiastic about Section 1964 and is holding classes for its 
personnel on the provisions of the law. 

3. AInendment to 1955. An amendment to Section 1955 lowering the 
minimum number of participants in the illegal gambling business, or the 
lowering of the jurisdictional amount to $2,000 a day or $30,000 a month 
would not facilitate prosecutions, because the gambling operations are 
always very large, and the minimum statutory requirement has always been 
exceeded. 
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TESTIMONY OF: 
• Richard G. Held, Special Agent 
• Robert Dolan, FBl j Chicago 
• William Roemer, FBI, Chicago 

SEPTEMBER 23, 1975 

.. ./, 

./ 

in Charge, FBI, Chicago Division 

In Chicago and its environs, millions of dollars are spent each year 
on various legal forms of gambling, such as the recently established State 
lottery, bingo, and parimutuel betting at the racetrack. However, millions 
of dollars are also wagered on illegal gambling operations and are used 
to finance organized crime operations. 

A recent investigation of a known Chicago illicit on-track betting 
oper:ation found the operatiOll had monthly handles of nearly $450,000. 
Chicago's largest known policy game had an estimated handle of $10 million 
annually. Bolita, a gambling game popular in Chicago's Latin community, 
produces an estimated $3 million in profits each year. The numbers game, 
widely patronized by the black communities, makes $350,000 each month. 
Sports and horse bookmaking, the most prevalent types of gambling in 
Chicago, realizes an estimated handle of $35 million to $50 million 
annually. 

Organized crime continues to control all gambling of consequence in 
the greater Chicago area, although to a lesser degree than in the past. 
This control is exercised either directly or indirectly, through financing 
of the operation, control of the operators, or control of the loansharks 
who are always available to back a loser. The extent of syndicated gam­
bling's control and organizational ability was seen during the course of 
a recent investigation of a large-scale numbers operation in Chicago. By 
utilizing members of the major Chicago black street gangs, investigators 
were able to establish a line from the all-black community where numbers 
is principally played directly to organized crime. This connection chal­
lenges the often-stated position that organized 'crime does not extend into 
black gambling operations, which are assumed to function autonomously. 

To meet its responsibilities under new Federal gambling statutes, the 
FBI initiated an intensified enforcement program utilizing the tools given 
it: Since December 8, 1969, the FBI in Chicago has obtained 40 court // 
orders for 109 wiretap installations in major gambling operations. These 
electronic surveillances, authorized under Title III of the Omnibus Crime 
Control and Safe Streets Act of 1968, resulted in the arrest and conviction' 
of 103 individuals; in addition, $21,700 in fines was levied. During the 
raids conducted in these investigations, $87,649 in cash and gambling para­
phernalia valued at $32,000 were seized. Through the application of other 
Federal statutes during this same period, 81 more people were conVicted 
and $30,000 in fines was levied. 

One recent innovation of the Chicago FBI in its gambling enforcement 
effort has been the application of civil process against a large gambling 
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operation once the Title III electronic surveillance has ended. .Although 
this technique is still no.t fully tried, it is fa~-reachin.g in its potential 
for application to present day illegal gamb~ing enterprisf~s. 

A recent attempt to change gambling habits has been made in Chicagp. 
Certain individuals have established a business relationship for the purpose 
of accepting wagers on local horseraces and then acting as "couriers" for 
these wagers to the track. This is done for a fee, and, it is contended by 
the company operators, is completely legal. Local authorities consider the 
action tantamount to off-track bookmaking and therefore illegal in Illinois. 
Althou&h the legality of the matter. has not been fully adjudicated, the . 
action does suggest a future trend in gambling operations. 

Too ~ften, minima+ sentences or even small fines are meted out to 
major underworld figures, and FBI sources indicate that such"sentences are 
regarded by the hoodlum element merely as a business expense. Illegal gam­
bling should be regarded as the evil it is, and appropriate sanctions should 
be" invoked. Society is faced with a serious threat in the continued exist­
ence of illegal gambling. The FBI has the expertise and the legislation to 
curb all gambling. However, it is necessa~ that investigators, prosecutors, 
and the judiciary exercise their responsibility as prescribed by law. 

Topics covered during questioning by Commission members included the 
following: 

1. Estimated impact on illegal gambling. Although officials in the 
Department of Justice estimated that the Department's Organized Crime 
Section reaches only 2 percent of the major gambling operations, the 
Chicago division of the FBI claims a greater impact, calling the Justice 
Department 1 s figure "incredibly low. n 

2. Continued use of wiretapping. An amendment to Title III of the 
Omnibus Crime Control Act of 1968 to continue wiretapping is not necessary, 
as law enforcement tools are sufficiently effective now. 
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TESTIMONY OF: 
• Charl~s Siragusa, Executive Director, Illinois Legislative Investi­

gating Commission 
SEPTEMBER 23, 1975 

(This testimony reflects the personal beliefs of Mr. Siragusa, not 
the position of his commission.) 

Three reasons are often given in support of the legalization of gam­
bling. The first, that legalization would eliminate underworld activity, 
constitutes wishful thinking. Legalized gambling would not compete with 
syndicated illicit gambling, but instead would expand the gambling market. 
It would not remove the underworld from that lucrative business. 

The second argument, that people will gamble whether it is illegal 
or not, is valid. But that argument is based on a misunderstanding of the 
relationship between people and the law. At the heart of this misunder­
standing is the false assumption that because a law is broken, it should be 
repealed, or that because people break the law, they want i~ repe~led. 

The third argument, that it will provide revenue for the State, may 
also be true, although there is considerable reason to suspect that the 
benefits would be short-lived, and that before long, the State would be 
seeking another means of qUick revenue. 

In recent years a disrespect for the laws of this country has been 
created, s~mply because for the most part lawbreakers go unpunished. In 
1964, an ILIC investigation of statewide illegal gambling activities re­
vealed that out of 11,583 arrests made that year for illegal gambling, 
only 11 persons were actually sentenced to jail, for terms of 1 to 30 days. 
Almost 75 percent of the cases were dismissed and the remaining received 
~mall fines. . 

In 1973, an investigation was conducted of criminal practices in " 
Illinois parimutuel wagering, involving "fixing" of trifecta races, evasion 
of income tax, and fraudulent classification of thoroughbreds. That inves­
tigation resulted in the drafting of a new horseracing statute, recently 
approved by the Illinois General Assembly. The point is that this legal, 
parimutuel wagering activity will not stop syndicated gambling. 

The best way to punish violations of the gambling law is to impose 
fines commensurate with the nature of the violation. Putting gambling 
offenderi in prison only strains an already overcrowded prison syst~m, 
whereas steep fines could help make a gambler's risk much less profitable. 
However, even this remedy will not work unless the courts demonstrate a 
willingness to impose these fines-~a willingness that has not been evident 
in the past. 
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For this country suddenly to approve an activity which it has spent 
its entire history condemning would be an act of utmost hypocrisy. For 
this country suddenly to endorse and promote various forms of gambling 
would place it on the level of the very racketeers it has spent years 
trying. to prosecute. 

Questioning by Commission members covered the following topics: 

1. Legalized gambling. The issue .. of legalized gambling should not 
be left to the voters. Every effort should continue to be expended toward 
suppressing illicit gambling. 

2. Gambling prosecutions •. To say that prosecutions of gambling 
operators have had a significant impact upon society is untrue because the 
public still gambles, and illegal gambling operations still exist and make 
a lot of money. 

3. Gambling fines. The law could be structured to include a "mini­
mum mandatory economic fine" provision, which means that if a gambling 
operator is arrested with a large quantity of money in his possession, the 
money would be confiscated, much like the IRS does with a jeopardy 
assessment. 
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TESTIMONY OF: 
e J. Terrence Brunner, Executive Director, Better Government 

Association 
• Peter Manikas, Research Coordinator, Better Government Association 

SEPTEMBER 23, 1975 

Statistics from police departments throughout Illinois indicate that 
enforcement of State gambling laws has no significant impact on organized 
crime in that State. 

In 1973 and 1974, 15,000 gambling arrests were made in Cook County. 
Of these arrests, only five indictments were returned, charging a total 
of six defendants with felonies. The remaining arrests were dropped or 
disposed of as misdemeanors. As of January 1975, only one person was 
in the State prison as a result of a gambling conviction. 

Local enforcement of gambling laws is not only ineffective in com­
bating organized crime in the Chicago area, but is racially biased as well. 
Police department figures reveal that in 1973, blacks accounted for more 
than 83 percent of all gambling arrests in Chicago. It is absurd to sug­
gest that 83 percent of the gambling activities in the city takes place in 
the black community. This discriminatory enforcement endangers the effec­
tive enforcement of the law and heightens police-community tensions. 

In Chicago, the police department has already made the judgment that 
the gambling laws do not have an impact on organized crime. The police, 
in not emphasizing gambling law enforcement, say they are merely reflecting 
the moral attitude of the people of Illinois toward gambling. It is not 
necessarily true that organized gambling is the lifeblood of organized 
crime. FBI intelligence reports on gambling are often inaccurate and over­
emphasize the importance of gambling to organized crime. 

One of the side effects of the present organized crime law enforcement 
program is the invasion of people's rights through the use of wholesale 
wiretapping; there are 109 wiretaps in Chicago at the present time. 

FBI intelligence estimates indicated that 95 out of 120 local police 
chiefs in Alleghany County, Penn., ,{ere corrupt, largely because of gambling. 
The Organized Crime Section of the U.S, Justice Department seems to feel that 
officials are corrupted because of the gambling laws of the various States. 
It might be time to decide that the way to do away with public corruption 
is to decriminalize or legalize gambling. 

Questioning by Commission members covered the following topics: 

1.. Public corruption. The issue of public corruption is more impor­
tant than the social ills of gambling. In addJ.tion, the need to protect 
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people from robbery, murder, and rape outweighs the need to use police 
manpower to control the so-called victimless crimes. 

2. Sports betting. Sports betting is probably the biggest gambling 
activity in Chicago, with football attracting the most bettors. Although 
the sports community claims that legalized sports betting would corrupt 
the sport and change the nature of the fan, it can be argued that legalized 
gambling would work in the opposite direction, as everything would be open 
to public and official scrutiny. However, the sports community would have 
to set up a security system at its own expense to centrol improper contacts 
between gambling operators and the athletes. 

3. Legalized gambling. The States are past the question of whether 
or pot gambling should be legalized. The question is how and in what 
fashion. 
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TESTIMONY OF: 
• Virgil W. Peterson, Former Executive Director,. ChicagQ Crim.e 

COlmnission 
SEPTEMBER 23, 1975 

The growing advocacy in recent years for the legalization of various 
forms of gambling- is based on the premise that people in substantial 
numbers will always gamble and, therefore, that government, through li­
censing or direct operation, should provide the facilities for those who 
want to gamble,. In doing so, government can also raise needed revenue. 
Attempts to control an activity with grave social implications, such as 
gambling, and to raise revenues at the same time, tends to remove adequate 
control. _ The constant quest for more revenue makes it expedient. continu­
ally to expand the activity, not to limit it. 

Ever since the revival of State lotterieS began in New Hampshire in 
1964, very few States have achieved the rosy revenue fig~res promised by 
lottery pr.oponents. Since the early 1970' s, most lotteries have promoted 
themselveb- as a "get rich quick" scheme. This is remarkable in an era 
when great emphasis is constantly placed on the-need to protect the con­
sumer. States make po disclosure of the true odds against the purchasers 
of lottery tickets, even though a substantial number of them cannot afford 
to gamble. 

Lotteries are among the most expensive, inequitable, and wasteful 
methods that could be devised for raising State revenue. They are a re­
gressivetax paid in part by those who can least afford it. And when 
viewed in the light of the total fiscal needs of a city or State, the 
revenue from lotteries is inconsequential. Yet as the revenues from one 
form of legalized gambling fail to meet the projections of its proponents, 
we are urged to adopt other forms and given bright prospects of the huge 
amounts of revenue they will produce. 

The Wall Street Journal on October 21, 1974, aptly pointed out that 
"all the hoopla over legalized gambling overlooks the fact that such 
revenue adds only a couple of percentage points to total income in most 
states." Furthermore, legalization results in an erosion of the law en­
forcement effort. As a practical matter, the police, prosecutors, and 
judges will not become very concerned over illegal numbers or policy 
racket operations if the State itself is engaged in s~lling lottery tickets. 
And State-sanctioned or State-operated gambling ventures can never compete 
on an equal basis with the professional illegal gambler. 

Most ~erious studies have concluded that the legalization of gambling 
has virtually no impact on the illegal gambling ventures operated by the 
underworld. The contention that the general legalization of gambling will 
drive the underworld and organized crime out of gambling is a myth that has 
been completely disproved by actual experience. In fact,it has been proven 
that in many instances underworld forces, of ten working behind the scene, 
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have been among the prime movers in campaigns to legalize gambling. And 
where centers of'legalization exist~ these forces serve as magnets that 
attract organized crime elements~ both as patrons and as operators of 
large-scale gambling ventures. 

Despite assertions to the contrary, the legalization of gambling re­
. moves neither the incentive nor the opportunity for corruption. In fact, 

major scandals involving some of the highest officials of Illinois--in-
Ii eluding a Governor~ legislators, and others--have been linked to legalized 

pariruutuel horseracing. Regulations of any kind on any business or activit} 
create a possible conflict between those regulated and those enforcing the 
regulations, thus giving rise to oppottuniti~s for corruption. 

In England, the Betting and Gaming Act of 1960, which permitted the 
licensing of betting shops, had the effect of legalizing virtually all 
forms of gambling. The act was intended to control excessive gambling; in 
practice, however, the act had the opposite effect. On June 1, 1961, li­
censed betting offices totaled 8,802; a year later, the number had jumped 
to 13,340; by June 1965, there were 15,638. By the middle of the 1960's, 
gambling was believed to be the number one social evil iu Great Britaino 

Inevitably, the legalization of gambling will greatly increase the 
volume of wagering and will prove attractive to the underworld. This is 
true whether gambling is licensed.or operated by the government. It is 
ethically indefensible for the gov~ernment to engage in the gambling 
business. 

Questioning by Commission members covered the following topics: 

1. Disclosure by lotteries. The National Gambling Commission should 
consider recommending to the Federal Trade Commission that lotteries be re­
quired to disclose the odds against winning on their tickets. 

2. Casinos and organized crime. It is questionable whether or not 
the organized crime element has been eliminated in a lot of the top 
casinos in Las Vegas. 

3. Enforcement. Although no law enforcement agency can totally 
eliminate illegal gambling, proper enforcement can keep it at a low level. 
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TESTIMONY OF: 
• Stephen A. Schiller, Executive Director, Chicago Crime Commission 

SEPTEMBER 23, 1975 

Legal gambling and illegal gambling are "bo'th big :b.ttsinesses in­
Illinois. In 1974, more than 7 million :peoplepaid admf'.ssions at thorough':"" 
bred and harness racetracks in the State. There were ~more than 5.9 million­
customers in Cook County alone that year, and more than $745 million was 
bet. With regaxU ~~ the legal lottery, more than 258 million 50-cent 
lottery tickets were sold between July 1, 1914 and June 30, 1975; the 
Illinois treasury received at least $57.8 mil1:i.on of the $129.3 million 
gross sales. 

Although gambling may not be under the control of a monolithic orga­
nization, as it was in the past, illegal gambling syndicates still prosper; 
several unrelated multimillion dollar operations take bets from different 
segments of the population at the same time. 

Gambling laws in the Chicago area are not strongly enforced. The 
Chicago Crime Conunission found that nonenforcement of the gambling laws is 
most clearly evident in the courts; in Chicago in 1973, ther.e were more 
than 6,900 arrests for gambling, but only three of the defendants arrested 
were indicted for a felony offense. In 1966,there were 346 ii1,dictments; 
by 1974, there was only one. It:is interesting to note that~ with one 
exception, all of the pending indictments in 1975 were of black males from 
the inner city in their late thirties. 

The Chicago Crime Commission made a study of virtually all gambling 
cases brought before the Chicago municipal courts between November 11 and 
November 22, 1974. During the 2-week period studied, 121 defendants were 
charged with gambling offenses--16 with the felony charge of syndicated 
gambling, 67 with State misdemeanor charges, and 38 with city ordinance 
violations. The misdemeanor charges that were filed dealt with bookmaking, 
policy operation, and the keeping of a gambling parlor. The Chicago Crime 
Commission has been told by the Chicago Police Department's vice officers 
!that ~olicy operations and dice games are found in the black community; 
~.J..r:er.oom operations taking bets primarily on sporting events are concen-
,t;rat:.ed. in white neighborhoods; card games take place in both; and bolita -",,-,,,,, 
is ,c,entered in the Latin community, although it was found that many subur-
iban businessmen are buying bolita tickets through their Latin employees. 

Xhe conviction rate for gambling cases is much !ower':;t.han one would 
:e4Pe,ct 'to find in the pros.ecution of criminal cases generally. The number 
rolf ~gui1lity pleas in gambling cases is also 'Very low, compared with the rate 
of tguiity pleas entered in other kinds of criminal prosecutions. The low 
percentage of guilty pleas reflects the perception of defense lawyers and 
defendants that gambling violations are not likely to be treated very 
seriously,. 
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The putative purpose of penal laws in the United States has tradi­
tionally been ~o.prohibit or restrict proscribed conduct. The purpose of 
gambling laws presumably is to keep people from gambling, rather than in­
suring that gambling is conducted fairly. 

~"~, 

There are high costs to a governmental policy of prohibition. There 
wi1linevitably"be large i11icit gambling operations. Enforcement or an 
activity prohibited by law but condoned by society will invariably be 
weak, as it was with regard to the Volstead Act; the integrity of the 
courts will be brought into question; and corruptio~ of the police is 
almost inevitable. There is, however, a proper role for the government 
in insud.ng that gambling operritions be run honestly. In additioil, the 
regulation of public advertising of gambling is both necessary and proper. 
But fo.r government to ban an activity such as gambling, whicQ. large numbers 
of people want to engage in and which community leadership is evidently 
willing to supervise, is· an exercise in futility. 

The result is that the state of affairs revealed by the Chicago Crime 
Commission studies is bound to continue until gambling is regulated, rather 
than prohibited--or, alternatively, until the community shows that it 
favors prohibition of this kind of activity. 
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TESTIMONY OF: 
• Terence F. MacCarthy, Executive Director, Federal Defender Program, 

Northern District of Illinois 
SEPTEMBER 23, 1975 

If there is a problem with our criminal laws, it is not with having 
too few laws, but rather with having too many. 

The thrust of the most recent Federal legislation is not aimed at 
gambling per se, but at the influence of organized crime on gambling 
operations. 

18 U.S.C. 1955 is expressly aimed at organized, syndicated-type gam~ 
bling or large-scale gambling. However, the aim of 1955 is not being met 
today, and its enforcement provisions are presently costing the Government 
a great deal of money. 

Over the past several years, it has been shown that 18 U.S.C. 1955 
defendants represented by the Federal Defender's Office are not majo~ or­
ganized crime figures. In fact, most of them are not involved in organized 
crime. Ninety percent of the defendants sentenced in gambling cases re­
ceived probation: This is not due to any leniency on the part of Federal 
judges in th2 Northern District of Illinois, for when there has been any 
organized crime involvement, sentencing by these judges has been very 
severe. 

The enforcement of 18 U.S.C. 1955 usually involves wiretaps. ~he mere 
accumulation of wiretap evidence is an exceptionally costly provision of 
the law. In addition, there is the Government's prosecuting cost, and the ~ 
Government ends up defending many of the defendants in these rather lengthy 
gambling cases. 

Minimum mandatory sentences will result in a gr:~at deal of bad law. 
They will also greatly increase the number of cases that go to trial. 

" 'j; 

Topics covered during questioning by Commission ID2mbers included the 
following: 

1. Money bails. Money bails are the exception rather than the rule. 
Most of the defendants in the Northern Distric~ of Illinois are released 
on their own recognizance. 

2. Types of gambling cases. The main type of gambling case that 
comes into the Office of the Federal Defender is the 18 U.S.C. 1955 case. 

421 



----------~-----" 

TESTIMONY Oli': 
• James J. Doherty, Public Defender, Cook County, Illinois 

SEPTEMBER 23, 1975 

According to statistics from the December 16, 1974, issue of 
U.S. News and World Report, organized crime's take from gambling costs 
the American public $30 billion a year. If gambling were legalized, that 
$30 billion that in effect is "saved," plus the tax ,'evenues derived from 
legalized gambling, would more than cover the cost at the entire criminal 
justice system. If gambling were legalized on a Federal level, State 
legislatures would follow. 

One peripheral advantage would be that if gambling were decriminal­
ized, penal facilities, judges,.!),olice, and prosecutors would be freed to 
handle more serious offenses. iltl'digent clients of the Public Defender 
would not have to languish in jail wai'ting their turns on overcrowded 

. court dockets. 

Questioning by Commissiorr;membex:s covered the following topics: 

i~' 1. Wiretapping. Wiret.aPRi:ng is an. :iinvasion of privacy and should 
", f' 

). ,t be practiced. 

2. Mandatory fines. Mandatory fines would have no effect on 
organized crime. 

3.. Mandatory sentences. Mandatory sentences would take away judicial 
discretion, which is fundamental to the judicial system in this country. 
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TESTIMONY OF: 
• Chester L. Blair, Vice President, Cook County Bar Association 

SEPTEMBER 23, 1975 

Unless the overall effect of gambling legislation is to control social 
behavior, whether such legislation can be justified becomes an issue. Gam­
bling as a consensual transaction generally occurring in a private set·ting 
is remarkably resistant to such controL .. 

Law enforcement is most effective WL2U an offense not only is report­
able by a complainant but has high public visibility. On the other hand, 
enforcement is weakest when the crime not only is victimless but is hidden 
from public view. The latter is the case with gambling. 

There is a growing objection to gambling laws that does not relate to 
unenforceability: The laws do not meet the needs for which they were cre~ 
ated. Instead of eliminating social problems, they tend to crea.te others. 
Enforcement of gambling laws is expensive in terms of money and personnel. 
Frequently, the police will adopt legally questionable techniques to in­
vestigate a gambling crime, which may produce. secondary crime. In addition, 
enforcement of the gambling laws tends to overload already overcrowded 
court dockets and stigmatize many otherwise law-abiding people with criminal 
records. This is particularly true of the poo~. 

The gambling laws are difficult to admirii:ster ~_because of the privacy 
of the activity .and the consensual relationship· cff f-th'e participants. The 
use of wiretapping 'as an enforcement device raises'seriou13 constitutional 
questions. The home of a poor black is invaded with impunity when a law 
officer believes a crime is taking place inside. Often these invasions do 
not reveal any criminal activity, or, when arrests result, the defendants 
are discharged in court because of illegal invasion. 

The economic effect of the ban on most forms of gambling has served 
to enrich organized crime, giving it the kind of influence that money can 
secure. Gambling is believed to be the larges.t single source of revenue' 
for organized crime. 

The legal ban on most forms of gambIingin Illinois creates an unfair 
situation: The financially stable can attend the racetrack to placet:heir 
bets legally on horses with little inconvenience, while the poor must seek 
out an illegal bookie or not bet. Gambling laws concentrate on the poor 
man's folly,' rather than, the riCh. man's frills. In addition, the enforce­
ment of laws banning gambling creates police corruption and disrespect for 
law. Law officers are aware.:.that gamblers regard payments to police asa 
necessary business expense. 

Gambling laws represent a substantial threat to the overall integrity 
of the American legal system. If the police, prosecutors, and courts are 
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allowed to divert their energies from the enforcement of gambling laws, 
they may improve the enforcement of laws affecting major crimes~ 

Questioning by Commission members covered the following topics: 

L Discrimination. The enforcement of the existing laws adversely 
affects the poor black to a much greater extent than any other class of 
society. It is not known whether the police are purposely trying to 
create more problems for blacks, or whether the polic~ just happen to 
spend more time in the black neighborhoods. But the kinds of raids that 
are common in black communities are rarely conducted in ~hite neighborhoods. 

2. Impact of lotteries. On the whole, the Illinois lottery has had 
little impact on the operation of the policy game. 

3. Victim compensation. Although some means of compensating victims 
of unjust gambling arrests and other gambling law injustices would be de­
sirable, caution must be exercised: Corrupt policemen could change the 
circumstances of an arrest to insure a conviction in court. One remedy to 
the injustices created by present gambling laws would be to lift the ban 
on many forms of gambling that exist in the State. 
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TESTIMONY OF: 
• Jason E. Bellows, Chairman, f;riminal Justice Section, Illinois 

State Bar Association 
SEPTEMBER 23, 1975 

',['here are two phenomena associated with gambling: That people will 
gamble regardless of the laws against it; and that the port~on of the tax­
payer's dollar used in gambling enforcement has increased greatly, wi~h 
the taxpayer receiving very 'litt1ein return. 

The legalization of gambling should be seriously considered" as well 
as the creation of a· State or other governmental monopoiy to oversee all i 

gambling activities. The legalization of casino"';type gambling could raise 
much-needed r.evenue for the State; while the legalization of numbers and 
bolita could 'bring the "runnersll into the system, in the same way that the 
corner barber now collects money for lottery tickets. J;n this way the_xa§~t~~-== 
law enforcement structure thatha~ arisen in the gambling area can'be done 
away with, and police officers freed for other activities. 

With the legalization of gambling, the dollars noW spent by State and 
Federal Government to enforce gambling laws could be put to better use in 
other areas of law enforcement. The' caseload on the court system would be 
lessened. }1ost importantly~' the hypocrisy that exists--such as when a 
suburban housewife can legally buy $2 lottery tickets at the corner store 
while a ghetto res'ident who bets 50¢. on the numbers or plays in a ni.ckel 
poker game faces arrest--wotild be eradicated. 

IJ 
Ii 

II 
Questioning by CommissioIlmembers covered the following topics: 

1. Gambling ta~ation. One way to get around the problem of Feder",;l 
taxation on .gambling winnings would be to allow a credit for gamhling t 
losses incurred in wagers placed on games run by State government,. Cmucri 
as State income and sales taxes now are a credit off gross income. In this 
way the legal gambling system might c'ompete with the illegal one. . 

2. Gambling penalties. In order to keep illegal gambling activities 
from interfering with legal State-operated or privately-franchised gam­
bling operations, the,present penalties should be retained. 

\ 

425 



TESTIMONY OF: 
• Dwight E. Pitman, Superintendent, Illinois State Police 

SEPTEMBER 23, 1975 

Law enforcement agencies have not been very successful in stopping 
illegal gambling in Illinois. The many, often complex, reasons for this 
lack of success include such factors as: Limited police manpower, public 
apathy, and insufficient penmlties. Were legalized gambling to occur on 
a broacl scale, however, the problems of law enforcement would not be 
lesseneci. The difficulties of controlling legal, broad-scale gambling are 
greater· than attempting to deal with it as an illegal activity. Legali­
zation of broad-scale gambling would have little effect on the operations 
and profits of organized crime. 

Gambling could be legalized on a very limited scale, but at a pace 
that insures that the State knows exactly what it is doing. A fair chance 

~~ __ ~lC=lIleIlt is crucial to any legal gambl;ng operatiop.;;; whether a State can 
insure that element by licensing is unclear. 

One of the issues advanced by the proponents of broad-scale legali­
zation of gambling is that legalization will end the corruption of police 
officers by gambling op.erators •. Nbthing could be further from the truth: 
The policeman who can. be bought will simply take bribes to ignore a crooked 
gambling operation. If all forms of gambling were to become legal, the 
volume of gambling operations would increase. With this increased volume 
would come competition, and with competition would come crooked operations. 
The investigative work necessary to make a sufficient case for prosecution 
requires many polfce,manhours. The ability of the crooked cop to function 
in that environment would certainly not be removed. 

Quest.ioning by Commission members covered the following, tbpics: 

1. Enforcement of gambling laws. The disparity among local law en­
forcement agencies in the way" that gambling laws are enforced is due to 
the various kinds of city structures as well as "an unholy relationship 
between some officials in the community and the persons operating the 
gambling operations." . 

2. Legalized bingo. There.iS:;some con(~ern about· legalized bingo 
in Illinois. Although there haMe'~ Heen no fraudulent games detected as yet, 
one must be aware that it is· possi1!,ile::. to.) cont;rol the. array of numbers and 
the issuance of cards in the operatrti.on(o£fthe. bmgo .. game. 
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TESTIMONY OF: 
• William J. Tomlinson, General Counsel, Bally Manufacturing 

Company; and 
• Gary M. Stern, Seeburg Industries, Inc. 

SEPTEMBER 23, 1975 

Statement of Mr. Tomlinson 

Bally Manufacturing Company of Chicago is engaged in the manufacture, 
sales, and operation of coin-operated gaming devices throughout the world. 
B~lly is a publicly held corporation, and in 1974, it generated gross 
revenues of more than $158 million. Manufacturing facilities are located 
in Illinois; Nevada; West Berlin, Germany; and Dublin,Ireland. 

Bally manufactured a limited number of gaming machines prior to the 
enactment of the Johnson Act (U.S.C. Title :1-5, Ghapter~2Q.= Scect;ions~ ___ ~_~_~_~~c== 
1171.;..77) in 1951, but discontinued mamifacturiIlg them until 1961. In that 
year, the Illinois Supreme Court held that the manufacture of gaming de-
vices for shipment to jurisdictions where they are legal was not proscribed 
by State law. The Illinois State legislature subsequently exempted the 
manufacture and shipment of gaming devices from its antigambling statutes 
when that activity was not in ~onflict with applicable Federal laws. At 
present, Bally supplies the majority of slot machines to those areas where 
they are legal. 

Bally builds approximately 48 different types of slot machines for its 
domestic and foreign markets; it is also one of the major producers of pin-
ball machines and arcade games. » 

The average percentage payout to slot machine players is 85 percent of 
the gross volume in a machine. The modern slot machine is designed to pre­
vent an operator's altering this percentage. In order to reduce the per­
centage of the payout, the reels of the machine have to be completely rede­
signed and repositioned, which can only be done by the manufacturer. 
Highly accurate counters in the machines permit easy inspection by author­
ities to determine gross volume, payouts, taxable income, and return to the 
operators. 

During the past year, the Nevada Gaming Commission and the Nevada 
Gaming Control Board investigated Bally and its subsidiaries to determine 
the propriety of a gaming license for the company. Since that time, Bally 
has been granted an unrestricted license as a publicly held company en­
gaged in gaming in Nevada. This license permits the ownership of casinos, 
but Bally has not decided whether to buy any. 

Bally has been active in the drive to establish the gamitig industry 
and in the manufacture of gaming equipment. It has cooperated with 
Federal, State, and local governments, and has experienced no harassment 
from Federal agencies in the operation of its business. 
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The Federal Government should not force Federal gambling laws on 
the individual States, but rather should develop standardized laws and 
regulations, which the States could adopt and which would he1p'to provide 
nationwide uniformity in gambling regulations and statutes. 

Statement of Mr. Stern 

Seeburg Industries, Inc., is a publicly held company with approxi­
mately 1,500 stockholders; in 1974, it grossed $110 million. Since 1972, 
Seeburg has manufactured slot machines through its subsidiary, Williams 
Electronics. Slot machines accounted for $28 million in sales in 1974. 

Seeburg has a limited overseas market, and has not sought licensing 
in Nevada. It sells its equipment in Nevada only to.a licensed distrib­
uto~. Seeburg's sole interest in the legalization of gambling is to 
manufacture and supply slot machines for areas where they are legal. 

Questioning by Commission members covered the following topics:* 

1. Slot machine industry. The slot machine indust.1~y is a worldwide 
billion dollar operation. Besides Bally and Seeburg, companies exist in 
New Hampshire, Australia, England, Finland, and other countries in Europe. 
Slot machines are legal in 48 countries, primarily in the more developed 
European and Asian nations. 

2. Federal and State laws. There should be a redefinition of what 
constitutes a gaming device. Under Federal 1aw,any machine containing 
spinning wheels is classified as a gaming device, whether or not it has a 
payout mechanism. The lack of standardized State laws and Federal interpre­
tations of antigambling laws are a problem to the industry. Serious Federal 
penalties can be imposed if an incorrect judgment is made concerning what 
the Federal view of a State law may be as it affects Federal laws. It would 
be helpful if the Federal Government would make its opinions known before 
the disposition of test cases. The legitimate gaming industry is subject 
to more scrutiny than are other public industries, but that is acceptable 
due to the nature of the products manufactured. The harassment that ex­
isted at one time has been replaced by cooperation between the manufac~ 
turers and the Federal agencies involved. The main problem is that no one 
knows what the laws are, or how they should be applied. The only time the 

.. industry breaks a law is when no one can tell the manufacturers what the 
"law is. 

*Mr. Tomlinson and Mr. Stern were joined in the questioning by William P. 
O'Donnell, President, Bally Manufacturing Co.; Dick Gillman, Vice President, 
Baily Manufacturing Co.; Ross Scherer, Director of Marketing, Bally Manu­
facturing Co.; Steven Kaufman, Sales Manager, Williams Electronics; and 
Francis Sweet, Counsel, Bally Manufacturing Co. 
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3. Lobbying efforts. There are no industry-related lobbying groups 
urging the legalization of gambling. Bally takes no posi~ion on the 
legalization of gambling. That is a subject that must be determined by 
legislators and their constituents. Bally did not lobby for casino gam-. 
bling in New Jersey last year, but since the referendum was voted down; 
the company is reconsidering its policy. The object of legalizing slot 
machines is the tremendous return it. would generate in taxes. None of 
Bally's equipment is. known to be used in illegal gambling. 

4. Prohibition of outdated machines. The outlawing of antiquated 
machines would be a boon to the industry, although outdated machines are 
not used where slot machines are legal. Eighty-five percent of the ma- . 
chines operated in legal areas contain features which prevent skimming and 
the altering of odds; the other 15 percent are marketed by foreign manufac­
turers. The old mechanical machines can be found in Maryland, Ohio, and 
other places where slot machines used to be legal. 

5. Marketing. Bally and Seeburg do not employ representatives in 
States where slot machines are illegal. A sales representative will 
appear in those areas only when requested to do so by official State 
agencies. 
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STATEMENT OF: 
• John G. Fary, U.S. Representative, 5th Congressional District, 

Illinois 
SEPTEMBER 24, 1975 

The Bingo License and Tax Act of Illinois was passed in 1971, and in 
October of that year the first licensed game of bingo was played. 

By July 31, 1975, 1,329 licenses had been purchased. During the period 
(~ of October 1971 through June 1975, $1,140,650 was ~ollected in license fees, 

at $200 per license per year. The money went to the general revenue fund of 
the State. 

As of June 30, 1975, the 10 percent tax on the gross receipts of a 
bingo game had generated $16,884,142. One-half of the money generated in 
taxes from bingo goes to the common school fund and one-half to mental 
health. 

The bingo legislation was written to insure that people would not lose 
too much money! No other forms of gambling are allowed where bingo is being 
played, and the maximum price an organization can charge is $1.00 for a 
regular card and 50¢ for a special card. 

Bingo prizes were set at a maximum of $2,250 a day, with $500 the top 
prize at anyone game. A licensed organization is allowed to operate one 
day a week with a maximum of 25 games per day. No one under 18 is permitted 
to play and no one under 18 is allowed into the playing area unless accom­
panied by an adult. There are no commercial ventures and no tax-supported 
organizations involved. 

Although small ethnically oriented games of chance that are a form of 
entertainment should be legalized, open gambling--such as roulette, casinos, 
and off-track betting--should be prohibited. 

A nationalized lott.ery is desirable, the profits of which could be 
~istributed proportionately to the areas that sell the largest number of 
tickets •. Also, a computerized system through which lottery winners could 
be more easily identified should be implemented. 

(Note: Representati \Ie Fary' s statement was read into the record by an aide.) 
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TESTIMONY OF: 
• Lewis A. H. Caldwell, Representative, 24th Legislative District, 

Illinois General Assembly 
• Harold Washington,* Representative, 26th Legislative District, 

Illinois General Assembly 
• Margaret Eldredge, Project Coordinator of the Policy Numbers Game 

Study Committee, Illinois General Assembly 
SEPTEMBER 24, 1975 

The Policy Numbers Game Study Committee of the Illinois General Assem­
bly was formed to study the policy game and the feasibility of its legali­
zation. The committee clime.:::ed a year's study with the release of a report 
and the introduction.of H.B. 3123, a bill to legalize, regulate, and tax 
the policy game. 

H.B. 3123 is unique in that it proposes to replace the illegal policy 
game with a legal one. Since policy is a large sales operation and can be 
compared to other operations such as mutual funds and br0kerage houses, it 
can be licensed and regulated as a privately owned game for profit. 

Policy is a game of chance, a private lottery in which people bet that 
the numbers they choose will be among those drawn in the ga~es h~ld twice a 
day, 6 days a week. Bets range from? cents on up. Winning numbers in 
policy are drawn from a keg of numbers numbered from 1 to 78. There are 28 
active policy wheels in Chicago, 5 of them small, 18 large. 

The Illinois State Lottery has not cut down on policy playing because 
they are not in competition. Net profit for a policy wheel per week is 
$25,000. The policy committee estimated that $23.3 million gross is bet 
on policy each year in Chicago. More than 38,000 people earn all or part 
of their incomes from the policy game in Chicago. 

Raids on policy wheels account for half of all the gambling raids 
made in Chicago. Although blacks constitute only 32 percent of the city's 
population, they account for more than 80 percent of the gambling arrests. 
Most of these arrests are for policy. 

The black community needs money. Twenty million dollars a year is 
being skimmed and taken out of the community. Policy could be operated to 
benefit the community • H.B. 3123 would enable the operators of the policy 
game to take a profit while assuring that the player has an honest chance 
of winning, and the State could collect its tax. 

Topics covered during questioning by Commission members included the 
following: 

*Rep~ Washington was unable to attend. He was represented at the hearing 
by Mrs. Margaret Eldredge. 
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1. Licensing of operators. The government is spending millions of 
dollars attempting to develop business knowhow in minority communities. 
If policy were legalized, the existing illegal operators could be licensed 
if they met the established standards. 

2. Opposition to the legal policy game. Investigation indicates 
that if there were any real opposition to legalizing policy, it would come 
from the higher echelons in the police department, because legalization 
would "cut off a lucrative source of income that is being skimmed off." 

3. State control of policy. Policy is an ethnic game that exists 
in predominantly black communities. To try to have the State operate it 
would be to impose something on the general society that they may not want 
to be involved in. 

, " 
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TESTIMONY OF: 
• Frank W. Oliver, Attorney at Law; Officer in Pegasus Company, 

. Chicago, Illinois 
SEPTEMBER 24, 1975 

Pegasus Company is a new Chicago corporation that supplies agents 
for people who want to buy parimutuel tickets at licensed racetracks 
and cannot go themselves. Pegasus charges a flat fee of 10 percent of 
the amount of the tickets to be purchased, but it is not in the business 
of accepting bets or wagers. 

The pegasus customer tells the clerk which tickets he wants to buy 
and the clerk then fills out an order form. The customer is given the form 
and is asked to examine it for correctness. When he is satisfied that it 
is correct, he indicates by initialing that he wishes an agent appointed 
for him and that the form corresponds to his order. Agents are locat~d at 
the track and are supplied with money to make a purchase of the tickets 
ordered. 

Pegasus has been requested to purchase an occupational tax stamp 
under the Internal Revenue Code. Pegasus' position is that it is not 
liable for the tax that the code calls for, or for the purchase of the 
stamp. However, the company has purchased the stamp. 

Topics covered during questioning by Commission members included 
the foll?wing: 

1. Public responqe. The public has responded very favorably to the 
Pegasus operation. It seems that most of the customers of Pegasus are 
people who have employed the services of bookies. 

2. Control of Pegasus. Pegasus would welcome regulation by a re­
sponsible governmental body and would urge the licensing of operations ~: 
such as itself. PegC:.l,Sus further urges that this regulation be handled by 
some branch of government that has to do with revenue, due to ~U~ ~uditing 
and bookkeeping problems that arise. 
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TESTIMONY OF: 
o Bernard Carey, State's Attorney, Cook County, Illinois 

SEPTEMBER 24, 1975 

The Criminal Code of Illinois contains three ,statutes dealing with 
gambling. Two of these laws, gambling and keeping a gambling place, pro­
vide maximum penalties of 1 year in jail and a $1,000 fine for the first 
offense, and a maximum of 3 years in prison and a $10,000 fine for subse­
quent convictions. These two laws prohibit the operation of games of 
chance and betting on sporting events, except those specficially author­
ized by the Illind~s General Assembly. 

The third Illinois law is entitled "Syndicated Gambling." This 
statute sets forth the legislature's recognition of the close relationship 
between professional gambling and organized crime, and prohibits policy 
~gamesanq. book~aking. A conviction under this statute carries a maximum 
penalty of 10 years in prison and a $10,000 fine. Felony prosecutions 
under the syndicated gambling statute are carefully screened by members of 
the State's Attorney's Office, 

Most defendants convicted of gambling misdemeanors are sentenced to 
various forms of probation and fines. It is obvious that judges do not 
regard gambling as a serious threat to society. 

During the first 6 months of 1975, five persons were indicted on 
charges of syndicated gambling by Cook County grand juries, compared with 
two persons so indicted during the same period in 1974. The State's Attor­
ney's Office is not aware of any syndicated gambling convictions ";hat re­
sulted in a sentence other than fines and/or various forms of prl;)ation. 

In IllinOis, law enforcement officers are in an awkward situation con­
cerning enforcement of gambling laws. The three major exceptions to the 
gambling 1aws--the Illinois lottery and parimutuel racetrack betting, which 

." have produced millions of dollars in State revenue, and bingo, which is 
. used 'by many religious organizations in recreational and fundraising 
eyents--haveraised questiqns in the public's mind as to the morality of 
selective legalization. 

A recent public opinion poll taken on behalf of the Chicago Sun Times 
and WBBM-TV indicated that 50 percent of those interviewed in the six­
county Chicago area favored legalization of various types of gambling now 
proscribed by law, while 36 percent opposed further legalization. The 
same poll taken one year earlier showed that only 32 percent of those 
interviewed favored expanded legalization and 50 percent opposed it. 

". Society as a whole might benefit through decriminalization of some 
forms of gambling under the strict supervision of State government. This 
might satisfy the basic desire of many to gamble, while funneling the 
profits of such enterprises back to the public through increased State 
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revenues rather than to organized crime and criminals. Gambling could be-
conte a source of State revenue, rather than a drain 011 limited law enforce- Q 

ment resources. 

Topics covered during questioning by Co'nnnission members :l.ncluded the 
following: 

)/ 
1. Persons placing bets. In Illinois, a person placing a bet is as 

guilty as a person taking the bet. 

2. Mandatory sentences. Mandr.d::ory sentencing can have a reverse 
effect on the judicial finding of guilt, in that judges resent these IJ 
sentences, which negate judicial discretion, and thus are more apt to find 
the defendant not guilty. 
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=;::::;_._:;c.. TESTIMONY OF: 
• Robert H. Allphin, Director ~ 'Illinois Department of Revenue 
• George T. Rummel, Deputy Director, Illinois Department of Revenue 

SEPTEMBER 24, 1975 

Bingo is administered by the Illinois Department of Revenue under the 
State's Bi.ngo License and Tax Act. The revenues that bingo produced for 
I1linoi.s rose from $4'.65 million in 1973 to $5.84 million in 1974. Since 
the State's revenues from bi.ngo are equal to 10 percent of the game's 
gross proceeds, those figured mean that the people of Illi.nois spent more 
than $58 million on the game last year. 

In 1975, collection from the bingo tax totaled $6.5 million, a 25 per­
cent increase over fiscal year 1974. This past July, the first month of 
fiscal 1976, the State's receipts from the bingo tax amounted to $1. 77 
million, an increase of almost 24 percent over the amount collected in the 
first month of fiscal 1975. 

Bingo is popular in spite of a weakened economy because: 

1. The game i.s diversionary; 

2. The public believes in its ability to turn a profit, i.e., that 
a relatively small investment might yield a substantial return; 

3. The proceeds it provides to the operator support'worthwhile 
activi.ti,~s such as schools and charities. 

Religious, veterans', and fraternal organizations account for 91 per­
cent of the bingo license holders in Illinois. The remainder are educa­
tional and labor groups. 

The State divides its bingo revenues evenly between mental health and 
co~on school fund~. 

The fears that preceded the enactment 4 years ago of Illinois' bi.ngo 
law were unfounded. There has not been the sli.ghtest i.ndication that pro­
fessional gamblers, syndicates, or organized crime have infiltrated the 
game. 

Illinois bingo licenses, which must be renewed annually, are available 
only to bona fide religious, charitable, labor, fraternal, educational, and 
veteran groups that operate without profit to their members. The law pro­
vides that the net proceeds "must be exclusively devoted to the lawful pur­
poses of the organization permitted to conduct the game." Another provision 
of the law s.tipulates that an organization has to have been in existence for 
5 years before applying for the bingo license. 
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No one can sell, lease, or distribute supplies or equipment to a 
bingo license holder without being licensed by the Department of Revenue 
to do so. Each bingo supplier is required to furnish the invoices ot those 
sales. 

Topics covered during questioning by Commission members included the 
following: 

1. Bingo security. The Department of Revenue has audits that cover 
the accounting of receipts, verification of the accuracy of the quarterly 
returns that the lawre~uires, and assuring that profits are not misused 
and that the games are conducted in accordance with the laws of the State. Un­
announced spot checks are also made by the department. 

2. Illinois State Lottery. The lottery is operated as a business by 
a division in the Department of Revenue. A business has to advertise in 
order to survive. 

3. Bill to legalize policy. A bill has been introduced in the legis­
lature to legalize the policy game; the bill would make the securities 
division of the Secretary of State's Office responsible for ~onitoring the 
game. The reason for this is purely political. The history of enforcement 
and,control shows that the Department of Revenue is adequately equipped to 
handle such monitoring. 

", 0 
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'l'ESTIMONY OF: 
• Ralph F. Batch, Superintendent, Illinois State Lottery 

SEPTEMBER 24, 1975 

The objectives of the Illinois State Lottery are: 'l'o generate 
revenue to defray the cost of demands made upon the State government; 
to provide entertainment; and to curtail the gambling activities of orga­
nized crime syndicates. 

II. . 
'l'he sud-bess of the lottery is attributable to the design of the 

lottery progr·am, to the structure of the operational organization, and to 
integrity and public confidenc.e. 

The Illinois State Lottery has curtailed and will continue to affect 
~dversely'" the numbers racket in Illinois. It will not necessarily, how­
ever, eliminate the numbers racket or put the racketeers out of business. 
The impact of State lotteries on the organized syndicate cannot be measured 
unless the syndicate were to publish its own "Dow Jones" averages. 

The lottery prize structure is competitive with the payoff of the 
numbers game;". The lottery distributes 45 percent of its gross revenue in 
prize awards~, a proportion identical to the 450-to-1 odds received by an 
individual w~nner of a winning racket number, after scheduled payment to 
winners, etc .1\ 

!; 
'/ 

To understand a 
dimensional nature: 
public enterprise. 

State lottery requires an appreciation of its three­
It is a game; it is a consumer product; and it is a 

As a game, it must be exciting and trustworthy. Each player must 
perceive that he has as good a chance of winning as any other player. 

As a consumer product, it requires widespread distribution 1 accessi­
bility, and ease of purchase, therefore demanding security against counter­
feiting, theft, alterations, and system manipulation. 

As a public enterprise.with public funds involved, it requires rigid 
cost accounting, meticulous ticket accounting, cash flow, and audit 
controls. 

Illinois became the first lottery in the country to take advantage of 
congressional action that allowed lottery drawings to be broadcast live on 
television, to announce winning lottery numbers, and to carry lottery ad­
vertisements. This new Federal law has given the lottery maximum exposure 
and scrutiny by the public and, it is speculated, ht,~t'$; ,a;lso helped ticket 
sales. 

The Illinois Lottery in its first 12 months of operation--Ju1y 30, 
1974 through July 30, 1975 .. generated more than $144 million and netted a 
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profit of more than $64 million for the State. Lottery contributions to 
the general revenue fund represent 1.43 percent of the fund's income and 
provide the funding for numerous State services. 

The results of statewide polls conducted by professional rBsearch 
organizations indicate an overwhelmingly positive reaction to the lottery 
which appears to have carried over into other forms of gambling. 

Lottery opponents always argue from the misconception that poor 
residents of a State will buy lottery tickets when thl!!.y should be buying 
much-n~eded food and clothing for their children. The Illinois experience 
shows this assumption to be a fallacy: Most lottery players could best be 
described as "Mr. and MJ:s. Average American. II 

The Illinois State Lottery Superintendent is strongly opposed to: Any 
type of fragmentation of lotteries below the level of State operation; the 
legalization of any privately operated lottery; Giny StCl,te lottery actively 
soliciting the residents of any other State, whether it has a State­
operated lottery or not. Section 4401 of the Internal Revenue Code of 
1954 was recently revised to require a 2 percent tax on the gross sales 
of any State-operated lotteries. In addition, Section 4401 requires 
that a $500 stamp be purchased by each seller. This law was meant to 
apply to illegal operations and not to the legitimate operations of a 
State-operated lottery. State-operated lotteries should be totally 
exempted from the provisions of this section. 

Topics covered during questioning by Commission members included the 
following: 

1. Federal taxes. The Internal Revenue Service has asserted that 
States should withhold Federal taxes from prizewinners. This provision 
discriminates against lotteries as opposed to other forms of gaming, and 
has an adverse marketing effect. 

2. Pending bills. Several bills are pending in both hOlisesof 
Congress. Congress. should allow lotteries to legally reply by mail to 
people who write from outside the State asking for information. 
Congress should also grant enough latitude to allow the person who pur­
chases a lottery or subscription ticket within the State to get his 
winnings by mail although .they now resige outside the State. 

3. Federal laws. Federal laws should be ·enacted. ·to 'pr.oride ;Eor the 
healthy and suc;ces:sfu1 operation of :Stat:e l.ot'teries as 'Weill as to assure 
the integrity of lotteries, .rather than iPerifonuing as an opponent. 'of :the 
State IS lrirght'. to :raiS'erevenue to defray the many demands made upon it. 
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TESTIMONY OF: 
• Rich Bysina, D'Arcy-McManus & Masius, Chicago, Illinois 

SEPTEMBER 24, 1975 

(Six television commercials, made in 1971, were viewed by the Com­
mission. They were under a $44,340 grant given to the Illinois Jaycees 
from the Illinois Law Enforcement Commission--ILEC Action Grant 112-04-
25-0058-01--to produce and implement a public service mass media cam­
paign against syndicate gambling in Illinois.) 

Topics covered during questioning by Commission members included 
the following: 

1. Commercials discontinued. The commercials were stopped for ~i­
nancial reasoIlscand because of a policy change discontinuing mass media 
campaigns in this area of criminal law. 

2. Public response. Public response to the commercials could not be 
judged. However, a questionnaire to evaluate the project was sent to all 
of the Jaycee chapters throughout the State. These responses were generally 
favorable. 

3. Commercial contents. The Chicago Police Department provided back­
ground on the main types of gambling, so the commercials were fairly 
factual. 
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TESTIMONY OF: 
• Edmund Dobbs, Representative, Cook County S.heriff' S Police 

Department 
SEPTEMBER 24, 1975 

Until the early 1970's, Cook County was reputed to have a great deal 
. of open and illegal gambling. That is no longer the case today, however. 

Since 1971:0 arrests for g'amb1ing offenses by the Vice Control Section 
of the Cook County Sheriff's Police have averaged. 160 a year in an average 
of 39 raids. In 1974, officers also spent considerable time. investigating 
gambling in connection with illegal dogfights, a second conviction for 
which is a felony in Illinois. 

The police department alone spent more tha17< $160,000 on inv,9s tiga tions 
and arrests connected with vice and gambling offenses. This effqrt resulted 
in only a 30 percent conviction rate during the period 1971 to 1974. Law 
enforcement agencies are wasting valuable manpower on the enforcement of 
gambling laws. 

In most jUI:isdictions, all forms of gambling are illegal; yet legis­
latures apparently neither intend nor expect such statutes to be fully en­
forced. Consequently, the police are left with the responsibility of 
developing an enforcement policy for their particular connnunities·. The 
difficulty is that employment of such criteria by individual officers may 
lead to disparity in practice; and even where practice is consistent, may 
involve basic policy questions which are not raised and thus not considered 
and resolved. 

The argument that legalized gambling would invite the criminal element 
is not necessarily valid. By funneling money spent on enforcing gambling 
laws into the administration of legal gambling, a connnunity could keep much, 
of organized crime's influence out of gambling. 

Gambling is a fact of life. TheI'e is no complainant on a gambling 
charge, except the State, which says gsmbling is legal in some instance's 
and illegal in others. The question of whether gambling is immoral is 
irrelevant. The question now becomes how far does the State wish to go in 
giving its citizens a desired connnodit:y. 

The question now before the Cook County courts is whether a business 
of off-track betting is legal. If decla~ed legal under current laws, the 
city or county should cons.ider taxing such businesses as an additional 
source of revenue or go into the business of providing the service 
themselves. 

If this form of betting is found to be illegal, the laws should be~~­
vised to legalize off-track betting as a source of revenue. Local govern~ 
mental units should establish off-track betting parlors to add a sou~ce. of ) . 
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revenue and to discourage illegal bookmaking operations. The National 
Gambling Connnission should concern itself with adjustments in Federal law 
in order to formulate a policy that might facilitate legalizing off-track 
betting. 

Another idea for providing a desired commodity in a legal form might 
be the licensing of casino-type operations, similar to the way Illinois 
has licensed bingo. Legalization of this type of gambling should reduce 
the popularity of illegal numbers operations and force them out of 
business. 

Limited forms of gambling should be legalized. The police officer 
should get out of the business of enforcing the unenforceable and into 
the business of helping society's victims of crime. 

I) Topics covered. during questioning by Connnission members included the 
following! 

1. Horse bookmaking. Horse bookmaking is the most prevalent type of 
gambling operat,ion rated by the Cook County Sheriff's Police Department. 

2. Sentences. Jail sentences would not necessarily deter people 
from violating the gambling laws. As long as there is an illegal commodity 
being sought, someone will supply that commodity, providing the profits 
are high enough. 
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TESTIMONY OF: 
• Michael J. O'Donnell, Commander, Vice Control Division, Chicago 

.Police Department 
• Edward Berry, Commanding Officer~ Gambling Section, Chicago 

Police Department 
SEPTEMBER 24, 1975 

Gambling and the enforcement of gambling statutes have been the 
problem children of law enforcement for many years. Some of the reasons 
that gambling has posed such a dilemma to law enforcement are: Thatthe 
general public is normally not opposed to any forms of gambling, despite 
the fact that they have some awareness 'of ··organized crime's control of the 
illegal gambling enterprises; that enforcement by the police of the gam-
bling statutes has had very little support from the courts in handing out 
appropriate penalties; and thatbec&use of the general inaI:fference -of~the-~o= =~~~ 
public, as well as the apparent indifference of the criminal justice system 
toward it, gambling provides a viable medium for potential corruption. 

In the purest sense-of the definition, gambling is not a victimless 
crime. It carries with it the potential of having several victims of the 
crime itself: the family of the gambler, the government, and the bettor 
himself. 

The Chicago Police Department's policy toward gambling enforcement is 
that gambling enforcement is the responsibility of every police office in 
the department. Enforcement activity is directed toward ameliorating gam­
bling activity to levels of low incidence and high risk. 

The department staffs a gambling section in the vice control division. 
Between 1969 and 1974, district personnel conducted 11,253 raids, arresting 
36,207 persons and obtaining 2,280 convictions. This averages to 1,875 
raids per year, resulting in the arrest of 6,034 persons and the convictiop 
of 380 annually. 

During the same period, the vice control-division conducted 6,186 
raids, resulting in 12,976 arrests and 1,599 convictions in court. The 
VCD gambling section ;,iverage for the 6-year period is 1,031 raids, 2,162 
persons arrested, and 266 convictions. In 1974, due to an increase in 
gambling, the department had a 5-year high of 1,150 raids. 

Despite the fact that gambling as it is now mown may eventua1ly"be 
legalized, there will always be a need for law enforcement agencies to 
enforce gambling statutes. When the Commission considers its recommendations 
as to the approach toward the gambling problem nationally, consideration must 
also be given to the innovative illegal techniques that will manifest them­
selves in subverting these·new1y legitimized activities. 
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Topics covered during questioning by Commission members included 
the following: 

1. Effects of legal gambling. Investigations indicate that because 
of the legalization of various forms of gambling in Illinois, illegal gam­
bling has increased. Because of the increase of State~regulated gambling 
activities, the public becomes unable to discern between different types 
of activity; this impedes law enforcement's ability to have effective con­
trol of gambling. Further enactment of State-franchised or State-operated 
gambling should be discouraged. 

2. Wiretapping. Although no official position has been' taken by 
the Chicago Police Department, the department probably would support the 
use of wiretaps as a necessary tool in the enforcement of gambling laws. 

" 
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TESTIMONY OF: 
• Frank Carrington, Executive Director, Americans for Effective Law 

EnforceIllent 
SEPTEMBER 24, 1975 

If gambling were completely legalized, with no regulation at all, 
organized crime would take it over totally. In the future, therefore, 
gamb1ing--particular1y large-scale syndicated operations--wi11 either re­
main a criminal violation, or will be carefully regulated by the government 
at certain levels. 

Current legislative proposals, generically described as "financial 
privacy" legislation, would i'TIlascu1ate the enforcement of gambling laws 
or the regulation of gambling: Gambling, under this 1egis1ation,'wou1d be 
subject to the domination of organized crime as is gambling currently. 

Typical of all "financial privacy" proposals is H.R. 214, which in 
essence would require that a court order be obtained by any Federal agent 
before he or she undertakes any form of surveillance activity on a private 
citizen. H.R. 1984 would apply the same rules to the States. 

The requirement that a search warrant be issued before thir{l party 
records may be"obtained has two major areas of adverse impact on the 
effectiveness of law enforcement in the fields of gambling and organized 
crime: 

1. Since under the fourth amendment to the U.S. Constitution a 
search warrant can only issue under probable cause, this provision would 
require law enforcement agencies to show probable cause before they could 
even initiate an investigation. In effect, police would have to have 
enough evidence to arrest a suspect or to make a search before they could 
utilize investigative techniques which up until now have been used to ob­
tain such evidence. 

2. Even in those rare cases in which probable cause to obtain a 
search warrant could be shown, the suspect must be given notice that he 
is under investigation. This is because in our legal system a search 
warrant must be served upon the individual against whom it is directed. 
Thus the major organized crime or syndicated gambling figure under in­
vestigation pursuant to the search warrant provision of H.R. 214 must be 
put on notice that he is the subject of an investigation, whether. that 
investigation is purely criminal or under the enforcement of regulatory 
provisions. 

It is not an overstatement to say that such legislation would in many 
cases completely insulate organized gambling operations from any regulatory 
or investigatory activity of law enforcement. It is apparent that in areas 
of enforcement as secretive as organized crime or syndicated gambling, any 
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require~ent that the government put the subject on notice that he is under 
investigation would defeat the purpose of the investigation. 

Topics covered during questioning by Commission members included 
the following: 

-'\ 

1. ~iretapping statutes. If statutes such as those involving wire-
tapping by State and local authorities were carefully drafted, they would 
be extremely beneficial to law enforcement against organized crime. 

2. Mandatory minimum sentences. Mandatory minimum sentencing of 
gambling defendants would depend on the degree of the defense and the in­
volvement of organized criminal elements. 
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TESTIMONY OF: 
• John Dineen, President, Fraternal Order of Police, Chicago, Illinois 

SEPTEMBER 24, 1974 1 

There is much illegal gambling in the city of Chicago and the State 
of Illinois. To offset the illegal game, off-track betting and sports 
betting should be legalized, because these are what people gamble on. 
Other forms of gambling--such as casinos and cards--are not so prevalent 
in Chicago and should not be encouraged simply to create revenue. 

The legalization of off-track betting and sports betting would serve 
two purposes: raising revenue for government, and eliminating some of the 
control by organized crime of the gambling rackets. 

If gambling is not legalized and if it is to be abolished, then wire­
taps should be authorized at the local level. With proper court super­
vision, wiretapping on a local level would eliminate many of the middlemen 
of organized crime. 

It has been said that every police vice officer in the city of 
Chicago is on the take. They are not. The Chicago Police Department is 
a hard-working department. There are a few corrupt officers among j.ts 
14,000: When they get caught it makes headlines, but when they do their 
job no one hears about it. 

Topics covered during questioning by Commission members included the 
following: 

1. Options in the gambling area. Of the two options in the gambling 
area, the legalization of gambling or the statutory authority to use wire­
taps, the preferred option is to legalize wiretaps. 

2. Control of gambling. If gambling operations were legalized they 
would be better controlled if operated by the State rather than if the 
State were to license outside operators. 

3. Policy and bolita. If the lottery is legalized, the policy and 
bolita gambling operations also should be legalized because they are merely 
"ethnic lotteries." 

4. Polygraph exams. The Fraternal Order of Police is against th,e 
police department rule that police officers who are accused of c.orr~ption 
in intra--agency administrative.: proceedings mus t take a polygraph. exam. The 
organization proposes that a police officer must take the ei~m only if and 
when a complainant takes and passes it. '~ 
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TESTIMONY O~J 

• William Brey, First Vice President, Illinois Association of Chiefs 
of Police 

SEP~EMBER 24, 1975 

Most of the police chiefs in the Illinois Association of Chiefs of 
Police are from departments that have fewer than 10 police officers. 
Suppressing gambling in any community with that number of men is almost 
impossible. 

Outdated gambling statutes and ordinances ought to be revised. Also, 
agencies which are specifically investigating organized crime, such as the 
Illinois Bureau of Investigation, must be given broad support and coopera­
tion by Federal agencies. 

Prohibition of gambling parallels the prohibition of alcoholic 
beverages. People did not accept the latter and as a consequence it was 
repealed. 

Nevada has had legalized gambling for many years. Illinois has 
legalized bingo and a State lottery. If there is to be civilian control 
of gambling, it should be in the form that Nevada has taken, with extremely 
heavy penalties for people who violate it. 

Topics covered during questioning by Commission members included the 
following~ 

1. Increase in illegal gambling. Any statements to the effect that 
legalized gambling has increased illegal gambling are pure conjecture and 
cannot be statistically proven. 

2. Control of gambling. Civilian boards should control such things 
as the lottery, bingo, etc., because the controls that presently exist are 
insufficient. As is done in Nevada, one board should control all gambling 
activities through stringent regulation. 

3. Wiretapping and sentencing. Wiretapping should be allowed if 
there are strict controls, as required in the Federal statute. In 
addition, the courts should impose at least the minimum sentences allowed 
by law. 
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TESTIMONY OF: 
• Reubin O'D. Askew, Governor of Florida 

NOVEMBER 24, 1975' 

An expansion of legalized gambling would destroy the economy of 
Florida. For the most part, experiments with legalized gambling in 
other States have led to disillusionment. The revenue produced has been 
much less than the revenue promised, and the side effects of exp.anded 
gambling have led to serious second thoughts by many of the peopie in 
those States. 

lhere are those who maintain that l~galization of casino gambling 
would help solve the economic problems in Florida. Some Floridians are 
anxious for the alleged easy revenue that is being offered by proponents 
of casino gambling and are supporting a petition drive to place the 
issue on the referendum ballot in November 1976. The gamblers and the 
well-financed campaign they will conduct might deceive many local com­
munities into believing'that casinos would solve all of their problems. 
However, according to Maximilian Wolkoff, one of Florida's few real ex­
perts on the subject of casino gambling, the plans to legalize gambling 
thus far proposed would absolutely destroy the State of Florida. The 
costs that Florida would pay in smaller paychecks and larger welfare 
rolls would far outweigh any short--term benefits that might be derived 
from legalized casino gambling. 

Legalized casino gambling W0U1a destroy the tourist industry in the 
State and would not replace i:t :asa 'source of revenue or<.:'.<3.s a source of 

, •. / 

jobs. The Florida Attr.act:i:ons Asso,ciation recently voted to oppose the 
campaign for casinos, as aia !the lB,o:ard of Directors of the Greater Miami 
Chamber of Commerce. 

Florida had legalized slot machines for a few years in the 1930's, 
and what happened then is al}V":t'ter of record. As a researcher for the 
National Gambling Commission/mote in its First Interim Report, "the mob 
soon offered any action the players wanted ••• numbers, slot. macbines, 
casinos ••• and operations were expanded to include the tourist trade in 
such popular resorts as Miami ••• It was not long before ·.arganized crime 
succeeded in establishing monopoly control over gambling~U 

.some forms of legalized gambling have been available in Florida for 
many years. Carefully regulated and controlled parimutuel wagering l~as 
long been a reliable source of revenue and a familiar source of entet­
tainment in the State. However, parimutuels. do not merely p'tovider~,~ve­
nue for the State; they support a $300 mil.lion industry that breeds,./· 
raises, trains, and. trades greyhounds and horses. Casinos would nut 
support these ~ypesof industries. 

Florida has demonst;ated that, within eer.taiu Gpnstraints ~ pari­
mutuels can be regulated successfully and profit~bly and at a relatively 
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minimal cost in expenditures to the State. Other forms of gambling are 
not easily conducted within the constraints that are employed with pari­
mutuels and are subject to manipulation. Casino gambling would be subject 
to manipulation and would drain profits and tax dollars from the pari­
mutuel establishments. 

Questioning by Co~ission members covered the following topics! 

1. Legalization of casinos. The basic decision of whether casino 
gambli),".g should be legalized or not should be made by the State. However, 
the possibility that the Federal Government might prohibit certain forms 
of gambling by Federal law should not be precluded. 

2. Corruption. There has been no evidence of any substantial cor­
ruption in connection with Florida's parimutuel operations. 

3. Lottery. Florida should not institute a State lottery because 
lotteries have not produced as much revenue as their supporters had 
predicteC. 

4. Bingo. Bingo is legal in Florida under certain conditions. 
However, bingo should not be legal because it is very susceptible to 
exploitation. 

452 

f' 



TESTIMONY OF: 
• Richard A. Pallot, Chairman, Department of Business R(~gulation 

N:OVEMBER 24, 1975 

All legalized gambling in Florida (with the exception of bingo, 
which is permitted under certain conditions) is regulated by the Depart­
ment of Business Regulation through its Division of Parimu.tuel Wagering. 
The department is headed by a five-man board, somewhat different from 
the typical corporate board in that it acts in quasilegislative, quasi­
judicial, and quasiadministrative capacities. 

Florida has no racing commission. However, the legislature has 
structured several advisory boards, committees, or councils, and the 

,i Board of Business Regulation itself has the authority to appoint advisor; 
committees. This enables the Board .. and the division directors to call 
upon experienced people with expertise in various areas. Presently there 
are four committees in the parimutuel area alone: a Thoroughbr.ed Ad­
visory Committee, Thoroughbred Study Committee, Greyhound,Study Commit­
tee, and a Horse Racing Trust Study Committee. 

The system used in Florida is rrorking well. In fiscal year 1975, 
approximately 16,200,000 people wagered approximately $1,156,000,000, 
which produced, as a result of the tax on handle and attendance, more 
than $80 million in direct State revenue. Florida has issued 36 pari­
mutuel permits that are operated at 33 plants throughout the State. 
These operations created approximately 4,430 parimutuel performances in 
the last fiscal year, causing Florida to outdistance by a considerable. 
amount every other State in this category .-;-;0 ';) 

Florida is the site of some 150 thoroughbred breeding farms with 
real estate valued in excess of $100 million. Florida now ranks third 
in the United States in producing foals. The payroli at Florida's 
breeding farms exceeds $7 million per year. The scope of the parimutuel 
industry in terms of total figures regarding attendance and handle has 
been growing annually. 

In spite of the bright picture outlined above, the financial cOn­
dition of Florida's parimutuel industry is not without problems. For 
example, Florida collects taxes on parimutuel handle under a number of 
different tax formulas. Despite changing conditions--some segments of 
the parimutuel industry have been prosperous while others have not--;::the 
tax structures or formulas have remained the same. Coupled with this is 
the fact that the State does not actually know~how much profit each 
track or permittee makes in all instances from its parimutuel activity. 

Although a certified balance sheet and profit-and-1.oss statemen:t 
must be filed oy each permit holder,many corporat;i.ons lor other entities 
that owned a track or fronton could, and many did, comming;!-e nonpari­
mutuel--related assets on their balance sheet. This iml?8f:.ted.the 
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profit-and-loss statement and tnade it almost impossible to dE~termine such 
things as profitability to the permit owner of the parimutuel operation. 

The 1975 session of the Florida legislature required a uniform re­
porting system. With this system, Florida now has improved tl)ols to 
substantiate that what i'S'dbne concerning taxes in the parimutuel in­
dustry is fair and accurate. However, some changes are still warranted. 

In the fall of 1974, the Hialeah Racing Association announced its 
intended sale of the Hialeah Race Track and the demise of the facility. 
Members of the State legislature, the Department of Business R~~gulation, 
the Department 9f Administration, and members of the industry then worked 
together toward the development and passage of several laws by the legis­
lature this year. The legislation involved'two areas: The adoption of a 
uniform reporting system regarding the permit holders' finances, and the 
passage of the Thoroughbred Industry Relief Bill, resulting from a recog­
nition that the thoroughbred racing industry needed immediate assistance. 

The following comments regarding the Florida racing industry axe 
offered: 

1. It is important to have and to support a regulatory system that 
can respond wi~;h timely solutions to problems as they arise. Problems 
differ from ft1lte to State, as well as between geographic areas within 
the State. 

2. The "regulators," from the policymaking level down, need con­
stantly to remind themselves that they are primarily hearing from the 
parties they regulate. The most important ward of the regulators--the 
public--seldom gets equal time. Regulators must remain sensitive to 
this if the system is to work. 

3. Florida's Sunshine Law continues to be extremely helpful in in­
creasing both the public's confidence in the ways its affairs are handled 
and the confidenc,~ of the participants in tn,: regulated industries 
themselves ~., 

Questioning by Commission members covered, the following topics: 

1. Awarding of racing dates. The Board of Business 'Regulation is 
the final admi<.'dstrative agency in the awarding of racing dates. Any 
aggrieved p0rty has the right to appeal the decision to the court,s., The 
cOIltroversial racing date periods traditionally have been appealed and 
decided by the courts in Florida. 

2. Greyhound handle decline. This year" for. the, first: time there 
is a slight dip in the handle, of Florida's greyhound tracks.. The reasons' 
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given for this decline are the recession and the dispute between track 
owners and greyhound owners, which is part of a natiori~~1. dispute. 
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TESTIMONY 'OF: 
• Patrick J. McCann, Director, Division of Parimutuel Wagering 

t,NOVEMBER 24, 1975 

The Division of Parimutuel Wagering is the operating unit that super­
vises and regulates the parimutuel industry in Florida on a day-to~day 
basis. ~e Division is comprised of: 

l. Field Operations--supervised by an assistant director assisted 
by a supervisor of horseracing, a supervisor of greyhound racing, and a 
supervisor of jai-alai frontons. Field Operations has the overall re­
sponsibility of insuring that the field staff assigned at the various 
plants are operating properly. 

2. Administrative Services Unit--handles all personnel matters, 
purchasing, and revenue accounting. 

3. Investigative Staff--works very closely with local and Federal 
law enforcement agencies in a mutual effort to maintain integrity in the 
parimutuel industry. 

4. Licensing Unit--maintains all the licenses and fingerprints ob­
tained by the staff, and handles the National Association of State Racing 
<Information Systems, "tvhich Florida joined in 1974. 

The Parimutuel Wagering Division also receives applications for 
racing dates annually, and provides necessary statistics to the Board of 
Business Regulation regarding these applications. The board is the only 
entity authorized to make such awards. 

The typical plant has a chief inspector who is in charge of the 
State operations in the area. All actual licensing and fingerprinting 
is done in the field under his supervision. Florida statutes require 
that all persons connected in any way with the parimutuel operation, in­
cluding concessions, must be licensed and fingerI,>rinted. 

Also at the plant is a chief auditor and assistant auditor who 
verify parimutuel payoffs, admissions, etc., and guarantee that the State 
receives all the revenue it is entitled to. In addition, Florida has a 
State steward at the horse tracks and a division judge at each greyhound 
track and fronton. 

The horse and dog tracks each have a State veterinarian assigned to 
them who must be a Doctor of Veterinary Medicine. He is assisted by 
veterinary aides. Recently, the Parimutuel Wagering Division converted 
several of the veterinary aide positions at the South Florida thorough­
bred tracks to career service positions at higher pay, since animal 
testing is one of the most important means by which to guarantee the 
in tegri,ty of racing • 
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The principal problem areas in policing the parimutuel industry in 
Florida at the present time are the use of illegal medication and the 
problems generated by certain forms of multiple wagering. 

The manufacturers' development of sophisticated andhard-to-detect 
drugs has made it imperative for the racing laboratories to have equally 
sophisticated equipment for the detection of such drugs. The division 
recently requested and received a $205,000 supplement to its budget to 
purchase such equipment. 

Multiple wagering--or exotic betting, as it is so ca11ed--is very 
popular at Florida tracks. However, trifecta w"agering provides a special 
temptation to the dishonest individual. The National Association of 
State Racing Commissioners appointed a committee to make recommendations 
for some uniform rules in this area. If this type of betting is to be 
continued, it should be under the strict rules and control of State reg~ 
u1atory bodies. 

Other forms of gambling are currently being mentioned as needed to 
raise additional revenue for the State: among them are off-track 
betting, casino gambling, and lotteries. 

During the past year, the Division of Parimutuel Wagering has per­
mitted South Florida thoroughbred tracks to furnish its results to the 
New York City OTB; the receipts were divided equally between the horsemen 
and the tracks, with the State receiving no revenue. This is not detri­
mental to the State or the industry and is actually he1pfu1t.o the asso­
ciation and participants. However, intrastate off-track betting could be 
a problem in Florida because of the number of parimutuel esta.b1ishments 
that exist. Off-track betting would provide real competition for horse 
tracks, greyhound, and jai-a1ai frontons. This is also true"of casino 
gambling, which, in addition,wou1d bring undesirable elements; into the 
State and county. 

If other forms of gambling were introduced in Florida, they would 
dilute the steady and substantial income from the parimutuel industry. 
Florida does not want to jeopardize this source of revenue. 

Questioning by Commission member:s covered the following topics: 

1. Limit of parimutuel licenses. There is a geographical restric­
tion on paiimutue1 licenses. No horse or dog track can be built within 
100 miles of an existing parimutuel plant. Permits a:i;e renewed annua:L1y. 

2. Distribution of parimutuel revenue. Originally, all of the 
money given to tl:\eGenera1 Revenue Fund was equally divided by the 
counties. However, the 1971 legislature put a $29 million limit on 
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those funds: Anything above $29 million reverts to the General Revenue 
Fund; anything below that amount goes to the countiesoequally • 

.I.' 
3. Exotic racing limit. According to Florida's present policy, a 

minimum of eight horses must be programed in a trifecta race. 
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TESTIMONY OF: 
• Frederick L. Van Lennep, President, Castleton Industries;~ and 

Chairman, American Horse Council 
NOVEMBER 24, 1975 

For many years the only connection between Florida and the harness 
industry was that the State's warm winter climate provided an excellent 
off-season training ground for the owners of trotters and pacers. While 
this seasonal influx of horses, owners, trainers, and support personnel. 
brought some additional income to the State, the full revenue potential . 
of harness racing was not being realized. 

Twelve years ago, in order to capita1ize on this potential, Pompano 
Park was built in Pompano, Fla., providing a facility for harness racing 
during the winter months. The benefit of the track to the local and 
surrounding communities, and to the State as a whole, has been gratify...,ing. 

, .,! 

Although Pompano Park itself lost nearly $12 million in its early 
years, harness racing in Southern Florida has become a significant seg7 
ment of the State's economy. 

, For example, Pompano Park's most recent racing meet was attended by 
more than 619,000 persons who wagered a total of more than $31 million. 
The State's 7 percent share of this handle amounted to approximately 
$2.4 million. In addition to this direct payment, the harness industry 
offers numerous employment opportunities to residents, with accompanying 
revenue to the State. 

The track also makes direct contributions in the forms of taxes; 
other than the takeout from parimutuel wagering. Admission and sales 
taxes totaled $77,000 for last year. It:i::e estimated tllat Pompano Park 
was directly responsible for the infusion of more than $18 million into 
Florida in its first year alone. Subsequent years have yielded even 
greater stimulus to the State's economy. 

The advantages of horseracing over other forms of wagering are 
great for the citizens and economy of Florida. A lottery, for example, 
is not regarded as a major source of jobs, nor will it attract tourists. 
Casino gambling, while it might attract tourists, would not necessarily 
add many more jobs. The racing industry, however~ provides many services 
to local government, both in terms of tax money, employment, and other 
benefits offered to the local residents. 

These benefits have been seriously endangered by the actions of 
some 1.9G5!1i-ties intnelast. fewyears~"wni1.~e·-trre "lbcctrjut1.sdic'tl:oii, -~arid= -'~~~--'-
not the Federal Government, should cont~ol racing, each State must be 

. aware that the attitudes and policies i'that it adopts toward racing cafl. 
seriously en~anger the industry. 
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The increasing'pressure on State governments to milk ever larger 
amounts of money from racing has resulted in an uneconomical'prolifera­
tion of racetracks, and in taxing policies that discourage the bettor 
and the horsemen alike. The National Gambling Commission should caution 

t) against continuation of these policies so that more States can experience 
the advantages of a healthy racing industry. 

Questioning by Commission members covered the following topics: 

1. Intrastate OTB. The National Gambling Commission should· con­
sider suggesting to Congress that an intrastate off-track betting policy 
be adopted. The matter will not be terminated without Feqeral inter­
vention because gambling has now become an easy method of raising revenue. 
Intrastate OTB could cause many of the Florida tracks to go out of busi­
ness, because they could not exist against such competition. 

2. Parimutuel takeout. The States' various formulas for the take­
out from the parimutuel handle is an issue significant enough to require 
Federal 1e&islation. 

3. County fairs. Florida does not license parimutuels at county 
or State fa.irs. 
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TESTIMONY OF: 
• Gene Campbell, Florida State Representative 

NOVEMBER 24, 1975 

(In an attempt to raise much-needed revenue for Florida, Represent­
ative Campbell has introduced a bill to legalize casino gambling." He is 
also trying to change the Florida constitutioIl to allow a referendum by \\ 
which the people of Florida can determine for themselves whether they ~ 
want casino gambling as a means of raising revenue.) 

If the casino referendum passes statewide, each county would then 
have the option to determine locally whether or not to allow casino gam­
bling. A gaming commission could then be established at the State level 
to regulate casinos. ,c_ 

Witnesses before the National Gambling Commission have stated that 
the cost of regulating casino gambling would be formidable. However, 
the money needed to regulate-casinos would be spent on security-related 
jobs. This money would eventually be spent back into the community as 
a source of community revenue. 

It has also been argued that casino gambling has failed in the 
Islands (Puerto Rico, the Bahamas, etc.) and thus would fail in Florida. 
However, one reason for that failure may be that the people in the 
Islands are not providing the services that many tourists desire. If 
casino gambling were allowed, Florida would attract affluent tourists who 
would spend the revenue needed to solve the State's economic problems. 

Questioning by Commission members covered the following topics: 

1. Impact on youth. Casino g&mbling would have no more impact on 
,"\\ 

youth than horseracing, dbgtracks, or Hialeah. 

2. Operation of casinos. Casino gambling should not be State­
controlled, but they should be licensed by the State. Casinos shoul~ be 
under private ownership as. is Florida's parimutuel indUstry ~ 

3. Effect on Florida's electoral process. Legalized. casino gambling 
would have no more of an effect on the electoral process in Florida than' '", 
would horseracing, dogracing, and Hialeah. Although Fl,oric:1r-:t does not have 
casinos, it has all of the types of gambling offered by casinos. "If this 
gambling were legal it would be better controlled. 
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TESTIMONY OF: 
• Paul R.ico, Vice President, World of Jai-Alai, Inc. 

NOVEMBER 24, 1975 

Billed as the world's fastest sport, jai-alai means "merry festival" 
in the language of the Basque region where the game originated in the 
Middle Ages. Wherever it is played professionally, it is a popular ama­

. teur sport as well. A jai-alai fronton serves as a social center with 
full dining facilities, lounges, and fast food service. 

The game is played on a huge three-sided court, and the pelota, 
which is a rock-hard ball, smacks against the granite-faced front wall~ 
often at speeds in excess of 150 miles an hour, after being hurled from 
a cesta, a narrow; crescent-shaped wicker basket strapped to the player's 
wrist • 

. :rhe American game is adapted to the parimutuel system. Eight one­
oT. two-man teams compete for seven points. Two players or teams play 
for one point, the losing side retiring from the court, and the winning 
side continuing to play until it loses a point and is retired or wins 
enough points to win the game; playoffs determine second and third place 
positions. 

Betting is the same as at horse races, each player being identified 
by a number that is called "p.ost position." 

~ Miami jai-alai is the oldest jai-alai fronton and the first operation 
/,V" of the world jai-alai, which began in May 1925. Florida has a virtual 
~ monopoly on the game of jai-alai betting. Jai-alai betting did not go 

beyond Florida until 1973, when a fronton opened in Las Vegas. 

Parimutuel wagering on jai-alai, legalized in 1935, is betting by 
members of the public against each other. The fronton acts as a broker 
for wagers by the public, and deduhs a commission fixed by State law and 
shared by the fronton and the State of Florida. 

Last year in 105 operating days, Miami jai-alai generated $47 million 
in mutuel handle and drew more than a million patrons. Both figures were 
worlc;1, records. 

A world record attendance of 14,441 bets was recorded on December 28, 
1974, at Miami jai-alai; the world record handle of $636,461 was achieved 
on April 29, 1975, at Miami jai-alai. Last year, world jai-alai in four 
frontons generated more than one-half million dollars for charity. This 
is said to be the highest amount generated for charity in one year by any 
parimutuel company. 
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In summary, jai-a1ai's Lapid growth and popularity is based on a 
fascinating ancient sport that requires complex skills, but is easy to 
understand. 

Questioning by Commission members covered the following topics: 

1. Length of season. The jai-alai season runs 105 days plus 50 
matinees. It is also run 4 days for charity at each fronton. 

J) 

2. Average jai-alai bets. Jai-a1ai files indicate that the average 
per capita bet would be $43 per person. 

3. Illegal wagering. The amount of any. illegal wagering on jai­
alai would be minimal because the game itself is hard to predict and 
people bet on it because it adds to the enjoyment of watching a spectator 
sport. Jai-alai programs are not allowed to be sold outside the frontons, 
and there is no evidence of any active bookmakers handling action outside 
of the frontons. 

4. Jai-a1ai and horseracing. Jai:"'alai is roughly competitive with 
horseracing: 17.4 percent is taken out of every dollar bet on any pari­
mutuel operation in Florida. The same laws applicable to horseracing 
are applied to jai-alai. 

5. Total handle. The total handle of , horse racing in Florida is 
$360 million; dogracing, $635 million; and jai-alai, $204 million. Jai­
alai's handle is smaller than the racing handles, but its growth has been 
faster. 

6. Casino gambling. Casino gambling would adversely effect every 
parimutuel operation in Florida. 

7. Jai-alai players. Each fronton has a players' manager who 
closely fo110w·s the activities of the players. Players are subjec.t to 
fines if they commit any breach of the ethical code set down by the 
manager. Players and their families cannot bet on the games, and there 
is no comtnunication between the players and the outside audience. 



TESTIMONY OF: 
.' Atlee ~ampler, Attorney~in-Charg~; Miami Regional Office" 

Organized Crime and Racketeering Section, U.S. Department 
of Justice 

~OVEMBER 24, 1975 

The legislative history of the various Federal antigambling laws 
indicates that gambling revenues constitute the biggest percentage of 
income for organized crime operations. These studi.es also indicate that 
the undeclared, untaxed income from illegal gambling operations is used 
to finance the loansharking industry, illegal narcotics importation and 
distribution, and corruption of officials. 

ImTestigations and prosecutions by the Miami Regional Office have 
proven conclusively that illegal gambling income is used for the financ­
ing and operation of those other illegal industries and that they are 
feared ()ar more than the illegal gambling operation that supports them. 

The Miami Office has established that major narcotics importers and 
distributors in the southeastern United States directly financed their 
heroin, cocaine, and multiton marijuana. importations by loanshark loans, 
the money for which came from illegal gambling op,erations. 

Numerous investigations and several prosecutions are in progress in 
the Southeast: These prosecutions have established that law enforcement 
officers have been bribed to thwart the faithful execution of State gam­
bling laws. 

In addition, the Miami Office has investigated and prosecuted orga­
nized crime associates for crimes that have their genesis in legal and 
illegal gambling activities. These crimes include fraud schemes, scams, 
extortions, burglaries, prostitution, and murders. 

One tool us.ed by law enforcement to extricate organized criminals 
from society is Federal flntigambling law. In considering total or limited 
decriminalization of gambling, the National Gambling Commission should 
.consider the probable increase in crimes and the influx of criminals into 
criminal activities that are ancillary to gambling. operations; the eco­
nomic impact on established legal gambling industries; whether organized 
crime gambling revenues will be decreased by decriminalization; the im­
pact on citizens with an affinity for gambling who would not be exposed 
to it unless gambling were readily accessible; and the probability o·f 
organized criminal cont.rol or partnership in legalized gambling activities. 

. The Miami Regional Office of the Department of Justice recommends a 
continuation of Federal antigambling legislation and law enforcement 
activities. 
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Questioning by Conimission members covered the following topics: 

1. Definition of organized crime. References to organized crime 
are here re~;tricted to the segment of organized crime commonly known as 
La Cosa Nost'ra--that is, the major Mafia or Cosa Nostra criminal 
families. 

2. Organized crime control. .Between 30 percent and 40 percent 
of the identified major gambling operations are controlled by Qrganized 
crime operations. 

-3. Bookmaking. Illegal bookmaking, largely.sports bookmaking, in 
the southeastern United States encompass'es about 60 percent of all gam­
bling activities. 

4. Illegal gambling in parimutuels. The Miami Offi~e has had 
evidence of illegal betting being done within the legal parimutuel op­
erations, where illegal gambling operations actually go on inside the 
tracks by individuals who extend credit to individual gamblers. Addi­
tionally, a number of inve'stigations have indicated that there has been 
some "fixing" of horseracing operations in the past. 

5. Competition by the State. It would be 'Very difficult for a 
State to compete with an illegal sports gambling operation because of 
current problems involving taxation, extension of credit to gamblers, 
and the cost involved in running a government bureaucracy. 

6. L:aw enforcement effect on organized crime. Past experience has 
shown that the best efforts ofj\the Miami Strike Force created a change 
in the chllracter or format, of illegal gambling operations but did not 
put them out of existence. The operations continue to do as much 
business as they did in the past. 
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TE~TIMONY OF: 
• Julius L. Mattson, Special AgeIJ.t in Charge, Miami Office, FBI 
• Benjamin P. (:cogan 
• EugeneJ. McKinney 

NOVE~ER 24, 1975 

The greater Miami-Fort Lauderdale area has thus far been classi­
fied by the· organized criminal element as an "open city"; that is, it is 
not controlled by a~y specific' syndicate or family group. However, this 
~oes not mean that drganized crime is not involved in the gambling ac­
tivities of the Miami area. On the contrary, the FBI office has learned 
from informants and from Title III inter!!epts 'that certain gambling rings 

c are owned and backed by "the syndicate" or "the orga1l1izatii>n." In ad­
dition, during th~past 2 years in the Miami area there has been a 
notable increase~i:q. .the number of New Jersey bookmakers who have strong 
affiliation with th'e syndicate in the New.ark area. If it were not for 
Federal and local ~!kw enforcement, Miami would be, a bookmaker's paradise • 

...--;;~ . 

, );''--- , 

Illegal gambling in the Miami area includes sports bookmaking, book­
making on horses, numbers operations; (commonly referred to as "bolita"), 
and, on occasion, casino-type gambling and cock fights. 

The FBI investigates the interstate transportation of lottery 
tickets and gambling devices. Many tickets from Puerto Rico's legal 
lottery have been found in the Miami area. The FBI investigates any 
who1e$ale transportation of these tickets into the area except through 
the mail; mailings are handled by the u.S. Postal Inspector's Office. 

The FBI, acting on information from sources, has seized some of 
these shipments of lottery tickets; however, there has been only one 
prosecution and conviction. 

In January 1969, FBI agents in Miami seized slot machines, roulette 
wheels, blackjack tables, and a complete layout for a casino operation 
being shipped to Port-au-Prince, Haiti. In addition, agents confiscated 
a large amount of sophisticated electronic equipment, which had been 
shipped with the gambling devices. The whole casino layout vIas "rigged. 11 

Later investigation by the FBI determined that the owners of the 
casino were members of the syndicate. 

The largest types of illegal gambling in the Miami area are the 
numbers, horse and sports bookmaking, with sports bookmaking producing 
the greatest activity. 

The sports bookmaker must get a line on the odds or point spread 
prior to the game. Investigation has shown that the line is phoned in 
daily to Miami every morning from Las Vegas. Miami also receives a line 
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f'I:om New York. Recent investigations show also that a line 'origin~;tes 
in the Miami area and is disseminated to other States. Multiple Siiorts 
News Service disseminates the line to Miami-area bookmakers; the of,~er 
of this service has been convicted in Federal court for violation/of 
Federal gambling statutes. " . II 

i, 
'I 

The telephone is one of the bookmaker's most essential tool~;, and 
law enforcement needs to have access to gambling conversations. :Iu June 
1969, Miami instituted one of the first wiretaps in the country based on 
the authority contained in Title III of the .omnibus Crime Control and 
Safe Streets Act of 1968. 

Since that time the Miami 'FBI has utilized electronic surveillances 
under approximately 30 court orders. Since cases undEfi Title III have 
gone to trial, or guilty pleas received, the FBI office in Miami has had 
approximately 90 gambling convictions. Some of those convicted have re­
ceived prison sentences, but the majority have received fines and 
probation. 

In some gambling investigations, immunity has been given to indi­
viduals who have testified against bookmakers and have, in addition, 
furnished intelligence information about the influence of the syndicate 
in gambling in the Miami area. " 

In view of the many successful efforts by the FBI in bookmaking 
cases, and the numerous wiretaps by lo~al authorities, bookmakers have 
necessarily had to refine their operations to attempt to frustrate law 
enforcement. This in no way has lessened the efforts of the FBI and local 
law enforcement. It has compelled greater ingenuity and offers more of a 
challenge to investigators. 

Legalized gambling does not· lessen syndicated crime and its drain on 
the community, but rather encourages it by giving it an aura of respect­
ability. Maintaining a constant pressure against illegal gambling will 
better serve our citizens, because the criminal element will be thwarted 
in its otherwise unrestrained preying on society. 

Questioning by Commission members covered the following topics: 

1. Jai-alai. The FBI has no information that would indicate that 
jai-alai is connected with organized crime operations in the Miami C'j.rea. 

2. Police corruption. The Miami office of the FBI has no infor­
mation to show that gambling is involved in police corruption. 

3. Bookmaking and narcotics. The Miami office of 'the FBI has 
knowledge of bookmakers who have been involved in narcotics. However, 
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the office does not know of any instances where bookmaking supports 
narcotics efforts or endeavors. 

4. Sentences. Stiffer jail sentences would deter bookmakers .• 
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TESTIMONY OF: 
• Hank Messick, Author 

NOVEMBER 24, 1975 

While there is some variation in the arguments for and against legal 
gambling, the progambling arguments are quite limited. They encompass 
only three maj or points: 

1. Legalized gambling will increase tourism. 

2. It will bring a great deal of revenue to the city and State. 

3. It will compete with organized crime and thus decreas.e crime. 

Legalized gambling will not increase tourism, as shown by the expe­
rience of Miami :Beach. When the wide-open illegal casinos in the Miami 
area were closed in 1949 and 1950, the propaganda began immediately: 
Without casinos, the area will die. 

The first drive to legalize gambling was begun by the syndicate 
gangsters who had operated the old casinos. The drive failed, and in the 
next decade Miami and Miami Beach grew as never before--without casino 
gambling .. 

Tourists do not come to an area to gamble; they come to enjoy a 
family vacation. Gambling destroys; it does not build. 

The argum.ent that legalized gambling will bring much revenue to the 
State is a persuasive one. However, the revenues that gambling propo­
nents estimated have never been realized.· 

The New York State Lottery, when it was first promoted~ was expected 
to bring in $400 million a year for education. It has averaged one-tenth 
that amouut--$40 million a year. And recently the New York Daily News 
reported that lottery officials were announcing winning tickets that had 
never been sold. Other tickets had been issued in duplicate and even 
triplicate, the story said •. 

In determining the revenue to be obtained from gambling, one must 
;:;llocate a sufficient amount of money to the operation to keep criminals 
out. Gambling in any fo·rm repreSients quick money; and quick money at­
tracts criminais. 

That legalize4 gambling will compete with illegal gambling arid thus 
decrease. crime is not true. Cettainly a few people in Las Ve·gas might 
be hurt if casinos opened in Miami Beach";'-sqme politicians might not get 
as much graft--but the real organized crime bosses would not suffer. 
Casinos in Florida would merely create new gamblers, ready to be taken. 
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Gambling is a virus that feeds on itself and grows. The more gam­
bling, the more gamblers. And as the gambling business. grows, the 
underworld will grow with it. People will still bet with illegal bookies 
for reasons having to do with odds, credit, and taxation • 

. 
With a legal base from which to operate, the crime syndicate will 

take over the country. A State that cannot keep organized crime out of 
charity bingo games can hardly operate multimillion dollar casinos on an 
honest basis. It is impossible to separate organized crime and organized 
gambling. . 

Five years ago there was a drive to legalize gambling in Miami 
Beach. One argument seriously presented ~yas that things were already 
so corrupt that legal gambling could not make it much worse. 

Corruption is and has been a way of life in this area, and the 
reason, in part at least, is the existence of legal and illegal gambling. 
Corruption on a grand scale has been necessary to permit the wholesale 
illegal gambling that exists here, and the local government has been in­
fected. Legalize gambling, and the opportunities for corruption will 
increase. 

The Third Interim Report of the Kefauver 
the heart of the gambling issue. It stated: 
business of gambling, and not its legality; or 
$0 attractive and lucrative for gangsters and 

Committee in 1951 reached 
"It is the nature of the 
illegality, that makes it 
hoodlums." 

Today, despite the best efforts of organized crime and its allies, 
gambling still is not the only game in town, but, if the National Gam­
bling Commission makes it legal, it soon will be. 

Questioning by Commission members covered the following 
topics: 

1. Lottery adver~isements. It is appalling that lottery tickets 
are advertised on the media. The media promote and advertise gambling 
just as they try to sell the public many other things it does not need. 

2. Positive effects of gambling. Illegal gambling has been one 
profession used by the disenfranchised or underprivileged to get ahead 
but at a co~t to their fellow man. Meyer Lansky is an exampli.~. 

\, .... 

3. Numbers. If ghettos were eliminated, there would be no 
numbers racket in this country, because the ghetto is the source of all 
numbers money. 
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4. Law enforcement efforts. Organized crime would not be the 
problem it is today if law enforcement had. been doing its job over the 
years. 

// 
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TESTIMONY OF: 
• Barry Halpern, Attorney; and President, Florida Gaming, Inc • 

. NOvEMBER 24, 1975 

The sole aim of Fl{)rida Gaming, Inc., is to own and operate a casino 
in Dade County, Fla. The owning and operation of such a casino is just 
another business and shoUld be treated as such. 

Florida Gaming, Inc., has initiated litigation in Federal court for 
the following reasons: 

1. It is necessary to establish a basic right to own and operate a 
legal business. It is the corporation's belief that under the existing 
laws of Fl{)rida, a license could be issued and a casin9 could be run on 
a legal basis. 

2. The state of Florida can not arbitrarily discriminate against 
one form of gambling, while allowing others. 

3. The denial of equal protection of the law must be settled by 
the courts, not the legislature. 

The question of legalized casino gambling in~outh Florida is con­
troversial. South Florida is one of the most economically depressed 
~reas in the country, certainly the most depressed in the State. Busi­
~esses are closing every day in this area. Very little, if anything, 
has been done to help the State financially. Florida must take steps to 
insure that funds are available to do things its citizens desperately 
need. 

. The Florida constitution is unique in that it does not prohibit gam­
bling per se. The constitution prohibits lotteries. The Federal lawsuit 
by.Florida Gaming, Inc., challenges the validity and constitutionality of 
Florida Statute Number 849, which prohibits casino gambling, except 
parimutuels. 

Casino gambling could generate tremendous revenues for the State. 
The monies taken into the casino would be divided between the State and 
the casino. As the casino draws tourists into the area, hotels will 
profit. The food, linen, transportation, and entertainment industries 
start to generate more and more work; as one business grows, others 
follow. The end result is a self-supporting community--one that has 
traditionally looked for tourism for its main source of revenue. 

In order to have a successful casino gambling operation, the fol­
lowing, are necessary~ 
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1. Efficient organization. 

2. Strong management. 

3. Professional employees. 

4. Experienced consultants. 

5. Proper regulations with proper police enforcement. 

6. Excellent tourist facilities ahd services. 

Questioning by Commission members covered the following topics: 

1. Organized crime. Organized crime will not- increase its activi­
ties in connection with Florida Gaming, Inc.'s casino gambling operation. 
The corporation has had no experience with organized crime in the past. 

2. Financing. Florida Gaming~ Inc., would use local so~rce.s to 
finance the casino. 

3. State regulation. Florida Gaming, Inc., is asking the State to 
regulate the corporation to any degree it feels is necessary. 

4~ Economy of South Florida. The depressed economy of South 
Florida resulted when tourists decided that the sun was just not enough; 
hotels there offer nothing except high prices. 
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TESTIMONY OF: 
• Paul Scheel, Mayer, Nerth Bay Village, Florida; and Chairman, 

Dade County Floridians for "State-Controlled Casinos 
NOVEMBER 24, 1975 

Florida has the finest year-round climate in the world. It has 850 
miles of shoreline and admirable beaches. It offers fishing and other 
recreational activities. Florida has all the requisites, including Disney 
World, to foster tourism, and yet in its single biggest year for tourism, 
only 25 million tourists entered the State. 

In contrast, Nevada has created the finest mecca for internatienal 
tourism in the werld. Last year, 70,000 tourists entered Nevada each 
day. Besides Hoover Dam and other minor attractions, Nevada's major 
drawing card is State-regulated casino gambling. 

Opponents of legalized casino gambling claim that casinos will in­
crease crime and corruption. However, Clark County, in which Las Vegas 
is situated, had less crime last year than the city of Miami. 

Parimutuel gambling has existed in Florida for about 44 years. No 
scandal has ever been attributed to parimutue1s because of the diligence 

'::-.of the regulating agency, the Board of the Bureau of Business Regulation. 
}'Y' A similar board could easily take care of State-regulated casinos. 

,,;/" 

The taxes generated in this:State last year fell so short of ex­
pectations that the educational system suffered~ Florida needs casino 
gambling. Casino gambling is not the ultimate panacea, but it is the 
single most impo~tant move that Florida could make to generate industry, 
which is tourism. 

Questioning by Commission members covered the following topics: 

1. Casino regulation. If Florida casinos did not have strict regu­
latory procedures--at least as strict as the parimutue1s--there is a 

(j strong possibility that criminal elements would invade this new territory. 

2. Around-the-clock gambling. Casinos in Florida would not be .open 
24 hours as they are in Las Vegas, but rather between 8 p.m. and 2 a.m. 
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TESTIMONY OF: 
• David Rosen, Attorney, Miami 

NOVEMBER 25, 1975 1 
' 

~ \ 

Several Federal pr&~~cutions have demonstrated abuses in the way 
Federal gambling laws are-~nforced. The Department of Justice has 
often distorted the gambling statutes and forced the law to fit certain 
facts. . 

In Title 18, Section 1955 of the U.S. Code, Congress has determined 
that.a gambling business involving five or more persoIlS. and doing a cer­
tain amount of gross business presumptively has an impact on interstate 
commerce. Accordingly, Congress eliminated the necessity of proof of a 
link between such a gambling business and commerce for Federal juris­
diction. Acting on the theory that a bookmaker, in order to opftrate 
successfully, must be able to layoff bets, the government has indicted,. 
and often conVicted, the personnel of two separate and distinct book­
making operations that have had no real business connections with one 
another. This constitutes a misuse of 18 U.S.C. 1955. 

There is an unevenl1ess as well in the ultimate disposition of con­
victed gambling offenders by the judiciary. Gambling offenders have re~ 
ceived sentences ranging from fines of $1,000 to 10 years in pri;;on. 
The disparity is the result of the attitude of the sentencing judge. 

In one gambling case, the judge decided to place the bookmaker on 
probation for 3 years. It was explained to the judge that the bookmaker, 
who was 65 years old, had spent his entire adult life as a bookmaker and 
knew of no other means of gainful employment. Although he could success­
fully engage in bookmaking and not violate the Federal laws, he would be 
violating the State laws and therefore breaching conditions of his pro­
bation. Appreciating these circumstances, the judge elimitlated the pro-
bation and fined the bookmaker $1,000. i/ 

Although the cos t of deterrinJ.;;crime should not be a factor in in­
~estigat~on and pu~ishment, . the d~~~;r am~?nt ~xpended by the government· 
~n gambl~ng cases ~s excess~ve when co;m>a~!,ed w~th the results of the 
prosecution and with the deterrent eff~ht~! 

If a bookmaker is taken out of circulation by reason of incarcera­
tion, the customer will either find a new bookmaker or will'himself be­
come a bookmaker. It would be presumptuou~ to suggest that legalizing 
gambling would be a panacea. However, the antigambling laws, the method 
of enforcement, and the attendant corruption make a mockery of justice. 

Questioning by Commission members covered the following topics: 



, ~'.-

" 

o 

1. Prosecution of. bettors. The betting world makes gambling prof­
itable. It is the bettors that make bookmakers; bookmakers do not: make 
bettors. HowevB:t:, prosecution of bettors would be socially tinaccef1t~ble 
and unfair. . 

2. Gambling laws. The gambling laws, considering the nature ,of 
people, are unenfOl;,ceable. All antigambling laws should be abolished. 

3. Minimum mandatory sentences. The legislature should not impose 
any minimum malldatory sentences because it would offend the judiciary. 

{ ~~ecrease in gambling prosecutions •. There has been a considerable 
'il~~£Se ~~ prosecution of gambling cases by the Federal Government in the 
past year~or two, perhaps because most gambling or bookmaking case in­
volve wir~taps, and the cost of wiretap installation, monitoring, etc., 
is astoun(').\ing. r 
. \\ // 

~~"/ 

5. Organized crime. None of the approximately 40 individuals 
charged with bookmaking activities represented by the witness were in 
a7.'1Y way connected with organized crime. 
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JOINT TESTIMONY OF: 
• Jack Key, Special Agent, Florida Department of Criminal Law 

Enforcement; and ' 
,,;.Y 

• Richard Scully, Special Agent, Florida Department of Crimirral Law 
Enforcement ' 

NOVEMBER 25, 1975 

The Florida Department of Criminal Law Enforcement has formulated 
one definition that is used as a guideline in defining organized crime 
as it pertains to Florida! 

Organized crime is a society that seeks to operate out­
side the control of the American people and their governments. 
It involves thousands of criminals working within structures ) 
as complex as those of any large corporation ••• lts actions ,7 

are ••• the result of intricate, self-perpetuating, criminal con­
spiracies ••• aimed at gaining control over whole fields of ac-
tivity in order to amass enormous profits by any nieans ••• 

Organized crime participates "in any> illegal, at.tivity that 
offers maximum profits at a minimum risk of law enforcement 
interference. These activities would include but not be limited 
to: gambling (both legal and illegal); narcot:i.cs; ••. loanshark­
ing; .•• labor racketeering and infiltrJtion of legitimate busi­
nesses for legitimate or illegitimaLt:! purposes ••• 

It imposes, rigid disc.ipline on underlings who act4~lly 
perpetuate the crimes while the leaders ••• are generallf insu­
lated from the criminal act and the consequent danger of 
prosecution. 

Congressional hearings have identified La Cosa Nostra and what that 
element comprises across the country. Florida is experiencing the in­
fluence of the major La Cosa Nostra families, as well as numerous other 
influences of the flMob." Of the approximately 27 publicly identified 
La Cosa Nostraor Mafia families, 15 are represented in Florida. Also, 
there has beelf/ a tremendous influx of organized crime figures into 
Florida from New Jersey and ~anada. 

The principal activities of organized crime in Florida are gambling, 
loansharking, legitimate business, real estate, labor racketeering, por­
nography, stolen property, and stocks and securities.' 

.Bookmaking is one of the largest problems experienced in Florida. 
However, statistic,~ forarr.estsshow fewer arrests in Florida for book­
making than for lottery violations, and fewer arrests for lottery vio-
lations than for all other forms of gambling. ' 
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There is illegal on-track betting at Florida's parimutuels. A 
close-knit group participates in this form of illegal gambling, and 
consequently it is hard to infiltrate. Florida has also had problems 
trying to control bingo. The Department of Criminal Law Enforcement has 
had documented cases in which organized crime figures actually operated 
the game. 

The Florida wiretap statute has not been broadly implemented by that 
department. Wiretap authority is exercised judiciously in the major 
criminal inVestigations for which it was intended. Use of the wiretap 
intercept law is very expensive. 

The Department of Criminal Law ~nforcement has taken ~o pos~tion re­
garding the legislation of various forms of gambling. However, the de­
partment fee,ls that law enforcement should have a voice in the gambling 
decision. If confronted with additional forms of gambling, law enforce­
ment will need greater controls and tools to en.force gambling iaws and to 
combat the attendant ills of gambling. 

In the course of questioriing by Commission members the following 
topics were covp.red: 

1. Lottery. Pqssession of a lottery ticket is a violation of the 
Florida statutes and is a misdemeanor offense. 

2. Bookmaking. Investigations have established 1;hat organized 
crime is involved in bookmaking to a great degree. Howeve'r, no single 
organized crime family controls the bookmaking operations. 

3. Judiciary . 
tude toward gambling 
so ,minor compared to 

The courts and juries generally take a lenient atti­
violations, possibly because these violations seem 
the crimes of ,violence they also f~ce. 

4. Public awareness.~The Organized Crime Council plans to initiate 
> 

a public awareness program on the ,i1.l effects of ;gambling. However, it 
is almost impossible t~ convince the ~O-cent or the lO-dollar bettor that 
his bet buys heroin from Southeast Asia. 

5. Organized cri,!ile. Law en~orcement is n,ot, winning the war against 
organized crime. 

6. Enforcement alternatives. Enforcement'alternatives such as 
civil remedies..,.-that_ is? civil, injunct~ons to enjoin gamblers from gam- , 
bling--wo~ld b~ ali. e~~ellenf;, ,po~ture for a State to take. 
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TESTIMONY OF: 
• Jay Hogan; Attorney, Miami 

NOVEMBER 25, 1975 
,/ 

The greatest blow to illegal gambling in the United States is not 
the gambling laws which Congress enacted,' but .' the enactnient of the wi're­
tap statute (Title III of the Omibus Crime Control and Safe Streets Act 
of 1968). ' 

It is impossible for a bookmaker to operate on a large scale~-or 
even a medium scale--without the use of a telephone. Bookmakers fear that 
the government is listening in on all of their calls, not only to check , 
gambling violations, but for tax violations based onithe new 2 percent 
excise tax on gross wagers. . 

The wiretap law has caused the large-scaie professional gamble~s to 
move 'Co Las Vegas. The bookmake:r:s that ,are left in various distric-ts 
generaliy will not accept or make long-d.istance telephone~,a1ls for fear, 
of violating Sections 1084 and 1952. However, they will make or receive 
one call in the morning from a pay phone to get the line for the day's 
events. 

The government is now attempting to prose~ute gambling operators 
under 18 U.S.C. 1955, which requir.es that five or more persons be in­
volved in conducting the illegu! gambling business. Generally, this is 
where the abuse in the prosecution of gambling laws occurs, because ,the 
government will use a number of methods to insure that five people are 
involved. 

Theprosecut,ion of gambling cases has becoI,l1e mOl1e~el~ctive recently~ 
with only the 1arge.;.scale gambling operations targeted. Again, however, 
it is not the gambling laws p,er se that are resPQnsible ,for. sU,ccessful 
prosecutions; it is Title IIr', which allows the' government;i to, tap a book­
maker's phones for 30 days or more., ",' Iii; 

u 
", 

In many districts, the media and pr,osect1tors strongly believe that 
gambling is controlled by the Mafia or by a single mob or syndicate. This 
is not true. The sports bookmaker's only connection vlith any syndicate or 
mob is his need to borrow money from a loanshark at usurious interest. 
When this occurs, the lender, in an attempt to protect his investment 1 

will sometimes involve himself in the operation of the gambling business; 
but generally, when the loan is repaid, he no longer is interested in 
conducting the gambling business. 

If the Federal and State governments are genuinely inte'rested in 
eliminating wagering on sports, they should have a mandatory minimu~ sen­
tence of 90 days for any person convicted of betting on a sporting event. 
Bettors have been treated like the customers of prostitutes and not 
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prosecuted, or if prosecuted, allowed to pay a small fine. Therefore, 
no one is afraid to make a bet, and as long as there are people willing 
to bet, there will be bookmakers willing to take the risk of 'being in-

",carcerated for acceptin.g wagers. 

All gambling should be made legal. Gttmbling licenses could be sold 
for $25,000 a year and people could r'un their own businesses.,pay:ing 
regular income taxes but no taxes on the gross wagers. 

Questioning by Commission members covered the following topics! 

l.·"Title III. Title III is unconstitutional. In 15 to 20 years, 
, the public will realize it has allowed the government to invade its 
privacy, and Title III will be ruled unconstitutional. 

2. Wiretap supervision. -Supervision of the operation of wiretaps 
on the Federal level is very good. However., there is no supervision at 
all on the State level. 

3. Legalized gambling. Legalization of gambling would save the 
millions of dollars now spent on investigation and prosecution of gam­
bling cases. 

4. Off-track betting. Bookmakers are using the New York off-track 
betting operation for lay-off purposes. 

5. Minimum mandatory sentences. Although minimum mandatory sentences 
for the bettor are not desirable, it is necessary to go after the bettor 
rather than the bookmaker in order to stop betting on sporting events. 

6. 'Sentencing discrepancies. Discrepancies in sentencing depend 
on the actions of the bookmaker!?:: If they plead guilty, they often get 
minimum fines; if they go to trial, they often go to the penitentiary. 

480 

( 



TESTIl-lONY OF: 
• SanfordBerg~ Professo'!: of Economics, University of Florida 

NOVEMBER 25, 1975 

Legal gambling is a heavily regulated ind~stry. Economic k~o~ledge, 
of how regulation has operated in other industries must be applied to 
gambling, both, to aid in improving public policy in this area and in 
conside.ring additional Federal action. 

Five a~pects, of the State regulatory environment must be examined: 
price regulation!> heavy taxation, restricted entry, mUltiple levels of 
authority, and' the absence of direct consumer considerations. Besides 
these elements of the regulatory environment, current regulatory pro­
cedures must be considered. These procedures tend to focus on detecting 
illegal activity, which is important, but additional resources should be 
devoted to economic analysis, especially in the returns to the firms 
versus the returns to the State. ' 

The present regulative structure of the Florida parimutuel industry 
has failed to achieve reasonable economic goals of regulation. Specif­
ically, economic rents generated by State-created exclusive territorial' 
franchises accrue to private individuals rather than the State. 

Most parimutuel States created exclusive territorial areas after, the " 
initial enabling legislation., which occurred in the 1920's and 1930's. 
These restrictions take the form of a maximum number of licenses in a ' 
region or a minim~ ,distance between licem:le~.. They are granted to pre­
vent destrtlctiveconi~,tTtitionc However, as market conditions have changed 
over the years, the t~\rritorial restrictions have not. This has resulted 
in an inefficient location and/or, numb?-r of franchises· in ,Florida. Thus, 
protective legislation becomes restrictive on both State revenues and the 
firms'profits. 

When entry into legalized wagering opportunities is limit:ed by geo­
graphical criteria, additional monopoly rents are implicitly granted to 
the licensee. Therefore, it is imperative to use some aggregate way of 
measuring the profitability, to analyze the various product lines and 
all the various opportunities for cost subsidies in order to regulate 
this industry on an efficient basis. \) 

The parimutuel tax is a mechanism to transfer to the public treasury 
the monopoly profits generated by State~created monopolies. The failure 
to adjust the parimutuel tax rate in response to changing conditions in 

~ . ,.' 

tht~ industry results in undertaxation or overtaxatiqn. 
,Ii 

The usual case, uridertaxation, results in monopoly profit accruingo 
to private individuals who happen to own the fran'chises, whereas ()ver­
tajtation would result in some private subsidy to the private treasury. 
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Most firms operatins in the parimutuel industry are relatively small 
and tightly held, and the problem of concealment of profits by distor'tion 
is much greater than with a larger, widely held public utility. The po­
tential exists for some vertical and conglom~~~te integration which would 
provide a mechanism for the effective overstatement of the costs or the 
funneling of ;revenues i:b the nonregula ted parts of the firm. 

One potential problem in verti~al integration is the facilities 
transfer the government-created rents to unregulated parts' in the supply 
market. It is permissible in some States to hold an eqUity position in 
a track and"run horses 'at the same track. Vertical integration raises 
issues about horse ownership. Since 45 percent of the Floridfl. thorough­
bred costs are ~n purses, it is a proper cpncern of State policy whether 
()ne individual should'hold equity positions in both the!track and the 
horses. 

Significant disparity exists within and among the three major cate­
gories of Florida parimutuel operations: dogs, jai-alai, and horses. 
The Florida regulatory agencies have failed to correct the trend toward 
diverging profitability levels, a~though variou's study commissions have 
identified the problem. The failure of regulation is partly a function 
of organization and staff adequacies, and, until recently, a nonuniform 
accoun,;ting and reporting system. 

To improve the Bffectiveness of the parimutuel regulatory structure, 
several staff and policy changes must be made, particularly with r.egard 
1;0 the profitability standard of the industry. The newlyins,tituted uni­
form accounting and management reporting system for Florida represents 
a good start. Also, the multimillion-.. doilar State budget in Florida' 
that goes to regulating parimu,tuel befting 1n:tght be better reallocated 
to devote more resources to maximizing the State revenue, rather than 
trying to detect all of the illegal activities at tracks. ' 

The following observations have some immediate implications for 
regulatory policy: 

1. :Extensive studi,es are needed on the response in the ,handl~', the 
total wager, 'the quality of, the performance, and the roie of the pUFB~ 
prices arid bonuses in: obtaining CJ,uality performallC!e. 

, " 

2. Prudent State pol;i.cy woul.d closely n:onitor v:ertical integratio~ 
in the industry. 

3. Earmarking foods ~or purses is 'a c!1!estionable practice since 
such restrictions limit the possibility of adjusting purses downward to 
reflect changi~g economic cond~tions. 

4. Gonsi4.erat:lon sh;:iuld 'be given to national' coordination so States 
could capture a larger share of the State-created rents if they did not 
compete with one another for the so-called quality horses. 
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Questioning by Commission members covered the ff-ol1i.1owing cqpics: . 

1. Reconnnendations. One reconnnendation by the 'Nalt:ionall. fGaniblil;n;g 
Commission should be much more careful economic analyses (Px itfue ;paTli­
mutuel industry. 

2. Federal policy. If a State policy to limit ;ga~ 'and 
wagering opportunities exists, then some Federal poliLcythat aids the 
State in capturing the rents they .create would be ,quite reasonable. 
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TESTIMONY ,OF: 
• Dan Sullivan, Executive Vice President, Crime Commission of Greater 

Miami 
N'OVEMBER 25,' 1975' 

The Crime Connnission of Greater Miami was founded in 1948 to fight 
.. gangsterism and the infiltration of racketeers int? Dade County, Fla. 

Since its inception, the Crime· Commission has opposed the extension 
of legalized gambling, :particularly the legalization of gambling casinos. 

Since the shutdown of gambling casinos in Dade County more than 25 
years ago, the economy has thrived. It has become a l2-month-a-year 
business economy, and tourism has quadrupled since the casino shutdown. 

Legalization of casinos would result in gangsters and the leaders 
of organized crime taking control of gambling, as has happened in prac­
tically every place where casinos have been legalized, including Nevada. 

The Crime Connnission is opposed to the legalization of lotteries, 
because lotteries appeal to people in the lowest economic bracket. Off­
track betting is a delusion: It only creates a new population of losers. 

At a time when some communities are facing financial bankruptcy, it 
is inappropriate to embrace highly dangerous gambling extensions that 
could contribute to the moral bankruptcy of our communities. The Crime 
Commission urges the National Gambling Connnission not to consider Federal 
legislation that might result in the extension of legalized gambling. 
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TESTIMONY OF: 
• Ralph J. Perk, Mayor, Cleveland, Ohio 
• Gerald J. Rademaker, Assistant Safety Director, Cleveland, Ohio 

January 16, 1976 

At present, the Cleveland Police Department has 51 officers assigned 
to enforce vice laws. The salaties and fringe benefiii_3 for this manpower 
amount to almost $1 million a year. The problem of illegal gambling and 
related matters is not inexpensive, and is not treated lightly in Cleve­
land. 

Questioning by Connnission members c:overed the follow.ing topics: 

1. Gambling-related corruption. Although there were several 
con~ictions of police officers involving vice violations 
in the 1930's, no such incidents have occurred in Cleve­
land since- 1948. 

2. Gambling in Cleveland. The number of bookies has declined 
substantially. When the wire services were terminated 
bookies could no longer provide the innnediate information 
horse players need to make their bets. These bookies 
have taken on football, baseball, and basketball pools, 
which are very popular in Cleveland. Games such as 
poker and craps are popular, but there are very few 
high stakes games in the area. 

3. Organized crime. The Cleveland Police Intelli~ence Unit 
has determined that there is~, no organized-crime-operated 
gambling in the city. The crleveland criminal syndicate 
conducted bootlegging and gambling operations in the 
1920's and 1930's, but moved out to Las Vegas in 1947 
to initiate the Desert Inn. The vacuum created in the 
city was filled, by independent organizations which 
currently operate several clearinghouse (numbers) 
and policy operations. 
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TESTIMONY. OF: 
• Thomas L. Boardman, Editor, The Cleveland Press 

JANUARY 16, 1976 

It is extremely difficult to define the public's .attitude toward 
gambling. Most people gamble, but they do so main:!.y ffor fun and in 
trivial amounts. Widespread gambling of that type n:ro:s.es .little threat 
tb public safety or personal welfare and is not a:!mctttter on which there 
needs to be public policy. But the widespread acmnitance of!ge..mbling 
by society does create a need for public policy. :Low-stakes paTlor games 
can lead easily to high-stakes casino gambling or 'illegal off-track 
betting in amounts Ii:itge enough to attract racketeers. 

The current policy at the State level appears to be 'based in part on 
the hope that by legalizing and regulating some forms of gambling, govern­
ment can create enough competition to drive the criminals out. Govern­
ment legalization and regulation of lotteries, parimutuel wagering, 
bingo, .etc., can create a relatively harmless diversion, but legali~ed 
gambling cannot compete with the illegal market, ana it cannot eliminate 
criminal control of large gambling operations. Gov:ernment participation 
in gambling does no .particular harm but neither does it diminish 
illegal gambling. 

Public policy today must be what:LL!always'has b.een--toprosecute 
the criminals who use their gambling revenue to finance other :Eorms of 
crime. Vigilant law enforcement is needed to ceontrol operators. of 
illegal games. Government sponsorship of garilb'ling ~~an be harmf:ul if it 
deludes the public into believing that the prGblem of criminal control of 
illegal gambling has been diminished. 

Questioning by Commission members .cove1:ed the following top:ics: 

1. Bingo. Current bingo leg:i3s..M.tii'on does not specify what 
portion of the gross must be paid to the' charity'" condudt­
ing the· game, what portion the opeFator is entitled to,! 
or how much must be paid out in prizes. 

2. Sports pools. Anyone in Cleveland who wishes to bet in: 
a sports pool can find one. But most pool betting 
operations are small. 

3. Gambling as a diversion. As long as gambling is offered 
merely as an inexpensive diversion---which is the'case 
with respect to the State lottery-,;"there 1,s little harm 
in its being operated by the government. 

. \' c, 
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\\ TESTIMONY OF: 
• jackG. Hunter, Mayor, Youngstown, Ohio 
• Donald G. Baker, Youngstown Chief of Police 
• Robert T. Halbert, Detective, Youngstown Police Department 

JANUARY 16, 1976 

About 80 percent of the adults in Youngstown gamble to some extent-­
on fri.endly card games, church bingo, the State lottery, or office pools. 
Only a small percentage of those who gamble do so through members of 
organized criminal groups. People who operate illegal gambling in the 
Youngstown area also are involved in prostitution, narcotics, fencing of 
stolen goods, burglary, and murder. Some of the rtl6ney earned through 
these operations is invested in legitimate businesses and some is even. 
contributed to charitable organizations or to political candidates. 

Existing law enforcement, judicial, and corrections practices 
against illegal gambling are ineffective. Police in Youngstown enforce 
antigambling laws, but many cases get bogged do~.;rn in court, and many of 
those convicted receive only modest ·fines. The police could be much 
more effective .in suppressing illegal gambling if their efforts were 
supported by more enthusiastic prosecution and hea'lTier sentences for 
those convicted. 

The best way to combat i11egal gambling would be .to enact stringent 
antigambling laws that carry mandatory jail sentences. This is a 
better approach than having the State create a gambling monopoly in order 
to drive organized crime out. of the business. 

,.,' 

Questioning by Commission members covered the fallowing topics: 

1. Numbers. The numbers racket is. a big bustness in Youngstown. 
A dice game called barbouth also is popular<.in the area. 

2. Corruption.} Corruption ex:i,sts at all levels in Youngstown-­
among police, ,prosecutors, judges--but is very, difficult to 
prove. Organized crime spends a great deal of money to 
corrupt officfals. 

3. Sports betting.' Although numbers i-s the most popular type 
of illegal gambling in Youngstown, more money is spent on 
sports betting. 
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JOINT TESTIMONY OF: 
• Frederick M. Coleman, U.S. Attorney, Northern District of Oh~o 

U. S. Department of Justice; al1r~, 
• Douglas P. Roller, Attorney in Ch~tge, Cleveland Strike:Force, 

U. S. Deparquent of Justice 
JANUARY 16, 1976 

(The testimony of I1r. Coleman and Mr. Roller represents their 

,~ 

personal observations and opinions and not those of the Jtr$J:ice Department.) 

Statement of 1>fr. Coleman 

Vigorous ,etlforcement of Federal antigambling laws must be continued. 
Funds der.ived from illE~gal gambling operations are used to f:inance' other 
illj.c:f.lt activities such as lo'ansharking and pr'ostitution. 'In addition, 
the proceeds from illegal gambling are often used. to purchase legitimate 
businesses. In these cases, gambling personalities often exert consid­
erable influence over the daily operations of the 'legitimate businesses f 

Current Federal antigambling laws are adequate, but more resources-­
funds and personnel--are needed to make enforcement more effective. The 
Cleveland office of the Bureau of Alcohol, Tobacco and Firearms has 
too few personnel assigned to the enforcement of antigambling laws.' 

Court-authorized wj~retaps are an indispensable tool in tbe investiga­
tion, development 3 and prosecution of gambling cases. This is particu­
larly true with respect: to 18 U.S.C. 1955 cases. 

Statement of Mr. Rolle!' 

The primary functicln of the Organized Crime Strike Force in Cleveland 
is to coordinate the Federal law enforcement effort into a unified attack 
against organized crime. The Strike Force has prosecuted organized crime 
figures for a wide range of crimes including loansharking, fencing of 
stolen goods and securities, income tax evasion, narcotics vioi~tions, 
extortion, labor racketeering, mail fraud, hijacking, counterfei1ling, '.:-; 
and racketeer infiltration of legitimate business, among others. \j 

The enforcement of gambling laws plays a key role in Strike Force 
efforts against organi:~ed crime. To date, 251 of the 301 individuals 
indicted by Federal grand juries have been convicted. Many of these 
cases have resulted in sentences of probation. There have been occas­
sional sentenc.esof 'incarceration for periods of :I. year' or less. There 
has been some.~:succe§s in achiev;i.ng substantial sentences for major 
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gambling fi~ures who have resumed their gambling business following 
their conviction or failed to'abide by the terms of their probation. 
More than 60 percent 0'£ those' indicted for direct gambling violations 
have been identified as being associated with organized crime. 

. . . 

:;) The su~stantial involvement of organized crime in bookmaking 
operations., in the Northern District of Ohio,. and the large amount of 
money g'Emerated by these businesses and avail~ble for investment in 
other activities, necessitate vig&rous enforcement of antigambling laws. 

Questioning by Commission members covered the following topics: 

1. Pending b:f.ngo legislatl0n~.,., There is some evidence that 
"charitab~e" bingo gamessin Cleveland are run by 
organize,d ,crime. The legalization of bingo would attract 
organized crime. . .. 

2. War against organized cr:d.ine~. In the war against 
organized crime, the government has a slight edge. 
Okganized crime is not running rampant and is not 
out of controt.,.",_",o 

! 
3. Definitiol): of. organized crime,. Organized crime 

figures f.d:-e. those tradit:tbnally associated with 
() the violent, corrupting type of criminal organization. 

l \ 

{, 
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TESTIMONY OF: 
• Charles A. Vanik, Representative, U.S. Congress 

JANUARY 16, 1976 

The Department of the Treasury has ·fai1ed to collect hut;:dreds of 
millions of dollars in gambling taxes. Because of lack 0fcooperation 
among the Burea~ of Alcohol, Tobacco and Firearms, the Internal Revenue 
Service' and the main Treasury Department, ,the Nation.' s: gambling tax law$' 
have not been enforced during the past year. This means that gamblers, 
many of whom ate organized' crime £;tgures', have escaped taxation. 

During the first 9 months of 1975, the Treasury Department found only 
1 t lOO gamblers to tax and collected less than $4 million. 'This aI\lounts 
to a tax rate of .00006 percent on a $67 bi11;i.on industry. 

The IRS is responsible for collecting. gambling taxes. The IRS, 
however, denies having responsibility fot IDaking civil assessmento 
against violators, claiming that this responsibility belongs EO ,the 
Bureau of Alcohol, Tobacco and Firearms. But ATF states that it has no 
authority and no auditing personnel capable of making assessments. 

The IRS should bere'quired to enforce the 'gambling tax . laws.. However, 
the Treasury Department has created chaos by dividing enforcement responsi~ 
bi1ities between two of its subsidiary agencies. If no special enforcement 
effort is made against clever tax evaders, then the result will be selective 
enforcement against the poor, the middle class, and the honest taxpayer. 

(~'\ 
I ~-j., 
-, -,._',' 
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TESTIMONY OF: 
• Corrin J. McGrath, Toledo Chief of Police 
• Gerald Girding, Sergeant, Toledo Police Department 

·JANUARY 16, 1976 

There is evidence that organized crime·figures and their associates 
conduct 22 of the 50 bingo games operating in Toledo. The largest of 
the 22. games last y'ear grossed more than $2 million, but the charity' it 
was ostensibly supporting received only $25,000 from the operators. 
Organized crime is worried that strict regulation of bingo by the State 
would destroy its profitability. Organized crime groups are reported to 
have amassed several million dollars in lobbying funds to fight such a 
move by the State. 

The lack of strong State regulation of bingo in .ohio may explain the 
. heavy~. involvement of Michigan crime figures in Toledo f s bingo games, 
since Michigan has very strict bingo laws that require reporting, State 
audits,and set percentages to be paid to charity. Current ambiguities 
in Ohio bingo law maRe it difficult >7,or the police to stop fraudulent' 
operations. Once arrests are mad~,,,,j~onvictions are difficult to obtain. 
One individual who was arrested 87 times received a total fine of $822, 
or an average of $9.50 each time. State courts did. nOt make repeated 
offenses of this nature a felony, eVen though State law provided for this. 

Local police departments should receive more assistance from the 
Federal Government in combating illegal gambling. 
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TESTIMONY OF: 
.. Llayd F. Garey, Cle"iTeland Chief af Palice . 
• Carl I. Delau, Captain, Cleveland Palice Department 

JANUARY 16, 1976 

Illegal gambling in Cleveland cansists af card and dice games, baak­
making an harseraces and sparting e"iTents, and numbers, balita, and bingO'. 
There i's only one major card and dice game aperatian in Cleveland. 
Anather dice game--barbauth--is suspected af being backed by arganized 
crime. In 1973 a killing and a bambing occurred incannectian with bar­
bauth aperatians. There alsO'· has been violence in cannection with 
gambling conducted in private homes ar clubs and with numbers operations. 

The bookmaking operations in Cleveland must operate within an ' 
arganized structure in order to receive rapid race results, determine 
odds, make layoff bets, payoff winners, etc. Mast bookmakers in Cleve­
land operate from factories, business offices or other places of employ­
ment and do their business' by telephone. 

Current State laws and city ordinances that prohibit illegal gambling 
are adequate. But the courts are not praviding a sufficient deterrent 
to illegal gambling. Fines are minimal and jail sentences almost 
nonexistent. 

Gambling should not be decriminalized. The propased bill in the 
State legislature to' regulate bingO' mare, stringently should be passed. 

Questioning by Commission'members covered the following tapics: 

1. Wiretap authority. Ohio law enforcement agencies 
should have wiretap authority. 

2. Bingo. There is evidence that some bingo aperatians 
in Cleveland are' run by organized crime. 

() 
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, TESTIMONY OF: 
• William McKee, Prosecuting Attorney, Richland County; Ohio 

and Ghairman, Ohio Organized Crime Prevention Council 
JANUARY 16, 1976 

Ohio basically has a local law enforcement a~proach to crime 
problems. Local police do not rely on the State or the State police 
for law enforcement. 

With respect to gambling cases, prosecution efforts are divided: 
misdemeanor prosecutions are handled by city solicitors; felonies are 
handled only by county prosecutors. County prosecutors should assume 
responsibility for misdemeanors so that repeat offenders can be 
pro.secuted as felons rather than misdemeanan ts . Maximum penal ties 
should be sought for repeaters. 

In Richland County, organized crime does not run bingo operations. 
There is little or no illegal betting on baseball and basketball games 
through bookmakers. Horse-betting operations operate covertly by 
telephone; there are no horse-betting parlors. As a result of pressure 
by law enforcement agencies, football betting also has been forced to 
rely on the telephone rather than on runners. Ohio law enforcement 
agerLcies need to have wiretap authority in order to combat these covert 
telephone betting operations. Numbers is a big operation in Mansfield. 
Numbers operators there layoff bets regularly, 

Last year Richland County had 40 gambling convictions out of 40 
cases prosecuted. But there have been no jail sentence's for those 
convicted, and the average fine has been only $25. 

There always will be people who want to gamble. Legal gambling 
should not be used by the State as a means of raising r.evenue but 
should be provided as a service to those whQ, insist on gambling. ' 
Revenue from legal gambling should be used to make the games honest. 
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TESTIMONY OF: 
• Gerald S. Gold, Cleveland Attorney 

JANUARY 16, 1976 

18 U.S.C. 1955 should be repealed. If it were repealed tomorrow, 
it would not affect the gambling community at all. It is a totally 
ineffective statute. 

Many law enforcement officials state that organized crime uses money 
it makes through gambling to fund other activities such as narcotics 
trafficking. But there would appear to be a sufficient turnover in 
narcotics to make it a self-funding operation. The same holds true for 
prostitution. 

Gambling is one of the most difficult charges to prove. Wiretaps 
of up to 30 days often are needed in many cases. The expense involved 
in making gambling cases is enormous, and the results are negligible. 

Gambling should be legalized. Legalization would eliminate police 
corruption. 

Questioning by Commission members covered the following topics: 

1. Gambling and loansharking. Some people who lose money 
gambling go to 10ansharks. But this is not true only 
with respect to gambling. Many people who cannot get 
loans from a bank go to loansharks. Bookmakers do not 
generally operate in conjunction with loansharks, how­
ever. 

2. Gambling sentences.. The reason sentences for convicted 
gamblers are light is not that prosecutors and judges 
have been corrupted, but that there is no public 
sentiment in favor of strong sentences for gamblersr~ 
If there were strong public support for stiffer penalties, 
no judge or prosecutor could remain in office long if he 
showed too much leniency toward gamblers. 

(; 

3. Organized crime. Organized gambling exists to the extent 
that many gambling operators require a. large staff. But 
there is no national or international gambling conspiracy 
among organized crime groups. 

4. Organized crime strike forces. By and large, the Strike .. 
Forces have accomplished very little in the gambling field. 
The time and money they spend do not justify the results 
they obtain. But they have done better in other,nongamb1ing 
areas. 
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TESTIMONY OF: 
• Gerald Patronite, Executive Director, Ohio State Lottery 

JANUARY 16. 1976 

The lottery is the most innocuous form of gambling. Today's State 
lott.erles bear no resemblance to their notorious predecessors of the 
Igth century. When a lottery player buys a ticket, he pays in cash and 

'ii, incurs no debt. He has no loss to recoup, and the State is not his 
creditor. 

State lotteries are an alternative to taxation; they are neither 
levies nor excise taxes" 

Questioning by Commission members covered the following topics: 

1. Advertising. The Ohio State lottery has a conservative 
advertising campaign. The lottery's advertising budget 
is approximately 1'.3 to 1. 5 percent of its gross income. 
This is much less than private industry spends on adver­
tising. If the S.t;ate wanted to attempt a "hard-sell" 
approach, it could probably sell $200 million in tickets 
instead of the $108 million it sold last year. 

2. Role of Federal Government. The Federal Government should 
do nothing to impede. the operation of State lotteries. 
Federal law should He.· revised to allow the lottery to sell 
out-of-State subscriAtQons through the mail. A 20 percent 
Federal withholding tlax'. on lottery winnings would hurt the 
lottery, If lottery a~nts were required to purchase a 
$500 occupational stamp: •. 80" to 90. percent of the current 
12,000 agents would stop· selling· lo.ttery tickets. 

496' 

i.I . 



MAY 10-11, 1976 
WASHINGTON, D.C. 

MAY 10, 1976 

e Frederick C. Fehl (Federal Bureau of Investigation) 498 

• John Corbin (Bureau 6f Alcohol, Tobacco, and Firearms)503 

• Donald Alexander (Internal Revenue Service) 505 
• Singleton Wolfe* 
• Thomas Clancey* 

• William Bavinger (Securities and Exchange Commissio~) 508 
• Charles A. Pardee* 
~ David P. Tennant* 
• Morris Lafferman* 

MAY 11, 1976 

., Jay C. Waldman (Department of Justice) 511 
• William S. Lynch* 
• AlfredW. King* 

• Ashton Hardy (Federal Communications Commission) 516 
• William B. Ray* 

*Accompanied the witness. 

497 



TESTIXONY OF: 
• Frederick C. Fehl, Acting Assistant Director, Federal 

Bureau of Investigation 
MAY 10, 1976 

Gambling is the backbone of or.ganized crime, but not all illegal 
gambling is directly controlled by organized crime or warrants 
Federal scrutiny. The Federal Bureau of Investigation concentrates 
its efforts on a quality-versus-quantity concept of prosecution, 
focusing on those gambling operations with organized crime ties, 
operations with large volumes of business, or operations where there 
are indications of legislative, judicial, civic, or police corruption 
involved,.in the conduct of those operations. It is that no one 
agency can eliminate all illegal gambling in this country, and such 
was not the intent of Congress when it enacted five major antigambling 

,statutes between 1961 and ]'970. 

" {I Fifty·-four percent of all identified syndicate members are 
engaged in some form of illicit gambling activity. Higher proportions 
of syndicate activity in gambling have been recorded in the larger 
metropolitan ar.eas. Seventy-two percent of all known syndicate 
gambling operators are involved in other criminal violations; 42 per­
center act as loansharks, and 14 percent invest in narcotics traffic. 
Eighty-two percent of all known gambling operators have legitimate 
business holdings. 

Faced with similar findings, Congress enacted the Organized Crime 
Control Act of 1970, of which Title IX was aimed at combating hoodlum 
infiltration of legitimate industries. The "Racketeer-Influenced 
and Cor.rupt Organizations" statute, also known as the "RICO" statute, 
has given the Bureau an invaluable tool in the fight against organized 
crime. The "RICOI! statute has led to more than 40 convictions, in­
cluding those of three ranking syndicate members in Los Angeles. 
Sentences in that case ranged from 15 months to 4 years. 

Properly used court-approved electronic surveillence is a key 
factor in organized crime investigations. To date, Title IiI installa-

. tions in Bureau gambling cases have resulted in 3,900 arrests, more 
than 2,000 conVictions, and the confiscation of cash, property, weapons, 
wagering paraphernalia, and contraband valued in excess of $10 million. 
The true value of Title III installations, however, lies not in the 
extra accomplishments it has made possible, but in the fact that few 
of them would have been possible without the use of that irreplacable 
technique. In 1975, information from one Title III installation led 
to the convigt;ion of the syndicate head in a Midwestern State on 
Federal gambiing charges despite the fact the Government's prime 
witness had been shot to death prior to the start of the trial. 
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Violence is not uncommon in gambling despite its image as .a 
"victimless crime." Most of the brutality in the underworld stems 
from the plight of bettors who are unable to make good on their 
gambling debts to their bookmakers or loansharks. The FBI does 
not view illegal gambling as a victimless crime. 

History has shown that local enforcement of gambling laws will 
not work. Corruption is an integral part of organized crime; bribes 
are considered to be a regular business expense. The implication, 
however, that a majority of local police officials are dishonest, 
or that the FBI should take over the enforcement of all gambling 
laws, is not warranted. Cooperation betweertFederal and local 
authorities is vital in the fight against organized crime. The 
Federal Government cannot ignore an illegal enterprise that grosses 
more than the largest corporation i~sted on the New York Stock 
Exchange. No local or State government is capable of meeting such 
a challenge, and it would be unrealistic to expect it to. It is 
essential that all local, State, and Federal agencies work together 
against the underworld syndicate whose enterprises are national and 
international in scope. 

The FBI is making considerable progress in the fight against 
organized crime. Since 1968, FBI gambling investigations have 
resulted in more than 4,500 convictions, including top syndicate 
officia.ls in New England, New Jersey, Detroit, Chicago, St. Louis, 
Kansas City, Denver, and Los Angeles. Also included in that number 
were major non-syndicate gambling figures in New York, New Jersey, 
Florida, and California. Bureau gambling confiscations have runountJed 
to more than $21.5 million, and a total of almost $6 million has /1 
been levied in fines as a result of those convictions. A total of 
$27 mil,lion in fines and recoveries over an 8-year span is not an 
impressive figure, however, when compared to a possible wagering 
handle of $50 billion a year as estimated by the President's 
Commission of Law Enforcement and Administration of Justice in 1967. 

Fin~s, probations, and suspended sentences do not faze professional 
hoodlums. Only jail terms have proven to be an effective meaE,ure 
in the enforcement of gambling laws. 

The laws in effect are good laws that have withstood the test 
of time and judicial review. They are neither repressive nor unduly 
restrictive. But to succeed in the purpose for which they we're 
enacted, they must be vigorously enforced at all levels of the 
criminal justice system. Society receives little protection when 
prosecutors decline to prosecute or when judges continue to think of 
gambling in terms of a friendly game of poker, or as a matter to be 
handled by local authorities ... It is no wonder people get discouraged 
about the deterrent effect of gambling prosecutions on the underwor~d 
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and talk of repealing or amending such laws when in the last 
three years only 714 of 3,093 persons convicted in FBI gambling 
cases received prison sentences. Even among professional law 
enforcement officials, the threat to society posed by illegal 
gamlbing is not fully understood. 

(j • Particularly susceptible to this misunderstanding are the 
numbers, policy, or bolita rackets in operation around the country. 
Local poiice officials fail to understand the gigantic size of 
most numbers rings. (; Ringleaders of a syndicate numbers operation 
in New York City estimated to have been in excess of $100 million 
a year are currently awaiting trial. That is a lo~ of nickels, 
dimes,and quarters. 

Aside from the scope of those operations, the possible threat 
~hey pose to the economic welfare of lower income bettors is one 
of the underlying factors which prompted Congress to inject the 
FBI into the national gambling picture. No longer can leaders of 
the mob conduct huge national gatherings as they once did. Today, 
the syndicate is reluctant to convene a meeting of its nine-member 
ruling body known as the "Commission" excellt in cases of dire 
necessity. That is one of the prime indicators regarding the 
success of the drive against organized crime. 

It is not time for government to relax its prosecutive pressure 
or knuckle under to those who would deprive law enforcement agencies 
of their principal weapons: the gambling statutes enacted by 
Congress. Only the quality enforcement of the present statutes and 
the assessment of strict, meaningful sentences to those convicted 
of violating these laws can defend the community from. the evils 
of organized crime. 

(Mr. Fehl was joined during the questioning by/iC. Walter 
Mangiacotti, Special Agent, FBI, and Mr. John McHale, Special 
Agent, FBI.) 

1. Level of illegal gambling. The FBI believes that the $50-
billion estimate of the volume of illegal gambling quoted by the 
President's Commission on Law Enforcement and Administration of 
Justice was more accurate than the lower $7 billion estimate of the 
Gambling Commission. There is no one. inside or outside organized crime 
who could provide a viable estimate as to the gross annual national 
national gambling handle. The Bureau has no way it can reliably 
analyze those estimates .. 
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2. Amendment of 18 U.S.C:'T955. 'hhe FBI would have no objec-

tion to amending 1955 and raising what the intake must be prior to 
becoming a violation of the statute. Such a change would fall into 
line with the Bureau's quality-versus-quantity concept of gambling 
investigations. The larger the operation, the more likely 
that it is connected with organized crime. 

3. Judiciary and sentencing practices. The rate of FBI 
gambling convictions in organized crime-related cases has increased 
steadily, but the imposition of a certain prison sentence rather 
than probation, suspended sentences, or an occasional long-term 
sentence would be a great deterrent to continued gambling offenses. 
If an individual is continually violating the law and continues 
to receive probation or a suspended sentence, there should be a 
point where the assessment of jail sentences become. mandatory. The 
judiciary should take a hard look at the type of individual Involved 
and the crimes committed at the time of sentencing. One Midwestern 
judge sentenced a subject to a 10-year jail term that resulted in 
his testifying against others. Numerous indictments and convictions 
were made in that area as a result of an assessment of a strict 
prison sentence for gambling violations. 

4. Operation Anvil. The program took place between the latter 
part of 1971 and May 1972. The Bureau broke up gambling operations 
handling about $1.2 billion during the short time the program was 
in effect. The Bureau's r.ationale behind the intensification pro­
gram was to concentrate the Government's efforts to combat gambling 
operations throughout the country and to see what kind of effect 
such an operation could have in a short period of time. The :n'BI 
still concentrates a great deal of effort toward gambling inves,tiga­
tions, but there is presently no existing program of the same sftope 
or of the same priority level as Operation Anvil. 

5. Utilization of resources against organized crime. The amount 
of manpower and resources devoted to certain forms of activity in 
the field offices depends upon the extent of those activities in 
each area. In the larger metropolitan offices, agents are assigned 
in such a way as to combat certain elements of organized cJ;ime. Their 
efforts are directed 100 percent of the time to organized crime­
related violations and are unrelated to different violations that 
are handled by other agents within the division. 

6. Gambling and loansharks. Approximately 50 percent of the 
people involved in gambling and loansharking are bettors who have 
not repaid their debts. Fifty percent of the loansharks known to 
the FBI are involved in some way with organized crime. Since the 
passage of the Extortion Credit Statute in 1968, the Bureau has had 
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270 convictions under that .statute. Decriminalization of gambling 
by the States would not make gambling a victimless activity--people 
would continue 'ci~) bet more than they could afford, become indebted, 
and go to a loanshark for money. 

7. Corruption. The Bureau does not have figures to establish 
the fact that corruption is more cLDsely related to numbers gambling 
than sports bookmaking. Logically, such a statement is probably 
true because a numbers operation is much larger in terms of personnel. 
Th€! corruption statute, 18 U.S.C. 1511, is a difficult statute to 
wq'tk with in relation to 1955 violations, but t~ Bureau has made 
a number of cases with the statute. 

8. Legalization. The exemption of gambling winnings from 
Federal taxation would be a big factor if legalized gambling is to 
succeed, but the need for credit and the services of loansharks 
would remain a problem. No legitimate agency would grant credit, 
but the underworld would. If a State were to offer all the advan­
tages of the illegal operations, it could possibly hurt the under­
world, but that cannot be known until it is tried. 
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TESTIMONY OF: 
e John Corbin, Assista~t Director, Office of Criminal 

Enforcement, Bureau of Alcohol, Tobacco, and 
Fi rearms. ," 

MAY 10, 1976 

Since the enactment of ,the wagering tax laws in 1951, respon­
sibility for their enforcement had been placed with the Internal 
Revenue Service until December 1974, when the Secretary of the 
Treasury ordered the transfer of that responsibility to the Bureau 
of Alcohol, Tobacco and Firearms (ATF). At the same time, the 
excise tax on gross wagers was reduced from 10 percent to 2 percent 
and the cost of an occupational tax stamp was increased from $50 
to $500. 

When ATF began its new jurisdictional responsibility, its 
basic approach was to investigate impartially and vigorously all 
significant violations of the wagering laws, and the Bureau was 
prepared to move forward selectively where personnel was available 
without adversely affecting its responsibility in the enforc,ement 
of the Federal explosives and firearms laws. Five hundred agents 

. located in the 40 largest metropolitan areas of tlhe country were 
trained to be responsible for wagering investigations. 

1"'-

The Bureau requested e.n additional $2 million for the balance 
of fiscal year 1975 and an extr;a $6 million for fiscal year 1976 
in order to finance the purchase of equipment ,and the hiring of 
231 additional special agents and suppOrt personnel to enforce 
the wagering laws. This ;tequest was turned down ~~AY the Office of 
Management and Budget. What has been ac.·,complishe(J thus far by tQ~,J'! 
Bureau in the area of wagering enforcement has been done within the' 
Bureau 1 s budget allocation prior :::-to the increase iIi. its responsibilities. 

" 
,/; " 

In 1974 and 197.5, ATF expended 324,832 manhours iU,its wagering 
effort. Almost one-third of the manhoura were expended on investi­
gations which resulted in criminal cases. Fifty-three of the Bu~eau,' s 
245 wagering investigations during that time resulted in recommen~f­
tions for prosecution to various U.S. Attorneys. In those 53 inves­
tigations, the Bureau has executed 4e~ S:~§l.rch warrants, seized 116 
motor vehicles, and seized money in the amo,!-lUt of $240,000. The 
Bureau has recommended that civil proceedings be initiated by the 
Federa:l, Government to recover appI:;,?ximately $25 million which has 
been seized and retained as evidence by local and State agencies. 
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In ternis of priority within the Bu.reau, wagering inv~stiga:­
tions rank behind explosives investigations and firearfu-"investiga­
tions. The present wagering enforcement level at ATF is at an 
absolute minimum because the Bureau does not have the manpower or 
the resources necessary to increase that effort. 

Questioning by Commission members covered the following 
topics: 

(~r. Corbin was joined during the questioning by Mr. John 
Bridgeman. ) 

1. ATF involvement in wagering ts;x. enforcement. The Bureau 
is ~harged with the responsibility fat enforcing four laws at the 
Federal level, two of which involve public safety. ATF has no man­
power or resources to investigate wagering tax violations and must 
first respond to violations that involve public safety., The Bureau's 
lack of activity in the aref?of wagering is due solely to budgetary 
constraints and not to any lack of enthusiasm or expertise. Wagering 
tax investigations are the greatest potential source of investiga­
tions involving other crimes such as loansha,rking, narcotics, gun 
laws, ~tc. 

2. Effects of Marchetti-Grosso decision on wagering investiga-
G50"tion. With I! the exception of wagering information, evidence uncovered 

by ATF in the course of its investigations may be turned over to the 
Department of Justice for prosecution. The names of people who hold 
tax stamps cannot be divulged except for tax violations, in accor­
dance with the decision in the Marchetti-Grosso case. 

3. Expen~e of ATF wagering investigations. Wagering investiga­
tions are ver3~ expensive, and because ATF lacks the authority to 
request wiretaps, extra pe.J;'sonnel are necessary to perform extensive' 
surveillance in wagering L,.v.estigations. A substantial increase in 
the Bureau's budget would be necessary to supply ATF with sufficient 
resources to conduct proper wagering investigations. 

4. A'rF definition of organized crime. Any gr,oup or combination 
of individuals who conduct an illegal activity, sufficient to have 
an effect upon a city, an are:a, or a metropolitan sector. 
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TESTIMONY OF: 
• Donald Alexander, Commissioner, Internal Revenue Service 
e Singleton Wolfe, Assistant Commissioner, In~erna1 Revenue 

Service 
• Thomas Clancey, Director, Intelligence Division, Internal 

Revenue Service 
MAY 10, 1976 

As of December 1, 1974! when Public Law 93-499 went into effect, 
the price of the occupational tax stamp (WO) rose from $50 to $500, 
the excise tax on wagers (WE) was reduced from 10 percent to 2 per­
cent, and a new restriction was enacted with respect to the disclo­
sure of wagering tax information in an effort to rectify the problems 
that had arisen in the prior Iffw that had prevented effective enforce­
ment. 

Wagering excise tax collections made in fiscal years 1974-1975 
and the first half of fiscal year 1976 amounted to $14,240,000; 
revenue collected from the 8,027 occupational tax stamps sold during 
that period totaled $920,000. 

During fiscal year 1975 and the first half of fiscal year 1976, 
the Audit Division expended 29,722 manours on wagering tax cases. 
The Intelligence Division spent 5,064 manhours during that period 
on WE, WO, and coin-operated gaming device (COGD) activities. An 
additional 25,072 manhours was expended by IRS special agects 
detailed to ATF during the first half of fiscal year 1976. 

When responsibility for the enforcement of the wagerLlg tax laws 
was passed to ATF, the IRS completed all investigations ()r collecti-on 
activities undertaken by the IRS prior to December 1, F74, and con­
tinued to perform administrative functions related to f,he wagering 
tax laws on behalf of ATF. On~lebruary 21, 1976, howr..!ver, the Sec­
retary of the Treasury iss:Jed a new order which retl.l.i..'ned civil 
enforcement of the wagering tax laws to the IRS, \.r_th ATF retaining 
responsibility for criminal enforcement of the tax laws. The IRS 
is currently working with ATF in the drafting of guidelines to define 
the respective responsibilities for the two agencies in wagering-tax 
matters. 

The responsibility assigned to the IRS is too great for the re­
sources granted to it. In fiscal year 1977, the Intelligence Division 
will have $6,\million cut ·from its budget, entailing a loss of nearly 
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400 positions, including some 200 special agents. The Service will do 
its best, within these limiations, to meet its obligation to administer 
all taxes, including wagering taxes. 

In Q;rder to meet that obligation, the IRS needs such tools as 
Form 109.9, which is now used to record only a fraction of the 
wagering conducted in the country, but which is useful in tax 
administration and tax enforcement. The Service favors_. the enact­
mentof Section 1207 of H.R. 10612, the Tax Reform Bill of 1975, 
which provides for a 20 percent withholding tax on winnings received 
from wagering pools or lotteries of $1,000 or more if the amount won 
exceeds the amount wagered by a ratio of more than 299 to one. With­
holding at the source is the best way to insure compliance and would 
also prevent the filing of false Forms 1099 by "10 percenters." 
Passage of Section 1207 would permit more effective administration 
and enforcement of the wagering tax laws and the income tax laws 
relating to gambling income. 

The enactment of a tax exemption for gambling wlnlngs would make 
it considerably more difficult for the IRS to enforce the tax laws 
against those who try to evade them. The requirement that a person 
could produce art exemption certificate in order to obtain the exemp­
tion would not solve the problem of fraudulent certificates. It 
would be more difficult for the IRS to make net-worth cases against 
tax evaders. 

The IRS recognizes that much of the income derived by those who 
engage in the operation of gambling schemes is not declared on tax 
forms~ although such income is supposed to be taxed; even so, the 
IRS does not believe tax laws are the panacea for the problems of 
illegal g~mbling. 

Questioning by' Commission members covered. the following 
topics: 

1. Exclusion of income for tax purposes derived from legal 
gaming operations. The IRS is concerned about the effect such an 
exemption would have upon people who do not make their income from 
gambling but who support those persons whose income would be tax­
exempt. The IRS could no longer discover tax fra:ud against an in­
dividual through a net-worth investigation if that person could 
claim he won the money by gambling. It would be very easy for a 
persc)n to wager $100,000 on a gambling activity, lose $10,000, and 
be able tb report a $90,000 tax exemption on money which was not 
actually earned by gambling. Such an exemption would provide 
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organized crime with a means to launder their money from other 
illegal sources. It is possible that the IRS would have to 
abanr,on tax enforcement activity against organized crime if such 
an exemption were enacted. It is unrealistic to believe that 
organized crime would not find another means of livelihood, 

2. Coin-operated gaming devices. The tax assessed on COGDs 
does not require much administrative effort by the IRS; although 
the revenue derived is not significant, enforcement of that 
wagering tax law pays its own way. 

3. Nevada casinos. The IRS may only enter the counting rooms 
of a casino after the casino has filed its tax return for that 
year.. Hence it is very difficult to conduct a study to determine 
if easinos are underreporting their income because of the nature 
of transactions in the casino and also because the IRS may only 
check the counting room after the fact. Only State governments are 
authorized to enter the count.ing rooms prior to the filing of the 
tax returns, but IRS attempts to work out a relationship with the 
State of Nevada have not been. ·successful. Any legislation which 
would force a State gove.rnment to provide such information to the 
IRS, and thus insure that every dollar bet and paid out was 
properly recorded, would help in determining the tax liability 
of gamblers. 

4. Tax liability determination. The tax law provides,that 
all tax income, from whatever source, is taxable unless exempted 
by Congress. If a person's incUine is increased by a greater amount 
than was reported on his tax return, the IRS investigates net worth, 
bank deposits, or other data to determine the taxable income. 
Although the IRS attempts to determine the source of income, it. is 
not always necessary to prove that source. The Service need only 
prove that there is taxablE~ income and that it was not reported. 

5. Wagering taxes: cost versus collection. Returns from the 
wagering taxes far exceed the cost of administeriIlg those taxes. 
If winnings were made exempt, the Government on a net basis would 
fall behind. 
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TESTIMONY OF: 
• William Bavinger, Assistant General Counsel, Securities and 

Exchange Commission 
• Charles A. Pardee, Associate Chief Accountant, Division of 

Corporation Finance, Securities and Exchange Commission 
• David P. Tennant,' Special Counsel, Securities and Exchange 

Commission 
• Morris Lafferman, Senior Enforcement Accountant, Securities 

and Exchange Commission 
MAY 10, 1976 

The ability to audit a casino depends on the quality of the 
internal control procedures utilized by that casino. Control over 
employee handling of cash is particularly critical. The SEC be­
lieves that, if a casino has a satisfactory system of internal con­
trol procedures, an accountant who applies appropriate audit tech­
niques can determine the fairness of the financial statements as 
well as the accuracy of such audits. The AIDerican Institute of 
Certified Public Accountants has also reached this conclusion. 

The SEC relies upon State and local gaming authorities, manage­
ment, and independent auditors to insure the existence of such con­
trols. It also relies on investors who have "implied or expressed 
rights of action" under Federal securities laws where disclosure in 
fiiings has been materially misleading. The Supreme Court has 
recognized these private rights of action as a necessary supplement 
to the SEC's administration of the Federal securities laws. 

The SEC does not have specific requirements directed toward 
companies conducting gaming operations. Its general rllies require 
disclosure by such companies of all information necessary to prevent 
investors from being misled. The SEC also has specific rules, 
applicable to all companies, which require the disclosure of directors, 
executive officers, and principal shareholders, the remuneration of 
directors and officers, and the interest of management in certain 
transactions, including loans. 

All companies that own casinos must submit filings to the SEC 
which are reviewed by the Division of Corporate Finance to determine 
whether they are complete and in conformity with SEC rules. Because 
of the unique features of gambling operations and their inherent 
internal control problems, the Division often pays close attention 

,to those filings. \fuere appropriate, the Division Will forward a copy 
of a particular company's filings to the SEC "s Division of Enforcement 
for COlll1llent and review. Copies also are sent to the appropriate 
State gaming authority. Unless the SEC becomes aware of information 
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that warrants an investigation, it must rely upon management and 
the independent auditor to insure the accuracy of the disclosures 
received in filings. The independent auditor is required to expand 
the scope of his e};amination if he becomes aware· that internal 
controls are not working properly'. He .must; also inform the SEC, 
which could initiate an investigation. 

In appropriate cases, th~ SEC may conduct its own investigation 
regarding the adequacy of filings. Generally, such investigations 
can be conducted only where there is some indication that a violation 
of the Federal securities laws may have occurred. 

Questioning by Commission members covered the following 
topics: 

1. Nevada casinos. Because of the werucness of internal con­
trols at some casinos, it is difficult to prove skimming unless it 
is known who receives the money. The State of Nevada was not always 
strict in the enforcement of its codes. Most revenue is derived 
from credit play, and it is often difficult to keep track of markers 
(credit slips). SEC now requires that more information be filed by 
publicly owned casinos, and relations between the SEC and the Nevada 
Gaming Commission have improved. Only the 14 publicly held casinos 
in Nevada need to file SEC Form lOCK). The internal control pro­
cedures that have been established are effective insofar as the SEC 
can determine, but that may not be the case with respect to privately 
held casinos. 

2. SEC and State of Nevada. The control efforts of the State 
of Nevada h~ve been improving, and its relationship with the SEC is 
better than it once was. The SEC has access to Nevada Gaming Com­
mission records on a voluntary basis or through subpena power if an 
investigation is being conducted. It does not routinely review those 
records, which back up the information provided in the filings by the 
casinos, unless an impropr:i,ety appears and an investigation is 
warranted. The Securities and Exchange Act and other Fede~al 
securities laws give the SEC adequate subpena power to obtain whatever 
information it needs to conduct its administration of the Federal 
laws. The subpena power of the SEC may not extend to other govern­
mental agencies~but voluntary cooperation is accorded to the SEC 
in specific instances by the. Nevada Gaming Commission. 

3. Markers. For tax'purposes, the Nevada casinos treat 
markers as nonreceipt of income until they are paid. Income is kept 
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on a cash basis, a practice that has resulted in a number of 
battles between the IRS and Las Vegas casino owners. The casinos 
argue that markers are not legally collec.table, and therefore 
the income is not really taxable until they are paid. For 
the purposes of the SEC, such a system does not adequately 
reflect casino operations or .balClnc,e-sheet statements unless 
everything is shown on an accrual' J~asis • The SEC's Form 10 (K) 

"requires accrual recording, but accounts receivable are not 
shown as assets. The SEC attempts to make an evaluation of the 
assets for the purposes of securities. Reserve receipts for 
casinos range between 10 percent and 15 percent. 
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TESTIMONY OF 
• Jay C. Waldman, Deputy Assistant Attorney General, 

Criminal Division, Department of Justice 
• William S. Lynch, Chief, Organized Crime and Racketeering 

Section, Department of Justice 
• Alfred W. King, Attorney with the Organized Crime and 

Racketeering Section, Department of Justice 
MAY 11, 1976 

In the U~,"i.ted States, gambling is a fa:ct of life which cannot 
be effectively prohibited by legislation. Nevertheless, while 
the national schizophrenia about gambling persists, the Department 
of Justice maintains its responsibility to vigorously enforce 
those Federal laws directed against large-scale gambling operations. 

Those who govern organized crime's monopoly in illegal gambling 
are exploiters of the poor, loansharks, narcotic:s merchants, 
corruptors of public officials, and parasites who sap the vitality 
of the Nation's commerce. The largest numhers banks draw the 
bulk of their business from the ghettos of the Nation's largest 
cities, and illegal gambling supplies loans'harks with their 
victims and the "capital to make usurious loans to those victims. 

Of primary importa~ce to the Federal law enforcement effort 
against syndicate-type gambling operations is 18 U.S.C. 1955. This 
statute prohibits the operation of an illegal gambling business 
in violation of State law. Gambling cases provide 20 percent of 
Federal syndicate convictions; in fiscal year 1975. Section 1955 
accounted for 85 percent of Department gambling convictions. Unlike 
other Federal antigambling statutes that were enacted prior to the 
passage of Section 1955 in 1970--i.e., 18 U.S.C. 1952 and 1953--there 
is no specific "interstate commerce" nexus required in Section 1955. 

"The statute is therefore effective against both local numbers games 
and nationwide sports betting operations. Those statutes related 
specifically to interstate commerce have not proven as effective 
as Section 1955 because the latter attacks an illegal gambling 
business head-on. rather than through indirect means. 

Illegal gambling· business investigations and prosecutions have 
led to the conviction and incarceration of a number of crime syn~ 
dicate leaders from Boston to Los Angeles. The peak number of 
gambling cases in 1972 and 1973 was disproportionately high as a 
result of an intensification of gambling enforcement undertaken in 
1971-1972. The decline in such cases was caused, to a great extent, 
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by: the protracted judicial controversies surrounding the Attorney 
Geheral's delegation of authority for approving Federal court 
wil:'etap orders to subordinates, and by the extent of the minimiza­
ti<)n of. intercepted conversations required by the intercept statute. 
Dn(!e those controversies were settled, antigambling activities 
began to increa!:)e, causing a rise in gambling convictions in 1975. 

The absence of a specific interstate commerce nexus does not 
imply that the Federal Government has preempted State government 
in the gambling field. Every major Federal antigambling law con­
tinues to have specific exemptions for State action or is itself 
de~)endent on State law. Failure of State and local authorities 
to enforce such laws should be read as a sign of substantial 
cOltruption as much as an indication of public consent to repeal 
antigambling laws. The Department sees no danger of Federal pre­
emptiorr in the enforcement of gambling, and would oppose as 
unnecessary any statute specifically empowering States to regulate 
gambling within their borders. There is no need to enact a. 
McC:arran-type act of endorsement of State power to regulate or 
prohibit gambling. There is no doubt that the States have that power. 

0: States choosing to do without legalized gambling should not 
havre that choice annulled by the use of interstate commerce channels 
by States that have chosen legalization. States that wish to 
exclude another State's authorized lottery should not be required 
to !lpa,?s a specific statute in order to prohibit such activity from 
be~.ng conducted within their borders.· If such a recommendation 
wet'.e enacted, those States which have not yet prohibited specific 
forms of gambling or gambling paraphernalia would be flooded with 
out-of-State gambling operations until those States expressly 
prohibited such activity. States desiring the entry of other 
State-conducted lotteries should instead be empowered, by State 
statute, to exempt from the effects of Federal law lotteries 
operated by other States. 

Gambling enforcement, forms the largest single conviction 
category of organized crime members. Title III surveillance has 
demonstrated that conversations between high-echelon figures are 
frequently concerned with illegal gambling. Illegal gambling is 
likely to be their most profitable business, and gambling 
"executives" like to take an active role in running the business. 
For this reason, the Department would vigorously oppose any move 
to repeal Section 1955. Its repeal would seriously hamper the 
coordinated national attack on organized crime-dominated gambling 
businesses. 
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The Department would oppose any recommendation that the 
jurisdictional amount under Section 1955 be raised beyond the 
present $2,000-a-day limit. Such an action would not have 

i 

the effect of confining prosecution to. syndicate gamblers; even 
if it had such an effect, enforcement would not be necessarily 
desirable. The Department should be free to investigate and 
prosecute cases of a local nature. A majority of prosecutions 
under the existing statute provisions would not be possible if 
those provisions were increased. If the size of the daily handle 
were in~reased to $10,000 in the statute, the. drop in general 
enforcem~nt would impact most heaVily in the Northeast (74 percent) 
and the Midwest (77 percent), where syndicate influences are 
highest. Nationwide,there would be a 68 percent drop in Federal 
gambling enforcement and a 72 percent decrease in syndicate-related 
gambling enforcement. The practical result if such an increase 
were made would be a greater reliance on the 30-day provision of 
Section 1955 and a longer duration of a court-authorized wiretaps-­
with a resulting increase in costs to the investigating agency. 
The statute works admirably, and there is no need to change it. 

Section 1955 will continue to be used vigorously but prudently 
against major illegal gamblers because it provides for Federal 
enforcement capability in an area in which organized crime members 
are most vulnerable to prosecution. The interests of effective 
law enforcement will best be served not by repealing the current 
gambling statutes but by vigorous enforce~ent of them. 

Questioning by Commission members covered the follm'ling 
topics: 

1. Illegal gambling and organized crime. Gambling is the 
cash register of organized crime. It is the source from which 
monies are generated into other illegal activties. Inroads are 
being made against organized crime, generally through the vehicle 
of organized crime gambling prosecutions, but gambling revenues 
remain the largest source of income for organized crime. If legal 
gambling winnings were excluded from income, and if credit, daily 
payoffs, telephone service, and other conveniences were available 
in a legal game, such a system might help to eradicate organized 
crime gambling operations, but it would not break the backbone of 
organized crime. Organized crime would have less cash with which 
to operate, but it would continue to make money in other ways. 
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2. Gambling enforcement by the Justice Department. Gambling 
is a much more involved, expansive, and visible operation than are 
some of the more clandestine crimes such as narcotics. It is often 
the most vulnerable spot at which an organized crime syndicate can 
be attacked. In attempting to deal with problems of gambling en­
forcement, the Department tries its best to be innovative and to 
be able to adjust to new situations. Under the RICO statute, the. 
Department has moved to enjoin such operations so that their 
members will in the future be subject to contempt-of-court citations 

" and prison~entences. 

3. Effectiveness of Section 1955. When a number of high­
echelon syndicate figures in New Jersey and in the Pittsbut6h, 
Kansas City, and Chicago areas were convicted under Section 1955, 
their local gambling operations were greatly affected. Many were 
convicted in civil cases (under Section 1964) which are predicated 
on a violation of Section 1955. A number of Section 1511 convic­
tions have occurred as a result of the testimony of those who were 
convicted for violations of Section 1955. Currently, nearly 70 per­
cent of those indicted under Section 1955--and 90 percent of those 
who go to tria1--are convicted. 

4. Enforcement prt,,;>rities. The Department feels that with 
the limited budget resources available for law enforcement, it has 
to allocate those resources at the Federal level to combating criminal 
organizations that pose the most serious threat to society. The 
Department seeks large-scale criminal operations where gambling 
is also involved with narcotics or corruptive influences on the 
community. The only way the Department can effectively meet its 

.responsibility to enforce the laws entrusted to it is to concentrate 
its priorities on the most high-impact offenders in each category. 
Given its present budget resources, the Department cannot eradicate 
illegal gambling or narcotics activity. It can, however, impact 
significantly Jq~ syndicate gambling that leads to other ills. 

5. Illegal gambling volume in United States. The Department 
cannot be aware of all illegal gambling, but it estimates the 
volume of such gambling in the United States to have been $29.8 
billion in 1973. 

6. Local gambling enforcement. If laws on the books are not 
enforced, the populace cannot judge which laws should be on the 
books and which should not. The Department does not mean to 
suggest that there are no honest law enforcement people at the 
local level or that some do not honestly conclude that they cannot 
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allocate resources to certain kinds of crime because of limited 
law enforcement resources. On the other hand, history has 
shown considerable systematized corruption in metropolitan areas 
which have be~n directly linked to gambling. 

7. Sentencing. There is a great need for uniform sentencing 
standards in all areas of enforcement--not just in gambling. If 
need be, sentencing practices should be outlined statutorily or 
in some cases madE:! 'mandatory . The certainty of justice is extremely 
important and a substantial deterrent in all areas of crime. Some-

:-;-::::=:::::-., ""; . 

one who has been convicted and face7s a certain jail term takes 
an attitude toward cooperating with authorities that is different 
from someone who is sentenced only to probation. More inroads 
would be made into gambling operations and the corruption they 
entail if the certainty of incarceration were there. 
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TESTIMONY OF: 
MAshton Hardy, General Counsel, Federal Connnunications 

Connnission 
• William B. l1ay, Chief, ColIlplaints and Compliance Division, 

Broadcast Bureau, F~deral Connnunications Connnission 
l1AY 11, 1976 

The Federal Connnunications Connnissidn's responsibility regarding 
the broadcast of lottery information was changed substantially 
with the January 1975 enactment of Public Law 93-583, which included 
18 U.S.C. 1307, a broadcast exemption for State-conducted lotteries. 
The new law permits the broadcast of lottery information by stations 
within a State which has a State-operated lottery. Those stations 
may also broadcast lottery information to those lottery Sta·tes con­
tiguous to that State. 

Prior to the passage of the new law, the FCC and the Justice 
Department petitioned the Supreme Court to review an appellate 
court decision that, in effect, upheld the right of stations to 
broadcast lottery information that "directly promoted" a lottery. 
The FCC appealed that decision, arguing that the announcement of 
the winning number in a State lottery, even in the form of a news 
report, constituted a direct promotion of the lottery and was thus 
prohibited by Section 1304. (The Third Circuit Court of Appeals 
had held that news broadcasts were protected by the first amendment 
and were thus exempt from the prohibition of the statute.) 

Subsequent to the FCC's appeal, but prior to a Supreme Court 
decision, 'Bection 1307 became law. The Supreme Court then remanded 
the case tri the Third Circuit for a determination of mootness in 
light of the new statute. The lower court ruled that the challenge 
to the FCC's interpretation of Section 1304 was not moot because 
it could still be applied to broadcasters in nonlottery States. The 
FCC at that time decided not to pursue th~matter further, feeling 
it would be appropriate to await a test case. 

While the FCC has not issued a definitive opinion on the 
subject, it believ~s that sports events in general are to be viewed 
differently 'from lotteries or horseracing. The FCC--concerned 
with any activities of broadcasters which tend to benefit illegal 
gambling--has specified in detail what information may be disseminated 
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about horseracing. (See FCC Supplemental Declaratory Ruling 1964.) " 
The odds applicable to other types of sporting events are more 
likely to be of interest to a sports enthusiast independent of 
a~y financial interest. A fan may be interested in knowing if 
his team is an underdog in an upcom:lng game, and--unlike horse­
racing--the broadcasting of odds for sporting events on a regular 
basis does not provide the rapid results from previous contests 
or last-minute changes in the morning line that most gamblers 
need and use. Broadcasters have given odds for sporting events 
oil. a regular basis in the past without incurring FCC sanctions 1\ 

against the practice. 

From 1975 until the present, the FCC has issued forfeiture 
notices, denied license renewals, and issued conditional licenses: 
to several licensees for violations of Section 1304. The dis­
semination of odds by broadcasters will continue to be examined 
on a case-by-case basis through license renewal proceedings to 
determine if there has been any witting aid to illegal gambling. 
Recent FCC orders to indicate that a reasonable liability standard 
is being applied to the broadcasting of lottery and gambling 
information in general. 

Questioning by Commission members covered the following 
topics: 

1. Football broadcasts and illegal gambling. Under the 
first amendment, a broadcaster has the right to broadcast whatever 
is deemed to be of public interest, absent a "clear and present 
danger." When aid to illegal gambling may be involved, the FCC 
must study the situation carefully to determine whether there is 
a clear and present danger. The FCC re~ognizes the vast entertain­
ment interest in sports programing apart from its role in illegal 
gambling. i\ 

2. Point spreads. If it could be determined that more bets 
are made on games for which the point spreads are broadcast, that 
in itself would not prove that the broadcast or the broadcaster . 
willfully violated gambling policy. 

3. FCC sanctions. W11en it is determined that a broadcaster 
knowingly disseminated information that substantially-aided' 
illegal gambling, the FCC has the authority to impose sanctiQ.ns 
against that broadcaster. Generally, the ;FCC looks"to the Depart .... 
ment of Justice to tell i.t whlit kinds of bro~dcasts appear to aid 
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illegal gambling. Radio anq television stations are licensed 
every three years; they arf;'/aware of the FCC' sconcern about 
illegal gambling a.nd o£ten"ask the Commission what its policy 
is regarding certain types of programing. Few stations would 
jeopardize their licenses 'by knowingly aiding and abetting 
illegal gamb~ing. 

4. Horseracing broadcasts. The live, continuous broadcasting 
of racing cards, odds, and post times on a daily basis substantially 
encourages illegal gambling. The FCC has adopted a policy that 
m~(es it improper to broadcast a series of races on a continuing 
basis. 
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JUNE 23, 1976 
WASHINGTON. D.C. 

8 Robert Kahn (Survey Research Center, ,University of 
Michigan 

• Maureen Ka11ick* 
• Daniel Suits* 

*Accompanied the witness 
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'J TES1.'IMONY OF: 
• Robert Kahn, Director, Survey Research Center, University 

of Michigan 
• Maureen Kallick, Program Director, S'urvey Research Center, 

. University of Michigan 
• Daniel Suits, Professor of Economics, University of Michigan 

JUNE 23}; 1976"" 

During the summer of 1975, the Survey Research Center conducted 
two surveys, one national and the other in the State of Nevada. In­
formation was sought on the gambling activities of the United States 
population age 18 years and older on the attitudes ~nd opinions 
held by that population in reference to both legal and illegal 
gambling, and on their opinions about government policy toward 
gambling. 

The overall response rate was 75.5 percent. Of the designated 
respondents from whom interviews were not obtained, 11 percent 
were refusals. Miscellaneous reasons--not at home, illness, 
language difficulties, and so on--accounted for the remaining 12.6 
percent. Altogether 1,736 people were interviewed for approximately 
1 and 1/2 hours each. 

Because of the unique gambling situation in Nevada, residents of 
that St;ate were sampled separately. The response rate in Nevada 
was 70 percent. 

In questions on various types of betting, each game was referred 
to by name--i. e., lotteries, bingo, casinos, etc., not by category 
such as "legal commercial games," "illegal games," "friendly bets," 
and $0 on. It was only during the period of data analysis that the 
definitions "illegal" "legal commercial" and "friendly~' were affixed 
to the appropriate sets of games. In fact, the word "illegal" 
did not appear in the questionnaire at all. The total picture of 
participation in illegal gambling and the dollar figures involved 
were drawn from numerous individual questions on types of gambling 
known to the analysts to be illegal, but never designated as such 
in the questionnaire. 

The pattern of gambling particip'ation revealed by the survey 
shows that 68 percent of the sample--equivalent to 98 million adult 
Americans--have placed a bet at some time in their lives. But 
7 percent of the sample--equivalent to 10 million--were people who 
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had bet in earlier years but did n9t bet currently. This leaves 
61 percent--or about 88 million adults--who gamb.l~d during 1974 •. 

Some of this reported gambling was with friends, co-workers, 
and the like, ranging from card games (38 percent) friendly bets 
on professional football (20 percent) to elections (2.3 percent), 
backgammon (1.4 percent) and majong (0.5 percent). 

Although friendly betting is widespread, only 13 percent of 
the sample reported that they confined their gambling exclusively 
to friends. The remaining 48 percent--about 70 million people--also 
engaged in commercial gambling, ranging from such legal forms as 
buying lottery tickets (24 percent), bingo (19 percent) and 
parimutuel horseraces (14 percent) to illegal betting with sports 
bookies (4 percent), numbers (3 percent), and horse bookies 
(2 percent). 

Of the total population~ 37 percent (about 53 miiLion peopleJ 
restricted their commercial gambling to legal activities, but 
11 percent reported placing illegal bets, including 4 percent 
(over 5 million adults) whose commercial gambling was exclusively· 
through illegal channels. 

On the question of what kind of people gamble, the survey shows 
that gambling is an activity engaged in by people of every section, 
class, income, and background, but that some groups are more prone 
to gamble than others. Men are slightly more often gamblers than 
women, and whites more often than members of other races. The pro­
portion of gambl~rs falls markedly with age from 73 percent of those 
18-24 dOvffi to 23 percent of peopl·e over 65. On the other hand, 
gambling participation rises sharply ~ith income.from less than a 
quarter of persons with incomes below $5,000 and barely half of 
those in the $5,000-$10,000 bracket to 74 percent of those with 
incomes over $15,000. 

Likewise,. gambling participation rises with education from 41 
percent of tho.se who never finished high school to 79 percent of 
college graduates. 

Among religious groups, the proportion of gamblers is highest 
among Catholics (80 percent), Jews CU percent) ,artd liberal 
Protestants (74 percent),. but lowest bong Baptists (45 percent) , 
atheists (4Q percent), 'and Bible-oriented Protestants (33 percertt) • 

By far the largest average betting volume is found among patrons 
of New York·'s off-·track betting shops. The 13.5 percent 'of New 
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Yorkers who patronized OTB in 1974 bet an average of $1,118 
that year on OTB. This averages $20 per week and is almost double 
the average sports book wager and more than double the wagers 
at horse tracks, casinos and with illegal horse books. 

Regarding gambling by Nevada residents, the survey shows 
that more Nevadans gamble than do other Americans--76 percent of 
Nevada reSidents placed legal commercial bets during 1974 compared 

"~(} 44 percent of the population at large. On ,the other hand, only 
14~'3 per:cegt of Nevada residents reported illegal gambling compared 
~t:o 11. 2 per<;!ent of U. S. adults, and the average annual illegal 
bet of Nevada residents also was somewhat smaller. Almost all of 
the illegal ga!Ilbling by Nevada residents was with horse and sports 
'.~\ooks. i' 

Among the population a~ a whole, Americans wagered a total of 
$:24.4 billion on the ten commercial games surveyed. The largest 
hcl.Ilcile was at norse tracks ($ 7 .9 billion), followed by legal 
casinos ($6.1 billion), bingo ($1.7 billion) horse books ($1.4 

~~'bitlion)~ numbers ($1.1 billion), almost $1 billion for OTB, $6 
billion for lotteriies, and smaller amounts for sports cards and 
illegal casinos. 

Of the total amount bet, $17.3 billion was wagered legally 
and $5.1 billion illegally. 

The survey also examined the revenue potential of legalized 
gambling. If all types of gambling. were legalized by all the 
States, the maximum yield would be a handle of about $125 billion 
with net revenues to the States of about $8.3 billion. This latter 
figure may be compared to the 1974 total State and local receipts 
of $209 billion from all sources 1 including $106 billion from sales 
taxes, $44 billion in Federal grants-in-aid, and $40 billion from 
personal income taxes. In other words, the maximum figure that can 
reasonably be prOjected for gambling revenue represents no more 
than a 4 percent addition to State and local revenues. 

Regarding public attitudes toward legal gambling, the survey 
shows that about 80 percent of respondents said they favored legali­
zation of at least, one of the 13 gambling activities asked about, . 

. • ,J but, except where a game was already legal there was no consensus 
'-, . . I! 

about which game should be legalized. For example, where there are 
legal horse tracks) 73 percent of those surveyed favored their 
continuation, but elsewhere, only 47 percent favored legalization. 

,While such 'figures demortstrate that there is no st;rong constituency 
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for legalization of gambling where it does not exist, neither 
do they indicate the existence of substantial opposition. 

An important aspect of the question of legalization is the 
question of whether, if legalized, the legal facilities should 
be State-operated or left to private business. When asked, 
a clear majority preferred operation of the facility by private 
business, subject to governmental regulation rather than outright 
State operation. The sole exception was legal numbers, which 
65 percent thought should be government-operated. In general, 
gamblers expressed a greater preference for privately operated 
facilities than did nongamblers. 

On the issue of compulsive gambling, the survey shows that 
slightly less than 1 percent of the national sample could be 
classified as probable compulsive gamblers. An additional 2.3 
percent of the sample were considered as latent or potential 
compulsive gamblers. 

* * * 
Following their reading of the prepared statement summar1z1ng 

the survey's findings, the witnesses were questioned by Commission 
members and staff, media representatives, and experts in the field 
of survey taking. Most of the questioning concerned the survey's 
findings with respect to the amount of illegal gambling that takes 
place each year. There was a consensus among the questioners that 
the survey estimate of between $2.5 and $5 billion was too low. An 
attempt was made to determine through th~ questioning process 
whether the survey could have missed a subculture of bettors who 
wager extremely large amounts of money illegally each year. Ques­
tioners also made reference to the low response rate in central 
cities, suggesting that among the nonrespondents there were many 
people who, because of their illegal gambling habits, would be 
particularly unwilling to talk to survey takers. 

The witnesses defended the survey's findings. They stated 
that even accounting for the two factors mentioned above--a gambling 
subculture of heavy bettors and the'low response rate in central 
cities--the amount of money wagered illegally could not exceed 
$10 billion. This figure is still far lower than the estimates 
provided by the Justice Department of $29 billion to $39 billion. 

The Commission's conclusions on this issue of illegal wagering 
are contained in its final report. Appendix volume 2 of the 
Commission's report contains the complete survey report prepared by 
the University of Michigan's Survey Research Center. 
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• Sir Ronald Radford, Chairman, Her Majesty's Customs and 

Excise; Great Britain 
• Sir Stanley Raymond, Chairman, Gaming Board of Great 
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• Kenneth Witney, Special Consultant to the Royal Commission 

. 'on Gambling, Great Britain 
• Arlington Butler, Chairman, Gaming Board of the Bahamas 

SEPTEMBER 20-23, 1976 . 

[NOTE: The National Gambling Commission conducted four days of 
hearings on the subject of gambling in Great Britain and the 
Bahamas. The hearings dealt primarily with the topic of casino 
gambling. 'The material that follows is a synthesis of the 
witnesses'prepared statements, question and answer sessions, 
panel discussions, and background material furnished by the 
witnesses.] 

\\ CASINO GAMBLING IN ENGLAND 

Background 

Statutes passed in the 16th, 17th, and 18th centuries were the 
basis of British gambling law until 1960. These laws were based 
on the general assumption that gambling presented serious moral 
and social problems. Before 1960, mos t forms of gambling were 
illegal in Great Britain except: Commercially organized football 
(soccer) pools; credit betting with bookmakers (cash transactions 
were llrohibited); on-track betting at horse.race,s and dograces; and 
private wagering among friends .• 

There ar·e no reliable estimates on the amount or volume of 
gamblirtg tb,at took, place prior to 1960, but in 1951, the Royal 
Commission on Betting, Lotteries,. and Gaming. estimated that not 
more than 1 pe·rcent of an individua1 f s personal expenditure each 
year went for gambling, and that the proportion of na.tional 
resources absorbed by gambling was 1/2 of 1 percent. 

y 
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The limited type of betting i:m credit prior to 1960 
catered mainly to the middle and. upper classes. But the wprking 
class could place illegal wagers on the street, in pubs, and in 
factories. Enforcement of gambling laws often was difficult due 
to ambiguities in the law. 

In 1951, the Royal Commission on Betting, Lotteries, and 
Gaming studied all forms of gamb~ing and made specific recommenda­
tions for changes in the law. The Commission found the law to 
be basically "obscure, illogical, and difficult to enforc,e." It 
stated that gambling within reason~ble bounds would not seriously 
harm the individual, his family or the community and that the 
majority of gamblers were able to control the money they spent 
on. gambling. Further, it found th~ gambling did not appear to be 
a direct cause of either serious crime or minor offenses. On 
the basis of these findings, the Royal Commission recommended 
that most types of gambling be legalized and strictly regulated 
to prevent abuses. With regard to casinos, the Commission recom­
mended that only those games should be permitted that provided 
equal chance to all players, including the operator. The Commission 
stated that gaming promo'ters should not be permitted to levy a 
charge while the game was being played. It recommended that 
gaming in public places such as shops and on the street be pro­
hibited because it was a public nuisance and that gaming in 
licensed establishments such as pubs should also remain illegal 
because a danger existed that the player, particularly if he 
were drinking alcoholic beverages, would gamble to excess. The 
Commission made a distinction between games that require an 
operator to monitorlhe play and distribute prizes and those in 
which machines perforIiI these two functions. It said that the 
latter--primarily slot machines--should remain illegal because 
the action was so fast that it might entice players to quickly 
lose more than they could afford. Although the Royal Commission 
made fairly sweeping reconmlendations in the direction of further 
legalization of various forms of gambling, the gambling statutes 
enacted in the 1960's went even further. 

The first f'jignificant British gambling legislation of the 
20th century was the Betting and Gaming Act 7 1960. This act put 
to rest any lingering sentiment that gambling was an immoral ac­
tivity deserving of stric:l;~.c;>fficial prohibition. Some observers 
saw the act simply as apiece of egalitarian legislation, for the 
first time permitting off-track cash wagering as opposed to the 
previously legal credit wagering in which only the middle and 
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upper classes could participate. In the area of casinos, the 
act sought to restrict this form of gaming to members' clubs 
only and to prevent itfs corrnnercial exploitation. The statute 
also provide~ that all games offered had to provide an equal 
chance of winning to all players and that no charge could be 
imposed for participation. The act was amended in 1963 by the 
Gaming and Lotteries Act, 1963. 

Unfortunately, both the 1960 and 1963 gaming statutes con­
tained a number of ambiguities and loopholes which resulted in 
the creation of a casino gambling elivironment that was wholly in 
conflict with the statutes' intent. Instead of confining casino 
gambling to a small number of private clubs operating on a non­
profit basis, the gaming legislation paved the way for the estab­
lishment of hundreds of commercial cas.ino clubs. By the late 
1960's there were about 1,000 casino clubs in England whose 
advertising and commercial promotion practices were virtually 
unregulated. Additional loopholes in the gaming legislation led 
to the establishment of commercial bingo clubs and these clubs, 
in turn, b~gan introducing various casino games to their bingo 
customers. 

The casinos that operated in England during this period 
employed a variety of devices to attract clients, all contrary 
to the gaming statutes' intended purposes. In a number of areas, 
large casino clubs opened that combined gaming with cabaret enter­
tainment. These establishments featured popular, highly paid 
performers, and their proprietors asserted that such entertainment 
could not be provided without the benefit of casino earnings. Thus, 
customers who were attracted to a particular ~lub for the enter­
tainment also were exposed to casino gambling. 

Bingo clubs, too, employed a number of questionable promotional 
techniques. They actively advertised large jackpot prizes that 
could rarely be won. Finally, the gambling legislation of the 
early 1960's contained loopholes that resulted in the prolifera­
tion of gaming machines in cafes, pubs, restaurants and other 
places, thereby reaching large segments of the population which 
theretofore had manifested no interest in gambling. 

Because neither the 1960 nor 1963 gaming statutes had antici­
pated the gaming situation that actually resulted, they failed 
to provide any meaningful control over gaming activities. No 
controls were applied regarding membership in casino or bingo 
c.1ubs; controls were lacking regarding the types of games that 
could be offered and the rules under which games could be played. 

528 



Eventually, there were signs that some of the casino and 
bingo clubs w~re being infiltrated by members of the American 
criminal unde;=~1Orld. 

Against this background, the British Parliament enacted 
The Gaming Act, 1968. This legislation proved successful in 
closing all of the loopholes contained in the two previous 
statutes relating to gaming. The act created a strict licensing 
and control system that is still in effect today. 

Casino Gambling Today 

Casino gambling in England is viewed as a morally and socially 
acceptable activity, but one which should be neither promoted 
nor exploited due to its great potential for abuse. The British 
gaming structure is designed to meet a preexisting demand for 
gambling facilities without creating any additional demand 
through artificial means of stimulation. In addition. to meeting 
this "unstimulated demand of the indigenous population" for 
casino gaming, the 1968 gaming act was enacted to reduce 
criminal influence existing in illegal gambling establishments, 
and to prevent gambling operators from deriving excessive profits 
from this activity. 

Gaming Control. The 1968 act created a Gaming Board to 
regulat.e and supervise all casino and relate9-~ ~;;'n~Ei.ng activity. 
The primary responsibi~ity of the Gaming Boat~ is to investigate 
the trustworthiness of all applicants for cOmIUercial gaming 
licenses. Following a thorough investigation of an applicant, 
including his background, business associates, and financial 
resources, the board may decide either to grant or deny a certifi­
cate of consent to the applicant. 

Once the applicant receives a certificate of consent, he must 
apply to the local courts for a g~ing license. At this stage, 
public hearings are held, and the local justices, in conjunction 
with the Gaming Board, attempt to determine whether there is an. 
actual need for additional gaming facilities in the area in question. 
Since an important responsibility of the Gaming Board is to r.estrict 
the total number of casinos that may be licensed, this phase·of 
the licensing process is more than a mere formality. Before· the 
gaming license is granted it must be shown that an unstimulated 
demand for ~n additional casino is present. Such a need may be 
considered to exist, for example, if the casinos in an area are 
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consistently overcrowded. Currently, there are approxfmate1y 
128 casinos in England, many of which are small one- and two­
table operations. 

An applicant who has been denied a certificate of consent 
by the Gaming Board cannot appeal the board's decision, since 
the grantingc;of a certificate and gaming license is considered 
a privilege rather than a right. The Gaming Board also is em­
powered to revoke gaming licenses, but in this instance, the 
licensee can app~a1 the decision.. Some. officials within the 
British Government believe that the gaming lic~nsee should be 
prohibited from appealing a decision by the board to revoke his 
license; while others believe that, the Gaming Board's powers 
already are too strong, and that the board should be made'more 
accountable for its actions. 

{J 

Taxation. In England, there are two agencies responsible 
.. rortax··mat-ters--the Board of Inland Revenue and the Board of 

Customs and Excise. The first d~als with direct t~txation--per­
sona1 and income tax, and corpoX';"\te taxation. The second is 
concerned with customs duties and with excise taxes on commodities. 

The first successful tax on gambling activities in England 
was imposed on football pools in 1947. Ne*~] a tax on greyhound 
racing was' introduced, followed 1;Ijy an excise tax of 2.5 percent 
on bets made with bookmakers. CasinOS currently are required to 
pay an annual license fee based on the number of g'ames they offer. 
In addition, casinos, like all private companies, pay income tax 
on their earnings. Unlike the United States, England imposes no 
income tax on gambling winnings (except in the case of persons 
whose primary source of income is gambling). An excise tax also 
is imposed on slot machines and other gaming machines and on 
bingo operations. 

In Nevada $ the agency responsible for promulgating casino 
(,~regu1ations also is responsible for ,collecting casino 
'license fees and taxes. In Great Britain, these two functions--

I'. regulation and taxation--are totally separate. The Gaming Board 
',I is concerned only with the social consequences of its decisions; 
" it has no interest in increasing tax revenues for the government . 

Restriction of Casino Activity. A great deal of effort is 
devoted to limiting the nature atld extent of casino gambling that 
may take place. Numerous statutory precautions are employed to 
insure that the demand for this form of gambling remains 
ltunstimu1ated." 
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One of the primary restrictions on casino operations is the 
membersh;{,~ club format required by law. Only membership clubs 
are licensed to provide casino gambling. All persons desiring 
to use casino facilities must be club members or bona fide 
guests of members. In order to become a club member, it is 
necessary to make an application on the. premises of the club at 
least 48 hours in advance of the time one desires t~ gamble. 
Individuals who already are"'members must make known their intent 
to gamble at least 48 hours in advance. The purpose of ~his rule 
is to prevent impulse gambling, and while it is intended primarily 
to protect the indigenous population, it applies equally to 
foreign visitors. The membership club format also ,~llow the 
imposition of certain restrictions such as dress co"des and 
admission fees. 

Another important restriction involv~s hours of operation: 
British casinos may only remain open between 2 p.m. and 4 a.m. 
Gaming officials believe that this provision helps reduce 
overindulgence by people who may be too tired to think ,and act 
logically after prolonged hours at the gaming tables. British 
law also includes a proscription against the serving of alcoholic 
beverages within the gaming area and a prohibition agairtst1.ive 
entertainment on the casino premises. Restaurants may be located 
adjacent to casino clubs but not within the clubs themselves. 
Each casino is allowed only two slot machines. This "no-f'rills" 
environment is seen as still another precaution against impulsive 
or artificially stimulated gambling. 

In an effort to restrict casino profits and to give the 
casino customer at least a reasonable, if ndt.an even, chance of 
winning against the house, regulations are imposed on the manner 
in which each game may be conducted.' One of these provisions is 
the elimination of the double 0 (00) in roulette. Other restric-\\ 
tions govern the type of bets that ~ay be made in such games as ' 
bl~ckjack and craps. 

Two mainstays of gambling in Nev1';\da are credit betting and 
junkets. Both are prohibited in Engl?nd. A persod must use cash 

iI 

or a personal check to obtain chips. Olt gaming tokens and all checks 
held by the casino must be deposited in a bank within 48 hours: A 
person may not redeem his check at the end of an evening, and cannpt 
write one check consolidating the .total amount of outstanding checks. 
British gaming officials believe that these regulations serve, to 
deter impulse gambling by requiring customers to have sufficient 
funds on hand before they can gamble. The system is also believed 
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to help prevent the use of ~'X'i::r~ordinary debt collection methods. 
Since checks. are a legally enforceable instrument, there is no 
need to rel§~\>oh collection agencies. 

Another well-~(~tablishldd practice in Nevada casinos is tipping. 
In English casinos', tipping is proh:i.bited both to insure that 

"all customers will be treated equally by casino employees and as 
a means of restricting casino profits by insuring that casinos 
pay their emploYees competitive salaries. 

A final restriction on casino gambling in England is the 
strict prohibition of advertising •. British casinos may advertise 
their existence only once--when they first open for business. After 
that~ all advertising within the boundaries of Great Britain is 
prohibited. Casinos ~re permitted, however, to advertise outside 
their own country. 

Bingo Clubs 

With the advent of television, there was a grad!1al decline in 
the popularity of the cinema in Great Britain. As a'result, many 
movie theaters were forced either to close or to ,.devise different 
uses for their premises. FolloWing the Gaming Act, 1960, numerous 
movie theater owners converted their facilities into huge bingo 
halls and began employing a variety of methods to increase their 
profits. As stated abov~~ these methods included tlie advertising 
of nonexist~nt prizes anc( the installment of slot machines and 
other amusement macbines to stimulate participation. 

While not limiting the overall number of bingo clubs in 
existence (currently there are almost 2~OOO), the 1968 Gaming Act 
imposed strict regulations governing their operation. Bingocus­
tomers are charged an entran~e fee ~ut all actual gaming stakes, 
minus taxes, must be returned to wirtning players. The amount of 
money takeq, in through the sale of bingo cards as well as the 
prize money for each game must be prominently displ@:yed. Finally, 
slot machines and other amusement devices are banned from the 
premises of bingo halls. 

CASINO GAMBLING IN THE BAHAMAS 

Casino gaming in the Bahamas is viewed as a tourist attraction. 
In f~ct, only tourists are allowed to gamble in the Bahamas; resident 
Bahamians may not. 

,", 
\ \ 
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The present system is based on legislation passed' in 1969 " 
providing for a three-member Gaming Board with the power to 
grant casino licenses. Apart from the exclusion of residents 
and certain other restrictions, the Bahamian regulations are more 
'like ):hose of Nevada than of Great Britain. 

Live entertainment is permitted in casinos; the shows presented, 
however, must be of a "high standard"--a quality that is determined 
arbitrarily by the Gaming Board. Although tipping of casino 
employees is allowed, the tips are po'oled and divided among employees, 
with no share going to the casino operators. Employees o.f the 
casino, as well as players, must be 21 or older and are issued 
permits which must be r.enewed on a yearly basis. 

In the Bahamas, gambling on credit is permitted, and copies 
of all markers or IOU's are made available to the Gaming Board. 
Despite the fact that markers are not collectable in Bahamian courts, 
taxes are assessed the operators on the total amount outstanding, 
whether or not the total is ultimately collected. As,. iIl\Great 
Britain, however, no income tax is levied upon gambling winnings. 

Slot machines are permitted in Bahamian casinos, with a specific 
number allocat:'l::':t! to each site; these allocations can only be 
increased by permission of the Gaming Board. Slot machines are 
the only form of electronic gaming equipment permitted in the casinos. 

Junkets provide a large source of business in the Bahamas and 
are encourage-{. Most of these groups come from the Northeast.ern 
United States aft;; Canada. The Gaming Board conducts ,background 
investigations of all junket organizers. 

Like Nevada casinos, Bahamian casinos are open f,)1' business 
24 hours a day, 7 days a week. i \ 

* *\!* 

(Also present during the hearings were: Victor Lownes, President, Playboy 
Internattnnal; Victor Weake, representative of Rank Industries of Great 
Britain; James Guriey, Director General, Audit Directorate of Revenue of 
Canada; George Fullarton, Director, Audit Operations of Revenue of Canada; 

-,) 

Frank Scott, President, Union Plaza Hotel, Las Vegas; Frank Johnson, ,~() 

Executive Vice President, Hilton Hotels; ChaIres Munson, Vice President, 
,Harrah's~ Inc~; Harry Wald, Executive Vice President, Caesars World;, 
William Weinberger~ President, Caesars Palace; and Al Benedict, President, 
MGM Grand Hotel.) 
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APPENDIX A: HEARING TRANSCRIPTS 

Below is a list ~.Q.f t.ranscripts of hearings held 'by 'the Commission 
on the Review of the.'Nati.0nal Policy Toward Gambling. ,These 
transcripts are ava:fjhtb~,in papercopy and micro£i:ehe, from the 
National Technical IIffo.Ilmat1i.on 5S:ervice., UJ..'S .• Department ,of Commerce, 
Springfield, Va. 22151. :,When -o'rdeting, w1e:ase refer to the Source 
Code GAMBC and, where avaflalll~, ::.the ~N'.IlIS lAccession Number. 

Subject and Date AccesSion No. 

Lotteries PJl2'Ji3.B21 
April 3,l,974 

Justice and IRS PB253610 
May 15, 1974 

FBI, FCC, and Postal PB253643 
June 26, 1974 

Lotteries, Dogfighting PB25~647 

November 19-20, 1974 

Lottery Opposition PB243699 
(Legalization of Gambling) 
December 4,5, 1974 

Gambling Law Enforcement 
and Organized Crime 
March 9-11, 1975 

.QEf~Track Betting 
tMay ·6-7, 1975 

:Sports Betting 
.February 19-20, 1975 

Parimutuel Horseracit1;g 
March 4--5, 1975 

Philadelphia, P a. 
(Law Enforcement) 
May 28--'29, 1975 

Detroit"Michigan 
(Law Enforcement) 
May 28--29, 1975 

PB253644 

[P.B253696 

PB253698 
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Prices 

Papercopy: $8.00 
Microfiche: $2.25 

PC': $6.75 
MF: $2.25 

PC: $6 • .75 
UF: $2.25 

;PC.: $11. 00 
MF: $2.25 

PC: $9.75. 
MF: $2.25 

PC: $10.75 
MF: $2.25 

PC: $16.25 
MR.: $2.25 

PC: $16.25 
.MR.: $2.25 
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Subj ect and Data . Accession ·,No. 

Nevada (and Phoenix) PB253674 
Casinos .and Law Enforcement 
August 18-22, 1975 

Chicago, Illinois PB253672 
(Law Enforcement) 
Septembe:t:: 23-24, 1975 

Miami, Florida (Law PB253620 
Enforcement, Parimutuel 
Wagering, Casinos) 
November 24-25; 1975 

Boston, Mass. 
(Law Enforcement~ 
Organized Crime) 
April 9--11, 1975 

Cleveland, Ohio 
(Law Enforcement) 
January 16, 1976 

Federal agencies 
. May 10-11, 1976 

Gambling Survey 
Results 
June 23, (1976 

GambJiing in Great, 
Britain and the 
Bahamas 
September 20-23, 1976 

PB253695 

536 

Prices 

PC: $23.75 
MF: $2.25 

pc: $18.75 
MF: $2.25 

pc: $10.75 
MR.: $2.25 

PC: $16.25 
MR.: $2.25 
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APPENDIX B: CASINO TOURS 

While in Las Vegas, Commission members and staff toured five 
casinos: 

• Union Plaza 

• Golden Nugget 

• Hilton Hotel 

• Caesars Palace 

• MGM Grand Hotel 

Appendix B highlights these tours. 

537 

C,':> 

/} 

. ,) 



UNION PLAZA CASINO TOUR 

Spokesman for casino: Frav:k E. Scott, President and Chairman 
of the Board, Chief Executive Office of the stock corpOration 
that owns and operates th.e Union Plaza Hotel. 

The casino cage is the financial hub of the casino operation. The 
cage at the Union Plaza consists of $4 million--$l million in casino 
chips, $500,000 in front, $200,000 in coins, and $500,000 in credit 
markers. The casino operation is similar to that of a commercial bank, 
but casinos are subject to much more extensive review and examination than 
banks, and the controls are stronger. The casino cage operation is re­
viewed by city, ~ounty, State, and Federal agencies. 

The count room at the Union Plaza has glass walls, and anyone can 
observe what is going on inside at all times. All the money taken in 
through the gamin~ operations at all of the tables is brought into the 
count room and maintained in locked boxes. Each box has three locks. All 
of the money is counted in public view. A security guard watches the 
counting operation closely. 

The Union Plaza Hotel will have the first race and sports book 
operation authorized in a major casino. State law was recently amended 
to allow this operation in casinos. 

The casino has an "eye in the sky," a room from which all action 
taking place in the casino is monitored both by cameras and by observers. 

A "21" table starts out with a bank consisting primarily of casino 
chips, and as more chips are needed they are delivered from the cage by a 
lib ill slip." The bill slip requires four signatures to verify that the 
money taken from the cage is the exact amount that reached the table. If 
the table wins often and its chips overfill a tray, a similar document 
called a credit slip is issued and the excess chips ~re returned to the 
cage. A running tally is kept of the revenue generated by each table. 
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GOLDEN NUGGET CASINO TOUR 

Spokesman for the casino: Steven Wynn, President and Chairman 
of the Board of the Golden Nugget 

Twice a week money is collected from slot machines. The team that 
collects the slot machine money is composed of individuals who are to a 
certain extent regulated by the Nevada Gaming CoInmission. A member from 
the casino's slot department supervises the count. Personnel from the 
casino's Auditor's Office and General Eervicesand from the Security De­
partment also participate. They all are in different income brackets, 
which is supposed to discourage collusion. The slot machine money lis. 
then weighed as part of a sophisti~ated mechanized counting pro.ae:d~,e. 
The whole operation can be viewed from the "eye in the sky. I' 

Security guards and representatives of the casino organization re­
move the boxes containing each shift's action from each gaming-table and 
take them to the cottrtting room, where they are locked in wire baskets 
until counting time. Since there are no audit trails in the count room, 
extreme security precautions are taken to prevent error~ or wrongdoing. 
Personnel who perform the counting operation are carefully selected. 
Money and chips are visible to cameras at all times. Chips from other 
casinos are counted, sorted, and then returned to the various other 
casinos. 



HILTON HOTEL CASINO TOUR 

Spokesmen for the casino: Barron Hilton, President and Owner of 
the Hilton Hotel; irank Johnson, Executive Vice President, Hilton 
Hotel; Leon SamtierfH' In-House Television Expert, Hilton HoteL 

There is a network of approximately 40 cameras throughout the casino 
complex. An additional 20 cameras are located throughout the Flamingo 
complex (also owned by the Hilton chain), which can be monitored from the 
Hilton. Each camera is equipped with a remote control zoom lens as well 
as remote control. hand-held units that permit inspection of many different 
areas. The. cameras are infrared sensitive and can be used in the dark. 
They can zoom in very close to any of the gaming tables and other loca­
tions. Videotape is used for later viewing. A slow motion adjustment 
permits reviewers to analyze actual plays closely. In case wrongdoing is 
discovered, the tapes can be presented as evidence in court. Five persons 
have been convicted uf cheating since the camera equipment was installed. 
The cameras act as a deterrent against cheating. 

The credit investigation system at the Hilton is very sophisticated. 
The hotel keeps a file of all persons who have ever requested credit. The 
card on each individual contains such information as junket trip history, 
how markers have been p.layed, whether markers have been paid at the table, 
whether the individual left owing money, how he is rated as a player, and 
his credit limit. These players are rated each time. they play by two 
executives in the pit. 
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CAESARS PALACE CASINO TOUR 

Spokesman for the casino,; Steven Hyde, Vice President, Caesars 
Palace 

The casino operates under four divisions of management: The 
director of casino operations who lS responsible for employment; the ' 
casino host who is responsible for marketing; the treasurer's" and comp­
troller's office; and the corporate security officer, who is employed 
by Caesars World, the parent company~" 

Fifty percent o'f the play at Caesars Palace depends on credit action; 
Credit markers consist of four stubs, whicl(\~re subdivided into six st:l!;bs , 
each. At anyone time it is possible to acC!ount for all the markers, i'\1hat:, 
has happened to them, and how the transactions were conducted. The casino 
plans to install a computer that 'will help eliminate some of the paperwork 
involved in credit marker transactions.' The credit files contain approxi­
mately 70,000 active cards and an additional 50,000 inactive cards. The 
cas.inos have a central crJdit bureau from which they can obtain information 
about players who have' also frequented . other casinos.. Only 'the casinos can 
use the credit bureau. 

An inventory is taken three times a day of all the casino transactions 
that have occurred during the preceding shift. 
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MGM GRAND HOTEL cASINO TOUR 

Spokesman for the casino: Mr. Benninger, Ptes:i..dent:" MGM!.Gr~ind 
Hotel and Mr. Benedict, 'Chairman of the Board, MGM GranCl:::'Hotel 

'Presently nongaming activities at the hoterequal or exceed gaming 
operations in revenue and profit. Gaming reltenue accounts for approxi­
mately 50 percent of the hotel's business. ,the hotel is really involved 
in five different businesses: food, liquor,· entertainment, gaming, 'and 
rooming. Las Vegas has a reputation around the world as a place 'that 
offers fun and entertainment at reasonable prices. The MGM Grand Hotel 
cost $125 million to complete. Many people were skeptical when the 
corporation announced plans to construct a 2,000-room hotel in Las Vegas; 
they thoug~t the market was saturated, but these fears proved unfounded. 

The average stay of the visitor to Las Vegas is 2 1/2 to 3 days. 
People normally gamble only 2 to 3 hours a day and thus require many 
other activities to occuBY their time.. The hotel thus offers two show­
rooms instead of one so that people can see a different show each night 
of their stay. It also offers jai alai matches and a large shopping 
center. 

The hotel does no~~g~unto expand its facilities because it has found 
.that such expansion, ohem is.? detrimental to efficiency. 

,The hotel employs 4,i;;l!Y(!).lp~ople. In its first year, the hotel had 
more than $30 million:in;.lconvention bookings, and an occupancy rate of 
87.5 percent. The hoteFwassin the black the first mouth after it opened, 
which is unusual for a' new:.Jventure. Currently, the. hotel's combined 
gross revenue isapproxima1:elyy $13 million a month. The yearly handle ex­
ceeds $300 million. 
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