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CHAIRMAN MORIN: We are ready now to begin our
second formal hearing of the Commission on the Review of the
National Policy Toward Gambling.

The purnose of this hearing is to hear testimony
from representatives of the Depariment of Justice, dealing
generally with their experience in the field of enforcing
gambling laws. We hope that they will have some suggestions
for us. We are, indeed, a commission under the Organized
Crime Cohurol Act, and our function, I think, is to be as con-
structive as possible. We are working very closely with the
Department of Justice as well as with other law enforcement
agencies in the field, and we are very, very grateful for the
help of the Department, and we are pleased to welcome here this
morning Mr. Henry Dogin, who is Deputy Assistant Attorney
General of the Criminal Division of the Depariment, and Nr.
Edward T. Joyce, who is with us for the second time -~ thank
you for coming aqain,ksir -

MR. JOYCE: You are welcome,

CIHAIRMAN MORIN: -~ Deputy Chief of the Organized
Crime and Racketeering Section.

These qgentlemen, I think, can speak with nore

authority than anybody in the country on the problems wnich

. there mav be in this area.

I shan't take any more of your time.

~
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{(Whereupon, Mr. Henry Dogin and Mr. Edward T. Joyce
were sworn by Mr. R :chie.)

TESTIMONY OF [IENRY DOGIN, DEFPUTY ASSISTANT ATTORNEY

GENERAL, CRIMINAL DIVISION, AND EDWARD T. JOYCIL,

DEPUTY CHIEF, ORGANIZED CRIME AND RACKETILERING

SECTION

MR. DOGIN: Mr, Chairman, my name is Henry Dogin., I
am the Deputy Assistant Attorney General, Criminal Divigion of
the Department of Justice. I am accompanied by Mr. Edward T.
Joyce, Deputy Chief of theé Organized Crime and Racketeering
Section of the Criminal Division.

We are here today renresenting Assistant Attorney
General Henry L. Petérsen, the Chief of the Criminal Division.

We are happy to be here. We would like to present
to vou teday the assessment of the Department of Jusctice of the
problem of {llegal gambling in this country and the expericnce
of the Department in the field of gambling legislation and en-
forcement since the early 1960's,

Gambling in the United States is pervasive and
exists in every imaginable form, These forms range from social
or entertainment games of chance to clandestine and illegal
waagers on h-rse races and sporting events. The social forms
0of gambling are qeﬁerally played among friends, whereas much
of the large-scale illegal gambling is associated with large,

diversified, criminal syndicates.
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It is the unanimous conclusion of the President,
the Conaress, and law enforcement officials that illegal
organized gambling is the largest single source of revenue for
organized crime. Gambling revenues are used to finance the
exvangion of organized crime fiqures into other illegal activi-
ties and to provide capital for their azquisition of legitimate
businesses, Gambling revenue provides the initial investment
for narcotic trafficking, hijacking operations, prostitution
rings, and loan-sharking gchemes,

The same organized crime figures who are involved
in illegal gambling are involved in these other nefarious
activities,

Gambling losers often turn to larcenous pursuits,
such as burglarizs or the theft of stocks and bonds, to pay
off their debts. The losers are often forced to borrow from
organized crime loan sharks who by threat of strong-arm
tactics often become silent martners in the legitimate busi-
nesses of the losers,

To protect its gambling income, organized crime
spends millions of dollars to bribe, suborn and corrupt crimi-
nal justice officials. Organized crime figure Vincent C.
Teresa told the Permanent Investigétions Subcommittee of the
Senate Government Operations Committee on July 27, 1871, that
organized crime figqures have bought their way into police

stations and State courts across the cduntry.
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! Investigate Alleged Police Corruption, the Knapp Commission,

. maker or controller for the benefit of the plainclothesnan or

- the detective, to the payoffs of high police officials to pro-

¢ organized crime figqures,

, bribes f£rom a local gambling organization., ' In 1971, in the

. famous Anchor Bar case in Detroit, payoffs to local police were

117 police officers, including an inspector.

The 1971 hearings of the Hew York City Commission to

pointed out how closely tied together were illegal gambling
operations and corruption of police officials. The hearings
produced dramatic testimony describing a pervasive and elabcratg
systen of payoffs to police officers. The methodg of corruptior
ran fromn the payoff to the uniformed officer by the numbers

collector, to the pad or pool of money established by the book-

tect the numbers bank or the illegal casino.
Recent investigations by the Justice Denartment's
Organized Crime and Racketeering Section's Strike Forces in the

field have uncovered pavoffs to prominent police officials by

In December 1973 in Baltimore, eigh:police ofiicers,
including the Commanding Officer of the Western District of the

Baltimnre City Police Department, were indicted for accepting

videotaped and recorded.. The case resulted in the indictment of]

The illicit profits generated by illegal gambling forn

the benefit of organized crime have been estimated tau bz between

$7 billion and $50 billion a year. The Organized Crime and
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Racketeering Section has made a study of illegal gambling in tX
United States which includes a breakdown between illegal gambli
operations controlled by the organ:ized crime families and thosge
controlled by “independent® criminal elements.,  The term
*independent® in this context includes operators, some of whom
pay tribute to organized crime families for the purpose of
operating in a particular area,

The study made by the Section is based primarily on
an intensive two~year national investigation into illicit
gambling operations by the FBI for the period of 1971 and 1972,
on the activities and intelligence generatzd by the strike
forces, and on evaluations made by local U.S. Attorneys in thosg
geographical areas where no strike force officers weies present,

During the coursa of study, New York City was care-
fully examined. New York City was the geographical area with
the most complete and comprehensive data. This was due primari
to the fact that the five organized criminal families located
within the bounds £ the New York City metropolitan area nave
been fully investigated by Federal and local authorities and
because of the availability of several extensive private studid
on gambling in New York City.

From the inforuiation that was cbmpiled wrom these
sources throughout the country, an estimate or a projection was
then made of gambling activities by the Section for 1973. It

should be emphasized that these projections were deliberately

ng

e

ly

[4]
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2 .! illicit gambling.
3§ The Organized Ciime and Racketeering Section pro=~
4§ jected that in 1973 gross illegal wagers in the United States
it
5; probably amounted to between $29 billion and $39 billion.
6? Breaking this figure down into the three primary forms of
-7? illegal gambling by percentages, we find that wagers on sporting
8; events amouhted to 64.02 per cent of that figure; wageres on
9§ numbers or policy amounted to 24.9 per cent of that figure; and
]oi wagers on horse racing bets amounted to 10.9 per cent,
]]ﬁ The study estimated that organized crimipal familied
'23 controlled about 41.8 per cent of the ?ross illegal wagers
]3§ duringy 1972, while the gross profits controlled by the organized
]4§ crime families amounted to over $4 billion.
}
]5f Now, in examining the situation, a determination tha
16§ a book was controlled by an organized ctime family was based on
]72§sound, intelligence data. If there was any doubt concerning the
4
78§:control of a particular book, the operation was considered con-
‘92 trolled by an independent criminal element.
zoi In order to better understand the nature of organize
21

ﬁ conservative and were the absolute minimum sums involved in

iécriminal control of illicit gambling, the study divided the
22ﬁnation into New York City and five geographical areas. I will

23 ‘briefly discuss the impact of organized criminal families upon
1

?4Qillicit gambling in each of these areas,

nc.

25? First, Wew York City. During 1873, gross illegal
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: ]g wagers in New York City, according to this projection, amounted
%, 2¥ to just under $4.2 billion. Breaking this figure into respec-
? ? 3; tive percentages of wagers made on sportiny eve'its, numbers
%; 4% games and horse racing, we find 66.7 per cent sperting events,
éél 55 22 per cent numbers, and 11.3 per cent horse racing. The
:; 6% organized criminal families controlled then 50.8 per cent of th
; !
%«“ 7€ gross wagers which amounted to over $2.1 billion. According
| 8? to the study, independent operators had $2.1 billion also.
9; buring 1973, gross wagers in the Northeast region
- ]Og were $7.4 billion.  Wagers on numbers, sporting events ami horst
]]E racing accounted for 50.9 per cent, 45.6 per cent and 3.5 per
]22 cent of this figure, respectively. The organized criminal
f ]3% families controlled just over $2.2 billion‘or 55.4 per cent of
’41 the gross wagers for this region.
]Sﬁ As far as thé Southeast is concerned, during 1973
]62 the projection or the estimate, the gross wagers in the South-

17 i cast amounted to just over $5.0 billion. Wagers on sporting

18 1 events, numbers, and horse racing accounted for 65.4 per cent,

194 28,4 per cent, and 6.2 per cent of this figure, respectively,

204 organized crime families controlled just over $900 million or
214 35,7 per cent of the gross wagers for the region.,

22 During 18973 the gross wagers in the Middle West

23 ¥ amounted to just under $7.0 billinn. Wagers on sporting events,

24
Ace-Federal Reporlers, inc.

E:
25 1

{
!
i
;numbers and horse racing accounted for 56.3 per-cent, 25.7 per

cent and 18 per cent of this figure, respectively. In the
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10

Midwest, organized crime familles controlled gross wagers just
under $2.5 billion or 47.4 per cent for the region.

The information was rather scanty in the Southwest
but the projection ran along these lines: During 1973 gross
wacers in the Southwest amounted to just over $1.4 billion.
Wagers on sporting events and horse racing accounted for 88.8

per cent and 11.2 per cent of this figure, respectively.

Organized crime families controlled gross wagers just under
$35 million, 2 per cent.

Finally, the FPar West. In 1973 gross wagers in the

Far West were just over 4.6 billicn. Wagers on spcrting

events and horse racing amounted to 86.7 per cent and 13.3

&

per cent of this figure, respectively. Organized crime families
!controlled gross wagers. just over $830 million or 23.2 per cent.
To reiterate, then, organized criminal families
control about 50 per cent of the gross profits for illegal
gambling in tﬁe Northeast, includirg Hew York City, and Midwest
regions of the country; whereas they only dominate about a third
of the gross profits in the Southeast and Far West.
The majority of the Justice Department's 17 strike forces
overate in ‘the Hortheast and Midwest, where the highest ganbling
iz, ag far as organized criminal families are concerned. All bu
four of our 17 strike forces operate in the Northeast and
Midwest, and there are three alone in the metropolitan area of

Hew York Cityv.

<
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In the 1960's the Federal Government became more
acutely awars of the pervasive nature of illegal gambling and
of its importance as a source of revenue to organized crime in
financing such other more viciocus activities as narcotics
purveying and liran-charking, as well as the systematic
corruption of public officialg.  The Department of Justice
was algo aware that the primary enforcement of the gambling
lawvs was the responsibility of State and local qovernments.
However, the historv of the esarly '60's has shown that because
of corruption in many areas of the country, and becausc of the
fact that mest significant gambling operations were nulti-state
in nature, there was little or no significant local attack on
depriving organized crime of its gambling revenues.

To that end, Congress increased the Federal Govern-
ment's role in gambling enfeorcement by enacting a number of
statutes which Mr. Joyce will go into in length. The two nost
important were Title 18, Section 1952 of the y.5. Code, the
Interstate Transportation in Aid of Racketeering Enterprises
statute in 1961, and in 1970 Congress passed Title 18, Section
1955 of the U.S. Code prohibiting illegal gambling businesses.

These statutes were then a response to the neced for
more riqorous gambling enforcement and a recognition of illicit
gambling's importance to organized criminal elements in this
country.

Gambling enforcement at the Federal level rests
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within the purview of the Organized Crime and Racketeering
Section. The Section's leadership role was due to the Depart-
ment of Justice's recognition of the intimate relationship ba-
tween syndicated multi~jurisdictional gambling and organized
crime and the need for nationwide coordination of gambling
intelligence and enforcement.

The Organized Crime and Racketeering Section's cadrc
of dedicated, talented career personnel, experts in the field of
gambling enforcement, made it uniguely qualified to assume this
leadership position,

The Organized Crime and Racketeering Section of the
Criminal Division of the Department of Justice was created
within the Division in the 1950's following the Kefauver invesg-
tigation into organized crime. In 1956, the Section was staffed
with less than 10 attorneys and it was primarily concerned with
intelligence-gathering.

Following the Appalachin meeting in Upstate New York
in 1957, the office was expanded to include over 20 attorneys,
and several field offices were established, their function being
to gather intelligence concerning organized crime, and data
gathered was forwarded to the United States Attorneys.

Following investigations conducted by Senator
McClellxn, the Section was expanded to jpst over 40 attorneys,
and the area coordinator concept was instituted.

This concept

required frequent intelligence—gathering forays in +the ‘area
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covered by each coordinatcr. The information gathered in this
manner was disseminated to the appropriate authorities. In-
vestigative grand juries were convened with resulting indict-
ments.

In January 1967, a strike force was set up and sent
to Butfclou, New York. This pilot project was the brainchild of

Henry Petersen. It was modeled on the model of the New York

iCounty District Attorney's office created by Thomas Dewey and
icarried forward by Frank S. Hogan, The Rackets Bureau in the
:New York D.A.'s office with its detectives working with Assist-
ant District Attorneys was the prototype for the strike force.
Essentially, the strike force consisted of high-level repre-
sentatives of host Federal investigative agencies under the

i supervision of an Organized Crime and Racketeering Section
attorney and in coordination with the local United States

Attorney. This highly successful project was replicated in 16

;other cities where the organized crime problems are most acute.
!
’ Since theé expansion of the strike-force concept,
the conviction rate of organized crime family members has
doubled. Of 730 organized crime~family members who were
indicted between 1959 and 1963, 136 were indicted for gambling.
CGf 385 members convicted on these charges, 47 were for gamh-
ling charges, and a number of these cases were still pending.

Many significant organized crime figures have been

convicted because of their involvement in illegal gambling
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'activities, and because of the Justice Department's use of the

tools that Congress gave to us. The Justice Department’s
ar:i-gambling organized crime enforcement program has resulted'
in the convictions of the heads of several major crime families,
Raymond Patriarca in New ‘England; and Sam “the Plumber"
Decaveicante, New Jersey; were all convicted as a result of
involvement in illegal gambling activities. Joe Colombo in'
Brooklyn was indicted on gambling charges.

Mr, Joyce, who is one of the most experienced pro-
fessional prosecutors in the Organized Crime and Racxeteering
Section, and one of the most knowledgeable men in ;he country
in the field of gambling enforcenent, will outline for you thosd
statutes used by the Departmert of Justice to deprive organized
crime of its gambling revenues,

These ant._-gamblinrg tools have proven to be the most
effective organized crime tools for us as well.

Mr. Joyce.

CHAIRMAN MORIN: Would you prefer to follow directly
and then have us guestion both of you together?

MR. JOYCE: I think that would be preferable, Mr.
Chairman.

Before I get into a discussion of the details of the
legislation, I think it would be profitable to discuss the
situation as we saw it before the enactment of those statutes.

In the intelligence that we were receiving about

gambling throughout the United States, we noted that there were
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widespread walk-in bookuaking operations in places such as
Lauieville, Tulsa, and many other metrcopolitan areas.
There ware many illegal gambling casinos along the

5ulf Coast in Florida; Covington, Kentucky ; and again many

The only enforcement accncey for the Federel Jovern-
ment at that time was the Internal Revenue Service which was
responsihle for the enforcement of the wagering tax statutes.

They had about 1203 agents involved in that enforcemaznt at that

[

< A 5
'CQ'.a bf:a..es.

e

ime for the onitire Un
In additien to the illegal casines and the opun

-

hookmaking cperations, there were widespre.t large multi-3tate
layoff operations.

Just before the enactrment of the statutes, as M.
Dogin éointed out, Appalachin had occurred, and there wes a
meeting in June of 1967 between the Assistant Attorney General
in charge of the Criminal Divisicn, Malcolm Wilkie, now Circuit
Court Judne for the District of Columdia Circuiit, and :ir. J.
Tlgar Hoowver, Director of the FBI.

Daring that meeting, Mr. Hoover was asked for
recommendations as to legislation that would be neceded in order
o géet the FBI §itally involved and deeply involved in the
£ight against organized crime.

Mr, Hoover recommanded that legiglation be enazcted

which would prohibit the travel across State lines by hoodlums
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involved in the illegal activities, legislaticn which would
prohibit the use of telephones to carry on illegal gambling
oparations in interstate commerce, and legislation which would
prohibit the transportation of wagering paraphernalia acrois
State lines.

Tn June of 1960, the Devartment began work on the
prevaration of such legislaticn and proposed three statutes.
The draft bills were readv for the incoming Xennedy Adminis-
tration, and they were introduced in Congress at the reguest
of President Xennedy.

The leaislation which ended up as Section 13952,

Section 1953, and Section 1084 of Title 18, Unite

o))

States
Code, was the result of this drafting.

S=zction 1952, as first proposed, indeed followed
Yr, Haover's recormendation and prohibited travel acress State
lines in o:dgr to conduct a business enterprise involving
gambling, narcotics, liquor, and prostitution enterprises, as

Chi.

pte

wall as bribery and extort

Section 1953 prohibited the carrying in intevstate
cormerce of wagering paraphernalia.

And Section 10384 prohibitéd the use of a wire
communication facility by someone in the busiﬁess of betting
or wagers or transportation of information assisting in . tle

g

-~
placiny of bats and wages.

buring the legislative process, the propcsals were
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recommended by the Attorney General, Rkobert Kennedy, and the
Assistant Attorney General, Herbert J.‘Miller.

Section 1952 was amended, broadened so that it not
anlv prohibited travel in interstate commexrce but probibited
the use of any facility in interstate commerxce to carcty on the
illegal activities.

As a result of that broadening, there is an over-
lapning al the present time between Section 19532, Section 1933,
and Section 1084,

Rection 1952, wisli respect to qankling offenses,
is so broad that it covers almost every situation that 1s also
covered by the other two statutes,.

The enactment of the statutes gave the FBI for the
first time jur.isdiction to investigate gambling operations.
They proceedcd to investigate and raid the illegal casinos, and
in ihe event there is any nostalgia on the part of any parsons
present with respect to those casinos, l2t me tell you that in
every instance in which an illegal casino wasg raided and the
material was confiscated, the material turned out to be fixed.
That is, the dice tables were wired, the dice were loaded, the
cards were marked. And thgre was never a gingle instance where
the equipment was not crooked equipment. And that included
such pnlaces as Down at the Homestead in Virginia, the Panhandle
of West Virginia, and the Gold Coast of Biloxi.

As a result of the enforcement activities cf the
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FBI, there are very few, if &ny, illegal casinos arcund the

In addition, as I said before, there was widespread
layoff bookmaking operations throughout the United States. As
a matter of fact, at the time of the enactment of the statute,
Section 1952, there was an investigation and eventually a trial
of one of the largest layoff operations in the histeory of the
United States., And unfortunately, at the time the only statute
available for the prosecution cf that operation was a wire-
fraud statute. That is, in the conduct of the layoff operation,
these bookmakers had corrupted telephone company emplovecs,
the long=-~line employees, mainly in Canada, so the loag-iine
employees were furnishing free long-distance telephone service
to all these layoff centers in New Orleans, Baton Rouge, Miami,
Baltimore, Louisville; and fhe individuals Beckley, Nolan and
DiPiazza, Clyde Deming and Kaufman were indicted for defrauding
the telephone company and defrauding the United States of the
tax revenue on the tolls,

The prosecution was unsuccessful, but the investiga+
tiow by the FBI into the continuing operation -- which, inciden-
tally, continued right through the %rial in New Orleans -- showe
they were continuing their cperations from the telephones in
the hallway.

The FBI and the telephone compeny continued the in-

vestigation, and we were able to indict and conrict Gilbert

Beckley, probably one of the largest layoff bookmakers in the
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Service had to bhe dismissed.

13

United States? BEugenae Nolan, one ¢of his confreres who wasg
operating out of Baton Rouge; Sam PiPlarva, who was oporating
out of lew Orleansg: and Clyde Deming who was operating out of
Covington, Kentucky.

Incidentally, DiPiazza and Deming between them were
exchanging in excess of $400,000 a month in horse-r-c» “ets alor

Because of the activities of the FBI and ta2 Internal
Revenue Service, where the FBI at thabt time was concentrating
on the major interstate operations and the Internal Revenus
Service was concentrating on those intrastate operations that
did not have waqérinq tax stamps, it appeared that the prosecu-
tion of gambling at that time was fairly well under control.

In January of 1968, the Supreme. Court handed down th
Marchetti~Grosso decision which held that a person indicted undg
the wagering tax statutes had a valid defense of the FPifth
Amendrnant to any wrosecution. NAs a result of that decision,

some 1600 prosecutions for gambling by the Internal Revenue

It was apparent, since the Internal Revenue Service
could no longer investigate intrastate gambling, that other
legislation was necessary. And in 1968 the Department drafted
what hecame in 1970 Section 13955 of Title 18, United States
Code,  This prohibits five or more persons from engaging in
gambling in v;olation of the laws of the State if they do

*£

$2,000 or mere a day or are in continuous operatieon for 39 davs

e,

r
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or more.

In addition, because it was apparent that the intra-
state gambling thrived where there was corrupt.on in the
¢riminal justice zysten, the Dedartment propeosed and the Con-~
gress enacted Saction 1511 of Title 18, United Ztates Code,
Twhiech makes it an coffense to interferc with the criminal justice
¢ 8ystam engaged in gambling investiqations by bribery.

After the enactment of 955 and 1511, the FBI then

|
By the use of wircetaps, the FBI again had very great
‘success. As a matter of fact, in 1973 there were 212 convic-
tions under fection 1955, most of them based upcn wiretaps.

As yvou probably know, a defect in the procedura for
processing the wiretaps developed in 1970 and 1971, resulting
in the Gierdano opinion of “onéday, which is going to cause us
to dismiss approximately 60 indictments involving some €900
defendants,

‘ Ir the companion case of Chavez, the procedures of
the Departme=t were upheld and we have now pending some 8GO0
additional prosecutiéns based upon good taps.

I think on the basis of the statutes that we have, and
the involvement of the Federal Bureau of Investigation in the

gambling prosecutions, that we are able to holid under ccontrol

investigate and prosecute the most significant of the intrastats

had qurisdictice over the major intrastate bookraxing operationsl

the interstate gamnbling activities, and we can probably A

ik
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gambling activities.

and we can prcohably help the States in their activi-
ties by helping to keep the criminal justice system clean
throurh prosecutions under Section 1511,

As Mr, Dogin said, it is our firm conviction that
the major bookmaking operations are f£irmly in the control of
the la Cosa Nostra or organized crime families,

Becaune of that, we are cenvinced that vigorous law
enforcement activity is necessary in this area.

I have nothing further,

CHRATRMAN MORIN:  Thank you very, very much, Hr.
Joyce. As usual, you give us a great deal of informatina that
is very dramatic as you give it., It is a egort of horrifying
story.

Was I correct in’the Backioy and Velan  and ¥ sons
prosecutions and convictions you used defrauvding the teleshons
comnany?

ME, JOYCE: That wag in the original indictrment :in
what we called.?pefation Freeload®down in New (rleans. - They
defrauded the telephone company and the United States. They
defrauded the United States of the excise tax oncthe telephona
tolls that the United Statdas would have gotten had they not
heen getting fcec service,

Bu* that conspiracy resulted in acguittal of all eof

thoe dafendants.,
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The subsericent prosecutions were for the use of the
inturstate Tacilities to carry on the gambling operations in
vinlation of Suction 1952, and sv:ry significant bonumaker in-

volved in thatk original layoff operation hag Leen ecoavicuzed,

i

Ly a matter of fact, Nclan and DiPiazza are in Leaveawerth and
Atlanta, respectively, and I think we are cenvinced that
Bockley is dead.

CORIRMAN MORIN: &nd just for our eduration, the
Marshetti~Groseo case had to do with the qgambling tax stamn?

R, IO That 15 cocrreck.

CURTRMAN YMNRIN: 18 was declored ancanstitutional?

KR, JOYCH: WNHo, 3% wasn't declared unconzstitutional.
What they did hold was that the defendant could at the time
of trial raisc¢ his Fifth Zmendaent privilege agalnst incrimi-
nating hirscels, and that would be a valid Jdefense 3 a proosacas
tien,

Yo, ﬁee, the wageriny tax gt.tute rey:fired & vanbler
:

to buy i stamp and to register. And tha! registration was made

wublic, »and since ganbkling was a violation of Sta%e law in 211
States excant the State of lNevada, the Susreme Ceourt held that
he could refuse to register. And he did nct have to refuse to
register at the tine he was required to register, Hut he coid
also internoge thn Pifth Amendnent privilege as a defense at

the time of trial, which e€fectively prohibitad any wagering

tuxX prosecutions,
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But it was not held unconstitutional., As a matter
of fact, we are making very effective usa of the vacering tax
statute today.  That is, where the FBI has a wiretap and ther
has bean a convicticn for a violation of Federal law, welthen
turn the wiretap informaticn ov:r o the Internal Revenue Geor
vice and they collect the 10 peor cent wavering excise tax
civilly by jeopardy assescmentg, I thanX they collected akbous
$1.5 millicn in the Boston area based upon wiretaps supnlied
hy the MBI to the Internsl Revenua Service,

CHAIRMAN MORIN: I assura that that is legal?

MR, JOYCL: Pardon?

CHATIRMAN MORIWN: I assune that that is lewmal, chat

¥R, JOVYCE: Yas, it ic.

CHATIMAN YORIN: Is that a now technique? I don's
¥ that has come to our attenticn,

MR, JCYCR: Well, it is scmething we have leern urg
the strive forees to do, and thev are now doing auite rogular
Tt i« another €fazet of what we call the genius of the strike
soree, that is, the utilization by numerous investigative
agencies of the information compiled by one of them.

CHAIRMAN MORIN: Incidentally, for thosas »f us ‘who
don't read these things as analvtically as vou, what is the
difference in these twn Supreme Court cases is the fact that

trhe Attorney Seneral had initialed the wiretap authorization
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in one case and not in the other,

MR. J2YCZ: 1ot necessarily that he had initialed
but that he had approved. The lancuage of the Chavez opinion
does not use the fact that he had initizaied. 1Tt said that he
had aporoved. And Efthink in saome of the situations we have,
Mr. Lindenbaum called General Mitchall and told him akout it,
and the Attorney General approved it, and then Mr. Lindenbaum
put the Attorney General's iaitials on the application.

Now, that was not directly addressed in elther of
the copinions, but it i8 our ovinjen that as long as it was
approved, the initialing is not a nccessary step,.

But in none of the cases invclved in Siordano had thy
Attorney General approved at all.

CHAIRMAN MORIN: He had simply delegated that
avthority?

MR, JOYCE: He had simply permitted Mr., Lindenbaum
to approve it,

In some of them he had retified it, but the court
held that that was not what the statute required; the statute
required the prior approval, not the ratification of agrproval
by someone elsa,

CHARIRMAN MORIN: Y;u say this is going to causes or
force the Justice Lepartment to dismiss how many indictments?
MR, JOYCE: Apoproximately G0 indictments, with

600-some~odd defendanis.,
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CHATIRMAN MORIN: PRAre thece largely gambling or arce
they other?

MR, JOYCE: No. Tor example, in one of the stiike
forces, there are 19 police officers who were involved in a
1511 violation, whlch has a basis of gambling, but the real
thrust of the statute is bribery.

There are 16 narcotics wiretaps, and apnroximately
100-and~sone-~odd gaubling.

In fact, Glordano, the case that the Supreme Court
had, was a narcotics wiretan,

CHAIRMAN MORIN: I suggest, with your permission,
that we have about a five-minute recess and let the Commis-
sioners perhaps get their thoughte together and then we can
resure, in just about five minutes,

{(Whereuron, a short recess was taken,)

CHALIRMAN MQRIN: It has been our policy in the
questioning of witnesses hefore the Commission to permit first
questioning by the Congressional members of the Committer be-
cause of their commitments, and I yill turn the questioning
cver to Senator Cannon,

SENATOR CANNON: Thank you very much, Mr, Chairman.

Gentlemen, along the last part of the discussion
relating to the bookies and the wagering stamp situation, I'd
like to pursue that just a little further,

Of course, as you stated, Nevada is the only State
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that has legal gambling and particularly in many of the areas,
but T am wondering what the net effect is in your judgment of
the wagering tax registration provigion with respect to the
bookies.

ng ir mind that the imposition of the tax

st

Now, keep
applies pnoth to legal and illegal operations and in our judg-
ment in our own State results in a driving of betting from legal
bookies to illegal one; because of the imposition of the tax,
do you have any views on that particular point?

MR, JOYCE: Well, in our expevience, the legal
bookies in Las Vegas have in the past kept two sets of bocks,
one set for the Internal Revenue Service for some of the cus-
tomers, mostly the unknown customers, and they took the 10 per
cent excise, and they kept another set of boeoks where they
didn't charge the 10 per cent excise tax.

But in addition, there are a number of bookmakers
in the State of Nevada who are not licensed, and have not
obtained the wagering tax stamp. And I am sure that --

SENATOR. CANNON: 'They are operating illegally as
bookizss both under the Nevada law and the Federal law kecause
they haven't registered; is that correct?

MR, JOYCE: That 1isg correct.

SENATOR CANNOW: What in your judgment wés the pur-
pose of that legisglation? Was it as a revenue-raising device
or was it simply to assist in the control of unlawful actions?

MR, JOYCE: I ‘have naver gone desply into the
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leglislative history of the wagering tax, but as I recall it was
enactad subieguent to thae Kefauve? Committee hearings, at which
rime that committae was deeply concerned about the great pro-
liferation of illagal gambling. And 1t would be my opinion thaj
the law enforcement aspects of that were just as important as
the revenue aspects.

SENATOR CAINON: In going over the sunmary that you
have given of the results of prosecutions over the last fow
years, it seems that the coenviction resulis have not been very
outstanding, and I ar wondering if in your judgment there are
some wr-inesses in current legislaticon now that ought to be
looked at from the enforcerent standpoint.

MR. DO3IN: I can't sea that the prcblem Ls the
weaknesses in the current legislation, Senator. I think w2

got wiretapping at the Federal

[44]

have got the tools. We hav
level; we have 1255. Ve even have civil remedics, 1764,

1 thirk some of the probiems rest with the way tha
statutes are being handled in terms of what is happening out
there,

and I will point out the problem of sentencing.

Now, part of my responsibility for lr. Petersen is
to go out to the strike forces, monitor and evaluate the strike

farces, and see what is happening,
~
Ind I am coming back with some disturbing informa-

tion on the problem of sentencing in some of the judicial
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districts. Some of the members of the Federal judiciary are

s it Sl g

2. not using the sentencing techniques; there arze many suspended
1l
Si sentences and minimal fines. And again, I am not talking across
4? the board but I am talking about certain areas. I guess they ar
Si reflecting the attitudes of the community or they are not in
6¥ our opinion aware or perceiving what we feel is the relaticnship
K
7? to organized crime.
i
8

i Other problems are that some of the States then—

9% selves don't have the techniques. The State legislatures have

. not given them the kinds of weapons that we have in the imounity
statutes; wiretapping statutes, contempt statutes, civil

121 remedies. I think that is part of the problem.

13% As far as weaknesses ir. Federal legislation, think

14 i we have the legislation,

15 SENATOR CANNON: Do you think part of that result

. 1s occasioned by the apathy of the public towards enforcement

17:of these types of laws?

T ’

18 - MR. DOGIN: To some extent, yes. But I don't think
i‘
i

19;the public in some areas perceives or has been made dramatically

I3
20 aware of the relationship to organized crime, the relationshin

21 -of gambling money to narcotic money, which is a much more
22#dramatic situation to the average citizen.
¥

235 I'd say that is part of it, vyes.

24 . SENATOR CANNON: 1In vour statistics of the family

Ace-Federal Reporters, tne. i
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ol, you indicated that in the Northeast the family contcrol

[




was about S0 per cent, and in the Vest, the Southwest, as 1

2{ recall, about a third.

3; What would result in that disparity of family con-
‘ 45 trol?

5? MR. DOGIN: A lot of that, I am told, is the lack

6é of information, the lack of cases, lack of statistics being

7; given us by the U.S, Attorneys and the fact there is no strike

8: force in the Soutnwest Region.

93 . So part of our problem in the Southwest -- and I

]Ow indicated this ~-- is a lack of data, whereas we have much more

”é;data in these other areas.

]23 SENATOR CANNON: You have no strike force in the

]3:?Southwest?

MR. DOGIN: No, that is correct; we do not. The
!5:5closest strike force we have tc the Southwest is in dew Orleans
t== but that has quite a jurisdictién to cover. It has to cover

17§§Texas, Arkansas, and the Southeast. It is very difficult with a
it
18;;small staff of attorneys to cover that kind of area.
19; SENATOR CANNON: Well, I am wondering if you and I
i
QO%define the Southwest as the same area, because I had occasion
ZIite visit with some of the strike-force people in what I define
22Zas the Southwest, so I find it rather surprasing to hear you
23§say you don't have a strike force.

|
}

24 MR. DOGIN:  We have New Orleans but it does cover a
Ace-Federal Reporiers, Inc. % ‘

25{fairly substantial area,
|
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MR. JOYCE: The Senator is talking about Nevada.

MR. DOGIN: You will have to foruive ne, Senator.
T am a New Yorker a:d I still think that is the hub of the
universe.

SENATOR CANNON: I do not define Mew Crleans as the
Southwest. The California-Nevada-Arizonz area =-

MR, DOGIN: Nevada and parts West would ke covered
in cur studv by the fiqures on the Far West; am 1 correct?

MR, JOYCL: Yes, that is correct,

SDHNATOR CANNON: I was wondering in my mind whether

perkaps that lower percentage of family contrcl might ke due in

part to the fact that Nevada does have legal gambkling there,
and as far as we know, as far as the Attorney General believas
I think, we don't have much of a preblem with famnily control

in Xevada.

MR. DOGIN: I'd have to defer to my cclleague who 1

responsible for the supervision of the Los Angeles gtrike forc
which covers Wevada for the auswer to that question.

MR. JOYCE: Well, I don't think I am quite as
optimistic as either Attorney General List or yourself,
Senator, with respect to the control of kllegal gambling in
the State of levada. Fromthe wiretaps we had back before
raids on Caesar's Palace,; we had pretty firm evidence of
control from Wew York and Mia:i of what we consider to be 2

very large-scale layvoff operition going into the cage in

]
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Cassar's Palace.

SENATOR CANNON: Well, then, what would you say is
the difference in the percentage fiqures that vou came up with?

MR, JOYCH: Mainly the fact that we have such little
information in the areas that the man compiling the information
considered it to be the Southwest. And he was primarily talk-
ing about Yew Mexico, Arizeona and Texas and Oxlalboma.,

SENATOR CANLQW: I sece.

MR, JOYCE: We Just Jdon't have a strike force thera.
But we 3ust didn’'t have Tany wiretaps or many gambling inves~
tigations because we didn't have a strike force on site in
trkose areas.

SENATOR CANNOU: You are referring to those areas
rather than the Dos Angeles-San Francisco areas?

MR, JOYZE: Yes, that is correct.

SENATOR CAKNOW: What docs the percentage run in
that area, the West?

MR, bOGIN: The Far West, the gross wagers were just
over $4.6 billion, and the orxganized crime fzrxilies’ control
amounts to just over $83% million or 29.2 per cent. That isg
broken down into wagers on sporting events, 86.7 per cent and
Norse racing 13.3 per cent,

We do have two strike forces in the area that we

would define as the Far West, ohe in San Francisco and one in

Los Angeles.
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L SENATOR CANNON: Both of which I may say cperate
2 some in Nevada. You said Los Angeles had jurisdiction there
' 3 but both strike forces do operate in Nevada,
' 4 MR. JOYCE: At the tim¢ of this study, the San
5 Francisco strike force had the northern part of Nevada and the
6? LA strike force had the southern part. That has been changed
7t and it has all been consolidated under the LA strike force,
8; SENATOR CANNON: Now, can you tell me what, if any,
ol

effect the legalization of lotteries has impacted on your

10 problem?

R MR. DOGIN: As far as the problem of organized

12 crime in the area of a competing market -- and I would imag.ne
13 they'd be competing with the numbers operation -- from my

14 | experience as a prosecutor in New York City, very little.

15

There is apparently -- the numbers racket is much
16/ more attractive. There is easy credit. It is more convenient
17 { for the bettor.

18 I don't think, speaking from my local experience

19 ' that it has in any way in New Yor}: City affectad the illegal

20§ numbers racket which is a substantial operation.

21 SENATOR CANNON: What have vyou found to be the im-

22 ipact of convictions that you have been able to accomplish -~ what

23 jeffect does that have on the overall problem? Has this helped

24
Ace-Federal Reporters, Inc.

25 illegal gambling, or what has it done?

to lessen the degree of family control or lessen the degree of
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MR, JOYCE: WwWell, our judagment is that it has
decreased the amcunt of illegal ganbling, ard it has tended
to firm up the control «f organized crime of the remaining
gambling.

We no longer sce the independent layoff operators.
As a matiter of fact, one of the consesuences appiears to have
been that we have driven all of the nmajor layoff operalors
inte your State, Senator, that Nevada now has become a layoff
center for the illegal wagering.

and by dning thet, I think we have forced more con-
tzol by the organized crine elerents on that illegal gambling.

But at the same tine, becausé the independencs are
no longar in existence, T *hink we have curtailed the overall
problen.

The major laveif operators that ve knew of ten
years ago are no longer in husiness,  Tiost of then are curventi}
incarcrrated.

SRNATOR CANHON: Well, would vou say, tihon, that
tha amount of illegal gambling tefay ox in 1974 is less bhan
depiéted Ly the Task To-ce in 12677

R, JOYCE: ‘lo, I'd say that it has increased,
that it is larger today than it was in '67, and it is growing

S

hut it is not growing at th

9

rate it would hLave grown had we
not been active in law enforcenant.

SEVATOR CANNOI:  Have vou in your department adoptes
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any mechanism to gu&ga the impact of anti-gambling enforcerent

MR, JOYCH: Just in our cathering of intelligence
and welghing of the armsunt of gambling that we £ind on the
wiretaps, and eventually, if we c¢an qget the proper multiple,
that is, i€ we can find out vhat berc&ntage of gambling that
ie voing on in the enurcry wa are actually investigating and
wvas hgaring, we will have a pretty good indicator.

W den't have this maltiple now, It ds5 pretty mnuch
a guestinmate,

EWIATOR CAINON: T take it from what vou sald earlae
that vou non't think the recent decdision in neecssarily going
to affect vou too much, with the exception of these indictmente

that were already issuel.

by

PR JOYCH:  ExXcept for the indic rents that had
been handed down and the wiretaps that had been utilized during
1970 and '71 it will rot have any effect.

SERATOR CANINN: 8o you will be able to proceed
withiout heing hampered as a result of that decisaion.

M7, JOYCE: In all of our cases since 1972,

SENATOR CATN: Mr,., Chairman, I don't want to
moncpolize the time too much, )

CEAIRIAAN MORIW: Thank you.

T think it is fair to say that all of the members
of the Commission are now aware ¢f the frustrarions that might

felt by prosecuting attorneys who go. to a lot of work

o
1]

3

Lo s
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prosecuting a case and have a conviction and then get a very

2 light sentence. And I think we can be a iittle laess restrained
3 than the Department of Justice in being critical of the judi-~

. 4 clary.
3 I gather from Mr. Dogin’s statement that the 1light-
6 ness of r' 2 sentences handed out in many of these cases may at
7. least be part of the failure of real enforcement of the gambling]
81 statuces.
9[ I mean we all have the greatest respect for what
10 these strike forces are doing., We have first-hand information
1 from Mr. Ritchie under whom, I might add, the Chavez prosecution
12} and conviction.was accomplished, the one the Supreme Court

. 13 upheld. |
14 But I wonder, not speaking for the Department, if
154 you would have any opinion as to why these s:ntences are so
16 light in certain areas of the country =-- as an individual and
174l not speaking for the Dcpartment if you feel free to express it,
18 MR. DOGIN: I can again give you my experience in

195 New York City. It is a very sophisticated, cosmopolitan areu.
2OiThere is a lot of crime; there 1is a lot of violent crime. When
2111 was a local prosecutor in Frank Hcgants office where I worked
for six vyears, we had to make a value judgment because we were

given 50 cases, We had a fairly small staff with an inordinate
AcesFederal Riporners, Inc. backlog of cases. A ju?ge would see our cases and see a serious

roubbery, a maiming, a homicide, and thase were the cases
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that they reacted to,
They wonld sae a gambiing case, anl even though
thers wag the tie with crganized crire, because of the gericus

>

packlog the julge would say, "I am gs5ing to cenezntrate my

efforte and mny atbtontions on wiat I and ths public parcelve &
be the rmore dramatic casa.”

8o I think Lhe probliem is bhackloy. I think the prob
lem 15 a numb.er of otheyr morpe dramazic crines andé less atten-
tion to this kind of crire in a larqge urban zrea like How York
Cley.

CHRIRMA MOWTH: To vhat extent is the prosecuting

attorney in these cases azcle to call to the attention of a

rog

jury, for exsrple, the cisse relaticnship between gambling ani
ovganizaed crime and such activities as loan-sharking?

.

MR. DOGIN: Teo a dury? . I'd say that is a very good
J Ki
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ME, DOGIN: It tan be brought to the attention cf
the judge at the tite =f sentencing or parcle -- but not belcre
a jury.

CHAIRMAN I42XIN:  Then you are talking aikout the

gentence a judge metes oot after convictien, the fact that

MR, DOGIN: In some arcas of the country, that is
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2;§
') correct.
2 MR, JOYCE: I don't thinkx it is true that where we
3 have a definite link to organized criraz we necesgarily get
. 4 light sentences
5% For aexample, 1 was diccugsing Eugeng Holan and Sam
6% DiPjazza 1 little while ago. During the ccurse of that inves-
i :
7% tigation the FBI installed a microphone on Lthe outside wall
s - :‘
]
3; of an apartment where they weoere conducting thelr bookmaking
i
i .
9% overation, And one of the conversations that was overheard
4
16 : ; .
t,by the AT on that miczrophone which was then legal was about
i
i
]]{]the paymants that DiPiazza had to maxe to the "big man,™ as he
il
12 . . S .
i called hir, who was Sam Giancona, in Chicago, 1n order to Keap
il
3
A4 ‘ M . . ; - s -
IBIIhls garmling franchise. aAnd although he sald he had gone to
f .
t . '
14§ tha "little man," who was Carlos Marxcello, he was of no assis~
{
|
]5; tance. He nevertheless had to pay the trilute to Mr. Giancona
H
16ﬂ in Chicago.
!
| . . ,
17 ¥ow, that was a legal micrcphone and that inflormatic
!
lsigwas made available to the sentenciag judge, and Sam DiPiazza
:
191 received ten yvears and Bugane Nolan recalved eight years, which
20 are remarikable serntences for garbling activities,
21 So where we can show the intimate tie into crzanized
22} crime, we do get heavy sentences,
23 Gilbert Becxley recenived ten years. I think Julius
peeFedoral & ?4k Salsbury in Baltimore was sentenced to 15 years, again on
e eral Repariers, Int. : .
25 : : ,
gambling violaticns.
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So in the major prosecutions we do get it.

But where you have a 6-defendant numbers operation

and the judge thinks about the time that is going to ba spent
in trying that case, that is where we get the suspended sen-—
tences.

MR, DOGIN: It is ecesy when you talk about Decaval
canti, the judge will sentence. But on a lower echelcrn Za3s
where it is difficult to prove the tie to a Decavalcanti, tha

is where the problem is.

minimum sentence were statutory
HMR. DOGIN: It might.

CHAIRMAY MORIN: But a Julge could still suspend.

-

lon

o

I won't take more than my allotted tirma, but I a-m
impressed by tha fact, 1f 1t is a fact, that there is apparen

videspread local police corruption. Certainly the Knazp Com-

-

mittee pointed to that i New York.
I don't recall having heard of any at the Federal

level. aAm T correcl? T am not aware of any corruption at

the Federal level in terms of {lw Federal police corrupticn.
MR, DOGIN: "I don't believe there has been anythin

of any subgtantial nature, no;

| CHATIRMAN MORIN: I would like to find out why at
some point, T mean, why is it that the standards of the

can't somehow Le inculcated into leocal police organizations?

8

Y
B

o




P

T

g s

Bl

Ace-Federal Reporters, lnc.?i

25

|
s

39

Do yvouhave any opinion?

MR. JOYCE: If the Commission cen £ind out how to do
it, it would solve a great deal of our protlem.

CHAIRMALF MORIN: All right, I yield to Dr. alien.

D2. ALLEN: Either Mr. Dogin or Mr. Joyce, you say
gambling is the chief scurce of wealth to organized criminal
groups. 1Is it not possiblsg that the cause of this is not in
the nature of gambling per se, but as a result of the very
illegality? For example, 50 years ago activity among the
organized criig grcoups was alcohol -- and during the prohibition
period especidlly. Once the repeal of prohibition occurred,
that activity virtuelly disintegrated.

Do you Eeel perhaps the repeal of gambling laws
might result in the same type of circumstance?

MR, JOYCE: I don't. First of all, I don't think
it's correct that bootlegging stopped after prohibition. I
think there is probably more bootlegging going on in the City
of Wew York today ..ltan was going\on in 1928 and '23, I don't
think it has stopped the illegal alcohol violations,

But I don't think repealing the criminal sanctions
wonuld decrease the amount of gambling or the control by
organized crime, no.

DR. ALLEN: Do you then feel that the transfer of
gambling sanctions to individual gecvernmental authorities on

the municipal level, the county level, or the State level,
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would serve to decrease the level of gambling activity as far

as organized crime is concerned?

MR. DOGIN: Dr., Allen, I think they have the primary

responsibility now, units of the State and local government.
And history has shown us that is part of the problem., That is
why the Federal Government 15 in as deeply as it is because of
problems of apathy, problems of corruption, inability to en=-
force and not having the tocls in the State. There are many
States that don't have wiretapping statutes, many States don't
hare immunity statutes. These are the chief weapons to go
after illicit gamblirng.

So I think again to turn it all over to the State
and local governments and repealing the Federal law is not the
answer. I think it will be worse than ever.

DR. ALLEN:’ Are you saying there is a correlation
of the lightness of the sentence or the level of law enforce-
ment activity and the level of illegal activity that is going
on? 1In other words, the greatar the illegal activity, the
less ‘law enforcement and the less the jusiciary participates,

MR. DOGIN: 1I'd say in areas where gambling is the
highest, yes.

DR. ALLEN: Under those circumstances, would you
then say if we took special pains to see that, as you say, tha
statutory changes of sentencing requirements for certain'

illegal activities in gambling -~ if that was mandated, say,
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do you feel that miqght decrease the level of apathy as far as
the community is concerned ard raise the level of conscicusneose
of judiciary and law enforcement officials?

MR, DOGIN: I think in order to control garbling,
voi have to lcok at a number of different strat&gies, some of
the things you just mentioned.

You have gobt to create an awareness in the public
that gambling is related to organized crime. You Lave got *

Al
show that those peopls who play the numbers racketa bet wit.

+he bookie, in a way are deliberate subsidizers of organizad

(r

crime, nd when you do it by publicity or however, that is

Greater enforceoment at the local level ~- T believ
that is warranted. Greater techniques, again, I repeat, I
think zre warranted.

T think there aro a number of diffecrent strate

[te]
'-1
12
n
.

I think the Federal Government has taken the leadership and
the States in meny ways should emulate the kinds of weapon
that we have.

DR. ALLEN: How wouid you compare the ceost of your
strike foree activity versus the, say, 2 to 4 per cent -- the

arand total that you say in your uresentation? In other wordés,

does it cost more for vour skrike force to operate than tha
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A per cent of the grand total you cite? Which cost is greater?
Basically what I am saving is: 1Is it costinu us
more to enforce the cambling laws whzn it is worth?
MR, JOYCE: Insofar as the cost of the study that
we performed, we recovered more in the seizures and in fines
+han the cost of the wiretapping investigation itself. So we

really had a net profit in our enforcement inscofar as the cost

of the taps was concerned.,

h

DR, ALLEN: That was then. Wow in ligh=z of the
Supreme Court's ruling on Monday, how is that goirg to balance
that?

MR, JOYCE: That shouldn't have any effect at all,
Dr. Allen. We will still be able to recover more in the
seizures and in the fines than it costs us tc conduct the
investigation.

DR, ALLTN: Thank you, Mr. Chairman.

CHATIRMAN MORIN: Mr. Gimma. Mr., Gimma is chairman
of the New York State Racing Commission.

MR; GIMMAa: Since theintroduction of 0TB in New
York City, in your opirion has the illegal gambling activity
been decreased any?

MR. DOGIY: Are you talking about the spectrum of
illegal gambiing?

MR. GI#MA: That is right.

MR. DOGIN: Tt is hard to say, bult my guess -- an
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again it is a guess -- I don't think so. Again, OTB is a
very exciting product the city and the State are selling. I
think it has added to revenues «nd we certainly wouldn't say
that the States deon't have the right to pass such revenue
measures as 0T3.

But as far as your guastien is concernad, the
ill2g2l bookmaker is still there in Hew York as far as we Xnow,

MR. GIM4a: Iz it cn the incrrese or decreace in

.

vour copinion?
MR. DOGTH: I can't say, but I don't think it’'s
made any great dent. I don't think there has been any

dranatic decrease in illegal beookles.

MR. JOrTE: If I may add a comment, we had a lot
z

of taps up in Xew York and we never heard a bockie say, "Oh,

c?B is killing me "

{(Laughter.,)
MR, GIiML: But yeu didn’t hear him say that they

L krasrye

vore thriving, 4id you?

what is &he perceantage in your stulies or your in-

vestigations -- what is the percentage of illegal activity in

New York City of family control?

Ry

MR. JOYCE: T think it was 50.2 per cent.

MR, DOGTS: It is over 50 per cent in illegal gam-

.

[}
s
e
w
"t

MR, GIM4A:
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MR. DOGIN: Yess

MR. GIMMA: As high as that?

MR. DOGIN: Oh, ves, and again we are talking about
the five boroughs of New York,

MR, JOYCE: Again, that is direct control and not
those who are paying tribute.

MR. GIMMA: Angd since the introduction of the
lottery in New York, would you say that the numbers activity
has increased any in New York City?

MR, DOGIN: I don't know if it has inc-eased but
again I don't see any dramatic decrease, The number of cases
brought in the Manhattan and other criminal courts is sub-
stantial. I don't think it in any way has affected the numbers
racket.,

MR. GIMMA: Well, do you have any recommendation
of what could be implemented with the legalization of the OTB

and lottery, how you can bring abnut a decrease in the illegal

cactivity in your neck of the woods, Mr. Dogin?

MR. DOGIN: X really don't == you are asking for a
recommendation to legalize a form of gambling and again I*d say
as a Federal official that is up to the States to do. aArd I
really don't have any recommenéation in the area.,

I can tell you from my experience that it hasp't
dramatically hurt the numbers racket or the illegal bookies. Th

ig all I am really prepared to sday. And I think you will

i
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have to draw your own conclusions from there on legality.

MR, GIMMA: I have no futher queaciuon, Mr. Chair-

i mans.

CHAIRMAN MORIN: I think it®s Mr, Dowd's turn to
question. Mr. Dowd is a prosecuting attorney from Ohio ~=-
from Massillon County?

MR, DOWD: Stark County.

CHAIRMAN MORIN: Stark County.

MR. DOWS: On your cenvictions for which you have
supplied statistics, do you have comparable statistics that
relate to sentences, probation, for instance, or suspended
sentences?

MR, DOGIN: Those, I . ‘lieve, are being compiled
by Mr., Ritchie's staff and the Department. We don't have
those yet, I'd like to see them myself., My remarks today are
based on conversations I have had in my monitoring of the 17
cities and my gut reaction to what is happening out there,

But I would imagine those statistics should be obtained within
a reasonable time.

MR. DOWD: On the subject of strike forces, is

there any established policy within the Justice Department

for the strike-force personnel on the subject of their in-

- volvement with local officials, either on a voluntary basis

or an attemot to involve the local officials in any ongoing

effort of cooperation?
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The reason I ask the question is that, frankly,
I made the effort several times with the Cleveland strihe fcrce
and finally gave up on the matter because I found no continuing
interest -~ I tried to promote the ldea they would meet
periodically with major county prosecutors, majer county
sheriffs, major metropolitan police chiefs, and the suggestion
died. And in my area, the strike force operates in a totsl
vacuul.. as far as local enforcement, for whatever value it has
in Ohio, is concerned. &and it saems to me there ougnt to ve
at least an effort.

aAnd my question is: Is there really a policy on the
questlon of cooperation or inviting the local people to share
in this?

MR, JOYCE: Well, going directly to your guestion
as to the policy, it is our policy to get involved as niuch 2s
posaible with the locals in the investigation and pros=cution
of those cases where wa can prefitably cooperate,

MR, DOWD: wWho makes the decision as to wheller

Hadt

it is profitable?

MR, .JOYCE: Wnat?

MR. DOWD: Who makes the decision as to whether it
jig orofitable and how to implement the policy?

MR, JOYCE: Well, right now we are feeling our way

with respect to the cooperation with the State governmants.

*
0
m
mn

i

We have, for example, in scme of our strike fo
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we have joint strike forces
cparated with the local pol

But we wanted to ser how it

. And we estalb:lisl them,
ice department s mach es

worked out.

-
Wi

co-

we could,

And it has worked out very successfully vhere we

have established them,

to estahlish them in all pa

Wow, I don't
in the Cleveland strike for

force chiefs. But I don't

rts of the couantry.

ce.

supervige that strike force.

He is one of cur best stri

I

and T think we will probably be trying

wnow what Dave Margolie has Leen dolng

“

ne

can find out, and trere is no reasen why there shouldn't be

ag much joint cooperaticn as pessible, with the understanding

that in many of these situe

tions it is a one-vay street.

Fae

That

is, we will take whatever you give us, bub because of restric-
f J

tions on disclosure of Internal Revenue Service information

outside the Federal Government and other restrictiong, we can

not give you back what
But outside
as much as possibkie.
MR. DOWD: Well,
question is there is no wri
can point to and say, "Ther
MR, -DOGIN:

and you know the

Federal Governnent

vou might want as a guid pro

aio.

I
tten policy.

o
.

| 0

it

©

]

those restrictions, we try to cocreraite

take it the pasic answer to my

There is no pelicy you

broad policy is to reverse history.

me
Fige]

locals used to think

akout

Lne

Bureau is a one-way streat and they

got nothing, and the Federal Government said, "They are
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corrupt.”

But we are trying to break that down through the
strike ferces. And I think the strike force is the one vehicle
that is reversing that trend, but we are going siowly.

As far as the policy is concerned, there is a kroad
policy, "Let's try to ccopurata.”

As far as the implementatlon of the policy, we are

looking to the strike force chief who is the guy out thera wihic
knows the intelligence and knows wiro he can work with., We
rely heavily on him.

The broad policy is,

the State and local governments into the program" --  yes.
Pl

MR, DCWo: vhat percentage c¢f the market do. you

o

pelieve your efforts in the past several years have reash
MR. JOYCE: I think we have probably reached about

2 per cent,

in

MR, DOWD: Wwhat percentage would you concider nzcs
sary Lefore you have an impact sufficient to raoverse *his
ascalation ¢hat vou say is going on? I suppose that is specu-
lation.

Do you have some goal of a market you feel ycu
should reach?

MR. JOYCH: No, just to --

MR, DOWD: -—- dp the best you can.

MR, JOYCL: As they say in basketball, put on' e

o o € e

e e A £
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full court press, but not teo deprlve our c¢ther aruas of inves-
tigation which are just as impnrtant, the fencing and countar-
feiting and Internzl Reveérue violations.

MR, DOWD: - How many U.S. Attorneys throughout the
Unitcd States are actually involved on a fairly full-time
basis with your effort against organized crime in the gaming
context? 5

MR, JOYZD: That is hard to sav.

MR. DOGIN: That is hard to say:

MR, JOYCZ: I weuld say we have about 115 in the
field, and all of thenm at ope point in time have some irvolve-

ment in either the wiretapping or the preparation of the

3

cearch worreats, or the presentation to the grand jury, or the

¥

trial.
But I wouldn't think that any of them ave full +'re,
MR, DNGIN: You have to add to that also some .o

Attorney's coffice might handls some gambling cases where there

strict.

[ N

are no strike forces in the fudicial d
MR. DOWD: Do you have 2 way of arriving at an
estimate of what total man-hours in the Justlce Departrent arc
involved with the gambiling problem?
MR. DOGIN: The only way would be to go out to the
93 U,S. Attorneys offices and 18 strike forces and ask then
to make that kind of an estimate., We don't have those statlis-

tics available at this time, no.
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p, SOVD: Well, a way to perocive what that per-

sar cont, woild you say,

~

miatt be -- ig it less than S5

than 1% per cent?

asking because I think the Comnission neadn

percentage cf the Justice Department effort is

really direscted to the gonhling preblem hecause L% relates to

our ovarall juicment of what relates to State and loocal lewel

if they have any hind of mearingful inpeact.

T don't know what percentage of cur tine ousht to

{4

T know it !s precicus little Irem i

be spent on gambling,

prozcoutor's standpoiat, but 'T am wind of interosted Tnowhat

the biggast orosecuting department in the

MR, DOGIVN: 1If you want a cuess, 1'd say €0 to

tima of the ztrike force athurnevs

. ,
oseraticns, that Is, lalking

ganbling

working with the taps, vhich it a tramenioas

marpower kurner, or presaving it afterwards or the

o
iy

al Of ta"

Pl

-, s w . - - .oy 3 R
warsants or hearing baforo the grand jury, tr

¥
.

>
f4s
.

r
4

=
(33
S
b

and writing of the bLriof., 1'd say 60 to 73 pe

UR. DO ALYl right, what percentage ol the Juzbis
Departmant is the strixe force?
UR. DOGIN: We have about 124 in the Organized Crim

Section, about 119 n the strike forass, and

ably thoere are 1500 hssistant U.S. Attoraeys.

“R. DOWD: Than¥ vyou. Lot me go on to a diffcrent

W

e
2§

© B B e o 3 AR 7 ] emnt
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thing.
Can yeu perceive of a system of lagalizscion of
gamhbling on a State basis or throughout the country that could

designed in such a way as to substantially curtail the in-

...
e
iy

fluence of organized crime on gambling?
MR, JOYCF: Well, not apeaking for the Separtment
but my own perszoral opinion --

MR, DOWD: That is what T want,

fute

MR. JOYCE: ~~ there is no way. There is no way

b sad ™
-

that the State can compebn <ith the boshmaker, \

¥y
[

ore 1s no
way that the State could operate on the margin thet a sports
bookmaker operates on, There is no way that the State cenld
furnish the services that the bookmaker furnishesg -- teleplion
call, credit, tl.e reluctance or refasal to inform the Interna
Revenue Service by a 1099 when the man makes a blg win; the
ability to lay off in order to make surc that you aren't hurt
badly in the bookmaking, the sports bookmaking.

There is just no way that I can conceive of that
the State can compete with the illegal bookmakers,

MR, DOUD:  Neow, if, in fact, there is to be, at
least in some States, a vather broad-scale legalization of
gambling, and taking into conside:ation youdr judgment on tha

continuad influence or organized crime, o you think =

Vo]
12
43
t
o
[
'3
ul
O
E

vroblem of enfercement, local enforcement wit!

be more severe than it is today in the context of gambling
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being legalized, so to speak, by the State?

MR, JOYCo: 0Nh, I would thin¥% that it would be

compounde:d very greatly. That is, if there ars certain bcon~
maxers who are licensed to acceprt bets, you would have & zroat

a

deal of difficulty getting meaning(ul sentences in tne couvt

for those who dorn't get the licence, particalarly if the limersy

is going to
T thipk the Internal kevenue Sarvice ran into that

a good deal, that iz, the punisghment for failure to cbtain a

wigering tax stamp wonld be a fine of 350, which 1s the cosc

of the wagering tax stamp. And I think they woulld be unanle

to have any successful prosecaticns of illejal ganbling @

there is leczl gambling.
You menticned that

MR, DOWD: final gaertion.

in the raids on the illegal casinos, without esceptien U2

o

found they were fixeld in was fixed

customer,

-
3

tanat phenomenon wvounld
sn-called legalization of casiro gambling?

YK, JOYCR: T don't thint that we ever foind, with

respect to any investigations of the casinos in Las YVegas,
that there was widesoread fixing or widespread chaating on the

nart of the house against the customer. 3Zut wWe

invariably in the casinos, that Is, the house wa7?

[oR
(o

cheating the custome
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! But that was not reflected in our investiguations in
21l the State of YNevaia,
3 MR, DONT: Thank you.
4 s R . :

' CHAIRYAY MORIN: General List, Attowmmney General of
5|

the State of Nevada.

6 MR, LIST: I was improssed by sonme of vour figures
7 provided to the Ceomuission staff which indicated only 20 per
81 cent of the gam=iine offead»rs who had baen convicted raceiveld

3
%1 sentences of a yoor or more. We talked about a lex attitude
]Oi Yy . [ S ~y 141

” on the vpart of the sentencing julges,
1} R : iy

} Do vou believe that there is a possibilifty that

!
12 . . s : N -

l there is more to it than simply a backloy of cases, rmore to
13

it than the fact it ic a less dramatic crine, more to it evc
148 tnan the fact that there is apathy, as you call it, on the-rart

151 o= the public?

16 What I am suggesting is there may ba the possi-

7 bility that rathzr than apathy, it is more in the pature of a

18 dagire on the rpart of ths pecple to garble; that there is, on

19 the part of a vast percentage of our population; a vast demand
20 .

for aa outlet in terms of garbling and the awareness of that

21l desire on the part of the courts which leads to this light

22

santencing?
23 L. o -
Ts that conceivable?
24 MR, JOYCE: Oh, I'm sure it is a factor. It must
Ace-Federal Reporters, Inc.
25
be.
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MR, DNGIW: There wouldn't be the service if there
wasn't the desire to have the service,

MR, LIAT: I am suggesting perhaps the courts recog-
nize that in their trcecatment of gambling offenders.

MR, JOYCE: T am sure that is the way some of the
courts rationalisze their sentencing, that is right,

MR, LIST: I have a question about the effect of
the Gilordaro decision *Monday. You have indicated there are

gome 60 pending indictments which will have to bc dismissed.

£ sco, how many obtained pursuant

[N

Were there convictions and,
to wiretaps secured during the poriod of tlie Giordano?

MR, JOYCE: I am not aware cof anywhere there are ccn
victions that must be overturned, We haven't completed a full

stidy of all of the possibkilities and ramifications of both
Chavez and Giordano, but at this point I am not aware of any

convictions that have to ke overturned.

MR, LIST:  %Zarlier, under Chairman Morin's quostion-

6]
ey

re{

ing, the subject came up of the strike forces for the
making available Lo the Internal Revenue Servics data and
infermmation recovered through wiretaps,

I would appreciate it if you would expand on it a
1ittle bit in texrms of the volicies there and when that ihfor—
mation i~ made available and how frequently the IRS has becn at
to utilize it for the recovery of civil tax liabilities

MR. JOYCE: Well, after the trisl of & gambling
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case involving wiretaps and those wiretans then bacome public
records, they are then made available to whatever investigative
agencies may wish to utilize them, and it is a fairly simple
natter of compiling the gross wagers cn the tap and identifying
the people, if they haven't already lLeen identified on the pub-
lic record, ané looking into thsir fipancial situaticn and

making a jeopardy assessment and selzing whatever prcperty ycou

£ind.

We have seized automobiles and ~-

e

MR.-LIST: S0 there is, as I understand it, a re-

he disclasure of that information prior to trizl.

striction on

MR. JOYCE: Oh, pricr to the time of trial it is
sealed By the court and can cnly be utilized ky the attorreys

the trial.

23
n
e
P

aad the investigative agency in preparatic

.

MR. LIST And is only the

.

subserquent to the trial,

evidence from the wiretap which was admitted in the court

vroceedinys e¢f pablic record, or is the entire transcript or

s

tape itself availablc whsther or not it was introduced in

MR, JOYCD: T am not aware in that detail of w

the procedure is, I would think the better procedure itself

certainly would be only to use the public record. But I am not

fully cognizant of all of the steps that have been taken in

.

all of the strike fcorces.

MR, LIST: Are those records autonmatically turned
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over to IRS or simply left to the discretion of IRS as to when
thev request to see records?

MR, JOYCE: XNo, we urge cur attorneys to in turn
urge the repres:niliaitivis on the strike force to view them.

MR, LIST: Eut you don't know when they make every-
thing available or simply the limited pertionsg introduced in
evidence at the. time of trial?

MR, JOYCZ: Xo, I den't know.

MR, LIST: Bas the Intornal Revenue Servigce utilized
data secured in that fashicon against the plavers as well as
the operators of the illegal cambling establishments?

MR, JOYCZ: £ would think not, but T don't Xnow what
the Internal Revenua Service does,

MR, LIS5T: I am interested generally in the relation
shin betwesen vour strike forces and the IRS, and I think I
understand what vou have gone into so far.

Are there other instances where the strike force
assists the IRS in civil proceedings?

MR, JOYCZ: Is there anything specific yvou are
pointing towards? In the course of an Internal Revenue
Service investigatiscn, where that investigation is conductesd
’by both the revenue agent and the special agent, there is very
often cooperation wwith the str ¢ force attorney. And if in
that cooperaéion there are records seized, records brought

before the grand jury that may assist later on in a civil case,
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why ves, that is eventually, under court order, turnad over to

the Revenue agent for whatever purroses he may use them in

the course of the civil trial.

e
=
tt
=
n
v ¥

The sirike force, howewver, ag I under-
is primariiy intencded to delve into criminal activi-
ties as oprosed tol civil?

Mﬁ. JOYCT: Ch, we do not get involved in the civil
I+ is only whon the civil penalties may

activities alone.

arise out of a criminazl investigation, criminal fraud investi-

-

-

gation, trat thy strike force gets involved.
MR, LIZT: I am aware of certain situations whersa

aking nlace within the Internal
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civil investications there is a concurrent strike force

inquiry before a Federal grand jury.

o+

Tn those situations do the strike force personnel

make available to the Internal Revenue Service the results af

their grand jury inguiries?
MR, JOYCS: Well, I am not aware of any situation

where an Internal Revenue Service investigation would ke a

civii investigatiori. That is, if there is a tax audit by a

Revenue agent and he finds fraud, that would not be a civil

investigation., 2and I don't know ol any !nvestigation vhere

a Revenue agent ever starts and says, "I an going to do a
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not going to tell anybody.”™

MR DOGIN: #aybe I could just interject there, This

3ﬁ may be a little off the point since you are talking about IRS,

i

1§but since 1970 we have h=1 a statute which permits use of in-
i

%ijunctive relief by the Federal Government to enjoin an illegal
i

§§gambling business. And we have been waiting for the right cased
[

70 . . . :
1§the right set of circumstances, and we have one in Chicago wherd

we are using for the first time a civil remedy to enjoin, to
cease and desist an illegal bockmaking operation.
And this case was originated in February by the U.S5

Attorney in Chicago, together with the strike force and we are

i now in the stage where we have had a preliminszry ruling by a

district court judge that the statute is constitutional, and we
have attempted to depose and take testimony from illegal gamblern]
who have refused to testify, and we are at the contempt stage
now,

So we do have civil remedies in the area of illegal
gambling and we are slowly and cautiously attempting to use thed
remedies. The statute I'm talking zhout, Section 1964.

There are some problems with that secticn we are
exploxrinj.

In a civil prcceeding, of course, you have complete
discovery, and this raises the iss.ue of informants testimony

which you would not want puslic during a criminal proceediﬁg.

That i=r why wa are mow

13 slowly ©o ses what we have,

But I can tell you we received word from our strike
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concrrned about the ramifications of the ecivil reredies, and
I think the gambling commuanity is taking a pretty geod look

at what is going te happen in Chicaye, disx

¥R, LIST: What I am specifically referraing to ar.
situations where auwdiis are taking place and through the
grand jury process information hag been sgought by strike forces
Jhich relates not only to the particalar audiis underway, but
also reletes to hroader matters touching upsn andividaals who

subject to audi4, or at least not s

in such a manrer as to constitute' s

the regular nermal sudit and the st

could be construzd as a kind cf a f

What I am really strivipg for is
from erither of you cencerning an ahbuse ot t
nal proceedings for the purpose of assiztin
Keer a2z Service in leeg euditing functlon,

staneaes where

fahts

<y process has

a.grand ju investigaticn the

as the charge was made, the grand jury is

to make a civil tax casce.

T ain aware of no instances where

in fact been substantiated.

th

Being used in ord=:

ar we ars, witi s

utject to

uch an interchane-
rike Loxce, lewling

ishing expediticn.
some comments
grand jury ~rini-

Internal

a number of Ln-

4

(
'i
1t

at in the nourse

bheen avused becalss

those charges have
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arand jurv procesdings for the purneses of assisting Interual

. . . AN v
navenie Servioe with it civil audit?

of Justice o utilize a grand jury for tha
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inveatigating <he pozsihle com

. LIAT: Tr oother words, it is

Tustice Department to refrain frem using

e

4oL Durposs of

nnd a clvil tax aulis loes not £it in there. And tham is bz
only purnoes that ree use the grand jury information.
. M2, MORIN: T weader if wou miaghis wisld for ten
minutas. T think e, tilnshie has sere questions zhat he W0uid
Tike to askx. Tle will grme back Lo vou.  Sad fenztor Oanon
alsm has sone guesticns ke'd 1ike tc ask.

T thinh it woull 2e perhaps halpful to o3 Lf we et
r. Ritchie procred.

MR, LIST: Certainly.

YR, RIOCHIZ: Thank you, My, Chalirman.

MR. RITCHTZ:  Gentlermen, T taks it there Is
absnlntely no qrestios in the Deparinent's falgrent that wire

tapping is one nf the maost effective enfor

orgenize? crime; ig that corrveat?

farcement community would agree tc that, ¥

MR, PITCHTT: Dn vou feel that

=4
t

Tusticoe has, through its strike forcz prog

i

2
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novered theproblem? Or can you share wieh n6 perhapes a paognviis

of exnansion of mare enforcencnt through the striie foree

N
[S3nbet

Tapt or thrcuch the Department of Justie?
Or can. you pragnosticate with us ahout Lha Tutege?

tire Connission ke nore concerned aboub

“hould

enforgement atmosphore in the States than in the Meloval Governd
mant?

Y1, DOGTIN: Well, T3 say you have b taks & Lok et
what is hapsening in the Stateg. As Far as the Dederal Govern-
men& is concerned, again T repeat,;we have the Lools end we ar
ugsing tham, and our sLrive fovecs are ¢golng after raejor guiiing
mnarations. T can only sav I''d like to see Lhe Thabes mors In-

“ T
WOLVE N,

MR, RITCHIT: oninion that ixn

Well, would it he your

involve the States adequataly, we must ewialate the

tools which Congress has given the Departrent of Justioe Lo
utilize aqainst illeaqal garkling?

M2, DOGTN: You mean the Statas?

MR, ORITVIHIZ:  Yes,

MR, DOGTN: T think sc.

MR, RTITCHIC. Then it wonld be your recemmendaticr
that the tvoes af immunity, the types of grand juries, :nd
generally those mattors in the Organizaed Crine Contral gt of
1578, be suggested as model legislation for the Ftates? ,

know avout model la
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but I think those States with significant gambling problems
should take a good look at what is available to the Federal
Goverrment.

MR. RITCHIE: Utilizing electronic surveillance,
from your testimony, I would judez ig a valuable asset to law
enforcement, in enforcing the gambling proaibition:; is that
correct?

MR, DOGIN: That is correct.

MR. RITCHIE: rom the statistics that we have
gseen from tie adminigstrative office of U.S. courts, there has
been a decline in the utilization of wiretepg in 1973 from
1972,

Can you comment as to’whether or not this reflects
a change in policy of enforcement?

MR, JOYCE: *lo, I think it reflects the concern of
the Dewartment with the pending cases of Giordano and Chavez,
And also the competion of the intensification of gambling

operations.

MR, RITCHIE: The quandary that I think the Commnis-

sion may f£ind itself in based upon the testimony of*ered here

this morning is that recignizing that gambling is the pervasive

problem that you have described, and that the effort of the
Federal Government by and large Has been the most active in
terms of enforcement, and the utilization through the strike

forces and through the U.S. Attorney's office of enforcement

fank
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tools that you have -~ we have only reached, according to vaur
testimony, Mr. Joyce. two per cent of theillegal market.

You have stated that your solation is not legaliiza~

tion. Is it more enforcement? Is the Commission qoing to have

"to recormend that the Department of Justice increase its man-

power, that the FBI Increase its devotion to this problem?

MR. JOYCE: Ho, I don't think that you will ever
be in a position where the Federal Government can handle any
crime oroblem for 220 millien people: that the major brunt of
the law cnforcement effort has to be on the part of the State
and the local npolice officers, They have many, many more than
we have.

And all I am saving is that we can do the important
interstate law enforcement, but the local and State law enZorce
ment are going to have to do the rest of it, They are the ones
that are fully awvare of the problem. The beat cop knows where
the numbers operator is.  ile krows where every seller of the
nunbers slipns is.

The FBI agent has to go out and find that and find
it, as you know, with a tap or with an informant.

They can do the job. Thev are thera, They are
better equippred to do the job. There aremore of them. And
they ought to do the jeb .

And I think it is unrealistic to think that the

Federal Governnment can cure any single law enforcement procblerm,

1

B, §
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MR. RITCHIE: Acain, do you believe that reaching
2 par cant of the narket, whichr I take i3 a constant zffort
and a fairly constant figure in your judgment of the {llegal
market that is bulng recommended by the Federal effort ~- is
that correct?

MR, JOYCH: Yes,

MR. RITCHIE®: Do you believe that 2 per cont of the
{lleqal market constitates what the Federal effort saould be?
I4 that the end result?

MR, JOYCL: Well, that is a value judcrient =hat
has to be made hased upon the availability of rescurces and
everything elae, And I am not in a position now ¢o recommend
any increase in the appropriations or the strength of the acen-
cles concerned or of the Department.

MR. RITCHIE: Mr. Dogin, the figures you wers giving

us from the intensificatlion prograw, how did you identify mob

control, or la Cosa Nostra?

MR, JOYCE:  That was done by the Strike Force Chief
who vas interraogated by the researcher, !r. Alfred Xing, %o
determine whether there was on tap, by informant informatica,
or any other reliable intelliqgence-gathering facet ~~ whether
there was a known, an identified,‘LCR member involved.

MR, RITCHIE: © Again, back to the figures givea
generally from the intensification proqram,.the estimate of

the dollar volume ~-- is that a total wager‘-~ or how did you

)

——t
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arrive at that? Because that is not a net profit figure, is

MR. JOYCE: That is not a net profit figure. That
is gross wagers. And from the aross wagers Lae gross profit wa
determined, based upon the type of activitias, that is, that
there is a variance between the profit on a sports bookmaking
operation as differentiated against a numbers operation or a
horse~race operation.

MR, RITCHIZ: Coulid you tell us your opininn, or f
your exwperience, the tvpes of profits available in these
various illeqgal games?

MR. JOYCF., Well, just as a rule of thumb, in a
snorts-betting operation, a bettor usually has to ket $11 in
ordar to win $10,

Now, if a bookmaker has a completely balanced bool
he will take in ~- for example, on the New York Gi~nts-
Washington Redsking éame, he will take $11 from the Giant
bettor and $11 from the Radskins bettor., If the Redskins wii
he will have twe give back $11 to the Redskins bettor, plus a
$10 vrofit. S0 out of the $22 he has to give back $21 =o ae
makas a dollar on it or a profit of 4,5 per cent,

‘Most books pay no more than track odds on the hor:
racing, znd asguming that their action reflects the track
action -~ and that is‘an agsumption that we make that we can
prove hut we consider that it all averages out —- then the I

maker's profit will be the same as the parimutuel profit or

SR Hews A 5 . &, A2 PP 7 a0 |
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! 18 per cent.
2 In the numbers operations in most areas of the
3§ country they pay out $600 on a numbers bet of a dollar, and the
‘ 4% odds are 1,000 to 1 so the profit is 40 per cent, The profit
5 would be 4.5 per cent on sports book, about 18 per sent cn the
6 horses, and about 40 per cent on the numbers.
7 MR. RITCHIE: Do you have any such figures for sport
of pool or parlay operations?
L 4 MR. JOYCE:; No, they haven't been a significant
; 10 factor in our investigation, so I don't have that, But I think
1 that those odds are even more prchibitive than the numbers.,
12 ¥R, RITCHIE: And again, to be specific, your ex-
: 13 periénce in those States -- excluding Nevada -~ that have re=-
? o4 cently inaugurated either off-track betting or lotteries, you
, 15 have seen no decrease in the illegal market in those States?
E 164 1s that your testimony?
i 7 MR. JOYCE: That was Mr. Dogin‘s testimony and I'd
; lSﬁ fully a~ree with him.
i jg MR. DOGIN: I don't know that much about the ex-
>§ 20 perience of some of the States with lotteries, but from my
i 2 experience with OTB in New York, I don't see any significant
22 decrease.
23 MR. RITCHIE: The figure you were ﬁalking where vyou
% k&ﬁ#ﬂqumdﬂ%ii‘ talk about the fines giving the government a net profit over
f 25 the cost of the operation -- those costs are the costs of the
wiretap, not the cost of the total enforcement effort; is that

e o .
T - B e Al et Sy
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1
correct?
2 MR. DOGIN: That is correcte.
3 . N s
MR. RITCHIE: Does the Department maintain cost
4! R .
i figures on these various operations that would allow an analysig
!
Sﬁ from the standpoint of what we are accomplishing in terms of
i
6 . Co .
i eradicationg the illegal market or wversus what it is costing the
i
7 . . ,
;}government to maintain the operation?
85 MR, DOGIN: I don't know whether the Justice Depart-.
i
iiment keeps those figures or not.
1
10 .
i MR, RITCHIE: Mr, Chairman, X have no further
1, o
i gquestions,
i
1214
| CHAIRMAN MQRIN: Thank you.
i
1 . . .

. 3 I think listening here to Mr., Dogin and Mr. Joyce
14 about the importance of the local police organizatiins and the
15 prevalence of police corruption in those areas where illegal
16 gambling is a major factor, it seems that 1511 is a major
17 weapon in your arsenal. We don't have the statistics, That

‘]8‘ is the one that would give --
19 MR, DOGIN: Would give us Federal jurisdiction, yes.
20 CHAIRMAN MORIN: Can you say he'd tend to use “hat
21 section more than at present or are you using it?
22 . -
MR, DOGIN: We are using it, yes.
* 23 MR, JOYCE:  We are using it, yes, but one of the
24 most dramatic cases was the one Mr. Dogin talked about, the
Ace-Federal Reporters, inc.
25 . .
Anchor Bar, which is one that goes down the tube because of
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Giordano.

CHAIRMALY MORIN: It seems to me that section will

! cut down on molice corruntion to some degree.

R, DNGIM: We hope so.

SENATOR CAMNMON: You said the Federal effort reaches
2 per cent. Now, what per cent does the local law enforcemant
reach?

4R, JOYCE: I don't think we can give you that.

SENATOR CANNON: You don't have any statistics?

MR, DOGIN: Wo.

SENATOR CANNON: I was tryina to get at how much
illegal activities is not being reached by any law enforcement
agency.

HMR. DOGIN: I don't know.

MR, JOYCE: . I would guess, if vou want to guess,
that it is a very substéntial portion of the industry which is
not --

SENATOR CANNON: Not being reached at all.

MR, JOYCE: By anvone,

SENATOR CANOX: By any dgency whatever?

MR. DOGIN: State or local.

SENATOR CANNON: You have stated the State and local
effort would be the more cdesirable to get at the problem. What
recomnendations would vou suggest for improvement at the local

level?
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MR. DOGIN: Statutory tools, cne; wiretapping,
f immunity, contempt, special grand juries,
My own persecnal feeling is that I'd like to see morg

special prosecutors like Nigari in New York, solely to handle

the problem of criminal juastice corruption. It is unique,
There is only one local special prosecutor in this country and

that is in New York City. and that came about as a result of

the Knapp Commission hearings and as Executive Order by Governox

i
t
{
iRockefeller following the Knapp Commission hearings.
i I think there is a uniformity of opinion that policd

corruption is a problem, and I think the utilization by States
; of special prosecutors might not be a bad idea,

| SENATOR CANNON: Do you believe it is possible to
' eliminate illegal gambling in this country, substantially elimi-

nate it?

MR. DOGIN: Probably not as long as there is a de-

sire on the part of the public to gamble and there is a profit

igto the operators, and I think the best we can do is control it
!t

'with a State and Federal effort,

SENATOR CANNON: Certainly if the Federal level is
going to have a substantially larger impact than the 2 per cent
you referred to, yéu are going to have to have considerably
larger resources at your control, are you not?b

MR, DOGIN: You are speakin§ about the Federal

Government?

R R Y e L
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! SENATOR CANNON: Yesa
2 MR. DOGIN: I am not prepared to make that judgment
) Si that we need no more resources in the field., I think Mr, Joyce
. 4!
i would agree with that,
i
5‘; MR. JOYCEs I think it's axiomatic that if we do
- |
. 6; get more, we will be able to reach more., But I don't think
]
7; that we at this point can handle additional —--
il
8? SENATOR CANNON: So you are not recommending it
o
i;necessarily?
T
10 :
,f MR, JOYCE: No, sir,
1
113
l SENATOR CANNON: What would your response be if I
]2‘§were to say, "How would you bring this 2 per cent up to 4 per
1
l3i§cent?“
14
; MR. DOGIN: Involve the States and local governments
/ :
\f7 130 more in gambling enforcement.,
/ 16 . .
/ i SENATOR CANNON: You said the Federal Government
i 4
]7{ was 2 per cent. I am talking now about how.in the Federal
]8"Government it could go up to more than 2 per cent, say 4 per
1
19 cent,
20 = .
MR, 'JOYCE: I don't know that we can increase it
= 21 that much. I don't know that we can put more of these cases
2 . '
22 ion the dockets and get the kind of treatment that we think
3 .
2 ought to ge given to the gambling cases without hearing the
‘ :
24, : ;
I compl y i i ;
L AW$ﬁﬂdemwmlmﬁ plaint that we hear that this isn't the magistrate court,
~ 25 Co s . . '
; this is the Federal District Court, and what are you bringing
ﬂg
i
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! these cases in here for?
2 And I am not convinced that we can increase our
3 effort to the point where we can effectively destroy illegal
4 gambling, I think &ll we can do is to make :hat effort within
5} the system thnat we think is the maximum,
6’ SENATOR CANNON: What regions or localities in the

7~[£
I [i
Y

Bﬁ than others?

7 MR, DOGIN: Nortneast.
i :
10 | SENATOR CANKOKN: tortheast?
Ty MR. DOGiIN: A more serious gambling problem?
12 SENATOK CANNON: Yes,
13 MR. DOGIN: Oh, Yes, Northeast and the Midwest.
14 SENATOR CANNON: Is that principally due to the
‘
15 i greater number of people present?
6 MR, DOGIN: That is part of it, and the location and

17 i heavy concentration of organized crime families, this heavy
i

h
lsﬂconcentration. That is also a part of it, ves.
i
]9} SENATOR CANNON: How 'widespread -~ you may have

20 ' answered this in your initial statement == how widespread is

2l the distribution of the organized families? That is, are there

22} hundreds of families invclved in this or a relatively small

23 number?

24

25 The bulk of the concentration of the families is in the

country do you consider to have a more serious gambling problem

MR. DOGIN: I think we are talking about 26 families

P m s s s K R A
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northeastern and midwestern parts of the United States.

SENATOR CANNON: And it 1s concentrated in about
26 families, you say?

MR, DOGIN: Yes.

SENATOR CAYNON: Thank you, Mr. Chairman.

CHAIRMAN MORIN: I nromised General List we'd get
back to him. I have in mind we will get back to him.

Do vou have any further questions, Mr. Dowd?

MR, DOWD: I'd like to get back to what Mr, Deogin
touched on v&ry'briefly when you described your Hew York ex-—
perience where gambling cases come in this great flow of
cases to the court?

MR, DOGIN: Especially in an urban setting?

MR. DOWD:  Right. Don't you think that has a
comparable impact on the bcal effort as well as corruption.
gimply the decision process made at both the enforcement andé
prosecutorial }evels at the local level, that there are just
mase prohlems that seem to have to be taken care of immedi-
ately?

MR. DOGIN: Yes.

MRl. DOWD: And isn't this particularly importan
in the States where the States have primary responsibility for
many offenses for which the Federal vrosecutorial authoritiss

do not, such as homicide, rapes, mos%: robberies, burglaries?

They are basically local enforcement problems.

Y
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P
, MR, DOGIN: Yes.,
2. .
ﬁ MR. DOWD: Lo you have 2ny suqgestion from your New
3" .
. York axperience how we might persuade lecal enforcement and
4 ,
5 local prosecutorial efforts to give more attention to the
5 . .
! handling of the problem -- accepting that that may be part of
R}
6 .
1 the problem as well as corruption?
7% . ,
i MR. DOGIN: It is harder to do what I am suggesting
8 . . :
i as a possibility in Hew York City, but I think it haz to be
9 , . ..
¢ brought hcme more dramatically -- to not just the criminal
10 . , .
, Justice syster but the average nublic, the relation between
1 . ) . .
h organized crime and gambling. I doesn't stop with ganmbling.
12¢ . . : oy
i It is drugs, loan-sharking, hijacking -- it is all those
13 - o
JH other distasteful activities.
14!
ﬁ And urtil we really can bring it home to the
‘55, averaqe cltizen, it is still going to be hard to get them to
1
16 . . .
;1 worry about gambling; and for the judges to sentence because they
]7;§ reflect the mood of the community and the mores of their
18 :
. Society.
19 ; s <
i It is tough to do but I think vou have to do it.
A
20" . .
" CHAIRMAN MORIN: Mr. Gimma has one questiomn.
{
2';;3 MR, GIMMA: I am awa:= of the fact that States
o .
ii cannot compete with bookmakers and States cannot have rournd-
i
23§ robins and set the day on payday and bookxmakers can take Lets
24 . . . . s s
v on all kinds of sports, where OTF or lotteries are confined
Ace-Federal Reporters, Inc. - 4 .
¥
25,
” just to their particular activities,
i
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In your personal opinion, do you think if you were
to license a hookmaker as you license stockbrokers -- do you
think that would bring illegal gambling under better control
and perhaps eliminate it?

MR, JOYCE: I don't think the experience of the
British Government would indicate that that isg feasible, My
understanding is that there are as many illegal booknakers
in England as there are legal bockmakers. And I don't think
that the experience in Nevada would indicate that, We find
much morn volume of illegal gambling goling into the illegal
booxmakers than we find leqgal qarbling going to the legal
pooknakers.

MR, GIMMA: Well, if you hed the licersing, don't
vou think you could have more enforcenent powers to the
illegal slde?

MR. JOYCE: I dcg't know of anv illegal activity
that you can control by licensing. I am just not aware of any.
T don't think that licensing of liquor establishmernts hasg been
an effective control over the liguor industry, illegal liquor
industry. I don't know of any effective control of an illegal
activity by licensing.

CHAIRMAN MORIN: Would vour answer be the game if
the winnings were made tax-free and the licensed agent was
"authorized to give credit?

MR. JOYCE: If the winnings were tax-free?

et : o3l S A it T 0 9 Sttt i it sl - o o e e e e e . N
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CHAIRMAN MORIN: Yes, and the linensea bockmaker
authiorized to grant credit?

MR, JOYCL: I don't think so. He'd still nave to
pay hig own taxas and he'd still haw: to account to whatever this
agency 1s for his own volirag, and I an sure he doran't want to
do that.

CHAIRMAN MORIN: Who doesn't?

MR. JOYCE: The bookmaker.

CHATRMAN MORIN: But wouldn't the public battor be
just as likely to go to the booknaker who was licensad who'd
give him credit if the winnings were tax-free’

t4R, JOYCH: DBut T an talking about whether you --

CHAIRMAN MORIN: Yeou could have unlicensed ones at
the same time that would be illegal.

MR, JOYCE: I am sure you would.

CHATRMAN MORIN: Why would the person go to the
illegal one when he could go to the legal one ané get the
cradit and tax-free money? |

MR. JOYCE: If you are talking about che nermal
custoner of the illegal bookmaker, you are talking about a
man who has a good deal of maney, who is undoubtedly busy.
He may be a Wall Street stockbroker. And I just can't imagine
nim walking down and standing in line to spend 31,300,

CHAIRMAN MORIN: He picks up the telephone and savs

"mhis is Mr. Morgan here, and I'llike to place a pet." Why
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would he gqo to the illeyal one?

YR, JOYCE: He'd go to the legal one, I gquess, as
long ag he has credit.

CURIPMAN MORIN: @ General List.

MR. LIST:; Just a ccuple of quick questions on my

Again concerning the grand jury utilization --

MR, JOYCE: I don't mean to interrupt again, but I
understand that this afternoon you are going to have the
Dire tor of Intelligence and the Commissioner of Internal
Revenua Service, and they are much more appropriate witnesses
to talk to the Internal Revenue procedures than I am.

MR, LIST: My question has to do with your policy,
though, insofar az the strike forces making available their
services, and the information they collect to the IRS, You
are on the giving end and they are on the receiving end.

¥y specific question is: Is the evidence or data
gathered through your strike force inquiries available o the
Internal Revensue Service?

MR, JOYCEL: Are you tal¥ing about gambling inforna-
tion now? |

MR. LIST: Yes, in gambling inquiries.

MR. JOYCE: 1In gambling inguiries? The information
vould be available to the Internal Revenue Service at the

termination of the criminal case that was being investigated

R S L i 0 B oot T4 Y Ll g8 4 b ’
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by the grand jury upon an order of the court,

MR, LIST: It is not available during the investi-
gative time?

MR, JOYCE: It ig not available to a Fevenue agent
for & 8olely civil case.

MR, LIAT: The other point T wanted to invite vou
to expand upon or clear up concerns your a¢fforts to the layoff
matter in the so-called raid of the caqge of Caesar's Talace.

As I understand it -~ and thisg is more for the
record than anything elga -~ it didn't involve the hotel or
casino but rather one or two employees who privately were
involved in layeif,

MR. JOYCE: That may well be your understanding but
that 18 not my understanding,

CHAIPMAY MORIN: Mr. Ritchie.

MR, RITCHIE:  The testimony offered regarding the
estinated voluma of wagers would indicate that gqenerally
Across the board €5 per cent or so involves sporis bookmaking.
You have testified that the best, zhe optimum zrofit to the
beokmaxer is 4.5 per cent,

Can you give us some kind of a rationale as to how
the wagering exclise tax was set at 10 per cent? W¥as that to
prohibit booxnaking or was it te raise revenue jin the view of

the Departmnent?

MR, JOYCE: I don't know, but a booimaker who charge

R i B A A S G K A
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% the 10 per cent would have to get higher edds than the book-
t;
25 maker who deegn't, And I think it has that nffect of driving tHa )
! :
3@ legal rookmaker out of business unlesgs he collects as a service !
4"
. that 10 per cent additional,
5 MR, RITCHIF: But tho complaint that is raised :
6; generally Ly legal hookmakers in the State of Nevada is that §
73 the 10 over cent excise tax makes them npon-compatitive wizh il- ;
8‘ lagal operations. Do vou have a view on that? )
i :
B ¥
9: MR, JOYCE: I think they are absolutely right. i
10
; MR, RITCHIL: Yoy, the statistics that have been :
1 . . ;
¢ supplied to the Cormission involvine the bepari..cnt's utiliza- :
K
12 tion of 182 USC, 1301 and 1302, would ind.cate in tle pagt ten
i
]3% vears there ave bean only a total of ten indictmernts atilizing
i f
]4g those particular lottery statuzes. :
! ;
]53 Js it your test.rony that there is no Federal,
16 ,
i national loutteryv presently axisting?
‘7; MR, JOYCE: Well, there are from time to time circu-
8 ; . .
! ; lated illeqal lotteriés on a natienal basis,  Annually the
[ . . . .
+ Irish Sweepstakes are circulated throughout the United States.
20 . . :
. So I can't say that, no, there is ao illegal lottery
21, . -
j.on a nationwide scale,
22 . , R
i MR. RITCHIE: But I gusss my guestion is: If £he
23, ' . * .
' Department has been called upon to use the anti-lottery
B ‘l
24 ‘
‘ederol Reporters, Inc statates go seldom in the past ten years, does this reflect
25 ¢
i that these laws are outdated or not needed at thig point? Or
4
i
il i {
| 3
o A R -4
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3 ﬂ is it your judgment that they are still necessary?
¥ 1
h 2
o MR, JNYCE: Well, in corder to carry out the ¥ederal
S A 3! . .
?i E policy of keeping the channels of interstute commerce clear
= N
o ! of oppression by on=2 State of another in that the legalired
LA ¢
;. S ; .
----- :i ; lotteries go unsolicited into the States where they are pro-
o i
gk i hibited, T think that thosz statutes are necessary. I think
N it
j" ' 7,“ - 4 L . : -
- i that they effectively accomplish the jol without prosecution,
: 8 . i
£ Q as do many punitive statutes.
i I
9. .
. p MR, RITCHIL: I have 1othing further.
10"
i ( CHAIRMAN MORIN: May I ask for vour indulgence,
1y . ,
L | Dr. Allen would like to ask one more question. I fcrgot to
L 12 .
i Identify Dr. Allen. She 1s a city vouncilweoman in Philadelphx
13 . . . :
and also an ortiacpedic surgeon,. with a certain amount of versa
T (VR
tility.
. 15
. DR. ALLEN: And nc good ag a gambler.
- 16 ‘
V {Laughter.)
17 . . :
. Have any technigues been deviscd or is there
8 ‘ i
ig currently under study any technique that has been devised
19 . s
4i that would cut into the level of profits that the criminal
{
20 i
element gets out of ganbling?
21 .
MR. JOYCE: None, except to enforce taxation, that
22
I know of.
23
DR. ALLEM: Force taxation?
24 4 . .
AwawdRmmwmlMﬁg ; MR, JOYCE: Enforce taxation, that is, enforcing
25! )
the wagering tax and enforcing the income tax against the

RS St b e i
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illeqgal gamblers. That is theonly thing I can think of.

DR. ALLEY: 1In other words, it is your assessnent
that the competitive activities of things like OTB havea not
deterred the criminal elements from wmaintaining the level of
vrofits that they had prior to OT3.

MR. JOYCE: We have no information that it has.

DR. ALLEN: Thank vou.

CHAIRMAN MORIN: All right.

T want to thank vou gentlemen very, very de2eply for
conming here. It has been very helpful. T know you are
terribly busy and we appreciate it very much.

These hearincgs will stand adjourned until 2:00
o'clock when the Internal Revenue Service will be heard from.
MR, DOGIN: Thahk you, Mr. Chairman.,

MR. JOYCE: Thank you, Mr. Chairman.

(Whereupon, at 12:20 p.m., a iunchecn recsss was

taken until 2:00 p.m.)
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APTERNOON SESSTOWN
2]
] CHATRMAN MORIN: This sfternoon we will hold the
3
third set of hearings of the Cormissicon on the Review of the
4 I3 1}
National Policy Toward Gambling
51
! This afternoon we will hear testimony from the
6! .
| Internal Revenue Service, and we are very pleagszd and Honored
|
71
4 to have Mr. John Olszewski, Director, Tntelligence Divizion, and
8 y
ii the Commissioner nimself.
9 : .
i (hereupon, Donald Alexander and Johnp Olszewski
10 . . .
1; were sworn by !ir. Ritchie.)
i
1y
TRATIMONY OF DONALD ALSXANDER, COMIISSIONIR O TiE
12
f THTERNAL REVINTTE SERVICE; JOUN MSIEWSNI, DTRICTOR,
13!
INTELLTGTNCE DIVISION, TNTERNAL RIVENUE SERVICE:
14
AND MERVIN D. BOYD, PROGRAM ANALYST, INTELLIGENCE
15 .
DIVISION, TINPSRNAL REVIUUE SERVICE
16
CHAIRMAY "1I%:  Hould you praceed, Mr. Comnmissione
17 )
COMMISSINNER ALEXANDER: Mr. Chairman, I have 2
18 .
statemenc here, and I am about to ask Mr. Boyd whe sther 1t hao
19 . .
been distributed.
20 -
MR. BOYD: Yes, it has.
21 W iq :
COMMISSINNER ALLDXANDIR: I'd like to file the
22 S X
statement for the record, 4r., Chairman, but not read it all,
23 . .
with your pernission. -
24 \ ' ,
CHAIRMAN MORIY: Very well, sir.
25 . .
COMMISSINNER AL.L.: WNDER:  I'd like %o skim some of
e b St i i S Vb sk R b S e e ——— e —
- T . i~ . C. e e - = . sl N P
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l it., Of course, Mr. Chairman, 1 am cemparatively new at the

]

I Internal Revenue Service and have found in the year that I have
been over here that the things to do exceed the time available
to do them.

Today we are testifying before you and this Commis-

i} sion with respect to Irternal Revenue ethics and Internal Revenu

views in a highly specialized area of tax enforcement.

Mr. Olszewski is far better qualified than I to re-

spond specifically to the questions that this Commission may

i
1
!
H
!
ihave with respect to what we are doing, what we have been doinyg,
;and why we have been doing certain things and not doing others,

I'd like to touch generally on some of the points

i made in the statemant that you have,
Now, we, the Internal Revenue Service, are interest--

ied first in seeing to it that people report their income

| spect to this income, whatever the source of the income.

]
|
!
{
i
|
| accurately and pay the taxes that are imposed by law with re-
|
1
i
I
|
i

We are quite interested in secing to it, to the
extent our resources permit, that income derived frgm gambling
attracts the same tax as income derived from other sources,

i And we have some problems in this respect, as we

will develop with you.

We are also intevested in enforcing, to the extent

of our responsibilities and to the extent of our capabilities,

b

iall the Internal Revenue laws. We lack the resources to engage

B T e i E s ~ M b i 53 L Bt ke
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‘3
] in as comprehensive and as vigorous and as effective enforce-
i
2.1 .
y ment activities as we would like, and as we would hope that
3}
I we will be permitted to do, given greater resources in the
'
4
‘1 future.
5"
g] It 1s well-known that the income tax statutes have
653 :
i; never contained an exemption of income derived from gambling
7. )
4 == and there have been a nunber of cases, starting, I guess,
8” ‘ |
t
4 with the famous one involving Al Capone, showing In%ernal
il .
9 .
? Hevenue efforts to enforce the tax laws with respect to iacome
10!
ii  from gambling activities.
4
1 . . .
H More recenclv we have the Licavolil case, the Mickey
i
12 , . ; cq e
4  Cohen case, and a case with which I am quite familiar because
173
13, : s s s s
; it occurred across the river from Cincinnati, involving a former
14 s .
‘ football player called Tito Carinci.
15 | ,, . . . . ;
h We are continulng to investijate income tax evasion
ol
i by gamblers and other members of orcanized crime. And for
i
17 i \ .
| the past few years, this program has been largely carried on
i
18 . . . . e .
; through our particilpation with the Department of Justice
19! . . .
strike forges —-- and I uanderstand that tha Department of Justice
‘ 20 . Ce e . I . .
officials testified bhefore this Cormmission this rmorning.
21 : . . -
The Wagering Occupational and Excise Tax Statutes
22 .
were part of the Revenue Act of 1951 which was a revenue-
23 ; . X . : . s
raising measure in connection with the Koresan War but which
24 ' : .
Ace-Federal Reporters. Inc 2130 followed <losgsely on the heels of the Refauver investiga-
: 25 . . .
: tion. These statutes provided for a $§50 occupational tax
:
i
. 3
- —" [y _% .
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1 .
stamp and a 10 per cent excise tax on the aross amount of
2, . 4 . ‘ .
% wagers accepted by an individual ia the husiness of accepting
3t
§ wagers.
4t
: i Internal Revenue Service opposed enactmant of ithase
50
i taxes and former Commissioners have testified frequently about
6!
i Internal Rewvenue concerns about the wagering faxes. Dut the
. 7;
n IRS request for additional funds to enforce these taxes was
8" ;
- turned down by Conqress, ard we had to carve out these re-
% '
? sourcns from those generally avallanle to us for enforcement
1
10 i, e
ii-©Ff the other tax laws,
- “
il : . s
! I suppose the reason w'.y the former Commissiocners
124 . . :
. expressed their concerns about these taxes basically was, I
13 : N . . e .
¢ believe, that we are in the tax business, and the tax business
[ )
14 soa ; . .
< involves, of course, judgments as tc incentives,judgments as
150 5. e A s
I to decentives, judgmente as to things we want to ennouvrage and
.l
- 16, , .
? thinjs we want to discouraqge,
17 | .
i But the tax system is not the hest or the perfect
. {
! 18 | . s o s . I
L i weapon to try to meet society's ills. Particularly this is
. °
II', ]9 " N . . . B -
{ true in the income tax arca. If judgments about the necd for
; i
20 : Y e d
{ ﬁ the assertion and collection of a tax transcend the careful
21} . N : ;
i judgment required to determine income correctly and the tax
¥
_ 22 ¢ : . s s +
- . f correctly, then the Internal Revanue Serwvice is involved in
e ;
= 23 . s -
using tax nowers and tax tenls for non-tax ends.
24 . . N
— ! At best this is awkward and troublesome. At worse,
2 Ace-Federal Reporters, Inc.;
! 251 . £ oL <
) it simply goes beyond the powers of the Internal Revenue
.. §
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Service within the statutes.

0f course, this committee is well aware -- this
Commission, forgive me, I am accustomed to testifying before
cemmittees, but Commissions are somewhat new to me.

This Commission is aware of the Marchetti-Grosso
decisions of the Supreme Court in January of 1968 which, in
effect, provided gamblers with & defense under the Pifth
Amendmert for failure to comply with the laws as *hen written,
The Court did not rule the wagering statutesz to be unconstitu-
tional but instead focused on the disclosure features and found
that those who properly assert their constitutional privilege
could nct be criminally punished for failure to comply with
their requirements.

So that affected a vigorous effort the Commissioner
had underway at that time and limited the effort largely to
States where the defense of the Fifth Amendment was not appli-
cable because the xctivity was in violation of a criminal
statute, or cases where an improper return, wilfully improper,
had been made, and therefore the prosecution could be advanced
without regard to this particular aspect of the wagering
statutes.

Well, several efforts were made to change the laws
Qot only to improve revenue administration in the wagering area,
but also to take care of the particular'problem_and restore crim

sanctions, but these efforts weren't successful except for the
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Gun Control Act which eliminated the disclosure requirement,
as I understand it,

Now, as I mentioned, we had a rather vigorous en-
forcement cffort prior to the Marchetti=-Grosso cases. This
effort was largely the responsibility of the Intelligence
Divigion which Johh Olszewski now heads, and the information
that is contained in this written statement came largely from
the Intelligence Division records.,

The Audit Division, of course, furnished Internal
Revenue agents to perform their part in joint investigations,
but unlikae some of our other joint investigations the larger
part of the manpower and the larger part of the work was in
the Intelligence Division.

John has 2dvised me the ratio is perhaps two to
one or 70-30, is that correct?

MR. OLSZEWSKI: It is 70-30.

COMMISSIONER ALEXANDER: We had various types of
activities, Wagering Excise, known as WE, Wagering Occupational,
known as WO, and Coin-Operated Gaming Devices, or COGD.

From 1955 through 1973, we investigated 22,303
preliminary WE and WO cases. And 13,609 of these became full-
scale investigations. A preliminary investigatin is one
opened for a brief time to see whether the aliegations appear

to be true,

But  if the allegations have merit, then we undertake
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1
a full-scale investigation in an effort to ohtain tha evidence
2 . . o
% necessary o support. an allegation that there has bean a crimi-
3 _
i nal violation.
— Ah
) l Of thes2 13,609 cases that I mentioned, 11,772
5 . .
4 were W0, Wagering Ov¢.mipational, and the remzining 1,837 were
1
6 ! , , .
ﬁ Wagering Excise. And 11,957 of this aggregate contained
H
7
y recommendations for prosecutions.
8 : | :
i In 1967, the last full fiscal year pvefore the
')
Q. C .
i Marchetti~Grosso decisions, we completed ovaer 1,900 full-scale
1
LR : s :
‘§ investigations; and in 1968, which was a split year, we com-
— i
1y, . - .
fi pleted 782, But in the next five years coumbined we ccempleted
i
12
fl only 73 full-scale cases.
131 , . ,
| Prosecution recommezndations showed a corresponding
!
14 .
e i decline,
15 . .
| In our wagering cases, the courts imposed rather
i substantial sentences when notorious individuals or significang
— B
17 ¢ . .
H cperations were involved, We recommended prosecution in about
18::
f 88 per cent of the full-scale investigations. FEighty-six per
193 . e s s
” cent of these recommendations resulted in indictments, and 76
20 . o a . .
par conk of those indicted were convicted.
21 o . .
Senterces ranqged from probaticn for minor violators
) 22 . . . e -
to five vears in prison for more significant offenders. And
- , 23 P, ;
- +hese more significant offenders were generally violators of
24 4 . , .
MehdwdRmmw”'er the 10 per cent evcise tzx requirement which contained a
25‘ $ il Y L .
- heavy, extrenely heavy, burden, as contrasted with the WO type
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We had 6,266 arrests and property valued at $2.7
million and currency of $4.5 million were seized.

Additional tax and penalties that were recommended
for assessment in the casnes fully investigated by Intelligence
pivision during this period of active enforcement were $2
millien for €OGD, $2G.1 million for wagering cccupational, and
$208 million, approximately, for wagering excise. And that
total is $23G6 million.

These figqures don't include prelimi:ary or dis-
continued cases, nor do they include separate audit exam.na-
Lions.

0f course, this amount that I have mentioned is
that recormmended for azsessment, The amount actually asgsessad
and the amount actually collected from this aggrejate is dif-
ferent, and it is not readily available.

Historical records don't distinguish between the

collected

[t

amounts voluntarily declared oand paid and thos
through our dircct enforcement efforts. But on page 1l of my
statement, at the ton, vou will find a recital of the actual
IRS collections in these three categories of taxes that I have
discussed. It shows an arqregate of slightly ovex $424% millior
for the period 1855 through 1973, |
4s T mentioned,on the remaining portion of pajs 11
of the statement, our collections follow our caseé becéuse wa

develop our crininal cases first, and complete the development
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of those cases before engaging in actual collection actions and
follow-up sudit actions.

Now, these results, as I have stated, were achieved
Ly diverting Service manpower from other activities, princapally
our general enforcement programs,

And we increased our manpower diverted to wagering
enforcement each year, with the exception of 1958, until it
reached its peak in 1964. Then our manpower leveled off
through 1967 and dropped sharply, as one would expect, in 14968,

Since 196%, manpower resources of the Internal
Revenue Service used in these activities has been very small,
one~half of 1 per cent of the available investigative time of
the Intelligence Division,

The identifiable costs attributable to our enforce-
ment efforts Irom 1955 to 1971 were about $24.6 million in the
Intelligence Division, HNow, this figure covers only the
Intelligence Division. I does-not cover Audit or other
resources of the Service.

As we all know, the professicnal gambler earns his
living by operating some type of gambling business, a scheme,
legal or illegal. He is a businessman; he makes direct levies
on the play, or receives a percentage of the play, thereby
making certain that the odds are in his favor. Legal gambling
professionals, as in Nevada, would be more likely to report

their gambling income for tax purposes, although comparative




statistics of reported and corrected incomes in this respect

i are not available.
3% Most professional gamblers engaged in illegal gambling
Ai activities appear to understate or omit portions of their
i
5§ gambling winnings, or they assert losses, as one might expect.
6% We find in some instances where the gambling incowme
7% is included, it is included as miscellaneous or other income,
;éraﬁher than labeled as what it is,
gg We generally apply methods of reconstruction of
loi income based on bank accounts and cother net-worth methods of
]‘? determining income in such situationg, and we have difficulty
¥
]zi in determining the accuracy of income tax returnsg filed by
13& casinos as well as by individuals. Of course, casino proceduresd
1
H“, do afford, sometimes, the opporiunity for the removal of cash
15 by skimming and the concealment or omission frcm accounting
16 records of cash received.
7 Most of the cases involving gambling inceme,
18 ias I mentioned earlier, are now connected with 7rganized
]
lgglcrime investigations and with our strike force activities in
20 connection with the Department of &ustice. Presumably you
2 heard about strike forces this morning,
22 Now, we have required that a Form 1lu39, Information
35 Return, be submitted on certain paymentg in excess of $600 made
24 C . .
Ace-Federal Reporters, Inc | to individuals, and we have had trouble in applying this
25!
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+ do our best to do something with these Forms 1099 after we

ithe tax laws in a practical, sensible and effective WaY s

i is well-known, and the Ten Percenter p-oblem remains a

91

requirement to race~treck winners. We apply it very gaelectively
and in a very limited was, to the pay-offs of special pool
betting, such as Daily Double and some unpronouncable types of
spacialized betting that I am quite unfamiliar with, but I am
sure Mr, Olszewskil can discuss with you.

So we reach only the rare and extraordinary cases

and don't reach most of the winnings with our Form 1099, We

receive them, but we don't receive many of tham. and the few
that we do receive relate to a very small percentage of the
aggregate winnings at the race track. And if we dig try to
impaose this requirement across the board, it might well impose
a very heavy burden of compliance on race tracks,

S0 the Service has in the past attempted to take
into account the administrative burden, the problem of rom=
pliance with the tax, and the Service's needs for information
returns,

After looking at this part of the statement, it seen
to me our practice deserves reevaluation, Mr. Olszewski, and
I would propose that we reconsider our effort on the oude hand

to be practical and sensible, and on the other hand to enforce

We have had a problem with the Ten Percenters, as

S
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substantial one,

A study in one district disclosed that during the
period 1969 through 1971, Ten Percenters were respousible fo~
cashing 17 per cent of all big Exacta winhers at the six race
tracks in that district. Total winnings from these events were
about $50 million,

We have been engaged in devaloping some criminal
cases vwith respect to Ten Percenters. We won one, and I remenbg
that one. Mr. Olszewski remiuded me today that we have recently
logt two. So our record is one out of three at this point,
John?

MR, OISZEWS".It  No, wa have beén successful in prosé

cuting morxe thii. one, but they were under willful evasion

lj Father than the 7206 violation,

COMMISSIONER ANLEXANDER: The las part of my state«
ment, beginning on the top of page 18, covers another area
thaz I understand is of interest to the Commission. I can
assure you it is of intarest at «his time to the Internal
Revenue Service,. . That is the applicability of the excise
tax on wagers placed in legzl State~operated Lotteries.

The law now provides that the lot:tzry is exempt if
tha results of the lottery are determined by the results of a
horse race. The liw was so writter, I understand, to £it the
original practice of the State of New Hampshire, which had. the

first lottery, and which used as a model a well-known

e |
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1 . .
lottery in which the regults are rather clearly determined by
2
& horse race.
3 - L3 (3 ?
Now, tnhis is awkward and it presents scme problems.
: 4
Representatives of, I ~hink, the seven additional States that
5
have lotteries now, as well as New Hampshire, met with me early
é
after I became Commissioner of Internal Revenus, in an effort
7
to see whether the methods used by these particular States to
8 .
determine the winners of their lotteries were in compliance
Qh
! with this rather narrow requirement and rather rigid require-
i
10
! ment of law, and to express their thoughts about solutions,
11
E which would meet their nceds for conducting their lotteries
12
' soundly and well, and meet our needs for enforcing the tax
- 134
. laws.,
]4 * [ I3 3
I am getting in touch with these representatives
15 . s
again with a view toward further censideration of this diffl-
161"
i cult problem. And in the meantime, I believe that several
17 .
bills are under consideration in Congress to change and soften
18 &
" the present rather narrow requirements for the method by wnich
19t .
i lottery wirners are determined.
20 ¢ ‘
The Treasury Department, of course, speaks on
21 .
volicy matters through the Office of the Assistant Secretary,
22 : ;
not through my office, I understand that the Assistant
.. .23 o
Secretary has made it clear to Congress that the Treasury and
24 .
‘Ace-Eederal Reporters, Inc. the Internal Revenu 2 Service do not oppose enactment of
25 :
legislation which would soften the present requirement of the
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determination of lottery winners.

I would think both the Treasury and the Servica
would hone that a withholding requirement might be imposed
with respect to lottery winners. But this withholding require-
ment, in the view of the Treasury and the Service, which
Congress might well address itself to, involves a difficult
problem of enforcement on our part and a difficult problem
of compliance on the part of the lotteries,

This completes my statoment, Mr. Chairman and
members of the Commission. I'd be glad to take your questions |

(The complate statement of Commissioner Alexandoer
iz as follows:)

My, Chairman and members of the Commission, I am
pleased to appear before you to supply data and information
relating *+n the IRS activities in the enforcement Of the
wagering and income tax statutes in connection with gambling
income.

First, let me review briefly the history of such
taxes. The income tax statutes have always provided for the
taxing of income from gambling and there have becn many cases
of income-tax fraud involving gambling and ozher income from
illegal sources. One of the early ones, and probably one of
the ozt notorious, was Al Capone. More recently, Pete
Licavoli, of Detroit, was sentenced in 1958 to two—-and-one-—

haelf years in prison and fined $10,000; Mickey Colien of
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Los hngeles, was sentenced in 1961 to 15 years in prison and
fined $30,000; Fred Mackey of Gary, Indiana, was sentenced in
1964 to five years in prison and fined $50,000; and two
Newoort, Kentucky, individuals (Carinci and Maius}), wio oper-
ated a gambling casino,/%é;e each sentenced in 1965 to three
vears in prison and figed $15,000.

We are .¢ontinuing to investigate possible income-
tax evasion by gamblers and all other members of organized
crime. For the past few years this program has been carried
on through our participation in the Department of Justice
Strike Forces which are located throughout the country.

The Wagering Occupational and Excise Tax statutes
becamc effective November 1, 1951. They seem to have resulted
indirectly from information developed during the Kefauver
Committee hearings. The ﬁays and Means Committee was co.-
sidering legislation relating to wagering taxes during and
subsequent to the Kefauver hearings, and when the Revenue Act
of 1951 was enacted it contained the wagering tax provisions.
They provided for an annual $50 Occupational Tax Stamp and a
ten per cent excise tax on the gross amount of wagers accepted
by an individual in the business of accepting wagers.

Internal Revenue Service oppos<d enactment 6f these
taxes from the beginning or the grounds that they were un-
enforceable and unproductive. Following their enactment, the

Service requested additional resources for the enforcement of
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the wagering provisions, but Congress did not appropriate the
necessary funds.

Over the years, my predecessors have testified befox
various committees about the wagering tax. They have voiced
opposition on the grounds that 1€ not properly enforced they
would breed contempt for other tax provisions; that if the law
was intended tc eliminate gambling then it was rnot a true
revenue measure; that such enforcement was a local police
activity; and that the disclosure provisions were self-rlefeatin
and militated against voluntary campliance.

The Marchetti-Grosso decisions were reported by the
Supreme Court on January 29, 1968 and, in effect, provided
gamblers with a defense under the Fifth 2nendment for failure

to comply with the laws. Tne Court did not rule the wagering

- ¢

statutec to he unconstitutional but focused on the disclosure

features and the assertion of the constitutinal privilege
against self—incrimination as to certain provisicns. The
Court stated:

"We emnhasize that we do not hold that these
wagering tux provisions are as such constitutionally imper-
missible; we hold only that those who pr-perly assert the
constitutional privileqge as to these provisions may not be

criminally punished for failure to comply with their require-

mantsg, "

Thereafter, the Intelligence Division of necessity

1324
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discontinuéd criminal investigations directed toward prosecu-
tion for failure to regist. r and pay the $50 occcupational tax
and willful failure to file wagering excise tax returns except
for cases involving wagering operations which were legal within
a state,

Several attempts have }een made to change the
wagering laws to improve revenue administration in the wagering
area and, after Marchetti-Grosso, to restore the availability
of criminasl sanctions for wagering tax noncompliance. Rone of
these attempts have,however, resultad in the enactment of legis-
lation except the Gun Control Act which aliminated the disclosuie
requirement to release th2 names cf stamp holders.

How, T woulllike to take a few minutes to tell you
about the Service's enforcement of the wagering laws.

Because the Service was noh provided the additional
manpower to enforce these laws, enforcement activicy was, by
necessity, limited in the early vears. Turthermore, rcnfovcoment
activities were somewhat Jimited until the questian of the
constitutionality of the statutes was decided by the Suprene
Court decision in the Rahriger ¢ase on March 3, 1553,

The enforcement éf these statutes was basically the
responsibility of the Intelligence Divisioa, and the data you
have heen presented came mostly from tieir records. The Audit
Pivision has also furnished Internal Revenue agents to perform

their functional part in joint investigations, in accordance

L
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with Service procedures. ilowever, all wajering tax cases were
not investigated jointly with Audit, the general exception beindg
in the occupational stamp tax area. Of course, other functional
components of the Service performed duties as necessary.

In presenting the enforcement data, I will breakx it
down into the type of activity, i.e., Wagering Excise (WE),
Wagering Occupational (W0), and Coiu-Operated Gaming Devices,
(Cozn), The Revenue Act of 1851 initiated the Wagering Excise
and Wagering Occupational taxes and increased the Coin-Operated
Gaming Device tax from $150 per machine to $250. All this was
effective on Hovember 1, 1951, The statistical data available
covers the period 1955 to 1973, inclusive, with minor exception:

From 1955 through 1973, the Service investigated
22,303 preliminary WE and WO cases, of which 13,609 became
full-scale investigations, Since the terms “preliminary”
kand "full scale" will be mentiored freguently, it might be well

to explain them. A preliminary case denotes one that is

th

opened for a brief investigation to determine if the allegation:
recelived appear to be true.

If the alleqgations appear to have merit, a fulli-
scale investigation is then undertaken to atteﬁpt to obtain the
evidence necessary to support a determination that there has
been a criminal wviolation,

Of the 13,609 full-scale cases rlosed during this

period, 11,772 were WO and 1,837 W2. Going on to the next stes}
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11;957 (10,437 WO, 1,520 WE) contained recommendations for
progecution for violations of the wagering statutes,

In order to show the impact of the !Marcteiti-Grosso
decisions, I would like to use some comparative figureg, In
1967, the last full fiscal year prior to the decisions, we
completed 1,030 full-scale investigations; in 1948, a split
vear, we completaed 782; in the next five years corbined, we
completed 73 full-scule cases. Prosecutlicn reconmeaniations
show the same picture: 940 in 1967, 586 in 1968 and a combined
total of 71 for the next five years.

Sentences imposed in our wagering cases were sub-
stantial when notorious individuals or significant operations
were involved.,  The Service recommended prosecuticn in 838
per cent of the full-scale investigations closed; 86 per cent
of these recormendaticns resulted in indictments; and 76
per cent of those indicted were convicted. Sentences for the
7.724 individuals convicted ranged from probation for minor
violaticns to five vears in prisen for the more significant
nffenders who generally ware violators of the 1C per cent
excise-tax reaquirement. In the wagering-excise-tvpe cases,
the majority of those convicted were sentenced to prison.

During the wagering enforcement activities, there
were 5,266 arrests and proverty valued at $2.7 million and
currency of $4.5 million were seized. COGD enforcement re-

sulted in 92 arrests and the seizure of property valued at
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51 million and currency of 5100,000.

Adds.tional tax and penalties recommended for assess—
ment in the cases furlly investigated by Intelligence Division
during this periof was $2 million for COGD, $26.1 million for
WO and $207.9 million f£.¢ WE, for a total of $236 million.
These figures do not include preliminary or discontinued cases,
nor do they include separate Audit Division examinations as
that data is not available.

It should be kept in mind that the amount recom-
mended for assessment is subiject to review ahd adjustment prior
to actual assessmeni, Actual assessments are not readily
available.

Our historical records relating to actual tax col-
lections do not distinguish between amounts voluntarily de-
clared and vaid by taxpayers and amounts collected through
direct enforcement efforts.

Actnal IR- collections for the period 1955 through

1973 are as fgllows:

WE $106,082,000
1) 10,669,000
CoGD 307,273,000
Totall $424,024,000

Another factor affecting collections which should be
considered is that the actual collaction functicn on criminal

cases does not normally begin until after the criminal features

Bk O e
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are ciosed., This is done to avoid any issaue which might be
raised in a criminal action. The lapsed time between the period
covered by the investigation and “he time when actual collection
action is undertaken can be as long us several years. Because
of this delay, taxes recommended in one year will not show as

conllected until several years later.

The results of the Service's enforcement activities
which I have just given you were accomplished mainly by divertin
manpower and othier resources from othar programs because, as
noted nreviously, the Service was not providzd additional re-
sources to enforce these statutes,

With the excevtion of 1958, when there was a slight
decrease, manpowar diverted to wagering enforcement increased

each year until it reached its peak in 1964. Thereafter.. it
leveled off through 1967 and then dropped sharply in 1962,
Since 1569, manpower used in Qagering activities has been
negligible at about one-half of 1 per cent cf available inves-
tigative tine of the Intelligence Division, In 1355, the
percentage of time was about 2.9 per cent and increaged
gradually to a high of 11l.4 per cen* in 1964, During the
several years just prior to Marchetti-Grosso, which was Janvary
1968, the Service expended between 9.8 per cent and 11.4

per cent (250 to 300 man-years) on this function.

The identifliable costs attributable to the Service's

enforcement efforts from 1355 through 1971 were about $24.6
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millicn. This is only the Intelligence Division. This figure
includes such support cxpénses as secretaries and supplies but
does not include overhead, such as building maintenance nor
minor clerical tasks or tasks performed by other divisions.

My ‘statement so far has been concerned primarily
with the wagering statutes, I did mention briefly that thz
Service has investigated many instances of income-tax evacicn
involving gambling and other illilegal income. Such cases are
always being lInvestigaced by the intelligence Division or
examined by Audit Division as a regular part of thelr programs.
However, we do not maintain separate scatistical data relating
to thess cases so mv observations will be of a general nature.

The nrofessional gambler earng his living by
operating some type of gambling scheme, legal or illegal. He
usually does not gamble, but, as a businessman, makes direct
levias on the play, or receives a percentage of the play, il
odds being in his favor. Legal gambling professicnals l(az 'a
Nevada) would be mure likely to report their gambling incom:
for tax purposes, aithough comparative statistics of reportcd
and corrected incomes in this respect are not available.

Professional gamblacs éngaged in illegal gambfing
activities almost univérqally anpear to understate o omit
substantial portions of their gambling winnings.

Gererally, these engaged in illegal gambling, when they do

report income, or a portion of it, on their tax return use a
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net figure after deducting logses. In those insgtances whers
the gambling income has been included on returns filed, it is

listed only as "miscellaneous" or "other" income. Detailed
records of gambling income are seldom available for inspection
by the Service. Reconstruction of income by the Service is

generally based on avallable bank accounts and a daterminatic:

of non-deductible expenditures and net-worth criteria,

]

he Service also has difficulty in detexmining the

3
0]

accuracy of income tax returns filed by casinos as it is not
able to verify cash rrceipts. Casine proccdures for hanéling
cashreceipts present opportunities Zor the removal of cash
(skimming) and tne conceaiment or omission from the accounting
records of cach received,

During the period prior to Marchetti-Grossn, most
of the income t2x cases involving gambling income were identi-

£i{ed because of the wagering enforcement action against the

sare individuals. Presently, most of these cases are connecterl

with crganized crime investigations.
The Serviece requires that an Information Return,
Form 1098, be submitted on certain payments in excess of $600

nade to indivicduals. Fnforcement of this requirement with re-
limited to pay-offs from spécial pool betting such as Daily

Double, Quinella, Exacta, Perfecta, et cetera. One of the

major cafects of the present system of withhoiding on gambling
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winnings is that it reaches only the rare and extraordinary
windfall, leaving most winnings untouched,

For exumple, according to avallsble informatiorn,
tha Haw York Off-Track BetiLing Corporation reportad that betlweer
April 1, 1971, its first dey of operation, ard Aaguast 30, 1571,
it had occasion to file only 53 Forms 1099, whereas it accepts
between 120,000 and 150,000 bets daily, and about 10 pz2r cent
of these produce winning pay-offs, In terms of dollars and
cents, the Information Returns of OTB reported winnings of
$58,754, or about one~third of 1 per cent of the $17.5
million in winnings paid out during the same period.

Tven those race~track winaings reported on Forms
1099 may not rasult in payment of the tax since many winners
pick up discarded losing tickets in an attempt to establish
of factting losses for the year, Other winners may employ the

services of the 3o-called "ten percenters" to cash their winnin

X

tickete in retu'w for a fee, and thus cause false Forms 1099
to he preparecd.

The “ten percenter" problem is a substantial one.
For exampic, a study in one district disclosed that during the
pericd 1969 through 1971, "Ten Percenters" were responsible
for cashing 17 per cent of all big Exacta winners at the 8ix
race tracks in that district. Total winnings from these everte
ware about $50‘million.

Although the Sevvice was unsuccessful in the
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heginning by using Section 7206(2) (Wilfully aids and assists
in, nr advises the preparation of a false document as to any
material matter), we have more recently been sucsessful through
the use of our failure to file and evasion sections.

It was concluded in a 1972 stuly that information
{rom Forms 1099 could shed little light cn compliance pabtiterns
by the large majority of taxpayers as the information return
requirements apply to such a small fraction of the winnings.
1t was further cohcluded that most pecple nexn coversd by infor-
mation returns still do not report their winnings and that most
bookies, art other persons associzted with illegal ganbling,
fail to revort their inceme from these sources.

Turning to another area of interest to the Cormissic
the apvlicability of the excise tax on wWagers placed in legal
State-operated lotteries first became an issue as it applied
to the Mew Hampshire Sweepstakes. The Treasury Department
originally held the Sweepstakes subject to the tax. As 2 re-
gult, Section 4402, IRC J)954, was amended to exempt Stata—
conducted sweepstakes, the ultimate winners in which are de-
termined by the results of a horse race. The wager must have
been placed with the State agency conducting such sweepstakes,
wagaring pool or lottery or with its authorized emplovees o

\
agents. H

Since “'ew Hampshire, seven other States have

leqgalized lotteries, and some have adopted legal off-track
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! -avimutuel hetting. The applicability of the wagering laws
2 . ; .
to these operations is presently under study by the Service.
3 . X -
One joint discission has been held with various State officials;
‘ 4
* and a. follow-up is now Leing planned for the near future, In
5i addition, several bills to specifically exempt State lotteries
!
6 b . .
have been introduced in Congress.
7 .
This concludes my statement, and thank you for your
8. : . : :
attentinn., I will be happy to provide answers to guestlions
9 v
which the Commission may huave,
10
CHAIRMAN MORili: Is Mr, Olszewskl going to provide
AR
i us with an additional statement?
12 - . :
MR. OLSZEWSKI: HNo, sir, I am not.
135 . . :
] JATRMAN MORIN: In Xeeping with our habi% here, I
14
I think I'd like to declare a five-minute recess and let the
15! . . . .
i members of the Commission get their thoughts together, if we
16 . . . :
i could just stay around and reconvene in about five minutes.
!
17 . ‘
q (Whercupon, 2 short recess was taken.)
18 | s . )
} CHAIRMAN MORIN: May we reconvene?
19§
; MR, OLSZEWSKI: Mr. Chairman, I think Mr. Mervin
20 . . . , , .
| Boyd, who is particularly expert in this area, will also
21 o
E be testifving, and I suggest he be sworn,
22¢ ' . .
| CHAIRMAN MORIN: ' Thank you very much:
23 ,
{ {(Whereupon, Mr. Mervin D, Boyd was sworn by HMr.
i
24 1 .
Ace-Federal Reporters, Inc. !t Ritchie.)
25!
! CHATRIAN MORIN: As I understand it, the Service has
!
{
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prepared certain charts in order to better explain some of
the law enforcement statistics in the Marchetti-Grosso case.

Who is going to present it?

MR. OLSZEWSKY: Well, Mr. Chairman, I think the
charts were prepared by the Comnission.

MR. RITCHIE: Yes, if I could explain, I think it
would be helpful. These are not the charts prepared by the
niternal Revenus Service, Mr, Chairman. These are charts which
the Commission staff prepared and then graciously the Internal
Revenue Service reproduced them for us.

So essentially if I could invite the Commission's
attention to Exhibit 3 in that body or material that you have
for the Internal Reveanue Service, you will see there statis~
+ically the wagering investigations Information, and then the
chart immediately following the statistical recitation is the
chart which we hai previously on the viewgraph. And that
generally can be the oxcer of progression,

In those cases where we do not have a chart, we wil3Z
just have to skip over the exhibit because in sume cases the
information did not lend itself to a graphic demonstration.

SENATOR CANHON: Can vou identify the lines for us?

MR. OLSZEWSKI:; The line in black -- i believe it
is black -- is the total number of cases in which prosecution

vas recommended in the wagering tax area from 1955 through

1973.
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The blue line is the line reflecting the total nunbe
of occupational wagering tax cases in which prosecution was

reccomriended.

And the red line is the numbe- of criminal prosecu-
tion cases recommendad in the wagering excise tax return cases.

Now, the reason you will see a larger numbexr of the
wagering occupational tax cases is that therxe are a larger
nunber of employees working in a gambling operation who are
required to purchase and register and obtain the stamp, and the
prosecution for the excise tax violation -- those cases in
which prosecution was recommended - were against those in-
dividuals who were subject to the ten per cent excise tax.

And as you can see, beginning with 1955, there
was a sizable inventory, and there was a decline in the progrady
10 through about 1860, and sometime in 1961 the program began
o inérease its momentum as a result of coordinated efforts
with the various enforcemant‘agencies of the Federal Governrwzni
ind the IRS, and it increased to a peak in about 1964,

And, of course, you will have some flexiﬁility,
some pe¢i s and valleys, based primarily on the Zact ﬁhat you
have your cases being worked, There will be dead time when
cases are completed and proszcution is recommended and periods
during which trials take piace for the violations.

And then vou see a drastic decline -- at the top

of thic chart you will see M-G, and I believe the author of the
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chart indicates that is the Marchetti-Grosso decisior period
snd there is a charp decline in cases submitted in which prose-
cution was recommended.

At that point those cases early in '69 were those
carried over from the period prior to the January '68 decision
down to a low.

Now, you will find a small number of prosecution
cases in 1970 to 1973. Those cases are violations which are
committed by individuals who register, who file the returns,
but file a false return. And those are the wagering excise
tax cases that we worked. Those are not cases of failure
to file violations.

The progecution cases, by the way, included

both failure-to-file situations as well as evasion back during
the period '55 through '71.. But the majority of those cases
would be failure to file violations.

Jim,

MR, RITCHIE: This can be Exhibit 4 in the Com-
mission's notebook, Mr. Chairman.

MR. OLSZEWSXI: These are apparently wagering
investigations and nct procsecutions. Oh, I see. This chart
reflects prosecutions recommended, indictments, and convic-
+ions. The red line is cases in which prosecution was recom-
mended, and I believe that is a duplication of the fiist

chart, the one line in the first chart.
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The blue line wo&ld pe the cases in which indictments
~—~ Jim, I am having difficulty realing your chart.

MR, RITCHILZ: That rep.esents the indictment figures)|
I believe, Mr, Olszewski.

MR. OLOZEWSKI: It must. And then the convictions
would he the gre=n line,

(Discussion off the record,)

MR. OLSZEWSXI: Convictions would be the bottom line
There, again, you see the corrzlation of the application of
our resources to the number of investigations witn the drastic
decline in investigatlions and indictments and convictions after
the !archetti-Grosso decicion.

CHAIRMAN MORIN: I notice in this and the former
one that here is the decision here in early '68 but the decline
in activity starts in '67. Ts that because of a lowar court
decision or something?

MR. OLSZEWSKI: Yes, sir. At the time the case was
decided in the lower rnourt, of course, ve began to reassess
our position in the investigations. ¥e weren't about to
continue to devote large numbers of men to the investigations
if thore was the likelihond that the law would be held un-
constitutional.

MR. COLE!RN: Mr. Ritchiw,is the one in our book?

MR, RITCHIE: In the Commission's book there are

two.

-y
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MR, COLEMAN: The last one, the prosecutions recom-
mended and indictments,

MR. RITCHIED: There are two charts under
"Prosecdutions Recommenééd." One appears under Exhibit 3 in
the Commission's book, and then again that same information
is reflected in the chart entitled "Wagering Investigations.”

The red line ~-

MR. COLEMARY: In the book you have indictments
higher than prosecutions recommended. The red line is --

MR, RITCHIE: I'm sorsy. The coding is incorrect.
Yot are absolutely corregct, Mr. Coleman.

Mr. Chairman, there are two charts under Exhibit 4,
The first i1lr, Olszewski has just add:essedkhis attention to,
and the second is also in the Commission's book immediately
following that chart.

MR. OLSZEWSKI: You will find this particulér chart,
I believe, reflects the volume of wagering investigatiors and
convictions. And yvou will find the lower l%ne, the red line,
is a relatively consisteht lire with some variations. And
that is the wagering excise tax convictions, the total number
of convictions, |

and the green and the black lines -~ the black line
reflects the total convictions. The blue line reflects the
wagering occupational tax convictions.

'ow, what that nerely represents is %“hat thlere 'vere

o R R g
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mcre people charged with occupational tax violations because,
acain, yon have more people on the streets acccoting wagers
who are part of a conspiracy ko evade the tax laws, ana the
red line reflects the nuuber of persons who were convicted
as a result of the trials or pleas.

MR. RITCHTE: Mr. Chairman, this is number 5, both

+he statistical data and the chart in the Commission's boocks.

MR, OLSZEWSKI: This chart represents the sentencing

practices for wagering convictions under the Federal occupa-
tional wagering and excise tax laws.

End as vou can sece, the mmber who were given pro-
bation exceed generally the numbers vho are given confincment
sentences. And then, of course, you have -- that is a blue
line in which you have the concurrent sentences which were
suspended, .

And there, again, ycu see the application of the
resources. You see an increase in the conviciions and the
sentencing and again a decline sometime in 1867 and '68.,

MR. RITCHIE: This next chart reflects Exhikit 6
in the Commigsion's books, Mr., Chairman.,

MR, GLSZLWSKTI: During the early phase of the
program, the early phase from '55 through 'S7, the Service
found there was a high degree of non-compliance iIn the coin-
operated gaming -devices,

This wonld not apply certainly to Nevada but

e, |

S
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prirmarily in the States where these devices were illegal or
where they mazy have been legal, brt they were not complying
with the stamp requirement, which was a $250 tax stamp.

S in 1955 there was a concerted effort, and
generaily it was a consistent program up through about 1860
and@ '61l. nnAd during the period vou will see a decline in the
nutber of inwastigations and the number of prosecutions and
indictments re2commended, because we found there was a higher
degree of om-pliance with the ~oin-operated gaming device laws
during that period of enforcaemeiit.

fme of the reasons I think this happened is that

the coin-operated gaming device is something that cannot De
used except in the open. It musi be bpen to the vpublic. It
is highly visible. They are required to disclose a stamp.
And as a resuit, they were mach easier to detect, and in wo-

ordination #ith our collection officers as well as the special

agents, I think this demonstrated the enforcement effort was

quite efieciive.
. = COLEHAN: Did you go out of business in '697?
{L=za2ghter.)
“R. OLSZEWSKI: ©No, we still have had some minor
cases but for the most part it is not a serious enforcement
problem.

You can't very well hide a pinball machire where

they pay off£ for winning combinations.

£ s
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4R. RITCLIE: Mr, Chairman, this next series of

information is MNo. 7 in the Commission's boak.
MR. OISZEWSKI: You will find that contrary to the
comparison of sentences in the wagering excise tax violation
and the wagering occupational, in the coin-operated gaming de-
vices most of the sentences which resulted were, for the most
confinements 4

part, prcbation or concurrent sentsnces, with som=

put overall the vast najority were non-confinement senterces.

MR. RITCHIE: Mr. Chairman, this is the first of two
exhibits under Exhibit 9 in the Comnission's book.
MR. DOLSZEWSKEI: Mr. Ritchie, as I discussed with

one of your staff peorle, I don't understand really what this

chart in“znds to depict, so perhaps you may be able to explain
it.

MR, RITCHTIE: = It is an attempt to describe manpower

application in terms of one criterion of sentences impozed --—
perhaps not a very accurate attempt, but that was what we in-

tended to try to describe, “r. Olszewski.

AL I just night comment that it may re-

QLSZEWSKI:

flect the fact that vou have the higher percentage of people

being confined to prison or probation for violation as

a slight increase in the resources applied, but T don't know
But it appears to be.

if that is necessarily true.

HMR. RITCHIE: This is the same information only re-

flected in terms of man-months of prison, trying to show ecain

there ip
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the same relationship, I believe, Mr. Oiszewski.

MR. OLSZEWSKI: Yes, this does reflect an increase in
the incarcerations as compared also with an increase in the
application of resources to.the actual investigations being
conducted at a given period of time, and then after the
Marchetti-Grosso case, again you see a decline in the number
of confinements, obviously kecause we had reduced our number
of investigative applications.

MR. RITCHIE: This is Exhibit 11, Mr. Chalrman.

4R, OLSZEWSKI: This chart refleckts the additional
taxes and penalities from 19855 through 1973, reflecting tha
the coin-operated gaming device, which is the upper line, *he
green or the black line, reaches its peak in 1961 and then
seems to level off, while the wagering excise tax and occupa-~
tional tax seen to maintain a fairly consistent level of from
$7 million down to about $4 million and back up to about $5
million at the end of '73.

Mp. RTTCHIE: The next three exhibits are under
nxhibit 12 in the Commission's book, and these were prepared
by the Internal Revenue Service and reflect the various taxes
imposed on the various levels of the i{llegal operations.

And Mr. Chairman, I micht say from long experienca
1 know of nc person better qualified to describe this than lMr.
Olszawsgki.

MR. OLSZEWSXI: Thank you, Jim.
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This is the generally accepted orgsnizational struc-
cure for a bookmaking operation, either horse bets or sports
bets.

We are not +alking about the small independent. Thi
is the relatively large, sophisticated organization that the
Service would he interested in applying its resources to, since
this is where the revenue would be. And our purpose was to
enforce the wagering excise tax laws, and also ::he companion
income tax laws for those individuals engaged in this activity
whe were attempting to evade and defeat either one of the taxes.

As you can see, the only persons required to pav
either the occupational wagering tax or the excise tax are
those listed in the red. The banker is the man liable for the
wagering excise tax. He is the man whc bankrolls the operation
and is in effect the businessman who derives the profit.,

Not only is he liable for the excise tax liability, but also fox
income taxes on the net profit from the overall operation at tchd
end of the vear.

Now, in many areas the banker conctisted not of one
person but a number of individuals. They could be a syndicate;
they could be a partnership; or they could be some sort of
association of individuals who pool‘their money for a large
bankroll which is required in this type of ‘activity.

They have under them a number of people who are paid

a salary or a percentage perhaps of some of the action that
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that particalar opheration might take in,

The snttle~up man or the moneyman is en salary ond
he receives inforration “vom the controller as to who Lae
winners are and ne sarrenges for the setblaements.

Now, £he setbrlements are made Gsually on the straet
in a surrevtitious fashion or in a place of businesss that
affords him some protection from detection,

The contrnller who receives the action fron the
bookies, who in *arn receive the information of the hets
from the hettors, maintains the controls and the accounting
records and maintains & current control every day to determine
which of the horses or sporting events 1s raceiving the largest
volume of bhets. When he determines that a particular horse or
a particular game, a team, is being played very heavily, he
then seeks ovt a layoff operator to share some of the risk
shoald the bettors make any particular large hits

And this 13 nothing more than lusirance., He is’
spreading the risk.

You have wookies who may occupy any nunber of
positions. They may occupy a positinn of bookie on a full-time
basis. They may have a telephone operation in an apartment
houise, in the basement of a hotel or motel, ; room in a motel.
Or he may be a businessman eoperating a bookie operation on 4
part-time bazis. It could be a dry-cleaning establishiment,

a news and magazine store, a clgar store. It could be a hookin

in a faclory who accents wagers from his associates. It could

Pt e g T S R il i oot b3 Do s AL N PP TSy  swiadat. [ X Y I TR
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be a man in an offiza. It could even be somebody in one of

2 the Federal buildings,
8 They, in turn, phone the bets in to the wireroom
: 4 where the bets are collated and controlled.
5 The bettors are required to report their gains at
6 the end of the year on their income tax returns. The phone
7 and wireroom operators are required to raport their salaries
81 or commisuions, if they are on a commisgion basis, on their
9 income tax returns as are the coutroller and settle-up men,
10 The bookies operate on a percentage. If they
N happen to have been hit pretty heavily and the backer requires
2} them to share the losgeg, they may have only a small income at
X '3}l the end of the year. At the least, they are required to report
14|l their net income based on the percentage after deducting expensds
15| for their particular office that they operate,
16 Oh, I missed tre odés maze), The odds maker is
17 || extremely important in the horse and sports hets. There
18l are a few specialists around the country who receive a sizable
19

fee from your mejor bookies and bankers for this very special
20\ information. Because all vou need is a very slight change in
21} the odés, the point-spread in a sporting event, and a bookmaker

22l or a bankroller can be wiped out.

’ 23 There is a common term that is used for a banker or
24l bookmaker who gets careless, who accepts a wager without
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checking the odds very carefully, and that is, the sharp bottors

will slip him a%"hullet.” And the"bullet®™is a bet on an event or
4

1

a hborse where the odds offered by the hanker or the bookmaxXer
are greater than what they would be with any other bocknaker or
at the track.

How, there have baen instances where syndicated
ecriminal groups have utilized an odds maker who will slip had
0dds to a competitor in order t: wipe him out.

Now, this has happened a fewv times in the past,

CHAIRAAY MORIN: What do they do? Bet Lhe other

e?

$2e

side with another book

~

MR, OLSZLWSKI: You bet they do.

The numbers operation ~- I heard a statement when
we arrived tha* sports and horse bets were the largest in the
illegal gambling operations, but in certain areas the numbers
overations will give the horse and sports-bet operators a great
deel of competition in terms of their gross wagers received,
and cortainly & higher percentage of profit in the queration
than what the hooknakers receive.

This again is a very highly organized, highly
structured operation.

If you start with the bettors, the bettors are
street people. They are people who work in factories, they
are honsewives, thev are elderly prople who seek out the

nimbers writers for hopefully the bonanza, should they hit the
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winning number, and certainly for entextainment as part of the
action.

And they place the bets with numbers writer who
receive a percentage of the wagers bet.

Now, the professiocnal numbers writer who has a
large number of customers will keep his percentage, and this
is his income which is required to be reported on his income
tax return.

On the other hand, you will find a large number of
writers who are small people who may accept only $§100 or $200
a day in action, who will in turn bet back into the system a
sizable percentage of the commissions or profits that they de-
rive from writing the bets.

The numbers writer, then, arranges with a
runner to carry the bet siips to the house, the counthouse,
and they yill use various means as drops.

Now, the drcp as it is used in the numbers opera-
tions is the same as a drop used in espionage., It is a con-
cealed lpcation or a locaticn that is not easily identified
as a numbers drop where they put the bet slips and the ruvnner
or pick-up man p.cks up the slips and takes them to the count=
house, or the counthouse runner does.

And timing is crucial, because in most areas the
numbers operation,. the winning . number, is based on a combina-

tion of rarimutuel computations from a known ar designated

race track. And they designate a last race. And the nﬁmbers
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must be in bufore the last race is run, because there, aqain,
if the operator is careless and he accepts a number aZter the
race is run, you have some very shar) operators in the numbers
business, too, who will slip a numbers house a'bullet,” Because
if they have a telephone line open to the race track that is
being used, they can get the winning combination before the
numbers house does, and they can get a winning bet in that can
again wipe out a sizable portion of the bankroll.

Thcn the counthouse ~- the counthouse can he mis-
leading. 1In a very large operation, they not only have more
than one counthouse, they have stand-by locations that they can
shift from time to time and from week to week in order to aveid
detection by the local or State police or by Federal agents,
should they be in violation of the Federal law.

Then the banker has a settle-up man who takes care
of the pav-offs,

* oOne thing that you should notice is that the

.

, alomy one

numbers writers send the numbers tickets, the bet:

.

line of comnunications, and the money foliows another lire.

An area controller or wick-up man picks up the

~

money while the numbers sliips go another route.

>

The reason is they may pick up a bag man Carrying
humbers, and. they got only a bay full of bet slips. But they

take a great deal o care to avoid having the moneymen picreld

up.
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One thing that happens with the nuubers opsrators
and even with the independent operators, in the event they
(3 \\ ,/ s k3 -
believe they have a fancy number that is being psayed heavy
and that fancy is likely to come through, if they are monitor-
ing the digits as they fall, it is not uncommon for someone in
the numbers organization to call up a local police cificial and
K 3 L) FULL 3
advise them there is a runner with a bag#fa: of numbers slips
and they arrest him ard as a result they don't have to pay cfZ
that particular day.
- {Laughter.)

JSERT ! ]
A So the pecple who bet with the nunbers busincss
are probably the greatest <z the victims in society, in the

FHE cPORATOALS
gambling business. Bacauses¥wey either fix *he number or 1I
they are going to get busted with a big hit, they will find
sone way to avoid it.

Yes, ma'an.

DR. ALLEW: Under what circumstences -- what charge
would you render against the area contreller or picr-up nman,
the moneyman?

MR. OLSZEWSKT: Conspiracy, conspiracy to violate

the State gambling laws, OR ComsPiRACY To EVAOE THE

wﬁCoCl(“’"‘ FTAX L AeasS,
DR. ALLEY: Isn't that rather ai

th

ficult €5 prove?
MR. OLSZEWSKI: Oh, no, ma‘am. An investigation is
I 14
-— let me back up a little bit.

An investigation of a numbers operation is a
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difficult task. It requires a large number of people on the

,2 street in surveillance. It requires a very skillful group of
P 3 people dealing with informants and sources. It requires many
- 4 of the local and State police officials using undercover pebple.
5 And it 1is a question of identifying the routes, identifying the
6 pick-up man through surveillance and bringing them together at
7 some point in the action,
8l Your area controller picks up nioney from the writers.
° Your runner and pick-up men also pick up money from the writers,
10 So where you see the pattern developing, you see the tickets
n and the money ultimately going up to the settlement man,
12 It is difficult but that is the way the cases are
.:m ]3'made.
14 Any time you have a poorly designed or poorly con-
153 ceived enforcemert effort, you will find peolice officials
16 arresting numbers writers and having little effect upon the
17 banker, the controller, the settlement, where the real profi*s
18

are made. Because for every numbers writer that is busted,

190 two ¢  three will take his place.

20 They may do this as a technique to obtain witnesses,
2l|lso its technique is not without merit, except that if you find
. 22|l that there. isn't a concerted effort to build the entire package,
- 23| where you have the millions of dollars being made yearly by
Am$wdeqm”u&ii the banker, then the enforcement program can be in trouble,
25
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DR.. ALLEN: Thank you.

MR. OLSZEWSKI: The policy lottery operation is
very, very similar to the numbers operation, and I won't go intd
the flow of the bets and the money because basically it is the
game system,

You have writers accepting a large number o. bets.
The writers are liable for your excise and your wagering
occupational tax., The banker is liable for the excise tax.

And the other people are on a salary,

And 'ir the policy lottery operation, ‘the winning
number combination is not determined from a horse race, It is
determined through the use of a wheel similar to the old bingo
wheel where you have all the numbers and the drawing may be made
in private with a few so-called representatives of the public,
or it can be made where gambling is wide open, in a public
situation, where there may be a significant number of the
bettors who participate in the drawing..

This is not too popular at the present time. There
is too great a risk involved in it and it is probably one of the
easiest ways to cheat the bettors because in drawing the
numbers they already.know which are the heavy bets because
they compute the total action of'bets on a particular number

and then they have a draﬁing.

Well, in oxrder to avoid the risk of a large pay-off

that again could damage the financial stability of the bankrollel

-7
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they will palm the laut digit of the numker and in the drawing

| draw out a nunber so that the true numbar is not hit, if there

is a danger that it is going to be a big-played number.

and they can tell this as the digits fall., If it
is a three-digit policy bet and again numbersAB and 1 are the
first two digits, any combination of 91, 918, 917 -- there is
no large action on the number -- then they will make a regular
drawing and there will be a legitimate drawing.

But again Lf they have a 918 that has a lot of
money bet on it, chey will find some way to have a number
chosen that is not 218,

Basically it is the same as the numbers operation.

CHAIDMAN MORIN: MNow, is that banker going to file
an excise tax return?

MR, OLSZEWSKEI: fe is liable for the excis~ tax
return, but for the most part, most of the people engaged in
the wagering business, bankrollers and the like -- the majority
do not file the exciie tax returns, and the re.son for it is
they were also obligated to appl§ for an occupational tax
stamp. They were required to identify their emrloyees, the
runners, the location of their office. And under the law as
it was originally passed, that was a matter open to the enforce
ment people as a matter of public record.

And in many jurisdictions it was considered to be

prima facie evidence of a State gambling vioclation, And the lajq

in
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wiretaps used?

a way was self-defeating in that it jeopardized the gambler
who may have wanted to comply with the law,

CHAIRMAN MORIN: I have in mind that the demands
on Commissioner Alexander's time are very great today. I
wonder if you could describe very hriefly how yvou enforce the

exclse tax against that banker. ‘Wat steps are used? Are

MR, OLSZENSKI: No, sir. Currently if we have an
excise tax situation where a banker or bankroller does, in
fact, file an ewxcise tax return and we have reason to believe
that he is grossly understating his wagers or that he has filed
a false return, for the most part, since Grosso-larchettil, we
rely pretty much on referral cases from the State and local
people or the FBI, where we may acdopt some of the information
from the books and records. Thev have 1t pursuant to a legal
gsearch warrant and provided the search warrant is legal we
will esxamise the hooks and records, and should we find the
returns to He false, we would recomnend prosecution,

CHAIRMAY MORIFN: This is incomey; then?

MR. OLSZENWSXI: Yo, excise tax. And during the time
prisr to Grosso-llarchetti, in order to assure curselves that
ouxr manpnwer was beilic applied to the major violators and not
to just the low-level people where the tax liability wonld be
minimal, we were rzguired to work those cases on a curcent

basgis. We wculd conduct surveillance, identify the runners,
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iderntify bettors, identify the writers or the bookmakers, con-
duét surveillance, determine the flow of money, identify the
meez, locate the counthouse, conduct surveillance of the count-
house to see runners come in with Lags of money and bet slips,
znd through circwnstances and testimony of individuals who may
have been present or, for that matter, some of our agents in
an undercover capaclity may, as working people, be available to
place bets themselves so they in turn know that they placed a
wager with somebody -- we develop a probable cause and at that
tima we'd obtain a search warrant, cxecute the search warrant
and seize the books and records which form the basis for the
conputation of the gross wagers received,

Now, that isn't always the easiest task since the
records are kept sometimes in code and oftentimes reflect only
€5 per cent of the wagers accepted, with 10 per cent going
as a commission to some of the pick-up men and 25 per cent to
the writer.

CHATRMAN MORIN: This is all done by the Internal
Revenue Service?

MR, OLSZEWSKI: Well, there were times when we
worked jointly with the local police or other Federal agencies.

CHATRMAN MORIN: Our practice here is to have the
Congressional members of the Commission do the queétioning
zirszt, so I will first call on Senatox Cannon.

SENATOR CANNON: Vere the excise and occupational
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taxes intended to be a deterrent to illegal gambling?

COMYISSTONER ALEXANDER: Do you want to respond to
that, and then I may aadd gomething to it.

MR. OLSZEWSXI: PFrom the statute and the statements
wa reviewed at the time the law was being considered, the
Service considered it to be a revenue-raising measure, and
according to the hest estimates at that particular time, they
anticipated that it should produce a sizable sum of money as
revenue, I believe the sum was estimated as $400 million.

Congreiss, on the othaer hand, as vo read somz cf the
packground 6n it -- there seemed to be a difference,
some conflict as to whether all of Congress belisved that it
should be a revenue measure and cthers, whether or not it was
an effort to curtail illegal gambling.

But as far as the Revenue Service was concerned, it
was intended tou be a revenue-raising heasure,

CO'eiTSSIONER ALEXANDER: At least I think we ﬁrcat

ons eon taxpayers, whether income or

tdd

taxes that impose obligat
excise, as revenue-producing measures, which indeed they are.,
Bat 1f the tax is an example of salecﬁive enactment
and if the tax, as excies taxes reputedly do, fall on-a type
of transaction or a type of product, then hy excluding other
transactions and exgluding other products, the tax acts a3 a
deterrent to that particular transaction or to the acguisition

of that particular product as well as a revenue measure.
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think this tax contains elements of both., Cer-
tainly it has produced revenue.

As I stated in my statement, end as John Olszewski
stated; it also would seem clear, not only by reason of the
chance in 1951 following on the heels of the Kefauver investi-
gation, buc because of the nature of the tanx itselfs, to be a
tax intended by Congress to have a deterrent effect upen the
activities, tle trangactions on wshich a tax is imposed,

SERATOR CANNON: Would you say it has beer effective
front the standpoint of being a revenue-nroducer?

COMMISSIONER ALEXANDZIR: From the standpoint of a
revenue producer?

The tax has produned comparetively little in the
way of revenue when taken in connection with the size, or what
we believe to be the size,of the activicies subjrect to the
tax. ’

Is that a falr statement?

MR, OLSZTYSKI: Yes, it is. As a matter of fact,
if 2 use the conservative estimate, the most conservative
estimate of the total wagers accepted in illcegal operations
of , savy, $10 nillion, if the people were to pay their taxes
ve should have faerived $1 billion in vevenue.

If we go to the more veasonable estimate oé illegal
gambling which we would estimate as $25 billion to $30 billion,

we again should have had $2 hillion to $3 billion in rovenue.
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However, keep in mind that if they did £ile their
returns, did pu.chase the occupational tax stamp and filed the
application, in those States where gambling was illegal they
could very well be out cof business shortly afte: they filed it.

SENATOR CANNON: Now, in whrich foims precisely were
the excise tax?

MR, OLSZEWSKI: They were applicd to any type of
activities -- well, primarily lottery, numbers, and bookmaking
~— where the determinaticn of the winner was not in the
presence of the public.

Now, there were specific areas or specific activi-
ties exempt. The casino operations, bingo operations, keno
operations, your rouletts, your card ganes, it was decided in
the presence of everyone, were exempt,

The other, your numbers, your policy, your holita,
your lottery, your sports-bet pool tickets -- you recall the
weekly tickets that you find any number of places in bars wherg
you choose a number of foothall teams and you have a point
spread, Those are all subject to the excise tax.

SENATOR CAWNOY:  Mr. Commissioner, from what you
said, appareéently in the area of létteries there is only onek
State that clearly has(an exemption. 1Is that your testimony?

COMMISSIONER ALRNKANDER: Senator Canron,‘we are con-

carnad about this matter, and we are concerned, as I testified|

about meshing two goals or responsibilities that may be to s¢
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extent in conflict,

One responsibility is ours Lo enforce the law under
which the exemption applies only to a lottery in which the ultis
winners are determined by the results of a horee race,

The other is the responsibility of the States that
we fully recognize, to cenduct their lotteries 4n a falr and
a responsible way that will be accepted »y the public.

T don't want to give the impression thet the Internal
Revenue Service has made any determination that only one State
qualifies, becausz no such deternmination has been made .,

We are considering thisproblem, ard we liope that
Congrass will address itself to the prohlem so that the 5tates
may determine their ultimate winners in a way that they best
£ind to meet their responsibilities, irrespective of whether
that determination is made by the results of a lLorse racc.

P, OLSZEWSKI: Senator Cannon, I did onit -- and I
should correct the record -- the State-licensed parimctuel
enterprises and the sState-condacted lotteries by law have an
exemptincn provided they conply with the jaw as Congresad passed
it, in addition to the other specifics that I describad.

SENATOR CANNOMN: iiow, the parimutuele have a
specific exemption., Does that exemption carry now to the
person who is the off-track bettor betting on parimutuels?

MR. OLSZMWGKI: You mean in the legal State-
operated parimutuel windows, the of¥-track betting?

SENATOR CANNOM:  Yes.

»
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HR. OLSZEWSHI: Yes, I helieve & does, based on the

interpretaticn that has been dascribed to me.

M=, BOYD: I the parimutuel ig a pool type of
nparaticn -- as I recall the law refers to it -=-licensed by the
State, as parimutuel betting is at the tracks, then it wonuld
be exempt. And it is my undevstanding that the nff~Track
Betting Corporation in MNew York operates as a pool type of
operation.

SENATOR CMNON: What is the offect of wagering en-
forcement on the incldence of --

QR. BOYD: Pardon? I dldn't hear it.

SENATQR Caoiion: What is the effect of wagerring
enforcement on the incidence of illegal gamblingy? That is,
dnes this thing express 1t?

MR. OLSZEWSK1: It depends on the program that is
effoctive, In certain areas where there was a very effecuive |
program with a high degree of coordination and cooperation by
an exchange of informaticn regarding the illegal operators

and the State and local people weze vigorously enforcing tre

law, as was the Fedleral Government through eituer the F2I or

w

v

the IR5; we did learn that there was a diminishrent in th

incidence of illegal gambling of the organized syndicated group

in some arcgas,
But where you didn't have an effective program,

where ycou didn't gee the coordination and a follow-up by locax
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enforcerent people -- as I say, if thay hit the lowexr levels
they could be replaced very easily and there was not a signifi-
cent deterrent effect on illegal gambling.

SENATOR CANNQN: Are some of the lottery tickecs

o]

sold through coin-operated devices?
HR. OLSZDWEKRI: T don't know, sir.
MR. BOYD: I understdand some States do use a vending
type machire to Aispense the lottery tickets.
nike vou could put 50 cents in thg mac.ine and work
the mechanism and get one lottery ticket in Avturn.
Tr iz my understanding we do not hdve an official
ruling, but it is understocd that those would ot be con-
sidered coirn-uperated garming devices.

\

SIMATODN CAITLON: hat was going to be ny next

.,
|

3

question: Would that constitute a coin-cperated garing

.

A

A

'R, BOYD: Xo, because there is not a prize as such
Yo ar: .erely huying a ticket. It jispenscs the ticket and
vou cculd go in a storasomépldce and for 50 cents you could
buy the same kind of ticket,

SENATOR CANEGN: On one of these slides you have

furnished, I saw sone interesting statistics, Tt says "Number

of stamps sold" by fiscal year. and in '69, for example, you |
¥
i

e

point out the ganing-device stamps s0ld were 19,713, and wager

. Sepas e s b R R #  B e B AARY R ek SR NG PR TR S o L 13




A

e

10
11
12
13
14
.15
16
17
18
19
20
21
22
23

24

Ace-Federol Reporters, Inc.

25

134

In 1970 the amount of gaming device stamps dropped,
and in the next year it wasil7,000; in 1972, 15,605, and in
1973 jumped up to 58, 554,

What is the significance of that?

MR. BOYD: These figures came from the annual re-
port, the Commissioner’s annua} report,

The 1873 rzport had nct yet been published. These
figures were given to me from the service centers, and this is {
only figure which T have at this time. However, E have to
check it again because I agree with you that it is out of line
with the other figures as shown.

This is the latest information available.

SENATOR CANNONW: I wonderecd if theée had been some
particular event which had occurred that made the sale of
these particular stamps jump 400 per cent in that particular
year,

MR, OLSZEWSKI: I won't speak for the total figures|
but we have all noticed that in certain States that the local
people, the local enforéement people, have been bringing to
our attention the fact that more institutions have been
utilizing the types of machines that are subhject to the stamp.

Our Revenue officers have an obligation, an enforce-
ment respcasibility, to determine whether or not tliere is, in
fact, a liablity due, and to notify these people. Generally,

they will do it by personal contact, advising the operator

he
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of the liability for a stamp, that one is due and that
the tax must be paid. /

COMMISSIONER ALEXANDER: Senatos Cannon, on what
appears to be a very decided jump in these figures, I'd like
permission of the Commission to submit additional material for
the record, to check into this jump, or apparent jump, and
clarify it.

CHAIRMAN MORIN: Mr. Alexander, I am sure we are
going to be working a great deal with your Department over the
next year, and I do appreciate that, as I am sure does Mr.
Ritchie.

I have promised Mr, Alexander he could be released
from this hearing at about 4:00 o'clock,

SENATOR CANNON: I will just wrap this up with one
final question because I want to get your thoughts on it.

I am sure you recognize that in the legislative
business we ére constantly conironted with the idea of
exemption of legal gambling winnings 8o many times., And I
just wonder if you'd care to express your view on that par-
ticular subject, and whether you think that suvch an exemption
would make legalized forms of gambling more competitive with
illegal gambling. |

COMMISSIONER ALEXANDER:. It might make legalized
gambling more cqmpetitive with illegal gambling, but we think,

Senator ‘Cannon, this would be a very poor way of achievidg this
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particular objective.

And we think the exemption of gambling winnings in
comparison, let's say, with earned income and wages, salaries,
income that would presumably remain taxable, would be a long
step in the wrong tax direction; that the way to solve the
problem of illegal gambling would not be through drawing a
distinction by exempting éambling income on the one hand, and
all other types of income remaining taxable.

But we think the problem of illegal gambling shculd
be met through enforcement of the laws designed to cepe with
this problem, and perhaps additional measures like some of
those that States have taken with respect to State lotteries
and the like.

But drawing a lihe ~- drawing a distinction -- betwe
gambling earnings and rendering them exempt like the exemption
of interest on State and municipal bonds, for example, while
taxing other income more heavily, would shift the tax burden
in & way that we think would be wrong, and would use the tax
system in an effort which might well not be successful in
achieving the social goal, but might well be successful in
achleving a goal that the tax-pay{ng pub;ic would find e#—
tremely difficult to accept, of suggesting that wages remain
fully taxable, but that gambling winnings should be exempt.

SENATOR CANNON: Do you have a ballpark figure, an

estimate of the entire Federal revenue that Internal Revenue

en

LR,
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receives from the tax on the gambling industry?

MR. OLSZEWSKI: Yes, we have.

(Discussion off the record.)

MR OLSZEWSKI: Gambling from income tax?

SEN™TOR CANNON: = Yes.,.

MR. OLSZEWSKI: No, sir, There is no breakdown on
that because we don®t make a line~by~line analysis.

However, I want to make one point. The Commis-
sioner's remarks are extremely important. I am in the enforce-
ment businesc in trying to administer the tax laws. [ do not
believe there should be an exemption for gambling. If we
provide this escape, we will find ourselves in the same situatidn
as that of other countries, of giving to the person who is un-
scrupulong, the person who desires to cheat on his income tax,
a certain amount of so called tax-free revenue that he could use
to conceal his true taxable income. The increase in net worth
and expenditures investigation which is so frequently the
determination on which our tax liabilities are made, would be
clearly in jeapardy as a means of identifying tax evaders.

SENATOR CANNON: Thank you, Mr. Chairman.

CHAIRMAN MORIN: I think we could go on for many
hours with you geﬁtlemen, possibly, énd I hope we will have an
opportunity later.

Dr. Allen did have a couple of questions. -
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DR. ALLEN: In the interest of time, I will elimi-~-
nate one. What is the position of the Service towards further
legalization of gambling, such as numbers and sports betting,
including the extension in various States of lotteries?

MR, OLSZEWSKI: We believe that is a legisiative
question. It is a policy question on the part of Treasury,
and I don't have a position on the.-legalizaticn of those types
of activities.

COMMISSIONER ALEXANDER: Speaking for my office,
nor do I, You see, the Internal Revenue Service has the re-
sponsibility for administering the tax laws, We have not becn
given the responsibility of the Treasury Department to speak on
matters of tax policy except to the extent that tax policy has,
in the instance I have previously mentioned, already been
developed by the Treasury and communicated.

This matter far transcerds even tax policy. It
goes to the matfer of national policy; the matter of State and
legislative policy.

And the Internal Revenue Service cannot express a
view on it. The business of the Internal Revenue Service is thej
tax business. Tax laws don't work very well, very effectively,
most of the time in attempting to meet goals which transcend
the proper determination of tax’liability,‘in the income tax arep

particularly, or the proper computation of income and the paymen

[adl

and collection of tax.
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DR, ALLEN: And on the basis cof your activity you
would not have 'an gdvisory function to any Executive deparit=-
ment or-- ‘

COMMISSIQNER ALEXANDER: We have advised the
Treasury Department as to the administratability of any tax
proposal, how we'd do it, and what would be included.

We also advise the Treasury Depdartment, working
with the Office of the Assistant Secretary fcr Tax Policy, as
to specific policy questions when the Treasury seeks our ad-
vice, This particular matter goes far beyondéd the adminis-
tratability. It goes far beyond the tax policy of the
Treasury and is a matter, of course, in which this Commission
has had and should bhave a very great interest.

My concern, as I have expressed, is one of trying
to make the tax system work well. And to the extent that addi-
tional thinys are added to the burden of coping with the tax
system, the job of the Internal Revenue Service in meeting its
responsibilities is increased.

To the extent we are given the responsibility of
enforcing laws that the public would find very difficult to
accept, the job of enforcing the laws that we and we alone
can enforce and should enforce, the tax laws, ig rendered
more difficult.,

CHAIRMAN MORIN: Mr, Coleman, you haven't had

a chance today at all.
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MR, COLEMAN: Mr. Commissioner, es to the use cf
wiretapping, do vou congider that essential to the success of
your prosecuticn?

COMAISSTIONER ALEXANDER: Absolutely not. We don't
use wiretapping.

MR. COLEMAN: I assume the activity of the Treasury
Department on the illegal gaming activities --

COMMISSICHER ALEXAMER: I think Mr. (szewski has
responded, but I want him to respond again to this particular
point you brougcht up.

MR, OLSZEWSY®I: When they have invested znd ob-
rained a Title 3 authorization through the court, that infor-
macion is not made available to the Service, to my kpowledge,
until after the adjudication of the matter before the courts,
when the case is completed. At that point, the court can de-
termine it can be made available to the Service following
determination of a tax liability, but not before.

MR.‘COLEnaﬂ: How about cooneration with State and
lecal law enforcement agencies. Do they turn that informaticn
over to you?

MR. OLEGEWSKI: If it was legal installation, if
thev obtained it according to the law, and after the adjudica-
tion of their matters, if our Department of Justice attorneys
or counsel said that we could accept it legally, then we would

accept tt. If there is a taint, we will not accept it,
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MR, COLEMAN: But you do no wiretapping yourself?

MR. OLSZEWSKI: No, we don'te.

COMMISSIONER ALEXANDER: No, we don’t, and we are
not going to.

CHZIRMAN MORIN: Mr, Cowd,

MR, DOWD: I get the impression from your ~ombined
testimonies that most, if not almost all, of the gambling
winnings go unreported on incowz tax returns.\ As I get it from
your answers, you have never audited or made a study to deter-
mine to what extent the total income reported by the taxpayers
in the United States represents the winmnings.

COMMISSIONER ALEXANDER: Are you covering legal
gambling winnings as well as illegal?

CHAIRMAN MORIN: Both.

COMMISSIONER ALEXANDER: Well, I think perhaés I
gave you a wrong impression. I am not suggesting, and did not
intend to suggest in my part of this testimony, that most of

total gambling winnings go unreported. However, we do have a

' compliance problem with respect to gambling, particularly when

it is illegal gambling winnings.,

The portion of my testimony that touched on this
particular problem deait with the illegal, rather than the
legal. And I would not suggest to you that most of

total‘gambling winnings go unreported.
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MR. DOWD: Let me refer to yous testimony on pages

15 and 15 when you discussed the very scant record that you

-

had from the Hew York Off-Track Betting Corporatiocn. You indi-

2 in terms of dollars you only had reported winnings on

Bl

ca

Form 1099 which represent one-third ox $17 million of the
winnings paid out during that period.

liow, what do you point to that suggests that you
know about and in fact the othexr 99-2/3 per cent of those
winnings is in fact --

MR. OLSZEWSFI: Let me respond to that.

Pirst of all, we have made a study where 1082

reports are filed. And we find that there is a high correlz-

tion hetween reported income -- when the 1099 reports are
Ffiled with the Service -—- and the inccome tax being reported
bv the individual.

You have to also keep in mind that where you have
517 millien in winnings, generally vou have people who are
habitual in their activities -~ they are dally bettors,
weekly hettors, or frequent bettors, And if vou Xnow any
neople who have engaged in this activity to anf degree, you
.ve going to find their winnings are plowed in behind their
losses. 2nd frequently —-= and if you will just take a look
the vrogression of a dollar bat in an 85 per cent payout of
the monev being bet, they get 85 cents of their dollawx bet

on one day and bet it back the next day and ultimately, if

= 2 . e = e it o
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they kept winning on an even basis, they'd lose their money,
So most people who are bettors‘are not big profit-makers and
don’t have sizable incomes from gambling activities -- most bett

MR. DOWD: That is a generalizatio about gambling
per se, What data do you have or gambling winnings paid to
taxpayers that suggest there is any widaespread reporting of
gambling winnings?

¥z, OLSZEWSKI: We don't have anything because that
happens to be a line-type item. If they report it as miscel-
ianeous inceme, therc is no way o determine it is gambling
income unless the return is audited and we say, "Okay, what
is the source of your miscellaneous income?"

COITIISSTONER ALELXANDER: May I respond a bhit further
to tgat? Vle make taxpayer surveys on a regular basis. They
are made on a carefully selected sample of taxpayers throughout
the country, and gamblers arc not excluded in any way from the
sample, Wd think the sample is a very scientific sample.

w» make a very, verv careful audit of those lucky egnough to

pe included in the sample., ~ And that very, very careful audit
je not limited to deductions. It also includes all sources cr
probable sources of income, ard income cof all nature, including
gambling winnings. F¥Fron these st.dies we determine tazxpayer
compliance  and from‘these studies we determine audit needs anc

the use of audik resources.

t7e do believe that compliance, although hardly
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perfect, particularly not perfect in the area that we are
discussing, is there., It is not there to the extent that we
’would like, but we think it is there to the extent that I
indicated.

I can't accept the proposition that most of total
gambling winnings fail to attract tax. I hope the opposgite is
true, but I do think that we need to do a better job of making
sure that those who are lucky enosugh to gamble and win are also
lucky enough to pay the tax on those winnings.

MR. DOWD: Thank you, Mr. Commissionex.

Do you have any explanation for why such a small
percentage of the off-track bettings and winnings are reported
oun Form 1099 as referred to in your testimony?

MR. RITCHIE: May I comment on thit? The informa-

tion I have on New York off-track betting was prior to their

Aproduceo And currently they are filing an average of 200
1099's each day of their six~day week. So I think probably
thg 1972 and '?4 figures would be radically different in terms
of compliance,

COMMISSIONER ALEXANDER: I might add tha; the failure
to file a Form 1099 does not mean necessarily the failure to
report the income that should have been reported on that infor-
mation return, Form 1099. And we hope and expéct to do a con-

siderably better job of matching Forms 1099 in the future,

beginning rather quickly. And when we do that better job we
| ,
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will be more appreciative of the results of this change in per~
formance that you mentioned.

MR. DOWD: You have given one reason for why gamblir
taxes should be repurted, to wit the net-worth case, and I can
appreciate and understand that. But you have also given an
argument that most gambling winnings are offset by gambling
losses so in the scheme of things I question to what extent
we receive tax income from gambling winnings. Is that a
significant form of taxed income in the United States?

MR. OLSZEWSKI: If the only taxed winnings were fron
State legalized lotteries where the winning payment could be
identified and controlled, that would not be a problem for us
in terms of enforcement of the general income tax laws,

But should gambling income per se from any source
be exempt from taxation, Lhen it would be very easy for anyone
to devise a scheme to say that he obtained gambling income
which was not taxeble, and this is where the increase in
assets came from,

MR. DOWD: Your position qoes more to enforcement
than it does to revenue.

COMMISSIONER. ALEXANDER: I think it goes both ways,
I think one is a problem of, "Is this the right direction to

go?" Wholly apart from the enrorcement side. The enforcement
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side that John Olszewski developed with you is the view ofrthe
agency having enforcement responsibilities that suggests other
solutions to this problem.

CHATRYAN MORIN: T hope we have another opportunity
£o digenss this., T @on't mean to keep you too long.

Mr. Gimma, do you have an;’ questions?

MR, GIMMA: No,

CHATRMAN MORIN: I know General List who is Attorney
neneral of Nevada had one question,

MR. LIST: I think vou have pretty well answered it.
T wonder if you'd care to add anything concerning the relation-—
ship between the cost of enforcenent of the wagering statutes
and the monies collected pursuant to those costs.

COMMISSIONER ALEMAKSER: I can't add anything. Can
you, Mr. Olszewski?

MR, OLSZEWSKI: Wo; I think the relationship is
there. The amount of voluntary contributions or pavment as
a result of enforcement really can't be identified. And w
nave never kept statistics on an individue] bagis In order for
us to tell you how much resulted from enforcenent and how much
of the collections care from voluntary payments.

MR. LIST: Thank you.

COMMISSIONER ALEXANLDSR: Mx. Chairman, I am going

to have to take you up on my commitment to leave, hut Hr.

Dlszewski can stay.




j 147
;' ] ] agn et -
3 CHATRMAY MORIN: I personally would be very happy
2 (- e v, 2 : 1- ) .
| if Mr. Olszewski could stay. I think the staff hLas suie ques=
3 o . : :
tions they would like to ask. But you have been kind enough to
-1 4 N .
; : | come as it is, and w= could alwavs have another hearing.
51 , s , e
5 If Mr. Olszewskil could stuay for a half-hour --
! 6 14, ey P WP Y 3 v -
COMMIGSINNER ALEXANDER: And Mr. Boyd can also stay.
1 7 [T RO TN 3 . . M
i CHAIPMAN MO"IN: Fine. I want to thanxz you, Mr,
8|
% ; Commissioner, for all c¢f us for coming and for the cecoperation
o
- h vour Service has given us,
10
‘ { COMMISSIMNNER ALLXANDIR: Thank you,. It has been
; !
- H , . — s :
3 a pleasure to cooperate with this Counaission In 1Es very Impor-
12 .
tant work.
9
13 . . _
CHATRMAN MORIN: Ur. Gimma.
3 I4| (X3P 32 3 1] 4.5 H P
| MR, GIMMn: I don't Hav: any questicons.
!
3 1S CHRIRMAN MORIN: Would you like to continue, General]
3 16 . . - o
A MR, LIST: I have one other area I wantcd to inguire
3
3 17 . . . : .
1 avoui, T wonder i€ you have any thoughts or theories about
A ]8 Mon 4 .l. ; P e d e he " Y F4 L S 002
- i wnether the 10 per cent excise tax, where It is impcsed in a
: 19|
3 legal ‘wagering environment, in fact drives bettors to illegal
20 7
BeekmaRkers.
21 : O :
MR. OLEZTWSKI: Wall, based upon expericnce -- let
2 , . . , . :
2 e go back historically. When the new law 1n the early '50's
23 . ‘ T e
Legan to be applied and we began to apply our enforcewent
24 - R . s St 1 ‘e 3
Ace-Federal Reporters, Inc i & -~ OTES we found that the illegitimate kookmakers, aven those
e era ep rs, IncC. M .
251 . . . ) . RN e
in States where it was legal, attempted to increase ine cost ol
“n - : 3 ‘ ) . ‘ - : W R g o e sy
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the bet by adding a 10 per cent factor to the gross bet in ordert

to cover the 10 per cent excise tax; that where the legitimate

bookmaker was paying off on the odds and was in effect sty aight
with his clients, he had a difficult time making a significant
profit in the activity.

And where yvou have illegal gambling, in a State
where bookmaking is legal, I think that it does place the

legal bookmaker in an uncompetitive posturc.

MR. LIST: The legal booimaker?

MR. OLSZEWSKI: 1es,because cbviously his net profit
has to be less unless he adds 10 per cent to the top.

But I don't believe it affects the custoners'
the customer would ke

betting habits. As a matter of fact,

well-adwrisaed to place his bet with a legal bookmaker because he
knows he wili get his pavment if he wins,

MR. LIST: Apart from the greater assurance oI pay-
ment in the event he will win, however, it would seem that a

qreat many bettors night be inclined to go to the illegal book-

maker simply for the purpose of holding ontc that 10 per cent,
would it not?
MR. OLSZEW3KI: I don't really believe the illegal

bookmakars are adding the 10 per cent factor, so it doesn't

affect the bettor at all. In many areas or jurisdictinns

where enforcement is active, the illegal boukmaker has some

nnt mnonaad NN
not. Anpogeld Or
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legal bookmaker in a State where he can conduct business.

We find in a Stats where bookmaking is illegal, they
must have stand-by locations., If corruption exists, they must
have money to pay protection. Some of their money is paid to
other gangsters or racketeers to avold being hijackzd or
to avoid being given bad bets -~ bullets,

| So there arehidden costs even to the illegal book-
making.

SENATOR CAINN: Can I just follow up a little on
that very point?

Weedless to say, coning from the State of Nevada,

I have had a lot of conversations with bookmakers, although I
am not a client.

But the argument that they gave me, the legal
bookmakers, is that they can't put that 10 per cent on because
then, if thay do attempt to put the 10 per cent on it, that
drives the bettor to the illegal bockmaker who yo1l can £ind
anvplace on the street, and therefore the Fedaral Government
Aoesn't get the 10 per cent and the business goes to the

illegal operator.

The suggestion has been made to me by some of the

legal operators that they could perhaps absorb a 1 or a 2

per cent fee that could bhe usel for policing, and in light of

I3y
1]

the fact that the revenue that the Fecderal Government gets

£ Vs
i rd AT

very miaimal in this area, they have suggested that i
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11 per cent tax were reduced to, say, 1 or 2 per cent which they
could absorb themselves, and then paid for the purpose of
policing to the Federal Government, that it would be a step
forward,

Do you have any thoughts on that?

MR. OLSZENSKI: I do. That is a policy matter, of
course, and as far as the Service's position is concerned and
Treasury's position, that is something they must deliberate
upan, T know that has been a recommendation at least con-
sidered at times by various groups within the Service.

I have my own pevrsonal view, and I think it is a
simple matter to. take some of the statistics from our informa-
tion cn coin-operated gamlng devices. That tax is only $253,
and the revenue derived from the coin-operated gaming device
is significantly iarger than the occupational tax oxr the
axcise tax. Go that if the percentage of excisce tax imposed
upon tha illegal wagers was reduced, and there was & greater
inoertive for compliance, and the law did nc: provide for dis-
~lasure, I think voluntary compliance could bhe achieved and
Lh:are'd certainly be higher compliance on %he Ppart of legal
hootmakers and greater incentive to comply wikth the law, and T
saspect revenue would rise as a result éf it.

CHATIRMAIl MORIN: I wonder if I could take friendly
issue with you on the matter of the tax exemption for the
gambling winnings.

I understand the position of the Service in respect

g S B I T T
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1 to how this could be used to feed the net worth method cof
computation.

- But supposing it were phraselthis way, that

&
£-N

gambling winnings from legyal gambling operations realized by

5! one whe was not in the trade or business of gambling, that is,
61 the casual gambler, would be exempt but only if reported on a
return and affirmatively c¢laimed -- in other words, the exemp-

8 tion would he only for the amount of money you put on an in-

9! come tax return and claimed exemption for. That would give

it is legalized, if it is a legal operation, subnitted a 1233

1OQ an auditor the abilitv of simply denying the exemption and put
! |

i the burden of proving it wasn't fact --

I

t
]zi MR. OLSZEWSKI: T think if you addzd another factor,
13 i that at the time the gambling win is paid the arganization, I
144

150 or a report to document and support the payment to the winner

164 __ 1 think that that would probably solve the piroblem, Bg~

17 cause then vou'd have a declaration of exempted income;

18 .
ji

19 orqanization paying the hit, or in the case of Nevada, by the

cour:led with corroboration of a payment by, say, the State

20 pcokmaker who is a registered legitimate bookmaker doing
21 pusiness and making the report.
22 CHAIRMAN MORIN: It seems to me to present the
. 23 possibility -- aé you say, it is just an impression -- to
Am$wwdqu”ﬂxii£ present the possibility of at least lessening the competitive
254

disadvantage of legal gamhling while at the sanme time not a
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1 . .
revenue loss —-- it may be a revenue gain.
2 (2] TRy . 1. [T v s
MR. NLSZEWSKI: I think that may have possipilities
. 3 p C ras i ; .
« provided the broad definition of gamkling income 1s nct exemnpted
<3 4 . .
' CHATRMAN MORIN: ©Oh, I understand that. I emphasize
5 end oo d "
the word "winnings.
6 : .
MR. BOZD: I think the prohlen would rot be with the
7 Al b : met e
State-operatad lotteries. The problem would arise from the
8 s . . . .
winnings from your State-licensed parimutuel betting, going outl
1] s e .
to the racetrack and winning the mcney.
10 . - . s
1 think we could identify who won the money as far
11 ' - . y
as the State-operated lotterias were concerned. There are
12 i . £ th
records of that. It would be hard to use that money as a hidden
' 13 \ . . .
.. source of income in Luilding up net worth. ¥e could check that
44 . . . _
We could find ont whether so-and-so won this monsy from the
15 . . D e X
State lottery. But it would bhe very difficult to go bhack to
16 . . i R " . .
determine whether or not the individual had won it through
17 R T £ g .
parimutuel betting at racetracks.
]8 * Ty x - - Py -
CHAIRIAN IIORIN:  In other woxds, to Make 1t exemptl,
]9 b L 32 ' 1 t 3w 3 }
. ha'd have to tell vou. If he didn't tell you, he'd e in the
20 —_ o - =
same position Ne is now; he would he guilty of Fraud.
21 . . - ' : \
MR, 3NYD: T he t0ld@ us he won it at the racetrack,
22 C Ay . : . -
"oy could we sav he didn't win. it at the racetrack?
. 23 Gmay UARTII. , o .
. CHAIRMAN MORINI: You could make him prove he did.
24 MR, BOYD: Ye have had this ﬁapoen. He cculd even
Ace-Federol Reporters, Inc. T ° -
25 i 4 - : \ N
pick out a race and a horse that has won in the past. and
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he'd make a record of that and keep it just in case he is
asxed and determine what the payoff would be and how nmuch meney
he would have to bet to get a substantial payof€,

CHAATRMAN MORIN: Well, I think we have all been in
the pesition of having to convince a Revenue agent and not
beina successful. It is a matter of what proof you have,

Dr., Allen.

DR. ALLEH: T hawe rothing else:

CanIKMAN MORIN: Anyvone else?

The staff hasn't inquired. Mr. Ritchie.

"R, RITCHIE: Mr. Olszewshki, does the Service aave
a vositicn in conjunction with their 1299 program about off-
track hetting in the parimutuels, eracting a withholding
proc:ss in cenjunction with the withholding requirenent?

17, OLSZEWSKL: That is one of the matters being
consid:red, and I balieve the Commissionerx alluded to that
in his testimony, that there would be some hope that should
the situation continue, there would be some fomm of with-
wlding at +the source at the time of the payment.

Now, wa do have a problem in this respect. Your

State gambling lotteries are conducted on a weekly basis

)

H

generally, and if there was a withholding, I question whether
or not the public may be initially, at least, discouraged by
the withholding in light of the fact that numbers operations

and lotteries are conducted daily and there is no withholding.
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But it is something the Service is interested in
pursuinag with the States.

MR. RITCHIE: Some of the materials presented in
response to the staff request would indicate that a review of
the current operations of the State lotteries might cause some
question about there heing conducted pursuant to the exemption
of the income tax statutes.

Do you have any statement which would give us some
indication of your opinion or the opinion of the Internal
Pavenve Service, 1if you have one, about those operations?

MR. OLSZEWSKI: HNHo, I don't think I'd be in »
position to discuss it, varticularly since the Commissicaer
and other merbers of the staff are in the process of meeting

- Py

the directors of the State lotteries and are discussing

=
[
r
oo’

T
o
e
n

vary matter.

MR, RITCHIT: The Departmint of Justice testified

this morning that they viewed canbling onforcement as a major

Joav

tool in thelir fighi against organized crime.

Now, do yv¢a have sone views which you could share
with the Commissicon about the relation of gambling enforcament
from the Internal Revenus Service as it relates to anti-
organized-crine measures?

MR, OLSZOWIFI: Yes, I do. ‘As I stated during the

testimony, our efforts were dosigned Lo attack the major

operators of gambling industries. We couldn't afford -- our

1 s o e i s £ 0
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resources are to0 limited to attack the ®"two-bit,” the small
operator, the drug-store bookmaker. And as a result of this,
this naturally carried us into the big operations which we
found for the most part to be almost totally related to or-
ganized or syndicated criminal activity.

If they were so-called semi-independent, we found
they were paying tribute to the syndicate or the organization.

We also found that one arca that we have not
discussed -~ it is legal in Nevada, but your in-house gambli.g
is another very large, sizable source of revenue to syndicated
criminal groups.. When I talk about in-house gankling, I amx
talking about your orcanized poker, cfaps, baccarat, and sc on,
wWhere there ic¢ an organization, they go so far as to build
buses especially designed with bars and hostesses and take Llhem
to the gambling place where businessmen have lost their entire
business., Thay become victimized, as a result of gambling
losses, by loan-shark operators and have become indebted, and
«ve¢ have found éasos whera an entire business has been taken
over and nobt taken over as a result of any illicit prostitution
activity, not as a result of anything but gambling.

MR, RITCHIE®: Wa21ll, we have seen graphically and
through vour testimony the effect of the Marchetti-Grosso

decision. Has this had the same effect on the Intexnal Revenug

Service with relation to organized crime ‘that it had upon

the level of gambling investigations and enforcement of those

!
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T statutes?

2 MR, OLSZOWSRI: The effect of Grosso-lMarchettl

3 applied prinarily to the wagering. i
K 4 Now, our wagering investigations were an exceptionally

SI valuable tool in making available to us records of the ganbling

6 operations which were not being reported, by the way, on the
7l {ndiviiual income tax returns of your bankroller or your
8 :
operator. :
o i
e have continued our investigations of major §
El
10 N . s . i
gambling figures where we have been able to identify them !
1 y . e o et s - .
through our normal investigative activifies, and frequently in
12 . . . . (1 .
conjunction with the Department of Justice strikXe forces in
i3 ‘ X .
about 17 locations.
1 . ; s
4 and to thal extent, we have continued our efforts 7

154 in trying to administer the tax laws and enforce tha tax laws

160 as they relate to the organized criminal element.
17 MR, RITCHIEZ: Mr, Olszewski, yowr reputation in the
18

field of enforcement and particularly in the field involving

19 . . . . .
orgqanized crime enforcement is well-known to the Commlssion.
20 , v s S . -
If gamhling legislation was a valuable tool for
2 ' . s . . , .
] you once to get into and combat organized crime, 1s 1t your
2 . . . .
2 professional or personal recommendation, if vou can maxe one,
23 , . e s SN . o , N
. that this Cormission should consider laws which would correct
24 . 1o E . . - -
the tyves of deficiencies that were ailuded to by the Suprame
Ace-Federal Reporters, Inc.
23

Court:, or consider in particular scme of the legislation which
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has been introduced before Congress iz the past, or is presently
pending introduction regarding wagering laws?

MR. OLSZEWSKI: Well, T believe if Congress deems
that the wagering tax law is a reasonable revenue measure and
the tax imposed is one that is not confiscatory, if the re-
souxrces were given to us -- because I am sure there would be
a need for additional resources to enforce the law -- we could
orobably have a decided impact on the organized, illicit,
syndicated criminal element.

On the other hand, if we were to he confronted .gain
with the same problem we had in 1931 through '606, where they
had passed the law and it was a problem law to begin with,
and then did not provide the resources to work these cases, I
shink it could be a mistake. Because our rescurces are lean
and fit., Wwe don't have any fat in the organization. We have
what we consider to be a limited number of agents for the
entire country, and to divert them from enforcement of the
general tax program to concentrate any sizable grou; o a
wagering tax progran could adversely affect the administration
of our general tax laws.

So if the laws are to be passed by Congress they
would have to recognize the responsibkbility to also provide

for enforcement resources.

MR, RITCiHIZ: T see.

MR. OLSZEWSKI: I can say this, that when we had

P
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the law -~ as I stated during my testimony -~ where there was
effective coordination, effective enforcement, we did see at
times some significant adverse impact on the organized
criminal element.

MR. RITCHIE: Could :nu ;;iate to the Commission if
information exists which reflects an increase in reporting based
upon enforcement against organized crime figures by the Internal
Revenue Service?

MR, OLSZEWSKI: I wish I had ~~ maybe Mr. Boyd may
have some specifics, but I can relate some of our own personal
experience in the Sistrict in which we worked.

At one particular‘time -~ I believe it was in the
early or mid~'50's ~~ we were asked to determine and identify
those individuals engaged in illicit gambling, numbers operators
and bookmakers, to examine their returns and determine what theﬂ
were reporting.

With the assistance of enforcement officials, local,
State, and Fedof:l, FBI and our own éources, we did in fact
identify the returns of people engdaged in this activity.

Somé were $1,0004 $2,000, annually. One individual
specifically was reporting about $7500 a year on his income
tax return from "Other Income™ or "Gambling.®

Subseguently, w2 engaged in a planned approach to
these particular cases. - And after enforcing the wagering

excise tax liws and occupational tax laws in conjunction with

i
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income, we found the same individuals bsgan to report $50,000,

$60,000, and $10%,000 in income,.

s

So there was a decided effect, and T thinkX a higher
degres of compliance from these people by having in effect
a coordinated vrogram,

MR, RITCHIE: . The Internal Pevenue Service, I Know,
nas a policy about restricting its efforts to the tax statutes,
but there are instances where a tax investigaticon turns to a

different tvpe of violaticn, are thercrnot?

&

MR, OLSZEWSYI: Well, there are Title 26 .nvestiga-

R,
tions whi sh uncover evidence ov indicatiuns of vinlailons of
Title X8, And if they .do not arise out of substantially

-

the same evidence, the same testimony of the Title 26, we would

L
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refer those violations to the Dupartment of

turn, would refer the testimony or the evidence fto the respsc-

}

=deral enforcement agency with the responsibility to en-

tive

A2

force the Title 18 violation.
MR, RITCRIE: Do vou have any estimate of the number]
of ireatances where vour tasx investigations led to convictlens of
substantial individual organized‘crime figures for other
types of violations, other than tax violations?
MR, BOYD: I don't actually have. any figures. Let
me answer it thié way. Basically, there was a tax investiga-

tion underway for a Title 26 violation. During ihe course 2 E

that investication, we would find a Title 138 violation and;
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Auring the time that we are speaking of , something to do with
{nterstate transportation, comrunication, and so forth,

sematimes we would Zollaw through an <hat with oor
tax case, Vie would have a tax car also,

1
¢

he indiet .d

T

5k the Line of indictnent, trey would

pader the taw vielaticw ander Tiile 26, They weuald also be

indietnd for ather violations for which the same evidence woulld

support the indictmest.

So vour Title 18 indiciments were obtained at the
same time as your Title 26 ingic ments, And there were
some convictions in this manner.

But basically, ecack -f our investigaticns was
started as a tax investigation.

MR, RITCNIS:  I'm sarry, bubt the point T am trvirg
te make is: It is cererally accepted that if you can't con-
vict a gambler for agambling, you can gat hinm foo Lax evasion,
And it beaomes a responsibility of the Internal Revenue Serwi

to investigate anl prosecute 2 nurber of instances of groatliy
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tion a large percentage of other typ

to their convictions?
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MR, QLEZRWSKI: I Aon't have the statistins, b2

think wve could give you some cxamples.
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If you are investigating a majnr hovkmaking opéra-
tion, a major numbers operation, and there are people who may
losr gzable suus of noﬁey and they bacore indebked to loan
sharks, and we obtain testimony and evidence that they are payis
juice to a loan-shark operator, obviously while we are proving
gambling and loar-shark activity, we are also establishing
extortion violation or Hobhs Act violation.

MR, RITCHIE: My last guestion, if I may, Hr.
Ciiairran, relatas to the arca of police or public corruption.

what is the Internsl "evenue Servica's experience
with gathling as a multiple of corrupticn in either the police
or in the pelitical areas?

MR. OTSTEWSKI: Well, over the many ysars that we
have workel with the wagering tax laws and income tax laws, we

have cerntainly found indications of public corruptiorn. How-
aver, from my own pergonal experience, when we have found

shesa indications, 1f there wis a Federal violation involved
they were promptly brought to the attention of the United

5t itas Aktorney or the sttiké force attorney or the Department
of Justice. &nd if it was a State violation we were frequentiy
working with the finest lo;al and State police officers in the
country, we believe,and it was bfouéht to their attention and
they in turn threugh their internal security, internal aZfairs

organization, attempted and frequently were able to surface

these problems, and they prosecuted the officers.
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There is no fquestion that illegal activity is a
corrupting influence. I am sure that those of us who live in
Marytand, if we just follow the newspapers, can read the number
of instances that have resulted in indictments and prosecutions.
However, as I indicated, when we do find this we do report it
to the appropriate authorities, and if there is & tax violation
we have prosecuted the nublic officials, the police officers,
for taw violations.

MR. RITCHIE: Thank you, Mr. Chairman,

CHHI[PMAN MORIW: Let me repeat my thanks, Mr.
Olszewski and Mr. Bovd, for your coming here., Thank you for
appearing.

MR, OLS2ZTWSXI: Thank vou for the oppertunity of
appearing here.

CHAIRMAN MORIN: The hearing is adjourned.

{Vhereupon, at 4:25 p.m., the hearing was adjourned.]












