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2009 SENATE STANDING COMMITTEE MINUTES
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Senate Judiciary Committee
[] Check here for Conference Committee
Hearing Date: 3/2/09

Recorder Job Number: 9943 /
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Committee Clerk Signature KJ@‘U[_ é‘h‘

Minutes: Senator Nething, Chairman

To study the charitable gaming laws.

Senator Tony Grindberg — District 41 — Introduces the bill.

Todd Kranda - Lobbist for Charitable Gambling of ND — Says they wouid be happy to work
. with an interim committee. Said there are a lot of things affecting this struggling industry.
' Senator Nething distributes a letter that came to him from Joe Richardson, Gaming Studio,

- . Inc.

In support of this bill.

Senator Fiebiger motions for a do pass

Senator Olafson seconds

Vote — 6-0

Senator Fiebiger will carry
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SCR 4028: Judiciary Committee (Sen. Nething, Chalrman) recommends DO PASS
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[] Check here for Conference Committee
Hearing Date: 3/17/09

Recorder Job Number: 11094, 11100
yARvA)

Committee Clerk SignatureM.f@Eg 522

Minutes:
Chairman DeKrey: We will open the hearing on SCR 4028.
Todd Kranda, Charitable Gaming Association of ND: Support (attachment). Explained the
bill. We are in support of SCR 4028. Background information on who CGAND is, we're a
statewide organization of charitable community operators. The first membership of charitable
. organizations in the state. We represent about 70% of the charitable community activities in
ND. CGAND is committed to be a funding source for charitable purposes. | handed out a
CGAND membership list. It shows the types of organizations that are members of our
association. | know at least in the Senate, and Sen. Grindberg, presented this resolution, he
had provisions drawn up particularly, there has been a decline of activity in the gaming
operations. There are a number of factors that relate to that. As was indicated in the study
itself, it said that there hasn’t been any comprehensive review of the laws since 1993-94.
There have been a lot of changes: we have the lottery, a number of Native American casinos
that are still operating and with all those changes, the employment issues, the economy right
now. We think it is a good atmosphere to take a look at charitable gaming laws. One of the
main areas that we looked at as being very positive and something that would be easier for

organizations to deal with are the tax fdrms. Every time there is a tax change, the form gets a
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. littie more and more complicated, we don’t have a reporting short form available. That
certainly would be an area where improvement could be put into place without a lot of money
being spent on bookkeeping, keeping appropriate records. The rest of the areas need a
review as well, including operations, conduct, limitation with enforcements, etc. We think there
are some opportunities for streamlining at least the tax forms, regulations, and improvements
to the charitable gaming laws. We would ask for your support.
Chairman DeKrey: Thank you. Further testimony in support.
Sen. Tony Grindberg: Sponsor, support.
Chairman DeKrey: Thank you. Further testimony in support.
Joe Richardson, CEO of Gaming Studio, Iinc., Fargo, ND: Support (attachment).
Rep. Koppelman: You mentioned in your letter that you emailed us something about your

. products fitting the parameters of some new MN legislation. | can’t remember the details of
that. But then you talk about that forcing you to manufacture in MN. Can you touch on that.
Joe Richardson: There are seven bills in the Minnesota Legislature which deal with
electronic games, etc. through the lottery in interesting relationships between the lottery and
the charity gaming. If those actually make their way through the Legislature, and it's probably
only a matter of time now, if it's not this year, maybe next year, or the year after. We have
patents that really fit what they are looking for. The onus would be on us to place our
manufacturing in MN if MN is our only market. I'm a loyal North Dakotan. | would love to see
more manufacturing in ND, but if our customer is not ND, and only MN, then politically the
onus is on us to say we’'ll manufacture what you'li consume in your state. So that puts us in a
difficult position.

. Rep. Koppelman: You're talking about the importance of growing your industry in ND and

being able to export your product, and then you're saying but if other states are consuming my
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. product, maybe I'll move my manufacturing there. Earlier you said that we were consuming a
lot of this in ND, but we are getting them from out-of-state. So apparently we haven'’t had the
same political clout that you allege MN would. I'm not quite seeing the rest of the pieces fit.
Joe Richardson: It's a matter of volume. ND, although a leading state in its regulatory
structure of charitable gaming, its volume is much less than that of MN. If ND were a lively
market for the same general types of games that were used in MN, then at least we wouild
have a leg to stand on, to say “folks there's more than one market, you're not the only guy out
there”. We have greater production costs over in the MN market, but still stay in ND. | expect
that we're going to see throughout the country, charitable gaming evolve from a paper based
product to electronic. It is a real opportunity for us, nationally it's great for us to say we are
regulated by ND charitable gaming because regulation in ND is well respected. MN thinks we

. are very good at regulating too, and they are very well respected as well.

Ch. DeKrey: Thank you. Further testimony in support of SCR 4028.

Rep. Koppelman: | have a question for Todd Kranda. | don’t see any real harm in the
resolution. I'm curious about one point. As | think back over history, and | wasn’t here when
charitable gaming was authorized in ND, but | have seen lots of changes and permutations
over the years. It seems to me that years ago, when we looked back at the State Constitution
that was in effect there was a real bent against gambling. I'm told that gambling is bad and
gaming is good. So the State, several years ago, said that we're going to allow these types of
gambling that we've never had before, as long as it's for charitable purposes. That's kind of
where charitable gaming was born. Now, we hear that our charities can't raise enough money
or they aren't getting enough money, or they could do so much more good if they had more

.and here’s the way to do it. So it grew and flourished and changed and profited over the

years. Then the whole gaming idea quit growing and you mentioned the reservations came
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. onto the scene. The state legalized the lottery through a vote of the people. All of a sudden,
since I've seen those things occurred, | have seen what you're talking about; the diminishing of
charitable gaming resources, what the original idea was. So what I've seen happen is exactly
what you're talking about in the resolution. The industry coming in and saying, gee lower our
taxes, or increase our numbers so that we can get more and more. Everyone wants a bigger
piece of the pie. We need to entice more people to gamble so that we earn more money for
our charities. Either way {'m wondering if this is what the study is for; is this an exercise in
futility or do you get to the point where the stakes continue to get higher and higher ad
infinitum because more people gamble. What do you see.

Todd Kranda: | think the study is a good idea, | think it addresses some of those questions,
about whether there's a solution or not that's acceptable. We have seen decreased revenues

. in our operations and we're on a very thin margin and with those decreased revenues, the
major support has given the state tax revenue, almost 50% of what we have. | think the
numbers that | saw when we were promoting the tax measure, was that more in taxes was
being made in the state than are being used for charitable purposes. We're on a thin margin,
with the economy the way it is, all of these charitable services and purposes, and charities are
operating more, are declining and needing more. We are unable to meet all those needs and
services. | have a handout that | provided to the Tax Committee when we were promoting the
tax interests and going through the session and | certainly can provide copies to your
committee for you to see the types of charities that are promoted and benefited. But those
others are down. | don't think that there are, certainly there are organizations within our
association that have said we need some relief, things are causing us wage increases, the

. insurance increases for the employees, this industry employs a lot of people, very labor

intensive industry. | think there must be ways of cutting back a little bit to reduce overhead. |f
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. we are able to reduce the costs of running the games, we will have more funds to put into the
charities. We're open to suggestions during the Interim, and provide for legislative committee
under the study and something comes of it, great; if not, we will take a look, take a stab at it
and try to salvage some of the operations in light of all the changes that occurred since 1993-
94 income. This is a great opportunity to take a look at what changes have occurred and if
there is a solution that could increase our efforts.

Chairman DeKrey: Thank you. We will close the hearing.
(Reopened later in the session.)
Chairman DeKrey: We will take a look at SCR 4028. What are the committee’s wishes.
Rep. Koppelman: | move that we amend on page 1, line 16, insert “consider studying” rather
than study.

. Rep. Wolf: Second.
Chairman DeKrey: Voice vote, motion carried. (Legislative Council said this amendment
wasn’t necessary and so it was not added to the bill).
Rep. Delmore: | move a Do Pass as amended (but was never amended).
Rep. Wolf: Second.

13 YES 0 NO 0 ABSENT DO PASS/CONSENT CALENDAR CARRIER: Rep. Delmore



Date:

39/ 7

Roll Call Vote #:

2009 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTIONNO. ScR 4028

HOUSE JUDICIARY COMMITTEE

[] Check here for Conference Committee

Action: [ DP

[] DP/As Amended

LC Amendment #

/

[] & Rereferto Approp.

[ ] DNP [ ] DNP/As Amended

Motion Made By ), 0 p My, SecondedBy /D, . f/ald

7 7
Representatives Yes | No Representatives | Yes | No

Ch. DeKrey ~ Rep. Delmore o

Rep. Klemin -~ Rep. Griffin -

Rep. Boehning —~ Rep. Vig o

Rep. Dahl — Rep. Wolf 7

Rep. Hatlestad — Rep. Zaiser "

Rep. Kingsbury —

Rep. Koppelman —

Rep. Kretschmar —

Total (Yes) /3 (No) o (Absent) 0

Floor Carrier: éb"b ety e

[] Vote is amendment, briefly indicate intent:

Placed m




REPORT OF STANDING COMMITTEE (410) Module No: HR-49-5170
March 18, 2009 7:15 a.m. Carrier: Delmore
Insert LC:. Title:.

SCR 4028: Judiclary Committee (Rep. DeKrey, Chalrman) recommends DO PASS and BE
PLACED ON THE CONSENT CALENDAR (13 YEAS, 0 NAYS, 0 ABSENT AND NOT

l REPORT OF STANDING COMMITTEE
VOTING). SCR 4028 was placed on the Tenth order on the calendar.

{2) DESK, (3) COMM Page No. 1 HR-48-5170



2009 TESTIMONY

SCR 4028



@

Gaming Studio, Inc.

Post Office Box 3112, Fargo, North Dakota 58)08
701-239-4848: Fax 701-232-4544; joefargo@aol,com
Joe Richardson, President and Chief Designer

February 22, 2009
Testimony: SCR4028

Senator Dave Nething, Chairman

North Dakota Senate Judiciary Committee
% Legislative Council

State Capitol

600 East Boulevard

Bismarck, North Dakota 58505.0360

Dear Chairman Nething and Members of the Committee:

[ would have enjoyed testifying in person, however, due to previous commitments [ am out of the
country until March 6™

trademarks and copyrights. It might be interesting to know that literally hundreds of Gaming
Studio gaming wheels, including the Minnesota TriWheel®, the Pig Wheel™ and Mini.30™
wheel have been produced in North Dakota for export. Additionally, up until the lase couple of
months millions of dollars of tickets related to the Minnesota charitable operation of the Tri-
Wheel and Mini-30 wheel wete printed in North Dakota. Through our North Dakota licensees, [
believe no other North Dakota company has been as engaged in exporting regulated wagering
equipment and supply,

When North Dakota enacted an unusual and creative form of charitable gaming back in 1977, it
led the nation. Irjs no wonder that it was soon followed by our early regulatory leaders forming
the now highly respected Nortly American Gaming Regulatory Association, Yet, we have not %,'et
leveraged that public policy Creativity into a commensurate industrial benefit.

Charitable gambling is better than an $8 billion (gross wager/sales) business nationally with
Approximately forty-five states having some form of charitable gaming, mostly bingo, and twenty

states having dedicared centralized state reporting/regulatory agencies, Nationally, states that

feport activity by game type, showed 4 reliance on bingo and pulltabs for over 83% of charirable
gross gaming proceeds. ! Bingo, incidentally, was less than half the amount of pulleabs. In North

—_— ——

2007 Asva) Reporr of Narional Association of Fund-Raising Ticket Manufacturers, rotal from states fess Ohio and New Mexica
W o states not breaking their numbers down, - K
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Dakota for CY2007, Bingo and Pulltabs accounted for two-thirds the reported gross proceeds.?
Bingo in ND accounted for less than 25% the amount brought in by pulltabs.

In the context of major games played in all sectors of regulated gaming, none have a higher cost per
chance delivered and few are more difficult to accurately audit than pulltabs. The cost of
operating pulltabs far exceeds the cost of importing the printed paper ticket. The cost in tracking a
“deal” of pulltabs from manufacturer into a licensed distributor warehouse and then out to a
licensed organization’s central storage and then out to individual sites for play are compounded by
the need to hand-count the value of the winning tickets redeemed and the tickets remaining at the
end of a quarter. Then, the unsold tickets along with the cancelled winning tickets redeemed are
placed in storage for a number of years while the losing played tickets are placed in a landfill. All
of this for a second or two of play.

"No form of gaming provides a more direct benefit to the communities in which it is conducted.
Charitable gaming is ultimately under the supervision of nonprofit organization board’s of
directors. The board members are, by nature, dedicated community spirited volunteers. From a
public policy perspective, we have statutorily required that nonprofit organizations, overseen by
community spirited volunteers, conduct the most expensive and least accountable, least secure,
games when compared to those operated in the competing tribal casino and lottery markets. The
energy intensity of paper-based chances assures us that the cost of each such chance brought into
our state will continue to rise rather quickly in the future. '

Problem = Opportunity

There is no charitable gaming jurisdiction known to us that allows for new game types to be
introduced short of statutory authorization. Thus, there has been relatively little in terms of new
game development. There has been some technological oweaks to bingo and attempts to shoe-horn
various innovations into existing definitions for games; however, those attempts are, from a
business perspective, very risky ~ too risky for financing by mainstream banks or even venture
capitalists, It is easier to design new games for the commercial casino marker where provisio‘nal
game authority allows for the methodical testing and measured game rollout. Yet, it is not !
politically palatable to have charitable gaming adopt the appearance of commercial gaming. '
Charitable gaming operates at a more neighborhood level than casinos and this brings a certain
variance in values, including sensitivity toward problems. {

Charitable gaming is being strangled by the rising costs of operating historic games and product
tatigue at the same time that competitive venues deploy less expensive chances that can be
economically delivered with a higher payback and/or higher prizes to players. Put another way,
charitable gaming is entertainment and the value of that entertainment is eroding with stale and
high-cost products. Products thit are also, incidentally, relatively expensive and slow 1o monitor by

regulatory authorities.

* North Dakora Gaming Update, June 2008, Analysis of Gaming Activity - 2007, ND Arrorney General.
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North Dakota could leverage its well respected charitable gaming program to become the national
feader in new charitable game development. The best next-generation charitable games are not
those now operated in casinos. We would say that they may already be designed, but lack a path to

market.

Providing a process through which new charitable games can be methodically tested including live
phased rollouts could catalyze a remarkable growth in export manufacturing. Some of you may
remember what happened to a little Bozeman, Montana company that convinced the South
Dakota Lottery in the late 1980s that video pokers, when tied together to be controlled by a state
central computer, were actually “video lottery terminals?” The company, Video Lottery
Technologies quickly exploded into selling tens of millions of dollars worth of video pokers
throughout North America and beyond. [t was a small company working in a small stare and
launching a product that was actually more creatively packaged than it was a new game. We know
that charitable gaming, as we know it, will either whither away or become revitalized with new
product. We see the beginnings of that process in Minnesota with over five bills that would have
the lottery working with charities in introducing a notso-narrowly defined electronic game.

The Gaming Studio has patents and proprictary games that would fit within the broad definitions
of the new Minnesota legislation. We are of course preparing for possibilities in Minnesota and
unfortunately that preparation means that we may cause the product to be manufactured in
Minnesota given that, at this very moment, there is no chance of finding a market in North
Dakota.

1f SCR 4028 would pass, it would demonstrate at least some interest in reviewing North Dakota’s
charitable gaming program. We can be entreprencurial and look for how we can better realize a
return on an activity we pioneered and perfected or we can wait to see what next we will import for
use in our gaming programs. | am hoping thar SCR 4028 might actually help lead to our
innovating our way into leading a new wave of innovarion in charitable gaming. The Gaming
Studio would like to compete for a market ar home rather than look entirely to building elsewhere
something we might later import back home. As the ad says, “let’s build something [we can export]
together.”

Thank you for your consideration,

Joe Richardson, CEO
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Gaming Studio, Inc.
Post Office Box 3112, Fargo, North Dakota 58108

701-239-4848; Fax 701-232-4544; joefargo@aol.com
Joe Richardson, President and Chief Designer

March 16, 2009
Testimony: SCR4028

Representative DeKrey, Chairman
Members of the Committee |

North Dakota House Judiciary Committee
%6 Legislative Council ‘

State Capitol

600 East Boulevard

Bismarck, North Dakota 58505-0360

Dear Chairman and Members of the House Judiciary Committee:

The Gaming Studio is a North Dakota corporation and owner of gaming related patents,
trademarks and copyrights. It might be interesting to know that literally hundreds of Gaming
Studio gaming wheels, including the Minnesota Tri-Wheel®, the Pig Wheel™ and Mini-30™
wheel have been produced in North Dakota for export. Additionally, up until the last couple of
months millions of dollars of tickets related to the Minnesota charitable operation of the Tri-
Wheel and Mini-30 wheel were printed in North Dakota. Through our North Dakota licensees, 1
believe no other North Dakota company has been as engaged in exporting regulated wagering
equipment and supply.

When North Dakota enacted an unusual and creative form of charitable gaming back in 1977, it
~ led the nation. It is no wonder that it was spon followed by our early regulatory leaders forming

_ the now highly respected North American Gaming Regulatory Association. Yet, we have not yet
leveraged that public policy creativity into a commensurate industrial benefit.

Charitable gambling is better than an $8 billion {gross waget/sales) business nationally with
approximately forty-five states having some form of charitable gaming, mostly bingo, and twenty
states having dedicated centralized state reporting/regulatory agencies. Nationally, states that
report activity by game type, showed a reliance on bingo and pulltabs for over 83% of charitable
gross gaming proceeds.! Bingo, incidentally, was less than half the amount of pulltabs. In North

£ 2007 Annual Report of National Association of Fund-Raising Ticket Manufacturers, toral from states less Ohio and New Mexico
as two states not breaking rheir numbers down.
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Pulitabs accounted for two-thirds the reported gross proceeds.”? Bingo in ND accounted for less
than 25% the amount brought in by pulltabs.

In the context of major games played in all sectors of regulated gaming, none have a higher cost per
chance delivered and few are more difficult to accurately audit than pulltabs. The cost of

operating pulltabs far exceeds the cost of importing the printed paper ticket. The cost in tracking a
“deal” of pulltabs from manufacturer into a licensed distributor warehouse and then out to a
licensed organization’s central storage and then out to individual sites for play are compounded by
the need to hand-count the value of the winning tickets redeemed and the tickets remaining at the
end of a quarter. Then, the unsold tickets along with the cancelled winning tickets redeemed are
placed in storage for a number of years while the losing played tickets are placed in a landfill. All

of this for a second or two of play.

No form of gaming provides a more direct benefit to the communities in which it is conducted.
Charitable gaming is ultimately under the supervision of nonprofit organization board’s of
directors. The board members are, by nature, dedicated community spirited volunteers. From a
public policy perspective, we have statutorily required that nonprofit organizations, overseen by
community spirited volunteers, conduct the most expensive and least accountable, least secure,
games when compared to those operated in the competing tribal casino and lottery markets. The
energy intensity of paper-based chances assures us that the cost of each such chance brought into
our state will continue to rise rather quickly in the future.

Problem = Opportunity

There is no charitable gaming jurisdiction known to us that allows for new game types to be
introduced short of statutory authorization. Thus, there has been relatively little in terms of new
game development. There has been some technological tweaks to bingo and attempts to shoe-horn
various innovations into existing definitions for games; however, those attempts are, from a
business perspective, very risky ~ too tisky for financing by mainstream banks or even venture
capitalists. It is easier to design new games for the commercial casino market where provisional
game authority allows for the methodical testing and measured game rollout. Yet, it is not
politically palatable to have charitable gaming adopt the appearance of commercial gaming.
Charitable gaming operates at a more neighborhood level than casinos and this brings a certain
variance in values, including sensitivity toward problems.

Charitable gaming is being strangled by the rising costs of operating historic games and product
fatigue at the same time that competitive venues deploy less expensive chances that can be
economically delivered with a higher payback and/or higher prizes to players. Put another way,
charitable gaming is entertainment and the value of thar entertainment is eroding with stale and
high-cost products. Products that are also, incidentally, relatively expensive and slow to monitor by
regulatory authorities.

2 North Dakota Gaming Update, June 2008, Analysis of Gaming Activity - 2007, ND Artorney General.
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North Dakota could leverage its well respected charitable gaming program to become the national
leader in new charitable game development. The best nextgeneration charitable games are not
those now operated in casinos. We would say that they may already be designed, but lack a path to
market.

Providing a process through which new charitable games can be methodically tested including live
phased rollouts could catalyze a remarkable growth in export manufacturing. Some of you may
remember what happened to a little Bozeman, Montana company that convinced the South
Dakota Lottery in the late 1980s that video pokers, when tied together to be controlled by a state
central computer, were actually “video lottery terminals?”” The company, Video Lottery
Technologies quickly exploded into selling tens of millions of dollars worth of video pokers
throughout North America and beyond. It was a small company working in a small state and
launching a product that was actually more creatively packaged than it was a new game. We know
that charitable gaming, as we know it, will either whither away or become revitalized with new
product. We see the beginnings of that process in Minnesota with over five bills that would have.
the lotrery working with charities in introducing a not-so-narrowly defined electronic game.

The Gaming Studio has patents and proprictary games that would fit within the broad definitions
of the new Minnesota legislation. We are of course preparing for possibilities in Minnesota and
unfortunately that preparation means that we may cause the product to be manufactured in
Minnesota given that, at this very moment, there is no chance of finding a market in North
Dakota.

If SCR 4028 would pass, it would demonstrate at least some interest in reviewing North Dakota’s
charitable gaming program. We can be entrepreneurial and look for how we can better realize a
Teturn on an activity we pioneered and perfected or we can wait to see what next we will import for
use in our gaming programs. [ am hoping that SCR 4028 might actually help lead to our
innovating our way into leading a new wave of innovation in charitable gaming. The Gaming
Studio would like to compete for a market at home rather than look entirely to building elsewhere
something we might later import back home. As the ad says, “let’s build something [we can export]
together.” :

Thank you for your consideration,

Joe Richardson, CEO



