Law and Legisiation

Which will be the next states to foliow the path of iGaming regulation? Rachel
Hirsch, Attorney at Ifrah PLLC, investigates.

A few years ago, the possibility of stale-
sponsored iGaming legislation was a long
shot. Online poker players had suffered a
major selback when, in April 2011, the US
government shut down the country’ bigges
and most reputable poker websiles.

What a difference a lew years can make.
2013 was undoubtedly a watershed year for
online gaming in lhe Uniled States, Federal
legistation Look a back seat to individual
stales interests, and three leaders emerged
- Delaware, Nevada, and New Jersey. Now,
proponents of intra-state iGamming legislalion
are looking 1o other states lo [ollow the path
paved by these pioneers. Many now expect
that st year's legislation will inspire a
domine effect among other states (o take the
[uture of iGaming in the U8 into their own
hands. So who will be next?

Early momentum

Although Delaware, Nevada, and New Jersey
approved very different versions of iGaming
legistation, collectively, they created the
momentum for other states to pass iGaming
measures of their own. Other states leoking
to lollow in their footsteps wilt likely be
influenced by the successes experienced by
these pioneer stales. At (he end of fast year,
revenue generaled by Nevada's intra-state
online poker sites was underwhelming,

On a good day, il was projected that there
were maybe 250 to 300 people playing on

the sites, which included players wha had
bought inlo different games on multiple
tables. Accarding to reports, the number of
players on Nevada sites - WSOP.com and
UllimatePoker.com - constituted 1/1,000th

of the player volume thal Internet poker
experienced at the height of the market
pre-April 2011 Although Ultimale Poker was
running skightly ahead of WSOP in terms of
sheer number of players, both platforms have
been described as immalure compared 1o the
pre-Black Friday sites.

8y comparison, early traffic numbers
at the end of last year [rom New Jersey’s
online poker rooms demonstrated the
possibility for increased growth down the
road. After only a few weeks of play, and
despite significant issues with geolocation,
there were 100,000 accounts registered in
New Jersey. Reaching 100,000 accounts in
such a short span of time is something that
few expected, especially given that New
Jersey did not underlake public advertising
pre-launch, As this arlicle goes to prini, there
are approximalely 200,000 new accounts
in New Jersey. The stale’s figures are a
promising sign for ather states loaking to
pass their own iGaming measures.

New Jersey’s launch in fate November
2013, while an early success [or the siale,
overshadowed its sister state Delaware’s
launch of ils iGaming industry only a
few weeks earlier.
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Yet, Delaware’s biggest contribution o the
industry will extend beyond its horders, a3 it
plays the role of creating inter-state online
gaming markets. Delaware’s iniliative on this
front is likely to inspire some of (he other
sparsely-populaled states that they can still
make money through online gaming,

The domino effect

Buoyed by the momentum created by the
pioneer stales, other states in the union

are seriously considering passing iGaming
initiatives of their own. According o 2
Gumbling Compliance survey, in 2013, ten
stales considered bills to legalize or expand
Internet gambling, with 2014 shaping up
to be just as busy. Looking forward, the
stales most fikely lo gain traction in passing
iGaming initiatives include California,
Pennsylvania, and New York as the top
corlenders, and slates such as Illinois,
Mississippi, and Colorado the runners-up.

The contenders

California

California is making strides loward passing
intra-siate iGaming legislatior. With the
fifth largest economy in the world, California
would have a major impact on iGaming if

it were Lo approve it. California legislators
have been exploring iGaming legislatien lor
a while now. Last year, California introduced
new iGaming initiatives, including most
recently Senator Lou Correa’s stalled 5B 678
“Authorization and Regulation of Internet
Poker and Consumer Prolection Act of 2013,”
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which would legalize online poker, bul
nol olher games. Other legislation introduced
Thas included Senalor Roderick Wright's SB
51 “Tnternet Gambling Consumer Prolection
and Public-Privale Partnership Act of
2013," and “The Inlernet Poker Consumer
Protection Act of 2013,” which was
sponsored by eight of Calilornia’s
tribes. Previous legislation stalled mainy
due to Tribes failing to see eye-to-eye on
issues, which is not surprising given that
there are almost 100 card rooms and 68
tribal casinos in California.

January 2014, however, ushered in a
new California gambling bill, which was
appraved by the State Senale. The new bill,
SB 601, introduced by Senator Leland Yee
(D-San Francisco), could raise taxes and
review regulatory procedures on the state’s
ever-expanding gaming industry. A gaming
policy advisory commiltee, comprised of
bolh industry execulives and members of the
public, will scrulinize the bilt, with the goal of
determining whether (he existing regulalory
structures that are in place are facilitaling
California’s economic growth within the
state. The committee will additionally review
the impact of the state’s numerous card
clubs on both state and local lax flows. In
intradicing this measure, Senator Yee said
he is exploring Lhe possibility that more
non-Indian gaming outfits could help boost
California’s economy, The bill, however,
faces fierce opposilion from the California
Coalition Against Gambling Expansion
(CCAGE), which declared that

the new bill was nothing more than
a gateway for loosening regulatory
procedures for operators.

Lack of cohesion among tribal gaming
interests could also serve as an impediment
to gaming expansion in California. Recently,
there has been some indication that there is
i willingress by the native North American
tribes to work together on regulation. Thus
far, however, there seems to be one interest
all the tribes agree upon - not entering into
inter-state compacts. [n other words, the
{ribes plan to keep the state’s massive player
pool and revenue to themselves - a major
blow to players in the rest of the United
States. Despite these factors, California
is primed for iGaming, and legislative
movement is expected Lo happen either
this year or the next.

Pennsylvania

Having adopted the “wait-and-sce”
approach, Pennsylvania waited until aller
the launch of online gambling in New Jersey
to announce renewed inlerest in passing

an iGaming measure of ils own. In lale
2013, a Pennsylvania Senale committee
passed a reselution that would lask the
legistalure with studying whether or not

the stale sheuld legalize online gambling.
The main mativation for Pennsylvania lo
pass legislation appears to be revenue. New
revenues from online gambling would help
the state centinue to fund key measures,
such as public education and universities. Tn
addition, increased competition from New

York and New Jersey means that growth
in Pennsylvania’s gambling markel appears
to be stagnating.

The state currently does not have
any estimates on potential addilional
revenues resulting from iGaming, Before
(hat could be accomplished, the state
would need lo consider a tax rate, license
fees, and regulatory structure. In April
2013, State Represenlative Tina M Davis
introduced House Bill 1233, which would
allow Pennsylvania Lo ofTer enline poker
and other casino games within Lhe slale’s
borders. The bill imposed a steep fee and
tax for those who wanted to offer online
gaming in Pennsylvania. Originally, Davis
proposed a $16.7 million licensing fee, which
was reduced to 85 million. Under the bill,
ficensees could also expect to be taxed at
28 percent of their daily Tnlernel gaming
gross revenue. Although the bill eriginally
appeared to gain some traction, il eventually
stalled, putting a damper on hopes of
iGaming in Pennsylvania.

Although legislators in the state had
mixed reactions (o the new iGaming studly,
(hey are at least willing to consider the issue,
despile the failure of the previous iGaming
bill. However, one polential impediment
to online gaming in Pennsylvania is the
presence of the Sands Bethlehem casine,
owned and operaled by Las Vegas Sands.
Their chairman, Sheldon Adelson, one of
the natior’s wealthiest men, is a leading
opponent of online gambling in the casino
induslry. Adelson is hoping to pul his
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tremendous cioul and fortune behind efforts
to stop the proliferation of online gambling,
With & strong presence in Peninsylvania,
Adelson could turn the state inlo a major
battleground in the fight Lo legalize iGaming,

Hew York
Last November, New York State volers
authorized a total of seven new casinos in the
state. The expansion measure was [ollowed
by a New York Senate budget proposal
marshalled by the state’s Senate Majority
Coalition, which included language calling
for the introduction of stale-authorized
online poker in New York. The 2013-2014
budget proposal, co-signed by New York
Senate leaders Jeff Klein and Dean Skelos,
provided: “The Senate supporis authorizing
and regulating Internet gaming for games
of skill, including poker, to reflect recent
changes in the classification of Lhese games.”
According to a news report, the proposal
relied on Lthe DiCristina ruling, which
determined that poker is considered a “game
of skiil” and not a legally prohibited “game of
chance” The budgel proposal aiso relied, in
parl, on a 2011 Department of justice opinion
stating (hat Lhe Federal Wire Act of 1961
applies only Lo sportsbetling,

iGaming in New York, however, is not
without its opponents. The state Conservative
PParty has called on tegislatars to block any
push to legalize Internel gambling in New
Yorlk. Conservatives in the state view Internet
gambling as a threat to eslablished gambling
sites thal have rigerous licensing and

regulations established by the state designed
io prevent money laundering and underage
gambling. They also question whether the
job growth promoled by iGaming proponents
will ever maierialize. However, as New York’s
neighboring state of New Jersey conlinues

to build on the early success of ils iGaming
launch, New York is likely to consider passing
an iniliative of its own, and even perhaps
apening its doors to cross-border agreements.

Runners-up

Other states considering iGaming legislation
include Hlinois, Mississippi, Hawait, lowa,
Colorado, and Massachuselts. Earlier this
year, a Mississippi online gaming bill failed
lo gain enough traclion to emerge out of the
Mississippi House Gaming Commiltee.

Lllinois has experienced problems of ils
own with its gambling expansion eflorls,
but there, the weather is to blame. A special
meeting scheduled by Stale Representative
Raberl Rila lo discuss expansion efforts
in February 2014 was cancelled at the last
minule due lo extreme weather conditions.
Although a new dale for the meeting has not
yet been scheduled, lilinois is likely going
lo continue its eflorts to explore gaming
expansion in the slate.

In awaii, the problems are not weather-
related, but rather resull from the lact that
Hawaii is one of only Lwo states in Lhe
couniry that does not have any legalized form
of gambling. That does not mean thal a bill
cannot pass, but any lawmakers dralting one
will face a number of challenges.
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For now, lowa, Colorado, and Massachuselts
are slill considering their options. lowa
released a study that found that legalizing
online poker might net it $3 million lo

$13 million a year, far less than privale
companies had estimated. Massachusells
also seerns to be conflicted when it comes
to online gamirg, although it is a positive
sign Lhal the relatively new Massachusetts
Gaming Commission has made
arrangements to host a panel io discuss
online gaming in the Commonwealth.

The path Lo regulation for these states may
be bumpy, but Lhey share one commonalily
with the pioneer stales that will help
drive them loward success - the desire {or
economic growth wilhin Lheir borders. Thal
desire, coupled with the early momentum
crealed by Nevada, New Jersey, and
Delaware, will equate to continued forward

movement in the effort to legalize and
regulale online gaming.
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