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[llinots Is Putting
Lottery on Block

For Quick Payoff

By CHARLES DUHIGG
and JENNY ANDERSON

The state of Hllinols yesterday took
the first steps in selling its state lot-

/

tery system, hoping 10 attract as

much a5 $10 billion from investors |
wha, in return, would own a mooop- |

oly that could tarn out to be the big-
gest jackpat yet.

The sale, which may occur as ear-
Iy as the spring, would not be the first
privatization of a stale’s property —
both Chicago and Indiana have re
cently earned billions of dollars by
signing long-term leases with private
companies to run 1oll roads, But the
proposed lottery sale is almost cer-
tain be ane of the largest privatiza-
thans of a state-ran program, and it
raises copcerns that states, some of
them critically short of cash, are
selling valuable assets that could
otherwise ~ provide — consistest
sireams of revenne,

Under the proposed sale, Hlinais
would receive a multibillion-dollar
coe-time payment, and the lottery's
new owners would receive all reve-
fuse and profit for 75 years.

Indiana i3 alse considering sedling

* i35 Ioftery, and bids are due Jater this

*

memth. That sabe is expected to raise
more than $1 billion upfront and an-
mual payments of $200 million. Mid-
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I"mms Dectdes to Put Its Lottery System on the Block in Search of a Quu:k Payoff
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gay Airpart in Chicago, toll roads in
nnsylvania and the New Jersey
mpike are all potestially on the

Wlimois officials say selling the bot-
tery, which collected revenue of
about §2 billion and profits around
$610 million Last year, will give the
biatiness marketing and technologl-
cal heft that the gpl.rmrnul caenot
M prowide.

“This iz fundamendally a reta]l
buasiness, and governments are not

equipped to manage retail business- '

es,” said John Filan, the chief operat-
ifig officer of the state of Ilisais.
“Gaming is getting 50 competitive
around the world that we're worried
our revenues ooubd go down unless
there is retall expertise™

Opponents of lottery privatization
disagree. They argue that many
states, Inchuding California, New
Yaork and Florida, have hired compa-
nies like GTech, of Providence, R.1,
1o run their Iofteries, gaining private-
industry expertise without selling &
valaable asset. Despite its public
ownership, [linois increased its Jot-
tery’s revenge by more than 15 per-
cent from 2083 to 3005, according to
the North American Association of
State and Provincial Lotteries,

“These are very bealthy business-

es" said Melissa Kearmey, an assist-
ant of economics at the
University of Marvland “It's um-
clear exactly what is gained by sell-
ing a bottery, exoept for & husge pot of
money that legislators can start
spending right away.”

Qther critics say there i also a
risk of selling the lottery for too little.
“If it turns cwt this thing & worth
mare than §10 billion, then they've
dended future citizens hundreds of
millions of dollars in tax revenues
Just 50 they can temporarily plg a
hole in the dike," said Dave Schulz,
director of the Infrastructure Tech-
nology  Institute at Northwestern
University, and Chicago’s badget di-
Tector in the mid-1%8is.

But lotteries’ declining profitabili-
1¥ could make a high price Lag more
attractive,

“Lotteries used to be highly profit-
able,” said Michael Jones, who ran
the Minois lottery from 1981 to 1985
and is now the directar of Independ-
ent Lottery Research in Chicago,
"Nowadays, that profitability as a
percentage of sales has declined dra-
matically,”

Taking lotteries out of state hands,
however, could raise tricky policy is-
fes as private operators ﬂm‘e for
MK am revenie.

“AS A gOVeTnmenl agency, hiter-
ies are bound by the duty of care that
a government bas 1o its citizens,”

sabd Rachel Volberg, director of
Gemini Research, based in Morih-
amipion, Masz, A private operator is
not bound by any duty of care ™ Pri-
vate loftery operators could be more
likely to advertise aggressively, Ms.
Volberg said, particularly among
people susceplible to gambling ad-

State officials say the

new owners will have

the business expertise

to market the lottery.

dbciion and those who can ill afford to
spend momey on [otiery tekets.

Gav. Rod . Blagojevich of Illinais,
4 Democral, first floated the idea of
privatizing the state's lottery whibe
seefing re-clection kast May. At the
time, Mr. Blagnjevich estimated that
the sale’s proceeds would finance a
four-year buikling and education
plan for schoals. Under the proposal,
§6 billion would be set aside to pro-
vide the schools with $650 million a
year for the pext 18 years, slightly
more than what tbey received last
year in lottery income.

At the time he made the proposal,

Iingis Bepublicans charged that his
real motivation was 1o keep State

Senator James Meeks, an independ-
ent from Chicage, from entering the
gubernatorial race. Mr. Mesks, an in-
flvential black leader, had threat.
ened a challerge i edocation financ-
ing was pot increased.,

aelling the [lkinoés Iottery woulkd re-
quire approval from the state Legis-
|ature, which, in tarm would deter-
mine how the proceeds are spent.

Many states banned privately op-
erated lotteries after a serbes of polit-
ical scandals in the 1800s. Starting in
the 19%60s, public lotteries began to
reappear, In 2005, state lotleries inok
in mare than $52 billion, according to
the Morth American Association of
Stace-and Provincial Lotteries.

State governmedts still typically
avoid some marketing tactics that
they consider politicallly objection-
able. Massachusetts, for instance,
barmed almaost All lottery advertizing

" iin the kate 19905, after voters and pal-

iticlams complained that the tactics
victimized poorer residents.

But that may change if lotteries
are privately caned.

"Right now, states doa't sell Jot-
tery tickets in adult book stores, or
next door i welfare offices, because
logtery directors know that they can
be lired by politiclans,” said 1. Nelson
Ross, a professor at Whirtier Law
Schonl in Costa Mesa, Calif, who

siadies gambling, and has advised
the Tlinols Gaming Board on other
matters. “You'll won't see such hesi-
tation among privale compasnies,
Thise ane great places tosell"

[llinods officials say that even after
the lottery is sobd, the new owners
would be required 1o comply with
state regulations regarding adveniie-
ing and sales.

But Mr. Rose pointed cut that once
private owners cootrofled the state
Inttery, they would have an incentive
o lobby legislators to loosen the
rules,

“Ninols has riverboat casings and
horse racing, and they've becoming
major political powers”™ be sald
“The lottery’s new owners won't be
any different™

Other recent mundcipal privatiza-
thon projects in Indianapolis, New
Orleans, Atkania and elsewhere have
struggled with charges of corruption
and with castomer complainis,

In Attanta, residents began com-
plaining ahowt brown brackish water
after a Fremch company, Suez, was
hired to run the city's water system
in 1999, Another French company,
Veolia, was hired to run public wa-
terworks in New Orleans, but has
been accused of illegally discharging
sewage into the Missizsippi River an
dozens of occasions, In Indianapolis,
afficials had to cancel school ses-
gions and ask citizens to boll thelr

drinking water in 2005 after a failure
at a privately rnmn water-treatment
plant,

Two weeks ago, Independent Lot-
tery Research conducted a national
poll #bout public views on privatiza-
tion. Of the 450 people surveyed,
more thian half sabd they thought that
privatization was a bad idea and al-
most hall thowght that privatizing
would mean less money for the state,
according to Margaret Moeler, di-
recior of Imdependent Lottery Re-
search.

Goldman Sachs and UBS are ad-
vising the state of [llinoés. Mark Flor-

Jjam, & managing director in the Gold-

man Sachs Municipal Finance and
Infrastriscture Group, sald that de-
mand would come from bidders al-
ready in the industry as well as funds
that Ievest in public projects and in
private equity funds flush with cash.
Anciber alernative on the table
would be an initial public offering.

Gobdman Sachs, which has a $65
billion infrastrocture fund, will not
bid, Mr, Filan said,

And Mr. Jones of Independent Lot-
tery Besearch added, "Ii%s about
time thai lottery performance, lot-

potential and where lnttery
furds go become something that the
people who play the lottery debate
and ask questions about, whether it's
in a privatization Scenarid or in re-
action to a privatization scenario.”



