






















































































not been uniformly perceived as subject to the Bank Secrecy Act,
and they have only reported single cash-in transactions in excess
of $10,000 to the I.R.S. under Internal Revenue Code section

60501, as confidential tax-related information.

However, the financial services offered by cardrooms are
comparable to any casino nationwide, and should be subject to the
same regulations as other casinos. The Bank Secrecy Act requires
scrupulous customer identification, recording and reporting
requirements of banks, loan, and finance companies. However, the
Act also applies to any business which regularly issues, redeems,
or acts as cashier of travelers’ checks, chedks, noney orders, or
similar instruments, as well as currency exchanges, licensed
senders of money and operators of credit card systems. Numerous
non-bank financial institutions are enumerated by the Act,
including brokers, insurance companies, pawnbrokers, travel
agencies, telegraph companies, businesses. engaged in travel
agencies, telegraph companies, businesses engaged in vehicle
sales, including automobile, airplane and boat sales, and persons

involved in real estate closings and settlements.

New casino regulations of the Bank Secrecy Act were proposed by
the Secretary of the Treasury on March 12, 1993, which will, once
adopted, subject all casinos to identify all cash transactions in
or out, recording any transaction in excess of $3,000; require

the aggregation of otherwise unrelated transactions by the same
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individual within the same casino playing day, such as deposits
in player’s accounts, purchase of chips, credit extensions, and
the like; require the reporting of égéregated transactions in
excess of $10,000, to the U.S. Treasury Department Financial
Center, where the information may be used by law enforcement in
auditing potential money laundering schenmes. Knowledge will be
deemed to be acquired by the casino when casino.persbnnel have
reason to believe the same individual is conducting numerous
reportable or an aggregated reportable transaction. Severe civil
and criminal penalties apply to the failure to report. When
these regulations go into effect, cash and credit transactions in
cardroom casinos will undoubtedly be subject to more scrutiny

than ever before.

Cardrooms provide all the financial services found in other
financial institutions subject to the Bank Secreéy Act and,
according to U.S. Dépértment of Treasury sources, the evidence
demonstrates that the cash transactions haVé "a high degree of

usefulness in criminal matters.™

The services offered by the cardrooms are intended to satisfy the
customer. Cardfboms allow patrons to conduct a variety of cash
transactions. Beginning with the playing table, a customer may
exchange currency for chips. These'fransactions may also take
place at any one of the several cage windowsiavailable in most

clubs. Most employees are also available to conduct transactions
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on behalf of customers. Accordingly, drug proceeds or other
illicit monies can be eaéily converted to seemihgly legitimate

gambling winnings with complete anonymity.

Larger cardrooms accept and issue checks for purchase of chips
and payment_of winnings at the cage windows. They also provide
bank-like services such as wire transfers. A source within a
cardroom indicated that during toufnaments, clubsitransactbboth

inbound and outbound wire transfers for their customers.

For customers who are short on cash, there are other options.

All of the larger clubs contain automatic teller machines (ATM)
which accept cards from the major systems, as well as most credit
cards. They also contain "Comm-Check" machines which issue cash
advances on credit cards. Customers pay a substantial fee for
use of these machineé which issue a chit that is redéemable for
cash at any'cage window. Addifionally, customers may acquire

cash advances on credit cards directly at the cage windows.

The cardrooms also offer non-interest bearing "player accounts"
in which customers may make deposits. These accounts are similar
to standard bank accounts. Account holders make deposits and
withdrawals from the account in the form of cash or check.
Records are maintained by the élub listing transaction dates and
amounts. Sources indicate that player accounts are utilized in

both money laundering and loan sharking schemes. According to a
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reliable confidential source who spent many years working in
cardrooms, as well as underground gambling houses, moving illicit

money through player accounts is a simple matter.

"D. Home-Invasion Robberies

Due to the escalation of gaming, home—invasion robbery is also a
growing problem. The Los Angeles Sheriff’s Department documented
26 such robberies in a four-month period from December 1991 to
April 1992. The perpetrators target potential victims in
cardrooms. They may obtain information about the victims through
surveillance of big winners or have an associate who works in the
cardroom provide the Qang with information about potential
victims. The victims are followed home and robbed of their money
and jewelry. Two of these robberies-resulted in homicides, and a
third resulted in an attempted murder. 'Some Asian gang members

have been involved in these types of robberies.
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IV. Summary and Analysis

Gaming on Indian reservations in this country has become a multi-
billion dollar industry. Casino-style gambling on Indian
reservations in California is a rapidly growing sector of the

gaming industry.

Negotiations for gaming on Indian reservations have resulted in a .
federal court opinion on the subject of what are the appropriate
games for a tribal-state compact. 1In July 1993, a federal judge
in Sacramento declared that virtually all types of casino
'ganbling are the proper subject of negotiations. The judge ruled
that if the California State Lottery offers its residents lottery
games and keno using electronic equipment, such as TV screens and
eléctronic ticket dispensers, it cannot deny the Indian tribes

stand alone video gambling devices, normally prohibited by state

law.

Although the state is appealing this verdict, it is continuing to
negotiate the details of compacts with the Indians. Several
tribes have already negotiated compacts with the State to allow
off-track betting. Additionally, Indian tribes in this state are
watching casino gaming on Indian reservations in several other
states, where other forms of gaming are legitimate. They can be

expected to use the precedent set in other states as a means of

obtaining similar advantages in California.
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No regulatory mechanism exists in California for jointly
regulating Indian casinos under tribal-state compacts, beyond the
California Horse Racing Board, which only serves to help regulate
off-track betting. Without a gaming control commission or
division, there is no state agency that is equipped té jointly
regulate, with a tribal government, any significant ganing
activities on Indian reservations. - Further, like cardrooms,
Indian casinos are not subject to the‘Bank Seérecy Act, and thus,

do not report cash transactions to FinCEN or to the state.

California is beginnihg to seé a growing trend towards the
formation of large cardrooms. Many of the "mom and pop-type"
cardrooms are being absorbed through the consolidétion'of smaller
cardrooms and the formation of larger operations comprisedAof

corporations and partnerships.

HollyWood Park Race Traék plans to lease space‘tp a group who
will open a large card club at its race track in Inglewobd,
California. This venture would merge ho:ée racing and the
cardrooms. Other race trécks are watching this proposed
operation and are also likely to ask to expand their operations

into multi-gaming facilities.

These large clubs are positioning themselves for what they

believe is California’s movement toward legalized casino
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gambling. Legalized forms of casino-style gaming on Indian
reservations will result in a demand by the cardroom industry and
some local California jurisdictions to have the same forms of
gaming as the Indians have on the reservations. Some city
administrators believe gambling is one method of raising revenue
to keep'pace with a greater demand for local services without

raising taxes.

With the concentration by both the public and law enforcement on
street gangs and their attendanf violence, sophisticated
organized crime tends to be overlooked. The La Cosa Nostra has
already begun to infiltrate reservation gaming operations in this
state, and Chinese Triads have made inroads into the cardroom
industry in California. Because card clubs and gaming on Indian
reservations generate significant revenue and are relatively
unregulated, organized crime will increase their infiltration of
management companies that operate gaming on Indian reservations,
or become owners and managers of card clubs. Additionally,
organizedvcrime is likely to become involved in ancillary
businesses connected to gaming operations, such as vendors and
service providers, including food and ligquor service,

entertainment, and tour junkets.

Large expansions of gaming operations are expected to cause
additional problems for law enforcement authorities in this

state. Casino-style gaming will draw a large number of transient
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customers resulting in an increase in serious crimes such as
assaults, thefts, burglaries, robberies, and auto theft. Other
types of criminal activity such as loan sharking, drug
trafficking, prostitution, or bookmaking are likely to become a
problem both inside and in the vicinity of gaming establishments.
Increases in crime will result in the need for additional law
enforcement personnel, and these costs will be passed on to the

public.

The experience of Atlantic City, New Jersey, and‘Deadwood, South
Dakota, support this forecast. Since the opening of the first
casino hotel in Atlantic City during the Memorial Day weekend of
1978, the number of serious crimes committed aﬁnually in both
Atlantic City and Atlantic County has risen dramatically; the
greatest part of the increase céming in the first five years of_
legalized gaming. The rise in crime has had a major impact on
the agencies charged with enforcing the law and funding law
enforcement. The local growth in serious offenses exceeded the
rest of New Jersey, and in the early years accounted for most of
the increases for the state. Comparing statistics for Atlantic
City and Atlantic County with those of similar non-gaming
jurisdictions leads to the conclusion that the increases in local
crime are a byproduct of gaming and not other social of economic

processes and trends.
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Slot machines and low-stake poker gaming was legalized in
November 1989 in Deadwood, South Dakota. Serious crime in
Lawrence County,>South Dakota, (where Deadwood is located)
increased approximately 40 percent between November 1989 (160
crimes) and January 1991 (225 crimes). Although law enforcement
agencies in that area cannot attribute this sharp increase solely
to legalized gambling, it was believed to be a contributing

factor.

Several law enforcement undercover investigations of California
cardrooms found various forms of criminal activity. 1In 1976, é
long-term undercover operation in Santa Clara County cardrooms
uncovered widespread cheating, drug trafficking, prostitution,
bookmaking; loan sharking, and,house'banking'of card games. In
1981, an investigation of Sacramento County_cardrooms uncovered
drug trafficking, loan sharking, receiving stolen property,
prostitution, side betting,'bookmaking, solicitation for

assaults, and cheating.

Another significant problem that is cause for concern is
corruption. Profits from gaming have provided irresistible
temptations for some local officials who have been convicted of
this crime. During the next several years, with increased gaming
revenue, inadequate oversight of gaming, and the infiltration of
organized crime into the gaming industry, incidents of corruption

of public officials can be expected to increase in California.
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Additionally, a trend observed in a number of jurisdictions has
been the supplementing of local budgéts with fees or taxes
derived from gaming operations. This practide places these
jurisdictions in the sometimés untenable position of having to
regulate or enforce gaming operations which contribute
significant amounts of revenue to the local government. A
stringent enforcement or regulation effort by the policing agency
can result in decreased gaming revenues, thereby reducing the

revenues available to city or county budgets.

Without adequate oversight of géming‘in California and sufficient
law enforcement resources, organized crime infiltration,
corruption, serious violent crime, and illicit activity within

the gaming industry is likely to increase.
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Recommendations

Adopt a comprehensive gaming control statute which provides

the following features:

e State-level licensing of cardroom casinos by a commission
with the power to grant, renew, and revoke licenses,

conditional upon favorable law enforcement recommendations

e Investigatory and enforcement powers vested in Department

of Justice

e Authority for commission regulations to allow for minimum
internal control standards for all casinos, including
customer identification, cash transaction recording, and

reporting requirements

e A mechanism for the joint regulation, with tribal

governments, of tribal class III gaming

Increase federal, state, and local law enforcement
participation in monitoring casino activity, gathering
intelligence and targeting of criminal groups and

individuals.
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