


































 

Historical Risks to Lottery Sales and Profits 

North Carolina Education Lottery 

On August 30, 2005, the NC Senate approved a lottery through a tie-breaking vote by Lt. Governor 
Purdue with two Republican no-votes absent. At the time, North Carolina was the last east coast state 
without a lottery. The Virginia Lottery had been estimating sales coming from out-of-state players for 
many years with a reliable, well established methodology. At the time, we were confident about 10% of 
Virginia Lottery purchases were being made by North Carolinians, equal to about $136 million annually. 

Since it took until March 30, 2006 for NCEL to start selling its first scratchers, the VA Lottery had time to 
develop a plan to offset that loss. Within 1 year of NCEL starting sales, we replaced Lotto South with Win 
for Life, launched our first $20 scratcher, added Sunday draws for Pick 3, Pick 4 and Cash 5 and created a 
new Fast Play game category with Bingo (now called Print ‘N Play category). Shortly thereafter, we also 
offered our first Millionaires’ Raffle game and sold all 330,000 twenty-dollar tickets. 

All of this required Herculean effort, as we were working toward converting from the in-house system 
we’d had since startup to IGT on 8/15/07. The actual conversion date ended up being 10/28/07. NCEL 
was able to do a rapid startup, offering scratchers, Powerball, Pick 3 and Cash 5 all in year 1. We 
estimated at the time that we lost $68.3 million of sales on the North Carolina border. With these new 
initiatives, nearly all the sales loss was offset, but not all the profit. This was mainly because low prize 
expense had made FY06 such a profitable year. 

Fiscal Year Sales Prize Expense Profit 
2005 $1,333,946,125 $774,558,373 $423,521,322 
2006 $1,365,326,441 $773,551,631   $454,931,308 
2007 $1,362,342,592 $791,785,078 $437,180,128 

 

Colonial Downs 

We did not expect pari-mutuel wagering to impact lottery sales when OTBs opened in 1996. We were 
concerned about advance deposit wagering. Here is wagering history since the $200 mil high in 2007: 

Cal 
Year Population Per 

Capita Track & OTBs % of 
Handle 

Phone & 
Internet 

% of 
Handle Total Wagered 

2007 7,719,749 $26.02 $167,684,686  83% $33,206,726  17% $200,891,412  
2008 7,795,424 $25.26 $149,629,200  76% $47,303,439  24% $196,932,639  
2009 7,882,590 $21.86 $122,461,456  71% $49,850,493  29% $172,311,949  
2010 8,024,417 $19.80 $105,505,800  66% $53,392,088  34% $158,897,888  
2011 8,105,850 $19.79 $97,737,893  61% $62,646,844  39% $160,384,737  
2012 8,186,628 $19.69 $91,927,194  57% $69,233,853  43% $161,161,047  
2013 8,260,405 $19.30 $86,220,535  54% $73,205,095  46% $159,425,630  
2014 8,326,289 $13.82 $21,198,321  18% $93,858,388  82% $115,056,709  
2015 8,382,993 $9.52 $291,174  0% $79,478,623  100% $79,769,796  
2016 8,411,808 $9.45 $2,726,164  3% $76,725,493  97% $79,451,657  
2017 8,470,020 $12.03 $20,803,619  20% $81,076,535  80% $101,880,154  

Total 1996 to 2017 $2,201,716,646  74% $762,257,488  26% $2,963,974,134  



 

The track at Colonial Downs opened in September 1997. CD began taking bets over land lines in late 
2004. Devices such as Blackberry began making wagering digital by 2006. At its peak, advance deposit 
wagering reached $93.86 million in 2014 before Colonial Downs’ decline. Even while CD has been 
shuttered, Virginians have continued internet wagering legally on horseraces across the country through 
xpressbet, TVG (Betfair) and Twinspires. 

To date, over one-quarter of the nearly $3 billion legally wagered on horses in Virginia has been 
wagered by phone, internet or mobile. The track itself has seen attendance of less than 1500 for an 
entire annual racing meeti, so nearly all its handle (bettor’s wagers) arose from OTBs and digital 
wagering. As such, it is dispersed across the state and any impact from it is untraceable. Even before 
CD’s recent troubles, its wagering handle had been dropping 4% a year from CY07 to CY13 (-$41 million), 
while the Virginia Lottery was growing 4% a year from FY07 to FY13 (+$327 million.) 

Our tracking study asks Virginians if they have wagered on a horse or dog race in the past 12 months. 
Only 7% responded yes in FY18. Play of lottery games in the past year was close to 70% by comparison. 

Addition of historical racing machines is a sudden step in CD’s evolution. CD has secured an option to 
buy the defunct 140,000 square foot Kmart in south Richmondii to create a massive slots parlor. We 
would again expect visits to the track to take a back seat to visits to better-placed OTBs through the 
Commonwealth. It is likely that any impact from CD reopening and from historical horseracing machines 
will be widely dispersed and undetectable. 

MGM National Harbor 

Maryland commissioned a comprehensive study to determine the effects of casinos on their lotteryiii. 
The study states that casinos opened in Maryland reduced lottery sales by $44 to $50 million each, 
depending on the methodology used. These data were largely driven by Maryland Live! Casino. Over half 
of this impact was on their Keno product which isn’t established here. Another 25% of the impact was 
on scratch, which is our lowest profit margin product. 

Possibly due to market saturation and possibly due to its border location, the study only predicted $18.7 
million of annual impact on Maryland Lottery sales from MGM National Harbor. We should not expect 
more cannibalization of lottery sales on our side of the border, since Keno is not part of our present 
portfolio. Backing out what would have been impact on Keno, one certainly imagines less than $10 
million of sales impact in Virginia. Impact of this scale would represent less than half of one percent of 
our annual sales in Northern Virginia. 

The key finding was the significance of 
driving time on lottery impact. They found 
that as travel time doubles, impact drops 
by more than half. While MGM hopes to 
be a tourist destination, much wagering 
there is likely to come from locals. Impact 
in zip codes an hour away was trivial. As 
we all know, travel in the DMV area is slow 
and difficult. A 15-minute drive time does 
not encompass much area. 



 

Pamunkey Tribal Casino 

With the Pamunkey purchasing 600 
acres on the New Kent/Henrico 
border, a $700 million tribal casino 
is likely imminent. The land is one 
exit east of I-295 on I-64, less than 
20 minutes from the Capital. The 
tribe and the Commonwealth have 
not agreed upon a gaming compact, 
so it is too early to tell whether it 
will only offer slots or whether it 
might offer table games as well. The 
$44 to $50 million per casino annual 
impact felt by the MD Lottery 
includes table gaming, though slots 
are most of the revenue. 

Sport Betting 

While the amount of money Americans illegally wagered offshore annually on sports is thought to be 
$150 billion a yeariv, those numbers can be misleadingv. While lotteries are accustomed to profit 
margins of 25% to 33%, sports betting operators typically hold under 5% of the handle in profits. There 
isn’t $37 to $50 billion of US profits in play, but more like $7.5 billion. Sports betting operators handle a 
lot of money, but 95% of it simply flows from losers to winners. If a lottery contracted with a sports 
betting provider to facilitate wagering, then both entities would be trying to squeeze revenue from the 
same 5%. That provider could end up being someone like IGT, who was the only provider to submit a bid 
to the Rhode Island Lottery when they published an RFP. 

If lotteries offer sports betting, they likely won’t be able to hold more than the usual 5% of handle or 
their propositions will be inferior to illegal sites’ and bettors won’t switch. Even with a similar hold 
percentage, some bettors might still prefer illegal sites, since legal sites must withhold taxes. 

Since Virginia represents 2.6% of the US population and the annual hold on US sports betting might be 
about $7.5 billion, Virginia ought not to count on there being more than $195 million a year of profits. 
Those profits would need to be divided between the Commonwealth and the sports book provider. 
Those profits would also be volatile, since it is hard for sports books to completely balance their 
wagering. Luck can affect the operator’s profits if they can’t align equal amounts of wagering on each 
side of their propositions. 

 

 

 

Gross Gaming 
Revenue 

Past 12 Months for Maryland Casinos 
Slots Tables Total 

Aug-17 85,574,306 51,905,726 137,480,031 
Sep-17 86,201,969 48,333,764 134,535,733 
Oct-17 83,240,652 49,995,048 133,235,700 
Nov-17 80,157,525 50,385,813 130,543,338 
Dec-17 84,830,839 56,203,287 141,034,126 
Jan-18 79,316,700 48,467,756 127,784,456 
Feb-18 84,718,498 51,852,782 136,571,280 
Mar-18 92,549,246 57,524,712 150,073,958 
Apr-18 90,246,181 53,245,010 143,491,191 
May-18 96,561,553 59,994,040 156,555,593 
Jun-18 93,704,105 55,199,912 148,904,017 
Jul-18 95,395,316 51,102,715 146,498,031 

12 Mos. Total $1,052,496,891 $634,210,564 $1,686,707,454 
Share 62% 38% 100% 
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