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Note: This document combines all three parts of Florida Gaming Study for convenience. Part
14 was submitted on July 1, 2013, and is provided here without change (although we do note
there is an addendum),; therefore it includes language referring to future reports (i.e., Part 1B
and Part 2) that are now included in this same document package.

Executive Summary: Part 1A

Introduction

The Florida Legislature commissioned Spectrum Gaming Group to undertake a three-part
study of legalized gambling, focusing on its economic effects (including the social costs). This
report, the first in the series, is divided into two primary parts:

e The first provides overviews of many aspects of gambling generally, both
nationally and as they pertain to Florida (as relevant). Because this part
consists of summaries of existing data and research, we have not summarized
the content in this Executive Summary.

e The second provides the economic impacts of Florida’s existing gambling
industry as it stands now — including the Florida Lottery, the pari-mutuel
industry including slot machines and cardrooms, and Indian casinos. We
provide the key performance data by sector and, working in concert with
project partner Regional Economic Models Inc. (“REMI”), we provide the
economic and fiscal impacts of these gambling sectors. The key findings are
provided below in this Executive Summary.

This report is the product of a far-reaching scope of research and analysis. In many
respects, it is a collection of several reports. We have provided a detailed Table of Contents that
allows readers to easily find the topics of greatest interest to them. While reading this report, it is
important that readers understand the Legislature’s instructions:

e Spectrum will not make recommendations in any of its reports. The Legislature

commissioned Spectrum to undertake an economic and academic study for the
purpose of educating the state’s policymakers and other stakeholders so that
they may make enlightened decisions regarding the future of gambling in their
state.

e This is the first of three reports due to the Legislature. The two additional
reports will be delivered by Spectrum on or before October 1, 2013, are as
follows: Part 1, Section B: Assessment of potential changes and economic
effects; and Part 2: Statistical relationships between gaming and economic

variables for communities.
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e Spectrum was tasked with analyzing the social costs associated with gambling
in the second report. While this initial report provides a discussion of the many

social costs of gambling, in Part 1B, as part of our next report, we will
determine the costs as they relate to expanded gambling in Florida.

Key Gambling Sector Findings

First, we review the key performance data for each of Florida’s three primary gambling
sectors — pari-mutuel (including the subsectors of slots, cardrooms and pari-mutuel wagering)
lottery, and Indian casinos.

Pari-Mutuel

Three distinct types of gambling take place under the umbrella of Florida’s pari-mutuel
industry, only one of which actually involves pari-mutuel wagering. Because state-regulated slot
machines and cardrooms must be coupled with a pari-mutuel license, these activities are offered
only at racetracks and jai alai frontons. All three types of gambling are regulated by the Division
of Pari-Mutuel Wagering, a unit of the Department of Business & Professional Regulation.

Racetrack Slots

e The racetrack slot industry (i.e., racinos), which is legally restricted to Broward
and Miami-Dade counties, has steadily grown since inception in 2006. The six
racinos in 2012 reported gross slot revenue of $489.2 million and are set for
continued growth with the opening of slots at Hialeah Park in summer 2013.

e The racinos in 2012 had 3,319 employees and generated $149.8 million in
taxes directly from slot revenue. Gross slot revenue is taxed at 35 percent.

Cardrooms

e Twenty-four pari-mutuel facilities operate cardrooms, which are restricted to
poker and dominoes (which is rarely offered or played). Cardrooms last year
generated $131 million gross receipts and paid a tax of $13.1 million.

e Cardrooms pay a state tax of 10 percent on gross receipts. Additionally, at jai
alai and greyhound facilities 4 percent of cardroom gross receipts are used to
fund purses and player awards; the figure is 50 percent at horse race facilities.

Pari-Mutuel Wagering

Most pari-mutuel facilities lose money on their pari-mutuel operations and need
cardroom and/or casino revenue to subsidize those losses.

It is important to note that the total handle numbers cited below are understated
because the Division of Pari-Mutuel Wagering does not collect data on out-of-state
generated handle, which is the single largest component of handle.
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Greyhound racing: Total handle for the 13 facilities that ran greyhound racing
fell from $933.8 million in FY 1990 to $265.4 million in FY 2012, a decline of
67 percent — mirroring the decline nationally. The number of Florida
greyhound performances (a racing card of at least eight races) fell from 3,853
to 3,636, a decline of only 6 percent. One of the reasons for the relatively small
decline is because of the 90 percent rule: Operators with cardrooms are
required to conduct at least 90 percent of the live performances that were held
the year before their cardrooms opened, which for many of them was 1996.
Although attendance has declined precipitously since 1990, reliable figures are
unavailable because most tracks no longer charge for admission.

Thoroughbred racing: Thoroughbred racing is the dominant pari-mutuel sector
in Florida, with the three tracks accounting for 61 percent of total Florida
handle in FY 2012. A Florida thoroughbred operator must run a minimum of
40 performances a year. From FY 1990 to FY 2012, Florida thoroughbred
performances fell from 348 to 327, a decline of 6 percent; paid attendance fell
from 653,206 to 97,738, a decline of 85 percent. Total handle in FY 2012 was
$530.7 million and live handle was $78.6 million; both figures are in decline,
although they have somewhat stabilized since slots were introduced at two of
the tracks. Purses increased from $78.1 million to $81.1 million, a rise of 16
percent. The three tracks generated a combined operating profit of $13 million
for FY 2012. Much of the profit, $10.6 million, came from pari-mutuel
operations, with the rest from slots and/or cardrooms.

Harness racing: Florida’s sole harness track, Isle Casino and Racing at
Pompano, accounted for 5 percent of total Florida handle in FY 2012. The
Pompano track must run at least 140 performances a year but it can seek a one-
time, 10 percent reduction from the 140-performance minimum. Attendance
has declined such that Isle Pompano no longer charges admission and
attendance figures are not kept. Total handle in FY 2012 was $49.5 million and
live handle was $4.4 million; both figures are about the same as the year
earlier.

Quarter horse racing: Quarter horse racing returned to Florida in November
2009 at Hialeah Park after an 18-year absence. Quarter horse racing (inclusive
of barrel racing) accounted for less than 1 percent of total Florida handle in FY
2012. Quarter horse racing had 76 performances in FY 2012. It generated a live
handle of $1.7 million, total handle of $2.1 million and purses of $3.8 million.
Almost all of the traditional quarter horse activity was at Hialeah, where the
operator subsidized purses as part of its contract with horsemen.

Jai alai: Of all the pari-mutuel sectors, jai alai has sustained the steepest cuts in
attendance and popularity. Since 1990, total handle has fallen 91 percent, live
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handle 96 percent, player awards 63 percent and performances, 63 percent. In
1990, 3.9 million people paid to watch the sport. In 2012, total paid attendance
was 9,068. From pari-mutuel operations, the jai alai sector sustained an
operating loss of $14 million. Their cardrooms were able to generate an
operating profit of $1 million. Miami Jai Alai had the highest handle at $6.6
million in FY 2012.

Lottery

The Florida Lottery reported FY 2012 sales of a record $4.45 billion, up 11 percent over
the previous year, ranking third in the nation in total sales revenue (FY 2011), behind New York
(including its video gaming machine revenue) and Massachusetts. On a per-capita basis, Lottery
sales were $233, also a state record.

Since its inception in 1988, the Lottery has provided a total of $24 billion to the
Educational Enhancement Trust Fund (“EETF”). In the past fiscal year the EETF has allocated
$317 million for construction bonds, provided $271 million for public school funding, $130
million for state colleges, and $254 million for state universities. Since 1997 the Florida Lottery
has also provided scholarships to more than 600,000 students through the Bright Futures
Scholarship Program, funded primarily through Lottery financial transfers. Lottery tickets are
sold at 13,300 retail locations throughout the state.

Indian Casinos

The Seminole Tribe of Florida operates seven casinos, and the Miccosukee Tribe
operates one casino. The Seminole Tribe advised Spectrum that in 2012 its gaming facilities
employed 9,562 total employees, or 7,725 full-time-equivalent employees (“FTEs”). Another
4,000 are employed by Seminole casino facility tenants, such as retailers who operate on-site
outlets. The Miccosukee Tribe declined to cooperate with this study, although a Miccosukee
Gaming & Resort employee advised Spectrum that its gaming property employs “over 800.”

The Seminole Gaming enterprise generated $1.96 billion in GGR in 2012 at its
properties, and we estimate statewide GGR at Indian casinos to be $2.2 billion.

At least two other Indian tribes/nations are trying to operate casinos in Florida:

e The Poarch Band of Creek Indians, based in Atmore, AL, has land in Escambia
County, which is held in trust by the US government, and also owns, or has
options to own, or agreements to control 10 pari-mutuel permits along the
Interstate 10 corridor between Pensacola and Jacksonville. The Poarch Band
said it is seeking to negotiate an agreement, which could include revenue-
sharing, with the State to operate Class II gaming.

e For the past decade the Muscogee Nation of Florida has been pursuing federal
recognition by act of Congress in order to initiate gaming operations as a
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means of economic development. Tribal landholdings are well positioned to
offer casino gaming in the Florida panhandle.

Fiscal Impacts

Our analysis examines the total economic and fiscal impacts of the gambling industry by
subsectors in 2012. Spectrum found that Florida’s gambling industry directly employed 15,748

and supported an additional 10,063 jobs. Its impact on induced jobs was 4,983; when factoring in
the estimated number of additional jobs created by retailers selling lottery tickets, Spectrum
found that Florida’s gambling industry was responsible for 55,648 direct jobs, 14,269 indirect
jobs and 19,025 induced jobs.

Following are the economic and fiscal impacts by gambling sector:

State Tax Revenues

2012 | Direct Employment | Indirect Employment | Induced Employment (FY 2013) (M)

Pari-mutuel 4,953 1,659 1,309 $206.6

Lottery 408 2,267 -111 $1,882.0

Retail Lottery 39,900 4,206 14,042 $123.7

Native American Casinos 10,387 6,137 3,785 $293.3
Floridians’ Out-of-State

Gaming Spending 0 693 3,143 $15.4

2012-2060 Slow Growth

Average Annual
Direct Employment

Average Annual
Indirect Employment

Average Annual
Induced Employment

Average Annual State
Tax Revenues
(FY2013-2060) (M)

Pari-mutuel 5,449 1,757 -1,298 $587

Lottery 449 5,295 969 $3,452

Retail Lottery 39,099 10,148 28,918 $581

Native American Casinos 10,933 6,246 769 $401
Floridians’ Out-of-State

Gaming Spending 0 488 2,334 $28.6

2012-2060 Normal Growth

Average Annual
Direct Employment

Average Annual
Indirect Employment

Average Annual
Induced Employment

Average Annual State
Tax Revenues
(FY 2013-2060) (M)

Pari-mutuel 5,449 1,607 -1,939 $581

Lottery 449 5,288 -1,106 $3,561

Retail Lottery 39,099 9,775 27,674 $590

Native American Casinos 10,933 5,660 -473 $374
Floridians’ Out-of-State

Gaming Spending 0 455 2,239 $27

2012-2060 Strong Growth

Average Annual
Direct Employment

Average Annual
Indirect Employment

Average Annual
Induced Employment

Average Annual State
Tax Revenues
(FY 2013- 2060) (M)

Pari-mutuel 5,449 1,478 -2,506 $575
Lottery 449 5,256 -1,239 $3,645
Retail Lottery 39,099 9,418 26,330 $551
Native American Casinos 10,933 5,145 -1,605 $364
Floridians’ Out-of-State

Gaming Spending 0 428 2,157 $25

Source: Regional Economic Models Inc., Spectrum Gaming Group
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Executive Summary: Parts 1B and 2

The Florida Legislature commissioned Spectrum Gaming Group to undertake a three-part
study of legalized gambling, focusing on its economic effects and social costs. The first part,
Part 1, Section A: Assessment of the Florida gaming industry and its economic effects, was
delivered by Spectrum to the Legislature on July 1, 2013. This report combines the final two
parts:

e Part 1B: An assessment of potential changes and economic effects (via extensive
analysis of potential changes to the state’s gaming industry, under a variety of
scenarios as requested by the Legislature), and;

e Part 2: Statistical relationships between gaming and economic variables for
communities.

While reading this report, it is important that readers understand the Legislature’s
instruction to not make recommendations in any of its reports. The Legislature commissioned
Spectrum to undertake an economic and academic study for the purpose of educating the state’s
policymakers and other stakeholders so that they may make enlightened decisions regarding the

future of gambling in Florida.

Spectrum professionals appeared before the Senate Gaming Committee and the House
Select Committee on Gaming as part of this engagement. Committee members in both chambers
asked a variety of thoughtful questions, and expressed views that demonstrate the complexity of
this issue and that highlight the challenges facing the Legislature as it considers future gaming
policies. Rep. Matt Gaetz offered a telling observation, noting: “As I’ve read the report, and
heard the reactions of the report ... it’s sort of become this session’s version of the Rorschach
test, where everyone can stare at the inkblot and see what they want to see.”!

Indeed, that apt analogy has been put forth by other legislators in other states, most
notably by Sen. Jim Whelan of New Jersey, whose district includes Atlantic City, where he
previously served as mayor. In Whelan’s analogy, Atlantic City is a “Rorschach test” in which
pro- or anti-gaming advocates can find ammunition to support their views. That characterization
highlights the layers of complexity that surround any analysis of the economic and social impacts
of gaming, and should serve as a cautionary note that no individual finding or data point lends
itself to a simple conclusion, and that any quantitative analysis must be accompanied by a
thoughtful qualitative analysis.

1 Gray Rohrer, “House Panel Looks at Gambling Study, Finds few Conclusions,” Florida Current, October 9,
2013; http://www.thefloridacurrent.com/article.cfm?id=34805348.
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Combined Report Conclusion

This combined report examines the economic impact question from three separate
analytical methodologies: gravity model, the REMI? model, and forecasts based on previous
econometric results. Although the three methods have key distinctions in their assumptions and
data, their findings are similar. Overall, Spectrum believes that the expansion of casino
gambling, whether on a small scale or very large scale, would have a moderately positive impact
on the state economy. This is not to say that the economic impacts are necessarily small in their
own right — in fact, under some expansion scenarios the economic modeling shows gains of tens
of thousands of direct, indirect and induced jobs — but that the impacts are relative to Florida’s
large, statewide economy.

There would certainly be a net increase in state tax receipts, to the extent that additional
gambling opportunities increase tourism and casino taxes are set above sales tax rates. There are
likely to be only mild positive impacts on local and statewide employment and wages, however.
This is because casinos would not represent a large expansion of their local economies (at least,
in larger Florida counties, which we assume would be the most likely sites for any future casino
expansion). Finally, the social costs of gambling should be kept in mind. However, the evidence
suggests that social costs would not change dramatically, especially since gambling opportunities
are already widespread across Florida.

Part 1B — Key Findings
Economic/Fiscal

Spectrum analyzed Florida’s baseline gaming industry and 12 gaming-expansion
scenarios® provided by the Legislature (and under some scenarios, we analyzed each with certain
material variations). For each scenario, we provide key economic/fiscal impacts after the 10"
year, using the State of Florida’s Default Budget/Florida pari-mutuel gaming tax rate. Note that
the scenario results are in comparison to the Baseline level. Additionally, we provide qualitative
implications and considerations for each scenario.

The scenarios are as follows:

2 Regional Economic Models Inc., Spectrum’s economic-modeling partner for this project.

3n all scenarios, it is important to note that (1) All revenue projections are expressed in current dollars
unless specifically noted otherwise; (2) as applicable, revenue projections and resultant fiscal impacts are adjusted
for future years based upon REMI’s forecasted inflationary growth, as well as with respect to changes in adult
population; and (3) all projections include slot operations at Hialeah Park, for which we assumed a September 1,
2013, opening date (although it actually opened August 14, 2013), and at Dania Jai-Alai, for which we assume an
opening date of July 1, 2014.
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e Baseline: The Florida casino landscape reflects the current law/current
administration, and assumes that the banked card provision of the Seminole Compact
will expire, and not be renewed (as we cannot assume a governmental action as part
of our baseline).* There are 16 casinos in six counties having a total of 22,973 slots,
or gaming positions, and no table games.

o Total state employment: 11,453,282
o Gross State Product: $1.466 trillion
o Gaming taxes: $312 million

o Compact revenues: $121 million

o Implications/considerations:

= Revenue sharing per the Seminole Compact would exclude net win
generated at the Seminole Tribe’s Broward County facilities.

= Expiration of the banked card provision of the Seminole Compact
may help to level the competitive playing field between the pari-
mutuel casino industry and the Seminole casino enterprise.

e Scenario A: Renewal of the Seminole Tribe’s exclusive authorization to conduct
banked card games on Indian lands, as defined in the Indian Gaming Regulatory Act.
No new casinos; however, the 344 table games currently operated by the Tribe are
included in this scenario.” This scenario depicts a 9 percent increase in statewide
gaming positions over the baseline.

o Scenario A
= Change in employment: +1,581
= Change in Gross State Product: +$227 million
= Change in gaming taxes: -$16 million
= Change in Compact revenues: +$193 million

o Scenario A-1 authorizes the end of live performances at pari-mutuel facilities
(i.e., decoupling).

= Change in employment: +1,154

4 As it relates to economic impacts, the Florida Office of Economic and Demographic Research provided
REMI with a budget file for Tax-PI calibrated to its understanding of current law/current administration as of June
21, 2013.

5 The banked card provisions of the Seminole Compact are renewed for an additional 15 years and the
Compact is not otherwise amended — this is an extension of the status-quo (as these table games are currently in
operation).
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» Change in Gross State Product: +$219 million

= Change in gaming taxes: -$16 million

= Change in Compact revenues: +$193 million
o Implications/considerations:

= Revenue sharing agreement that is presently in place (per the
Seminole Compact) would continue.

= This scenario would effectively extend the status quo and, as such,
would not address economic concerns expressed by pari-mutuel
operators outside of Broward and Miami-Dade counties with respect
to their ability/desire to have gaming operations.

e Scenario B: Granting the Seminole Tribe exclusive authorization to offer table games
on Indian lands, as defined in the Indian Gaming Regulatory Act. No new casinos;
however, the 344 table games currently operated by the Tribe are included in this
scenario, as well as the addition of 74 table games that may include roulette and craps
at five Seminole casinos (excluding the Tribe’s Brighton and Big Cypress locations).
This scenario depicts a 10.9 percent increase in statewide gaming positions over the
baseline.

o Scenario B
= Change in employment: +1,865
= Change in Gross State Product: +$272 million
» Change in gaming taxes: -$16 million
= Change in Compact revenues: +$205 million

o Scenario B-1 authorizes the end of live performances at pari-mutuel facilities
(i.e., decoupling).

= Change in employment: +1,441

= Change in Gross State Product: +$264 million

= Change in gaming taxes: -$16 million

= Change in Compact revenues: +$205 million
o Implications/considerations:

= QGranting table-games exclusivity to the Seminole casinos — with the
addition of craps and roulette games — would result in additional
revenue and, presumably, profit for the Seminole Tribe. The State of
Florida may want to consider whether a more substantial revenue-
sharing agreement is warranted for this privilege. However, the
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numbers in this report are based on the revenue sharing agreement in
the current Compact.

= QGranting the Seminole Tribe table games exclusivity could widen the
revenue gap between the Seminole casinos and the pari-mutuel
casinos, creating deterioration of operating performance for the pari-
mutuels. This could result in declining revenue and financial
performance for the pari-mutuel operators, leading to lower capital
reinvestment and less-attractive facilities.

Scenario C: Regulating, prohibiting, restricting and/or taxing simulated casino-style
gambling at Internet sweepstakes cafes, arcade amusement centers or truck stops.
This scenario was subsequently modified to discuss the economic implications of the
prohibition of these types of casino-style gambling. Therefore, Spectrum did not
forecast the economic/fiscal impacts.

Scenario D: Modifying or repealing live racing requirements for pari-mutuel
facilities, including evaluation of impacts on purses and award for all forms of pari-
mutuel activity. Because this scenario does not directly involve gaming, Spectrum did
not forecast the economic/fiscal impacts.

o Implications/considerations: Modifying or repealing live racing requirements
would not impact revenue sharing per the Seminole Compact. We also see no
impact on cardroom and/or slot revenue, as operators have indicated that they
see, little if any, crossover play from gamblers who wager on pari-mutuels.
Several facilities would cease live performances and the numbers of live
events at other tracks could decrease. Breeders, trainers, jockeys and players
would be impacted by any reductions in the number of live performances.

Scenario E: Changing tax rates for Class I1I games at pari-mutuel facilities. Because
this involves using rates other than the Florida pari-mutuel gaming tax rate, we could
not provide economic/fiscal impacts under that budget. For impacts using other
gaming tax rates, see figures 24 and 25 of Part 1B.

o Implications/considerations:

= Changing tax rates at pari-mutuels would not impact revenue sharing
per the Seminole Compact.

= If the State desires to grow, or at least maintain, its tax receipts from
gaming facilities, the pari-mutuel operators must be in a position to
market effectively and reinvest in their properties to keep them fresh
and attractive to patrons. Properties that cannot spend adequately on
marketing and facilities risk being caught in a vicious cycle that
results in lower employment and tax receipts.
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e Increasing tax rates on pari-mutuel slot revenues most likely
would reduce operating margins at a time when the Seminole
Tribe is expanding and improving its operations in South
Florida. Increased tax receipts could offset potentially lower
gaming revenues in the short run but could leave the pari-
mutuel operators at a competitive disadvantage in the long run
(or, at worst, could create a situation where one, or some, are
no longer economically viable operations and potentially cease
operations).

e Decreasing tax rates on pari-mutuel slot revenues could assist
in protecting operating margins, allowing for greater
marketing reinvestment and facilities improvements, leading
to greater revenues. However, lowering the tax rate creates an
additional risk for the State if operators view the lower taxes
as a new revenue stream that can be invested outside of
Florida. Any such consideration of a lower tax rate could
include a commitment from operators to reinvest any
additional funds in their Florida facilities.

Scenario F: Adjusting restrictions on the number and operation of slot machines at
pari-mutuel facilities in Miami-Dade and Broward counties. Spectrum did not provide
economic/fiscal impacts under this scenario because it is unlikely to materially
change the gaming landscape.

o Implications/considerations:

= Increasing the hours of operation and/or allowing existing pari-
mutuels in Broward and Miami-Dade counties to have more than
2,000 slot machines would not impact revenue sharing per the
Seminole Compact.

* Increasing the maximum slot units per facility or amending the
current regulations for the hours of operation — or both — will have no
material positive impact on revenues and overall operating
performance for existing pari-mutuels.

Scenario G: Authorizing pari-mutuel facilities in counties other than Miami-Dade
and Broward to offer slot machines. Per assumptions and modeling, there would be at
least 18 additional casinos throughout Florida, located in 15 additional counties;
while the total number of slots in Florida could more than double (i.e., an increase
ranging from 18,300 to 25,700 slots).
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o Scenario G-1 has casino sizing restrictions in place for potential, new casino
locations that are in close proximity to existing casinos as a mechanism to
minimize cannibalization of GGR at existing casinos.

Change in employment: +16,119
Change in Gross State Product: +$2.12 billion
Change in gaming taxes: +$753 million

Change in Compact revenues: -$121 million

o Scenario G-2 does not include a mechanism to protect GGR at existing
casinos, while each potential, new casino location could have up to 2,000
slots despite proximity to existing casino locations.

Change in employment: +20,147
Change in Gross State Product: +$2.3 billion
Change in gaming taxes: +$888 million

Change in Compact revenues: -$121 million

o Implications/considerations:

All revenue sharing per the Seminole Compact would end.

Adopting this scenario could result in incremental increases in
revenue due to the State, as well as incremental jobs and license fees,
from development of casinos at pari-mutuel locations statewide.

The revenue generated by slot machines could provide a valuable
funding source for improved racing facilities and racing purses, if
operators were required to supplement purses, as demonstrated with
the South Florida racinos and in other racino states.

The addition of slot machines may positively impact cardroom
revenues, while the capital improvements required to add slot
machines may require, or at least encourage, the track to
simultaneously upgrade its cardroom, which could make it more
popular with patrons.

The State may want to examine issues of saturation in certain areas
throughout Florida, as some existing casino operators could face
revenue declines, which could in turn lead to a deterioration of
profitability and related operating margins.

Having gaming facilities throughout the state could impact Florida’s
family-friendly image in that travelers could be continually exposed
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to advertisements and other marketing materials for one or more slots
locations.

= The scale of such expansion would add logistical concerns regarding
the need for, and cost of, regulation because the gaming facilities
would be so widely dispersed.

= Adding up to 20 additional casino locations throughout Florida would
represent an unprecedented casino expansion in the United States.
Once this action is taken, it will be difficult to unscramble the egg.

e Scenario H: Authorizing pari-mutuel facilities to conduct table games or other Class
III games. If limited to pari-mutuels in Broward and Miami-Dade counties there
would be no new casinos in Florida; however, the number of table games statewide
increases by 681 (17.8 percent increase in statewide gaming positions). However, if
expansion were to occur at pari-mutuels outside of Broward and Miami-Dade
counties, per assumptions/modeling, there would be at least 18 additional casinos
throughout Florida, located in 15 additional counties; while the total number of
gaming positions in Florida could more than double (i.e., an increase ranging from
25,326 to 33,822 gaming positions).

o Scenario H-1 applies to the existing pari-mutuels in Broward and Miami-
Dade counties only (i.e., no expansion of gaming to pari-mutuels outside of
these two counties).

= Change in employment: +3,403

= Change in Gross State Product: +$334 million
= Change in gaming taxes: +$44 million

= Change in Compact revenues: +$28 million

o Scenario H-2 applies to the existing pari-mutuels in Broward and Miami-
Dade counties only and each would be permitted to end live performances
(i.e., decoupling).

= Change in employment: +2,975

=  Change in Gross State Product: +$326 million
= Change in gaming taxes: +$44 million

= Change in Compact revenues: +$28 million

o Scenario H-3 applies to all pari-mutuels statewide (up to 28 locations) and
includes casino sizing restrictions for potential, new casino locations that are
in close proximity to existing casinos as a mechanism to minimize
cannibalization of GGR at existing casinos.
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= Change in employment: +21,832

= Change in Gross State Product: +$2.58 billion
= Change in gaming taxes: +$933 million

= Change in Compact revenues: -$121 million

o Scenario H-4 applies to all pari-mutuels statewide (up to 28 locations) and
does not include a mechanism to protect GGR at existing casinos.

= Change in employment: +27,018

* Change in Gross State Product: +$2.83 billion

* Change in gaming taxes: +$1.08 billion

* Change in Compact revenues: -$121 million
o Implications/considerations:

= Revenue sharing per the Seminole Compact would be impacted, as
follows:

e If only Broward/Miami-Dade pari-mutuel locations offered
table games, the Seminole Tribe would be relieved of the
minimum revenue share payment and would also be entitled to
a reduction in the amount of 50 percent of the decline in
revenues from its Broward County facilities, comparing the
year before the new gaming began with the 12 months after
such new gaming commenced. Although the Seminole Tribe
would also be released from making the guaranteed minimum
payments, it would still be obligated to make payments based
on the percentage revenue sharing schedule. If this provision
were triggered, the Seminole Tribe would receive the relief
described until the revenues once again exceed the base year,
at which point the reduction would be eliminated.

e If any or all of the 20 pari-mutuel locations outside of
Broward and Miami-Dade counties offered slots and/or table
games all revenue sharing per the Seminole Compact would
end. The scale of such expansion would add logistical
concerns regarding the cost of regulation because the gaming
facilities would be so widely dispersed.

= A critical element in authorizing table games would be the tax rate on
table-games revenue. Jurisdictions that have set a high tax rate on slot
revenue, such as Delaware and Pennsylvania, have established lower
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rates on table games because of the significantly higher labor costs
involved.

= The revenue generated by slot machines could provide a valuable
funding source for improved racing facilities and racing purses, if
operators were required to supplement purses, as demonstrated with
the South Florida racinos and in other racino states. This could in turn
enable the host pari-mutuel facilities to attract more and higher-
quality horses and jockeys (and greyhounds), which would flow
through to benefit trainers and breeders. However — as results in other
racino states have shown — a higher-quality racing product does not
necessarily translate into higher handle/increased popularity for the
racing industry, as this activity is in decline nationwide.

= The addition of slot machines may positively impact cardroom
revenues. The cardrooms may also benefit from crossover between
poker players and blackjack players. While most poker players do not
cross over to other casino games, they may travel with spouses or
other adults who do play casino games, and might be expected to
spend money in non-gaming areas, such as hotels, dining and
entertainment. The opposite phenomena also holds true, where
casino-centric (or slots and/or table games) customers may travel with
spouses or other adults who do play poker — and this can serve to
increase cardroom revenue.

= The capital improvements required to add slot machines and table
games may require, or at least encourage, the host racetrack to
simultaneously upgrade its cardroom, which could make it more
popular with patrons.

= The scale of such expansion would add logistical concerns regarding
the need for, and cost of, regulation due to oversight of table games
operations at existing pari-mutuel locations in Broward and Miami-
Dade counties or in combination with the oversight of both slots and
table games at up to 20 additional locations that would be widely
dispersed statewide.

Scenario I: Authorizing a limited number (two) of casino/resort complexes in Miami-
Dade and/or Broward counties (and the remainder of the Florida casino landscape
reflects current law/current administration, albeit with the addition of table games that
may include roulette and craps games at all seven Seminole casinos). While casinos
would not expand into any additional counties, per assumptions and modeling, the
number of statewide gaming positions would increase by 55 percent (an increase of
7,600 slots and 831 table games).
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o Scenario I
= Change in employment: +14,050
= Change in Gross State Product: +$1.86 billion
= Change in gaming taxes: +$365 million
= Change in Compact revenues: +$20 million

o Scenario I-1 allows for the end live performances at existing pari-mutuels
with slots (i.e., decoupling).

= Change in employment: +13,622
* Change in Gross State Product: +$1.85 billion
* Change in gaming taxes: +$365 million
* Change in Compact revenues: +$20 million
o Implications/considerations:

= Revenue sharing per the Seminole Compact would be impacted, as it
would exclude net win generated at the Seminole Tribe’s Broward
County facilities.

= Destination resort gaming restricted to Broward and Miami-Dade
could provide a desirable combination of economic benefits via
expansion while minimizing the negative consequences because
gaming already is prominent in South Florida — such destination
resorts could:

e Place Florida in the major leagues of casino gambling, and the
state could be transformed into a major international
competitor for the ultra-high-end traveler who includes casino
gambling as part of his/her entertainment experience. In this
regard, Florida could compete with Las Vegas, Macau and
other world-class casino markets for the highest-stakes players
(dependent on the quality, location and marketing of the
destination resorts).

e Leverage the existing natural resources (ocean and beaches)
and the state’s considerable tourism infrastructure.

= The location and breadth of non-gaming amenities in such destination
resorts, however, could pose threats to existing restaurants, hotels and
entertainment options — particularly if the resorts failed to attract
incremental out-of-market visitors.
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Destination resorts could threaten existing pari-mutuel slot operations.
Although the current pari-mutuel slot patrons are viewed as
neighborhood-loyal and convenience-driven in terms of choosing
“their” place to participate in gaming activities, the impact of
authorizing two destination resorts in Miami-Dade and/or Broward
counties could negatively impact pari-mutuel slot operations
dependent on their physical location and relative attractiveness with
respect to the local population. The opportunity for a higher-quality
gaming facility — along with the opportunity to earn player rewards
such as hotel stays, gourmet meals and show tickets — could be an
incentive influencing the switching behavior of some patrons.

Destination resorts could be an immediate competitive threat to the
Seminole-owned casinos, which could result in those properties
lowering their costs, potentially providing a lesser experience for their
patrons — both locals and prospective visitors. However, it also could
prompt these properties to further improve/expand their offerings to
compete with the destination resorts. Such responses by the Seminole
casinos, however, also could place further pressure on the existing
pari-mutuels.

Adding destination resort gambling could change visitor perceptions
regarding Florida’s family-friendly image.

Such expansion would increase the need for, and cost of, regulation,
as these two additional casinos would add 7,600 slots and 400 table
games to Florida’s commercial casino landscape.

Scenario J: Authorizing a limited number (six) of casino/resort complexes
throughout the state — one in each of the following counties: Broward, Duval,
Hillsborough, Miami-Dade, Orange, and Palm Beach. The remainder of the Florida
casino landscape reflects current law/current administration, albeit with the addition
of table games that may include roulette and craps games at all seven Seminole
casinos. Per assumptions and modeling, there would be at least six additional casinos
throughout Florida, located in three additional counties; while the total number of
gaming positions in Florida would increase by 142 percent (an increase of 22,800
slots and 1,631 table games).

o

©)

Change in employment: +38,372
Change in Gross State Product: +$5.34 billion
Change in gaming taxes: +$1.37 billion

Change in Compact revenues: -$121 million
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o Implications/considerations:

All revenue sharing per the Seminole Compact would end.

All of the Implications and Considerations in Scenario I (excluding
revenue sharing impact) also apply to this Scenario, as well the
following:

e As noted in Spectrum’s first report, many business leaders in
the Orlando area fear that any quantifiable revenue gains to
the State by placing a casino in that region could have
significant ramifications for Orlando’s family-friendly brand,
which could reduce or negate any of those financial gains.
While there is no reliable way to quantify such concerns, we
suggest they have significant validity.

Such expansion would increase the need for, and cost of, regulation,
as the addition of six destination resorts would add 22,800 slots and
1,200 table games to Florida’s commercial casino landscape.
Additionally, three of the destination resorts would be widely
dispersed statewide (i.e., in areas where there are currently no existing
commercial casinos, outside of southeastern Florida).

If destination casino resorts were built and allowed to operate
cardrooms, they may compete against the cardrooms at pari-mutuels.
While the destination resorts may present a competitive threat to the
pari-mutuel cardrooms, they may also grow the market by attracting
poker players from farther away or those who are currently not
attracted to existing cardrooms at existing pari-mutuel locations.

Destination resorts could threaten existing pari-mutuel slot operations.
Although the current pari-mutuel slot patrons are viewed as
neighborhood-loyal and convenience-driven in terms of choosing
“their” place to participate in gaming activities, the impact of
authorizing destination resorts could negatively impact pari-mutuel
slot operations dependent on their physical location and relative
attractiveness with respect to the local population. The opportunity for
a higher-quality gaming facility — along with the opportunity to earn
player rewards such as hotel stays, gourmet meals and show tickets —
could be an incentive influencing the switching behavior of some
patrons.
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e Scenario K: Authorizing a limited number (two) of casino/resort complexes in
Miami-Dade and/or Broward counties and authorizing pari-mutuel facilities in
Miami-Dade and Broward counties to conduct table games or other Class III games
(and the addition of table games that may include roulette and craps at all seven
Seminole casinos). While casinos would not expand into any additional counties, per
assumptions and modeling, the number of statewide gaming positions would increase
by 61 percent (an increase of 7,600 slots and 1,081 table games).

o Change in employment: +13,889

o Change in Gross State Product: +$1.81 billion
o Change in gaming taxes: +$398 million

o Change in Compact revenues: +$20 million

o Implications/considerations:

= Revenue sharing per the Seminole Compact would be impacted, as it
would exclude net win generated at the Seminole Tribe’s Broward
county facilities.

= This scenario includes full-blown casino gambling in South Florida
(with the potential for 10 full-service casinos in the market), as such,
there would be the opportunity to market South Florida as a gambling
destination, one that could compete with Las Vegas and other fly-in
gambling markets. Such marketing, however, could be at odds with
existing Florida branding, and the family-friendly tourism promotions
that dominate advertising and marketing statewide.

= A key issue would be tax parity: Would the destination resorts pay the
same tax on GGR as the pari-mutuels would on their slot and table
revenue? If not, there could be a competitive and potentially unfair
imbalance; if so, the pari-mutuels may be encouraged to make
substantial capital improvements to compete with the new destination
resorts, which could result in significant gains in construction and
permanent operational jobs.

= The Seminole casinos would retain their ability to compete effectively
with all gaming entrants in the marketplace.

= Such expansion would increase the need for, and cost of, regulation
due to the addition of table games operations at existing pari-mutuel
locations with slots in combination with the need to regulate two
destination resorts that would add a total of 7,600 slots and 400 table
games to Florida’s commercial casino landscape.
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= Destination resorts could threaten existing pari-mutuel slot operations,
as well as the potential table games operations at these locations.
Although the current pari-mutuel slot patrons are viewed as
neighborhood-loyal and convenience-driven in terms of choosing
“their” place to participate in gaming activities, the impact of
authorizing destination resorts could negatively impact pari-mutuel
slot and table games operations dependent on their physical location
and relative attractiveness with respect to the local population. The
opportunity for a higher-quality gaming facility — along with the
opportunity to earn player rewards such as hotel stays, gourmet meals
and show tickets — could be an incentive influencing the switching
behavior of some patrons.

e Scenario L: Authorizing a limited number (six) of casino/resort complexes around
the State and authorizing all pari-mutuel facilities statewide (up to 28) to offer both
slots and table games or other Class III games. Additionally, this scenario allows for
the end of live performances at pari-mutuels (i.e., decoupling) and includes the
addition of table games that may include roulette and craps at all seven Seminole
casinos. Per assumptions and modeling, there would be at least 17 additional casinos
throughout Florida, located in 13 additional counties; while the total number of
gaming positions in Florida could nearly triple (i.e., an increase ranging from 43,172
to 44,824 gaming positions [from the addition of 30,500 to 31,900 slots and 2,112 to
2,154 table games]).

o Scenario L-1 includes casino sizing restrictions for potential, new pari-
mutuel casino locations that are in close proximity to existing casinos as a
mechanism to minimize cannibalization of GGR at existing casinos.

= Change in employment: +47,799

= Change in Gross State Product: +$6.39 billion
= Change in gaming taxes: +$1.67 billion

= Change in Compact revenues: -$121 million

o Scenario L-2 does not include a mechanism to protect GGR at existing
casinos, while each potential, new pari-mutuel casino location could have up
to 2,000 slots and 60 table games despite proximity to existing casino
locations.

= Change in employment: +48,605
= Change in Gross State Product: +$6.42 billion

= Change in gaming taxes: +$1.69 billion
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Change in Compact revenues: -$121 million

o Implications/considerations:

All revenue sharing per the Seminole Compact would end.

This is effectively a “wide-open” scenario that could result in Florida
having more casinos than all but five states, as such:

e Florida could have up to 42 casino locations, while there could
be saturation in certain markets and the viability of some
prospective operations would be in doubt (although we project
eight of these locations would not be economically viable).

e The presence of so many casinos would make them highly
visible throughout the state and potentially change the
perception of Florida among some visitors. Tourism-related
agencies and groups would need to consider whether to
include casinos as part of their marketing campaigns.

e The State would need to address the regulatory structure to
effectively regulate up to 34 commercial casinos. The scale of
such expansion would add logistical concerns regarding the
cost of regulation because the gaming facilities would be so
widely dispersed.

The revenue generated by slot machines and table games statewide
could provide a valuable funding source for racing purses and
improved racing facilities, as demonstrated with the South Florida
racinos and in other racino states. This could in turn enable the host
pari-mutuel facilities to attract more and higher-quality horses and
jockeys (and greyhounds), which would flow through to benefit
trainers and breeders. However — as results in other racino states have
shown — a higher-quality racing product does not necessarily translate
into higher handle/increased popularity for the racing industry, as this
activity is in decline nationwide.

If destination casino resorts were built and allowed to operate
cardrooms, they may compete against the cardrooms at pari-mutuels —
whether the pari-mutuels have slots and tables or not. While the
destination resorts may present a competitive threat to the pari-mutuel
cardrooms, they may also grow the market by attracting poker players
from farther away or those who are currently not attracted to existing
cardrooms at existing pari-mutuel locations.
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= The addition of slot machines may positively impact cardroom
revenues. The cardrooms may also benefit from crossover between
poker players and blackjack players. While most poker players do not
cross over to other casino games, they may travel with spouses or
other adults who do play casino games, and might be expected to
spend money in non-gaming areas. The capital improvements
required to add slot machines and table games may require, or at least
encourage, the host racetrack to simultaneously upgrade its cardroom,
which could make it more popular with patrons.

= Destination resorts could threaten existing and/or new pari-mutuel
slot and table games operations. Although the current pari-mutuel slot
patrons are viewed as neighborhood-loyal and convenience-driven in
terms of choosing “their” place to participate in gaming activities, the
impact of authorizing destination resorts could negatively impact pari-
mutuel slot and table games operations dependent on their physical
location and relative attractiveness with respect to the local
population. The opportunity for a higher-quality gaming facility —
along with the opportunity to earn player rewards such as hotel stays,
gourmet meals and show tickets — could be an incentive influencing
the switching behavior of some patrons.

= A key issue would be tax parity: Would the destination resorts pay the
same tax on GGR as the pari-mutuels would on their slot and table
revenue? If not, there could be a competitive and potentially unfair
imbalance; if so, the pari-mutuels may be encouraged to make
substantial capital improvements to compete with the new destination
resorts, which could result in significant gains in construction and
permanent operational jobs.

= The Seminole casinos would retain their ability to compete effectively
with all gaming entrants in the marketplace.

= Such expansion would increase the need for, and cost of, regulation
due to the addition of table games operations at existing pari-mutuel
locations in Broward and Miami-Dade counties coupled with the
oversight of both slots and table games at up to 20 additional
locations that would be widely dispersed statewide. Additionally,
there would be six destination resorts that would add 22,800 slots and
1,200 table games to Florida’s commercial casino landscape, while
three of the destination resorts would be widely dispersed statewide
(i.e., in areas where there are currently no existing commercial
casinos, outside of southeastern Florida).
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Our economic/fiscal analyses omit two of the listed scenarios: C, because gambling in
non-casinos is prohibited; and D, because modifying or repealing live-racing requirements does
not impact the analysis of gaming facilities.

Spectrum principally relied on gravity modeling to develop GGR projections and related
metrics under each gaming-related scenario. We developed assumptions based on Florida data,
national data, our research for this report, and Spectrum’s experience in analyzing gaming
markets. Different assumptions can lead to different conclusions. It is critical to understand the
assumptions used in this report; they are provided in Part 2, Chapter II — “Assumptions,
Methodologies and Considerations.”

The following table summarizes our projections by scenario for those that relate to
legalized gaming:
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$M, current $ /
Scenario: Baseline A/E B G-1 G-2 H-1/H-2 H-3 H-4

# Pari-mutuel

Casinos 8 8 8 26 26 8 26 26
# Native American

Casinos 8 8 8 8 8 8 8 8
# Destination

Resorts 0 0 0 0 0 0 0 0
Grand Total #

Casinos 16 16 16 34 34 16 34 34
# FL Counties w/

Casino 6 6 6 21 21 6 21 21
# Slots 22,973 22,973 22,973 41,273 48,673 22,973 40,973 48,173
# Table Games 0 344 418 344 344 681 1,221 1,437
# Positions 22,973 25,037 25,481 43,337 50,737 27,059 48,299 56,795
GGR / Position /

Day (ActualS) $293 5292 5293 5264 5224 5284 $253 $215
Slot Win $2,455.7 | $2,301.2 | $2,297.5 | $3,853.6 | $3,884.8 $2,277.0 | $3,701.8 | $3,723.6
Table Win $0.0 $368.8 $427.6 $325.2 $259.3 $531.1 $763.8 $742.0
GGR $2,455.7 | $2,670.0 | $2,725.1 | $4,178.7 | $4,144.1 $2,808.0 | $4,465.5 | $4,465.5
" " In-State $2,287.0 | $2,490.5 | $2,542.9 | $3,878.1 | $3,845.2 $2,621.6 | 54,144.3 | 54,144.3
" " Out-of-State 5168.8 $179.5 5182.2 $300.6 5298.9 5186.4 $321.3 $321.3
Net GGR Rev.

(Taxable) $583.6 $547.0 $547.0 | $2,110.8 | $2,389.4 $668.4 | $2,476.9 | $2,787.7
Tax $ (at 35%) $204.3 $191.4 $191.4 $738.8 $836.3 $233.9 $866.9 $975.7
Tax $ (at 27%) US

Median $157.6 $147.7 $147.7 $569.9 $645.1 $180.5 $668.8 $752.7
Tax $ (at 54%/12%)

PA Model $315.1 $295.4 $295.4 | $1,139.8 | $1,290.3 $314.5 | $1,164.5 | $1,310.5
$M, current $ /

Scenario: Baseline 1 J K L-1 L-2

# Pari-mutuel

Casinos 8 8 8 8 19 19

# Native American

Casinos 8 8 8 8 8 8

# Destination

Resorts 0 2 6 2 6 6

Grand Total #

Casinos 16 18 22 18 33 33

# FL Counties w/

Casino 6 6 9 6 19 19

# Slots 22,973 30,573 45,773 30,573 53,473 54,873

# Table Games 0 831 1,631 1,081 2,112 2,154

# Positions 22,973 35,559 55,559 37,059 66,145 67,797

GGR / Position /

Day (Actual$) $293 $246 $236 $239 $224 $218

Slot Win $2,455.7 | $2,580.6 | $3,764.0 | $2,562.3 | $4,247.4 | $4,253.9
Table Win $0.0 $614.4 | $1,018.8 $677.0 | $1,150.2 $1,143.7

GGR $2,455.7 | $3,195.0 | $4,782.8 | $3,239.3 | $5,397.6 $5,397.6

" " In-State $2,287.0 | $2,965.1 | $3,847.4 | $2,838.3 | $4,387.3 $4,387.3

" " Out-of-State $168.8 $229.9 $935.4 $401.0 | $1,010.4 $1,010.4

Net GGR Rev.

(Taxable) $583.6 | $1,326.3 | $3,390.3 | $1,394.5 | $3,994.9 | $4,028.7
Tax $ (at 35%) $204.3 $464.2 | $1,186.6 $488.1 | $1,398.2 $1,410.0
Tax $ (at 27%) US

Median $157.6 $358.1 $915.4 $376.5 | $1,078.6 $1,087.7
Tax $ (at 54%/12%)

PA Model $315.1 $609.8 | $1,495.9 $618.4 | $1,763.6 $1,781.2

Source: Spectrum Gaming Group. Notes: Scenarios H-1 and H-2 have pari-mutuel operators limited to Miami-Dade and
Broward counties, whereas Scenarios H-3 and H-4 have pari-mutuel operators statewide. Scenarios G-1, H-3, and L-1 reflect
results with location/sizing constraints imposed to minimize cannibalization of existing operators.
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Working with project partner REMI, Spectrum then projected the economic impacts of
the gaming scenarios noted above compared to the Baseline scenario (as applicable). Scenario F
had no estimated changes in employment or GGR relative to the Baseline scenario and thus no
quantifiable change. REMI’s Tax-PI model was used to examine four different budget
conditions:

1. That labeled Default Budget was that provided by the State of Florida Office of
Economic and Demographic Research.

2. That labeled Florida pari-mutuel gaming tax reflects all casino gambling taxed at
Florida’s prevailing pari-mutuel slots rates: 35 percent.

3. That labeled US median gaming tax rate reflects all casino gambling taxed at national
median rates: 27 percent.

4. That labeled Pennsylvania gaming tax rates reflects all casino gambling in Florida
taxed using the rates prevailing in Pennsylvania: 54 percent for slots and 12 percent
for table games.

The Default Budget and the Pari-Mutuel Rates budget are methodologically equivalent,
thus results are shown for three different budget assumptions.

The values for Year 10 of the baseline forecast for employment, Gross State Product and
tax revenues are as follows (please see Figure 5, Part 1B, for an explanation of each impact
category):

At Default/Florida At US Median At Pennsylvania

Baseline — Year 10 | Pari-Mutuel Gaming Tax Rate | Gaming Tax Rate | Gaming Tax Rates
Employment 11,453,282 11,452,546 11,455,032

Gross State Product $1,466,181 $1,466,107 $1,466,354
Gaming Taxes $312 $246 $467
Sales/Use Tax $35,850 $35,848 $35,854
Lottery $1,999 $1,999 $1,999

Compact Revenues $121 $121 $121
All other Revenues $56,049 $56,048 $56,052

Source: Spectrum Gaming Group, Regional Economic Models Inc. Jobs in units, $ in nominal millions. Revenues in FY.

Next, we look at the economic/fiscal impacts by scenario using the Default Budget and at
two different gaming-tax levels. The results are incremental to the Baseline Level. The first table
(following page) shows the economic/fiscal impacts of each scenario that does not involve a
combination of expansion scenarios.

Florida Gaming Study xIvi




Gambling Impact Study (Spectrum Gaming Group, October 28, 2013) -- Page 47

Year 10 change by scenario, as compared to Baseline Level®

At Default Budget/Florida A B G-1 G-2 H-1 H-3 H-4 | J
Pari-Mutuel Gaming Tax Rate

Employment | 1,581 | 1,865 | 16,119 | 20,147 | 3,403 | 21,832 | 27,018 | 14,050 | 38,372

Gross State Product | $227 | $272 | $2,118 | $2,303 | $334 | $2,585 | $2,829 | $1,861 | $5,345

Gaming Taxes | ($16) | (S16) $753 $888 $44 $933 | $1,084 $365 | $1,374

Sales/Use Tax S4 S5 S36 $45 S7 $49 S60 $31 87

Lottery [ ($10) | ($11) $1 S1 | ($3) (50) $0 (54) ($3)

Compact Revenues | $193 | $205 [ (s121) | (s121) [ $28 | (s121) [ (s121) $20 | (s122)

All other Revenues $3 sS4 $38 $46 $6 S50 $60 $27 S78

At US Median Gaming Tax Rate G-1 G-2 H-1 H-3 H-4 | J

Employment 16,712 | 20,845 | 3,428 | 22,569 | 27,946 | 14,224 | 39,965

Gross State Product $2,216 | $2,419 | $339 | $2,707 | $2,977 | $1,896 | $5,568

Gaming Taxes $582 $686 $34 $721 $843 $281 | $1,127

Sales/Use Tax $36 $45 $7 $49 $60 $31 $88

Lottery $6 S7 1 (82) $6 $8 ($1) $6

Compact Revenues ($121) | (S121) $28 | (S121) | (S121) $20 | (S121)

All other Revenues $38 S46 $6 S50 $60 $27 S78

At Pennsylvania Gaming Tax Rates G-1 G-2 H-1 H-3 H-4 1 J

Employment 14,810 | 18,583 | 3,577 | 21,036 | 26,045 | 14,001 | 37,929

Gross State Product $1,897 | $2,042 | $362 | $2,448 | $2,663 | $1,848 | $5,247

Gaming Taxes $1,159 | $1,367 $4 | $1,199 | $1,401 $417 | $1,660

Sales/Use Tax $36 $45 $7 $49 $60 $32 $88

Lottery ($11) | ($13) | (S1) (s8) (9) ($5) | (s11)

Compact Revenues ($121) | (S121) $28 | (S121) | ($121) $20 | (S121)

All other Revenues $39 S47 $6 S50 $60 $28 S79

Source: Spectrum Gaming Group, Regional Economic Models Inc. Jobs in units, $ in nominal millions (rounded). Revenues in FY.

5 Per agreement with the Legislature, Scenarios A and B are analyzed only under the Default/Pari-Mutuel

Rates Budget.
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The next table shows the economic/fiscal impacts of each scenario that involves a
combination of expansions scenarios.

Year 10 change by combination scenario, as compared to Baseline Level”

At Default Budget/Florida
Pari-Mutuel Gaming Tax Rate A-1 B-1 H-2 1-1 K L-1 L-2
Employment 1,154 1,441 2,975 13,622 13,889 47,799 48,605
Gross State Product $219 $264 $326 $1,853 $1,806 $6,388 $6,419
Gaming Taxes | ($16) | ($16) $44 $365 $398 | $1,672 | $1,689
Sales/Use Tax $3 $4 S6 $30 $34 $107 $109
Lottery [ ($10) [ ($11) ($3) (54) (54) (54) (54)
Compact Revenues $193 $205 $28 $20 $20 ($121) (s121)
All other Revenues S3 $3 S5 $27 $33 $99 $101
At US Median Gaming Tax Rate H-2 -1 K L-1 L-2
Employment 3,000 13,794 14,076 50,345 51,213
Gross State Product $331 $1,887 $1,843 $6,721 $6,759
Gaming Taxes $34 $281 $307 $1,420 $1,436
Sales/Use Tax $6 $30 $34 $110 $112
Lottery ($2) ($1) ($2) $7 $7
Compact Revenues $28 $20 $20 ($121) (s121)
All other Revenues S5 S27 $33 $101 $103
At Pennsylvania Gaming Tax Rates H-2 -1 K L-1 L-2
Employment 3,148 13,572 13,891 47,227 46,468
Gross State Product $353 $1,839 $1,801 $6,262 $6,135
Gaming Taxes S3 $417 $430 $2,039 $2,068
Sales/Use Tax S6 $31 S34 $109 $109
Lottery ($1) ($5) ($5) ($15) (512)
Compact Revenues $28 $20 $20 ($121) ($121)
All other Revenues S5 $27 $33 $101 $102

Source: Spectrum Gaming Group, Regional Economic Models Inc. Jobs in units, $ in nominal millions. Revenues is fiscal years.

Spectrum and REMI also used information from a comprehensive consumer survey
conducted by the University of Florida for this study to produce estimates of the economic
impacts of changes in visitors. Section A (see Chapter IV) describes the impact of current
visitors extending their stay due to the presence of expanded gaming opportunities. Section B
describes the impact of the increase in Florida-based gambling by residents who currently
gamble out of state or at a Native American casino. Section C describes the impact of the
increase in Florida-based gambling by residents who currently do not gamble but would if

7 Per agreement with the Legislature, Scenarios A-1 and B-1 are only analyzed under the Default/Pari-
Mutuel Rates Budget.
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additional activities were available. Section D describes the impact of the increase in visitors to
Florida rather than an alternative destination due to the availability of gaming. Section E
describes the impact of the decrease in visitors to Florida due to the availability of gaming.

The following table summarizes the economic impacts for each section described above:

At Default Budget/
Florida Pari-Mutuel Gaming Tax Rate — Year 10 Change A B C D E
Employment 38,851 11,651 313 117,608 -6,905
Gross State Product $5,868 $1,549 $70 $11,868 (s696)
Gaming Taxes $33 $7 $1 $25 ($1)
Sales/Use Tax $85 $25 S1 $245 ($14)
Lottery S3 S1 ($0) S6 (s0)
Compact Revenues S0 S0 S0 S0 S0
All other Revenues $94 $27 S1 $258 (S15)

Source: Spectrum Gaming Group, Regional Economic Models Inc., University of Florida. Dollars in nominal millions. Revenues in
fiscal years (FY).

Social

The body of scientific research focusing on the consequences of gambling expansion is
relatively limited by both its size and methodological quality. Upon systematic examination, the
research fails to demonstrate that gambling expansion has changed the prevalence of gambling-
related problems. Nevertheless, before we can draw a confident conclusion about the
epidemiological consequences of gambling expansion, the implication of having a small body of
methodologically weak research is the need to conduct high-quality prospective longitudinal
studies to clarify the impact of expanded gambling upon the public health and welfare. Such a
study would demonstrate the number of new cases of gambling disorder, the course of such
problems, and the distribution of these problems based upon exposure to expansion.

With that in mind, we need to be mindful of two primary possibilities:

e Gambling expansion is related to the emergence and development of gambling-
related problems as the conventional wisdom suggests.

e Gambling-exposed settings have adapted to the influence of gambling by developing
sufficient immunity and resilience to gambling that gambling expansion has little
impact on the public health and welfare.

In this report, we note that the identification of a specific social cost of gambling
expansion is entirely dependent upon the operational definition of social cost. Unfortunately, to
date, the economic experts in this area have not come to an agreement about a gold standard for
defining social cost. In fact, the extent of expert disagreement in this area of research is quite
profound. Disagreement among economic perspectives yields a broad range of social cost
estimates. More specifically, for Florida, the range of economic estimates is, for the gross social
costs based on past-year problem and disordered gambling, between $258 million and $823
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million per year. For lifetime problem and disordered gambling, we estimate the social costs to
be between $373 million and $1.19 billion per year, as seen in the following table:

Gross Annual Social Cost Estimates for Florida Past-Year Prevalence Estimates

Definition | Pathological Gamblers | Problem Gamblers | Total Estimated Cost

Economics $172,351,000 $ 86,156,000 $258,507,000

Economics + transfers $390,717,000 $195,397,000 $586,114,000

Economics + transfers + internalized costs $548,754,000 $274,309,000 $823,063,000
Gross Annual Social Cost Estimates for Florida Lifetime Prevalence Estimates

Economics $287,252,000 $ 86,156,000 $ 373,408,000

Economics + transfers $651,195,000 $195,397,000 $ 846,592,000

Economics + transfers + internalized costs $914,494,000 $274,309,000 $1,188,803,000

Source: Spectrum Gaming Group summary. All amounts are rounded to the nearest $1,000.

Florida is already exposed to a considerable array of gambling opportunities and access.
The scientific literature suggests that gambling expansion will not automatically translate into an
enduring set of expanded gambling problems for mature gambling jurisdictions. This is
especially true for areas that already have a meaningful amount of gambling opportunities
available to its residents — such as Florida. This means that the expansion scenarios Florida is
considering, from minimal to maximal, probably will not have as diverse or as robust an impact
as they could within a less-gambling-exposed jurisdiction.

REMI used the estimate of social costs to run a simulation that focuses on capturing their
economic impacts on the State of Florida. These costs were modeled by reducing the amenity
value of Florida. This methodology is used to capture non-pecuniary aspects that can generally
be described as quality of life and results in fewer in-migrants to the state.

At Default Budget/ | Year 10
Florida Pari-Mutuel Gaming Tax Rate
Employment -1,186

Gross State Product (5126)

Gaming Taxes (S0)
Sales/Use Tax (S6)
Lottery s1

Compact Revenues S0
All other Revenues (511)

Source: Spectrum Gaming Group summary, Regional Economic Models Inc. Dollars in nominal millions. Revenues in FY.

Part 2 — Key Findings

Part 2 of the three-part study commissioned by the Florida Legislature focused on how
the introduction or expansion of gaming impacts the host or nearby communities.

This report analyzes county-level data on employment, average weekly wages, and the
number of establishments in operation, and offers projected impacts of casino expansion in
selected Florida counties. The analysis utilizes previously published estimated casino impacts on
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employment and wages, and estimated casino impacts on the number of establishments based on
peer counties outside of Florida. Key points are as follows:

The literature on the economic impacts of legalized casinos is mostly recent, with
many studies published since the early 1990s. Many researchers and casino opponents
have argued that casinos may “cannibalize” other industries, resulting in no net
positive (or a negative) impact on employment and wages.

Specific projections of the economic impacts of casinos have been mixed.

The study by Cotti (2008) is the most comprehensive county-level study on the
economic impacts of casinos. His estimated impacts on employment and wages are
utilized in projecting impacts from prospective casinos in selected counties in this
report.

We collected data from the Bureau of Labor Statistics (Quarterly Census of
Employment and Wages) on number of people employed, average weekly wages, and
the number of establishments, at the county level, from 2002Q1 through 2012Q4.

We analyze the potential impacts of introducing casinos in Broward, Hillsborough,
Miami-Dade, and Orange counties, and project the number of jobs that would be
created, on net, with the introduction of casinos, compared to if no casinos were
introduced. The results suggest that, countywide, there is unlikely to be significant
changes in overall employment and average wages with the introduction of casinos.
However, there will be increases in employment and wages in the leisure and
hospitality and “other services” sectors. The most likely reason the analysis concludes
that the employment and wage impacts are insignificant is that research has shown
that casino impacts are less noticeable in larger-population counties.

Another finding is that the number of establishments in all industries (at the county
level) is projected to increase with the introduction of casinos.

Specific projections, in terms of number of jobs created, changes in average weekly
wages, and changes in the number of establishments, are provided for three sectors:
All Industries, Leisure & Hospitality, and Other Services. Estimated casino effects
are:

o All Industries: Number of establishments (+2.32 percent), No. employed
(+0.28 percent), and average weekly wages (-0.12 percent)

o Leisure & Hospitality: Number of establishments (+2.85 percent), No.
employed (+3.61 percent), and average weekly wages (+2.28 percent)

o Other Services: Number of establishments (+4.39 percent), No. employed
(+2.03 percent), and average weekly wages (+3.36 percent)
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When we consider the employment and wage impacts of prospective pari-mutuel
counties that add slot machines, our projections suggest that the effects are likely to
be similar to a standalone casino (in percentage terms). Since most counties that
currently host pari-mutuels have very large populations, the estimated employment
and wage impacts (on All Industries) are minor.

Taken together, along with state-level estimates provided by REMI, the results
suggest that casinos would likely have a mildly positive economic impact on their
local economies and the state economy. We find no evidence to support the
contention that casinos dramatically “cannibalize” other industries. The fact that
casinos will compete with other firms, and that there is no net effect on county-level
employment, suggests that, on balance, casinos have a neutral impact on local labor
markets.

The report notes caveats that should be considered when interpreting the results.
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PART 1A

I. Introduction

The study of gambling’s economic and social impacts is a never-ending process that will
only grow more critical over time: Some form of gambling is legal in 48 states, and debates over
gambling expansion seem to be an annual event at statehouses across the country. Moreover, the
effective legalization of Internet gambling at the state level has magnified such debates. At the
same time, illegal and/or unregulated gambling is proliferating through such channels as so-
called Internet cafes, gray-market electronic gaming devices, skill games, amusement games, and
online games.

A majority of American adults are gamblers. Some 53 percent played the lottery last year
and 32 percent gambled in a casino.! As gambling historian David G. Schwartz notes, the
activity is nearly as old as civilization itself. In America, colonial legislatures authorized 157
lotteries from the 1740s through 1776 to assist governments and other institutions.?

Legalized gambling as we know it today is relatively young. The first legal casinos of the
modern era opened in Nevada in 1931. The country’s first lottery, in New Hampshire, began in
1964. Betting on horse races has a longer history, dating to colonial days in America but grew
rapidly after the Civil War.?

Although popular in one form or another, gambling remains controversial. On the one
hand, regulated gambling can provide substantial revenues to governments and, in many
markets, a substantial number of direct, indirect and induced jobs; on the other hand, it can lead
to compulsions that result in financial, familial and mental-health costs, as well as governmental
costs ranging from gambling-addiction treatment centers to additional law enforcement. The
arguments on both sides are strong — and usually impassioned.

This report will not resolve the debate over the merits of legalized gambling, nor is it the
assignment of Spectrum Gaming Group to attempt to do so (nor has the Florida Legislature
tasked Spectrum with recommending any course of action). Rather, the Legislature
commissioned an economic and academic study for the purpose of educating the state’s
policymakers so that they may make enlightened decisions regarding the future of gambling in
their state.

! American Gaming Association, 2013 State of the States, p. 25
http://www.americangaming.org/sites/default/files/uploads/docs/aga s0s2013 fnl.pdf.

2 David G. Schwartz, Roll The Bones: The History of Gambling, p. 144.

3 1bid., p. 332.
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This analysis relies on the experience of Spectrum professionals in various disciplines,
many of whom have studied this issue for decades, and is supported by additional research and
interviews with numerous stakeholders in Florida who care deeply about this issue, and about the
future of their state. Our experience is tempered and governed by certain observations and
principles:

e The gaming industry is uniquely intertwined with government, arguably as much as
any other industry, particularly any industry that is dependent on discretionary
spending. Government can legislate gaming into — or out of — existence, which
underscores this relationship.

e Gaming is a privilege granted to those who meet affirmative obligations for
demonstrating their good character, honesty and integrity. That principle is largely
universal, and is shared by federal, state and tribal governments.

e Governments not only authorize legalized gambling, but often grant regional
monopolies for operators. The corollary to that is that operators have a responsibility
to operate in the public interest.

e With proper planning and coordination, the public and private sectors are more likely
to identify common goals, and to achieve those goals.

Methodology

The State of Florida on April 16, 2013, retained Spectrum Gaming Group (“Spectrum,”
“we” or “our”) to complete a two-party study of the state’s gambling industry, pursuant to
Invitation to Negotiate #859 (“the ITN™).* This report is Part 1, Section A: Assessment of the
Florida gaming industry and its economic effects. Two additional reports as part of this
engagement will be delivered by Spectrum to the Legislature on or before October 1, 2013: Part
1, Section B: Assessment of potential changes and economic effects, and Part 2: Statistical
relationships between gaming and economic variables for communities.

Following is the assigned scope of this report, as published in the ITN:

A. Assessment of the Florida gaming industry and its economic effects.
1. An assessment of gambling generally, including:

a. A general description of gambling in terms of popularity, profitability, regulatory
considerations, and cost mitigation, including not only industries currently operating
in Florida but also other gambling activities such as table games, Internet poker,
destination resort casinos, and sports betting.

4 See http://www.leg.state.fl.us/GamingStudy/docs/ITN_859 Invitation.pdf.
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b. A general description of gambling regulatory schemes, including: State-operated,
consolidated agency oversight, multi-agency oversight, and the use of local and
state commissions; Authorizing and revocation mechanisms; Taxation schemes.

c. Ageneral description of trends and best practices in governance and regulation of
gambling activities.

d. A general description of gambling as a public funding source, including: Comparison
of states’ reliance on and uses of gambling as a public funding source; Reliability and
predictability of gambling revenues; Direct and indirect costs to the state.

e. A general description of gambling impacts, including: Social, criminal, and personal;
Short- and long-term fiscal.

2. An economic assessment of the structure and performance of Florida’s existing gaming
industry, including:

a. An analysis of gaming subsectors and their size and economic importance.

b. A description of the direct, indirect, and induced components of the economic and
fiscal impact of each of the subsectors. Impacts associated with facility construction
should be distinguished from impacts associated with ongoing operation of a
facility.

c. Anassessment of the changes in those impacts over time until the present day,
historically, and projections for the future.

In each section of the report, we provide the relevant ITN language (highlighted in gray)
to provide an understanding of the scope of research with which Spectrum was tasked for this
first report.

Our task was to study the impacts of legalized gambling. Like many other states, Florida
had (and perhaps still has) illegal and/or unregulated gaming in the form of Internet cafes and
slot-like arcade games. While we discuss the nature and issues involving such gambling, it is
beyond the scope of this study to examine its performance and impacts.

Many of the topics covered herein are worthy of their own reports, but the broad, multi-
subject scope of this report — and the directive of providing “an assessment of gambling
generally” — limits the extent to which we could reasonably treat such topics. It is important to
note, however, that in-depth analysis of several topics will be provided in the second and third
reports of Spectrum’s engagement. Further, our footnotes herein provide dozens of excellent
document references — many available online, with the URLs included — where readers can find
more information about these important topics.

Spectrum employed 16 project professionals for this report, all of whom are staff experts
or associates, assisted by support staff as needed. We relied on publicly available data, as well as
data requested from gambling operators and government sources, interviews with various Florida
stakeholders (both in person, by telephone and by email), site visits, existing documents and
research reports, and our collective expertise in having studied gambling for more than three
decades.
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For the second part of this report, which assesses the economic structure of Florida’s
existing gaming industry, we teamed with Regional Economic Models Inc., a globally respected
economic modeling firm based in Amherst, MA, that works with numerous state governments,
including the State of Florida. REMI’s goal in this report was to establish, as best the data would
allow, a baseline of the economic contributions of the existing gaming industry in Florida. To
this end, REMI relied on its Tax-PI model, data from the US Census Bureau, and data from the
other project team members. REMI used each source of data to compliment the others in order to
produce the best picture the data would support. Once a base year was established, REMI used
an index of the growth in the relevant industry sectors in Tax-PI to forecast growth for the
gaming industry into the future. With this baseline established, REMI then conducted a
counterfactual study that removed the existing gaming industry from the economy in order to
calculate its contribution.
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Il. General Assessment of Gambling

A general description of gambling in terms of popularity, profitability, regulatory considerations, and
cost mitigation, including not only industries currently operating in Florida but also other gambling
activities such as table games, Internet poker, destination resort casinos, and sports betting.

Growth and Evolution of Gambling in United States

Florida is not an emerging gambling state. In terms of revenue, employment, number of
gaming locations and other important measures, it already is a major gambling state, with a wide
array of options. Florida is arguably a microcosm of US gaming, with all of the forces that are
shaping the industry in other states at play here. Absent a plan for growth, these forces will
continue unabated in shaping the industry in both Florida and elsewhere. Moreover, the presence
of such forces will also constrict the ability of lawmakers to chart the future of gaming. These
forces can be segmented into the following broad areas:

e Legal: Within the bounds of the state Constitution and federal law, the Florida
Legislature has significant ability to craft its own laws and policies. The boundaries
that limit legislative authority, however, are significant. Florida is bound by a
Compact with the Seminole Tribe of Florida, and that Compact is, in turn, bound by
federal laws and regulations, most notably by the Indian Gaming Regulatory Act
(“IGRA”). Other states, such as Connecticut, have found themselves in a similar
position, having learned that compacts can represent missed opportunities that are
difficult to revise after the fact.

e Market: As with any gaming jurisdiction, the future size of the gaming industry will
be partly dependent on the size of the resident population, as well as on the size of the
existing and future tourism markets. Those markets will, in turn, be dependent on the
number of gaming and other entertainment options, both inside and outside Florida.
As gaming expands within the home markets of Florida visitors, as well as within
markets that compete for those visits, it will impact the growth of gaming in Florida,
as well as the ability of lawmakers to guide that growth.

e Historic: The two federally recognized tribes in Florida lay claim to a longstanding
history of gaming in Florida, as well as other rights and privileges granted to sovereign
governments. Historic claims to sovereignty are at the root of IGRA and various court
decisions that have supported and bolstered the concept of sovereignty and gaming
rights. At the same time, the pari-mutuel industry — in particular, horse racing — has a
long history within the state as well, and extends into various geographic regions and
economic interests, from breeding and training to racing. This factor is arguably more
acute in Florida, but is not unprecedented.
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e Political: Among various private industries, gaming is uniquely dependent on the
political process for its success and, in many instances, for its very existence. In
Florida, as in other states, this essential connection with government and the political
process means that gaming operators and their allied interests have devoted — and will
continue to devote — considerable resources toward influencing that process. At the
same time, other interests that oppose the expansion of gaming, for reasons ranging
from moral to economic, will play a role in that process.

e Technological: Gaming is hardly immune to changes in technology that are
whipsawing many industries and changing business models around the world. The
development of the Internet, and offshoots of that, including the expanded use of
mobile technologies, have created new gaming opportunities, while presenting new
challenges for lawmakers and regulators. In turn, as other states — and the federal
government — adapt their own gaming laws, it will inevitably have an impact on the
future of gaming in Florida.

o Competitive: While states compete against other states, in-state competition is also
common. Lotteries and casinos can view each other as threats (even though arguably
the experience is quite different, as is the demographics of the player base) or as
substitutes. Similarly, within the casino sub-sector itself, in-state competition can
occur, and that can include competition for legislative and regulatory attention and
resources. In Indiana, for example, the state’s two racinos® operate under different
rules than the riverboats. For example, riverboats are allowed live table games, which
are barred from racinos, while the tax rates also differ. Additionally, casinos compete
against many other industries for a share of overall discretionary spending.

As these macro trends combine, a number of smaller yet still significant trends have
emerged. For example, states that first legalized gaming with slots or video lottery terminals are
evolving into full-service casinos, with both slots and table games. In part, this has been
facilitated by political pressures for more gaming revenue and to create additional employment
opportunities, but it has also been advanced through technology as well. Various companies,
most notably Shuffle Master and International Game Technology, have developed popular
electronic table games that mimic live table games, sometimes with virtual dealers, but can be
governed like slot machines.

That is an example of how political and technological trends can combine to effect
changes. The technology that created electronic table games was largely unanticipated when
slots were initially authorized in many states, and as the technology developed, new questions
arose, such as: Are the electronic games tables or slots?

5 “Racino” is a widely used portmanteau formed by the combination of two words, racetrack and casino.
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With that in mind, this interim step of electronic table games has made it easier from both
a management and a government standpoint to take the next step of live table games. Moreover,
in such instances, states are often responding to what other states are doing. This has clearly been
the case with West Virginia first adding live tables to its slots-only mix, followed by Delaware
and then by Pennsylvania.

Similarly, within the private sector, various operators are taking advantage of expansion
by developing a “hub and spoke” business model, in which smaller properties that are generally
in markets with a higher gaming tax can feed business to hub properties in destination markets
where the tax rates are generally lower. This trend is explained in more detail later in the report.

With these factors combined, Florida is also emblematic of national trends. In-state
competition is intense, not just on a geographic basis, but in terms of fighting for parity on issues
ranging from the type of offerings allowed to the effective tax rate. Florida is arguably more
heightened on the competitive front than other states.

As more than one stakeholder told us during the course of our research for this study, the
pari-mutuel industry resembles a “circular firing squad.” Horse racing interests have little in
common with their dog-racing counterparts, and both have little in common with jai alai. Even
within horse racing, there are warring camps between those who favor racing as the principal line
of business and those who favor the casino offerings.

The various parties that comprise the pari-mutuel industry have different agendas as well,
with some favoring the addition of table games to pari-mutuels as the principal goal, with others
favoring a lower effective tax rate, for example. Pari-mutuels will generally find some common
ground among themselves on the issue of a perceived “unlevel playing field” with the Indian
gaming operations, as well as in opposition to Internet cafes. Going further, the pari-mutuels will
also find common cause with the tribal operations in their shared opposition to proposals to
authorize additional destination gaming resorts under a competitive bidding process.

On that latter issue, they all find common ground with business interests in the Orlando
region and others, such as No Casinos, in their uniform opposition to the introduction of new
destination resorts.

Such shifting alliances and differing agendas are not uncommon within gaming, and
highlight two other truisms:

e The status quo always has its adherents, and can make for some unusual political
bedfellows.

e Gaming will continue to evolve, with or without guidance or planning from public
officials.

The former point is best exemplified by how gaming has evolved in different states. For
example, Nevada — the state that is most dependent on gaming revenues for government
operations — has no state lottery. At the same time, Internet gambling is just beginning to emerge
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in the United States while it is a mature industry in Europe. In both instances, the same
explanation applies: Those whose interests are tied to the status quo are more likely to resist
change.

That does not mean that the industry will stop changing and evolving. Change will
continue, whether public officials play a lead role or not. The factors leading to change, as
outlined in this section, will not render any effort to develop a gaming policy as moot. In fact, the
presence of these critical factors heightens the need for a comprehensive policy. Based on our
research and experience in Florida and elsewhere, gaming will evolve in Florida whether or not
the Florida Legislature develops a plan and puts that plan into action. Absent any plan, however,
that evolution would be haphazard and would be far less likely to address or advance any public-
policy goals.

1. How Governments Respond to Gambling Expansion

Gaming has been expanding for decades and continues to do so. Even when limits are
enshrined in the state Constitution, it does not preclude serious expansion efforts. Constitutional
limitations, as well as tribal compacts, can be viewed as obstacles to expansion, but in a real-
world sense, do not serve as permanent barriers. The best example of this can be found in New
York, where the state constitution prohibits commercial gambling, yet it has a highly successful
lottery, nine racinos and five Indian casinos — all operating through a variety of exemptions,
rulings and legal interpretations. Today, New York Governor Andrew Cuomo is pushing to
outright amend the state Constitution to allow full-blown commercial casinos; i.e., those with
true slot machines (as opposed to video lottery terminals) and live table games.

Florida’s convoluted gambling laws, which we discuss in detail later in this report, have
allowed an expansion of gambling to occur that the Legislature may never have intended.
Rulings in recent years by the state’s regulatory agency, the Division of Pari-Mutuel Wagering
(“PMW?”), have allowed what critics call an “exploitation” of current gaming laws.

As Kent Stirling, executive director of the Florida Horsemen's Benevolent and Protective
Association, told the Tampa Bay Times, “If the law doesn’t specifically say no, the answer from
the department seems to be, always, yes.”

At issue, for example, is the simple definition of a pari-mutuel event. Can it involve just
two horses or two jai alai players? Does a horse race have to run on a traditional oval? Can a race
begin with a simple drop of a flag? Can an operator comply with the live racing requirement by
instituting “barrel” or rodeo-type racing? Can an operator shut down, transfer its live racing dates
to another facility and then establish an off-site simulcasting operation with a cardroom? Can a

5 Mary Ellen Klas, “Gambling footprint expanding in Florida under Gov. Rick Scott,” Tampa Bay Times, June
30, 2013. http://www.tampabay.com/news/business/gambling-footprint-expanding-in-florida-under-gov-rick-

scott/2129317.
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dormant jai alai permit be converted into a greyhound racing permit, with the result similar to the
one just described? PMW, through rulings or inaction, has, in effect, answered all of these
questions with a “yes.”

The result has clearly been an expansion of gaming that has led to contentious litigation.
There are currently 21 lawsuits challenging PMW policies.’

States place all sorts of limits on their gaming industry, from geographic locations (as
with New Jersey, which restricts casinos to Atlantic City), to limits on the number of licenses
(Pennsylvania, Illinois, Massachusetts and others), to limiting gaming to pari-mutuel facilities (as
with many states, such as Delaware and New York), to limits on the number of gaming positions
per property (Illinois, for example), to requirements that casinos be on riverboats (several
Midwest states).

The following macro factors are driving the expansion of gaming:

e As states need more revenue, particularly in periods of economic recession, gaming
bills and referenda are more likely to be introduced, and to be viewed favorably. This
trend hails back to 1931, when Nevada introduced gambling in the midst of the Great
Depression. In 1976, New Jersey voters approved casinos in large measure to assist
economically depressed Atlantic City. Economic downturns in the 1990s prompted a
number of Midwestern states, from Illinois down to Mississippi, to create riverboat
casino industries.

e As related industries such as pari-mutuels see their own revenues and profitability
decline, this prompts calls for subsidies, usually in the form of adding slot machines
(often followed by table games) to pari-mutuel operations. Consequently, as racetracks
use some of this additional funding to increase purses, that trend is further fueled as
tracks that compete for horses and export signals are pressured to increase their purses
in response.

e States respond to what occurs in other states. One political argument that often gains
traction with legislatures and the general public is the notion that one state’s residents
are spending their dollars in neighboring states rather than at home. This argument has
been used in a variety of states in the last decade including Kentucky, Massachusetts,
Ohio and Pennsylvania.

e In the battles between pro-gaming and anti-gaming political campaigns, the playing
field is not level in one important sense: Those who oppose gaming’s expansion often
succeed, but in many instances they have to continue doing battle in subsequent years.
They have to win every time. Those who favor the expansion of gaming need to win
only once.

7 Ibid.
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That latter point can be illustrated in various states. For example, Ohio voters turned
down four referenda between 1990 and 2008 that would have legalized casinos in various
locations.® In only one of those votes — a 2006 measure to approve two casinos in Cuyahoga
County, plus slot machines at seven racetracks — did the measure gain support from more than 40
percent of the voters. Yet, a fifth ballot measure in 2009 to authorize one casino in each of four
Ohio cities — Cleveland, Cincinnati, Columbus and Toledo — was supported by 53 percent of
Ohio voters.” Consequently, despite four successful efforts to defeat casinos, Ohio is now a
gaming state.

The most notable example of this phenomenon can be found in Florida itself, starting
with a failed measure in 1978. The following account summarizes that effort:

On November 4, 1978, Florida voters overwhelmingly rejected a proposal to legalize
casinos along the Gold Coast — and in Miami Beach in particular. By a lopsided 73 to 27
margin, opponents of the casino legalization measure, led by two-term governor Reubin
Askew, carried every county in Florida and beat back a referendum similar in style and
substance to the successful 1976 New Jersey initiative.

There were many obvious differences between the two states, which might account for
the disparity in the vote. Of these, two are particularly notable: Florida has a large Baptist
population and is generally regarded as a politically conservative state; and Florida’s
economy, including its tourism, was strong. ... As late as August 1978, polls conducted
for the casino opposition had concluded that, while the November gambling contest
would be close, the momentum of the election appeared to be with the gambling
proponents. In the few months between those polls and the November election, a spirited
campaign against casinos led by influential south Florida commercial interests appeared
and turned a once close contest into a one-sided race.!”

That unsuccessful campaign — which relied on the same campaign manager who
conducted the successful 1976 campaign in New Jersey'! — did not end such efforts in Florida.

Spectrum professionals, in previous careers, have been close observers of various gaming
efforts in Florida. Indeed, working as a journalist for The Press of Atlantic City in 1986,
Spectrum Managing Director Michael Pollock witnessed the first in-person meeting between the
political directors of two referenda on the ballot that year: an effort to legalize land-based casinos

8 Rich Exner, “Ohio Casino vote passes on strength near would-be casinos; a look at the vote,” The Plain
Dealer, November 4, 2009
http://www.cleveland.com/datacentral/index.ssf/2009/11/ohio_casino_vote passes on_str.html.

? Ibid.

10 John Dombrink and William N. Thompson, “The Last Resort: Success and Failure in Campaigns for
Casinos,” 1990, Nevada Studies in History and Political Science No. 27, p. 42
http://books.google.com/books?id=F6Z1G1FqcskC&pg=PA41&Ipg=PA41&dg=%22sanford+weiner%22+casino+flori
da+1978&source=bl&ots=AEigirADF &sig=82P8HrWd uUPFZ2JEuBcdTIBurU&hl=en&sa=X&ei=P3iGUfnHGu 94APc
14C4Dw&ved=0CEUQ6AEWAA#v=0nepage&q=%22sanford%20weiner%22%20casino%20florida%201978&f=false.

11 Michael Pollock, Hostage to Fortune: Atlantic City and Casino Gambling, 1987, p. 16.
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in hotels with at least 500 rooms (subject to local approval), and another to legalize a state
lottery. At an impromptu meeting at Tampa International Airport, the head of Citizens for Jobs
and Tourism, the pro-casino lobby, suggested to his counterpart heading the lottery effort that
they coordinate their campaigns to mutual benefit. The offer was politely but firmly rejected and,
as it turned out, for good reason: The lottery referendum was approved by a 2-1 margin, while
the casino effort lost by the same ratio.'?

That 1986 Florida referendum, however, proved to be a harbinger as to how gaming
issues would evolve throughout the United States, both in terms of public perception and in how
pro- and anti-casino campaigns would be funded and operated. This was captured well in a
prescient column in the Sun-Sentinel, “Money Shouts in Gambling Referendum,” that appeared
about eight months prior to the November 1986 Florida vote:

A few rich individuals and corporations have the potential of influencing - some even say
buying - the result of the November 1986 referendum on legalizing casinos in Florida.

In this state, no limits exist on what one can contribute to a referendum campaign. As
gamblers say, the sky's the limit. ...

... Millions of dollars will be spent this year to debate casino gambling. Those who want
legalized casinos ‘will have a more sophisticated campaign than in 1978,” casino foe
(former Gov. Reubin) Askew said. ‘I think they'll run a political campaign as opposed to
a PR campaign. It's going to be a tough fight.” ...

Pro-casino forces are sensitive about the big-spender image. Therefore they will seek
their donations from within the state. And the staff of Citizens for County Choice is all
from Florida.

‘It shouldn't be a carpetbagger image. It should be a Florida-supported effort and Florida-
controlled effort,” said Andrew Rubin, who led Citizens for Jobs and Tourism.

Those favoring legalized casinos like to promote this referendum as democracy at its
best, giving people a right to choose. (The proposed constitutional amendment that will
appear on the ballot says if casinos are legalized by statewide vote, there still must be a
local referendum to decide whether to permit casinos in a particular county.)

‘This campaign is a more of a personal rights referendum as against a gambling
referendum,’ said pro-casino leader Kennedy. ‘You are asking people to allow those
people who may want casinos to have a right to vote on them.’!?

Like the 1978 referendum, the 1986 referendum failed, albeit by a smaller margin of only
2-1 (while voters approved the lottery by about the same margin).!* In between those two failed

12 Mary Ellen Klas, “A timeline of gambling in Florida,” Tampa Bay Times, November 25, 2009
http://www.tampabay.com/news/perspective/a-timeline-of-gambling-in-florida/1054345.

13 Diane Hirth, “Money Shouts in Gambling Referendum, Sun-Sentinel, March 23, 1986 http://articles.sun-
sentinel.com/1986-03-23/news/8601180125 1 pro-casino-forces-casino-referendum-casino-question.

1 Klas, “A Timeline of Gambling in Florida.”
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casino referenda, however, gambling was still emerging and evolving in Florida in the form of
“cruises to nowhere,” simulcasting of races and high-stakes bingo.'> While another proposed
constitutional amendment failed in 1994 by a vote of 62 percent to 38 percent, gaming
proponents eventually seized a narrow victory in 2004 when a constitutional amendment was
approved with less than 51 percent of the vote to allow racinos to open in Miami-Dade and
Broward counties. '

As noted in the previous section, these trends do not evolve in isolation, and the factors
that are driving expansion can feed off each other. For example, as states respond to actions
taken in neighboring states, gaming is more likely to expand. This has the impact of making
states more dependent on gaming revenue for growing portions of their budgets. At the same
time, political forces that are pushing for expansion are learning from previous efforts in their
own and in other states as to how campaigns could be shaped more effectively with messages
that resonate.

Consequently, as more states authorize and expand gaming, bringing it closer to more
population centers, participation and familiarity with gaming will inevitably increase. As an
industry, gaming is uniquely dependent on — and uniquely intertwined with — the political
process, and this relationship largely guides the industry’s growth. John Sowinski, president of
No Casinos in Florida, observed a phenomenon that governs how elected officials largely view
gaming: “The solution to having too much of it is to have more of it.”’!’

Indeed, that observation can be supported through various examples throughout the
country. From New England to the Mid-Atlantic region and to the Midwest and beyond, states
respond to the expansion of gaming in other states by expanding gaming within their states. As
explained in more detail later in the report, the catalysts for such expansion include:

e A state’s residents are spending dollars elsewhere, and those dollars are best kept at
home.

e The pari-mutuel industry is hurting, and needs expanded gaming in order to survive
and to compete against larger purses available at competing tracks in other states.

e Gaming is viewed as a fiscal solution when states feel the pinch of an economic
recession.

Additionally, we note that states that “import” gamblers from other states have a distinct
fiscal advantage over states that “export” gamblers: Importing states gain dollars from other
states but do not have to fund services such as problem-gambling treatment, which is usually
funded by the state where the problem gambler lives. For example, Spectrum learned from

15 Ibid.
18 Ibid.

17 |nterview with John Sowinski, May 29, 2013.
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studies we conducted in Massachusetts and Connecticut that problem gamblers who lived in
Massachusetts might have been gambling at Connecticut casinos, but Connecticut and its tribal
operators did not have to fund any treatment programs for those gamblers. Massachusetts, which
had no casinos at the time, funded the treatment absent any funding from gaming.

As noted earlier, limits that are enshrined in the state Constitution do not necessarily
preclude serious expansion efforts. Florida offers another telling example of that, in the 2004
constitutional amendment that led to the approval of racinos in Miami-Dade and Broward
counties. That amendment initially limited that privilege to operating pari-mutuels, which would
have excluded Hialeah. That was changed through 2010 legislation, which survived subsequent
legal challenges, but created some new consequences. Veteran gaming reporter Nick Sortal
identified those consequences in a report for the Sun-Sentinel:

Hialeah Park is reveling in its rebirth, but the racetrack with the pink flamingos has
caused a mess across the state.

When its quarter-horse season ends ..., the track that first opened in 1921 will be eligible
to house slot machines, thanks to a provision in a 2010 state law. But slot-machine
proponents contend that law also applies to other venues, creating a flood of county
referendums -- which legislators say illustrate how gambling in Florida has run amok.

Last month, Gadsden and Washington counties approved slot machines via referendum.
Palm Beach, Hamilton and St. Johns counties also expect to vote on slots in November,
citing the 2010 law.

‘Opening the way to Hialeah opened the way to everything,” said Ron Book, a lobbyist
whose clients include Hialeah's rival, Magic City Casino. ‘It created a slippery slope.’ !

a. States Endeavor to Realize Value from Gaming via License Fees

One important theme that resonates throughout this report is that no other private industry
— and certainly none in the entertainment or hospitality fields — is as dependent as remaining in
the good graces of public officials for its ability to earn a profit, or even for its very existence.
The flip side of that is that no other private industry has the ability to secure such local or
regional monopolies. Sometimes, these local monopolies are granted to private interests simply
because those interests own a particular piece of land, such as a racetrack.

In Florida, the holder of a slot machine license must pay an annual license fee of $2
million, which is due when the application is filed or with the renewal date. There is no fee to
obtain an annual pari-mutuel operating license. But in conjunction with its monthly tax payment,
each permitholder pays a daily license fee. For jai alai, it is $40 per game. For greyhound
permitholders, it is $80 per race that may be offset with eligible tax credits under section

18 Nick Sortal, “Hialeah Park: Flash Point for State’s Gambling Mess,” Sun-Sentinel, February 16, 2012
http://articles.sun-sentinel.com/2012-02-16/news/fl-hialeah-gambling-20120216 1 mutuels-pari-mutuels-slot.
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550.0951(1), Florida Statutes. For horse racing, the fee is $100 per race. For cardroom operators,
the state charges annually a fee of $1,000 for each table when the application is submitted.'

In recent years, a number of states have endeavored to realize value from the issuance of
such licenses by requiring license fees or some equivalent in exchange for the rights and
privileges of operating a gaming facility.

The core rationale in requiring such one-time fees is that licenses have value, and states
should not give away something that could command significant dollars in the open market.
Veteran investment banker Jeff Hooke, managing director of Focus Investment Bank, has been a
longstanding advocate for the principle of states realizing the full value of such licenses. More
than a decade ago, he noted the following regarding states that had authorized gaming in
preceding years: “Illinois, Indiana and Michigan awarded the gaming licenses for free to
politically connected groups, under the guise of aiding economically depressed areas or failing
racetracks. Even after the impact of betting taxes were included, the awardees turned around and

made vast profits.”?°

Hooke collected the data for the following table:

19 Division of Pari-Mutuel Wagering, email to Spectrum Gaming Group, June 17, 2013.

20 Jeff Hooke, “Jeff Hooke: If you go for slots, make casinos ante up,” Pittsburgh Post-Gazette, May 14,
2013 http://old.post-gazette.com/forum/comm/20030514edhookel4p5.asp.
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Figure 1: Gaming license transactions, values

Implied Transactions/

Value ($M)*' | pate Metro Buver/Seller Offers

$180 October 2011 New York City | Genting (Malaysia)/State of New York Transaction??

$435 December 2008 Chicago Trilliant Gaming/State of Illinois Offer/Transaction®

$407 August 2007 Indianapolis LHT Capital/Oliver Racing (Indiana Downs) Transaction?*
Indiana Downs/State of Indiana, Hoosier Park/ Two transactions at

$250 April 2007 Indianapolis State of Indiana $250 million each

$160 December 2006 Pittsburgh PITG Gaming/City of Pittsburgh Transaction®

$220 November 2006 Pittsburgh Millennium/Magna Transaction?®

$140 June 2006 Dania Beach Dania Jai Alai/Boyd Gaming Transaction?’

$340 April 2006 Pittsburgh Isle of Capri City Offer?®

$500 January 2005 Catskills Seneca Ind./New York State Offer

$310 October 2004 Poconos Mohegan/Penn National Transaction®

$442 July 2004 Philadelphia Harrah’s/Inv. Group Transaction®

$518 March 2004 Chicago Isle of Capri/State of lllinois Offer

$750 January 2001 Cincinnati Argosy/Inv. Group Transaction

$663 November 2000 Detroit Chippewa/Inv. Group Transaction?!

21 The value represents license value only. In several instances, the values of casino structure, horse racing
track, jai alai track or relevant real estate were excluded from the transaction value in order to determine the
license value. For Pennsylvania transactions/offers, the value includes the $50 million license fee that is paid by the
license holder. The Maryland 2009 license awards have been excluded since the sizable tax rate (67%) precluded
high initial fees and the bidding process was not open, but rather skewed toward certain landowners.

22 Aqueduct racetrack slots. The gross amount is $380 million, minus $200 million for a state contribution
to construction costs. The low price is partly due to New York’s high gaming tax rate and high purse contributions.
The slots operator may keep only 30% or 35% of the net revenue.

2 Trilliant Gaming offered $435 million upfront for a Rosemont, IL, location. The State, however, awarded
the license to Midwest Gaming for a Des Plaines, IL, location for $125 million upfront and $300 million to be paid at
$10 million per year for 30 years. The total NPV of the Midwest proposal is $247 million at an 8% rate.

24 Oliver Racing paid $53.5 million for a 34% interest, plus a $250 million license fee.

2 pITG agreed to pay a $7.5 million annual fee to City of Pittsburgh to subsidize a new hockey arena.
Hooke Associates estimated the “present value” of the annuity at $110 million, plus the S50 million license fee.

26 30 million value of racetrack subtracted from $200 million price (i.e., $170 million, net) and $50
million license fee added, in order to provide a $200 million license value.

27 $13 million appraised value (tax records) of jai alai fronton excluded from $153 million purchase price.
28 |sle of Capri offered to build a $290 million hockey arena and to pay $50 million for the license.

29 Mohegan Tribe paid $290 million (after post purchase adjustment) for the license plus the track worth
$30 million. We add $50 million license fee for a value of $310 million (i.e., $290 minus $30 plus $50).

30 | exchange for 50% interest, Harrah’s put up over $400 million to construct casino and racetrack.

31 Chippewa’s buyout of a 40% interest, indicating a 100% interest at $663 million.
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While Hooke is correct in that states can realize value in something that many states had
given away, the more immediate incentive is that states can realize significant revenue quickly.
That prospect has driven more states in recent years to seek license fees.

However, license fees do have a cost. From the standpoint of a potential developer, a
license fee is part of the necessary investment in a potential project. It is the equivalent of the
capital investment that would be made in various areas, ranging from site acquisition and
improvement to architecture fees and construction costs. But, unlike the costs that are incurred to
build a physical facility, the license fee does not add to the value of that facility. When
calculating a return on investment (“ROI”), a license fee is part of the investment, which is the
denominator in that ratio. But a license fee does nothing to increase the numerator, the profit.
Consequently, the license fee is effectively a sunk cost that does not generate revenue, which
would in turn fuel various public benefits from gaming taxes to employment.

An operator that does not have to carry that cost can invest more in the property to
increase revenue and ROI. That is particularly important in a competitive bidding process. In
2008, Spectrum prepared a report for the Commonwealth of Massachusetts, in advance of
gaming legislation that included a provision for a $200 million initial licensing fee. That report
noted the following:

Initial license fees required of successful development bidders are generally viewed as
part of their capital investments and therefore:

e Have a detractive effect on capital development spend, as the licensing expense
competes internally for capital with construction spending.

e Pose a dampening effect on development interest among potential candidates, as the
fees raise the cost of entry with no direct return on that expense, and thereby
simultaneously reduce projected ROIC rates.

This is not to say government entities should not impose substantial operator license fees,
to both winnow out under-resourced bidders and help recoup the state’s own start-up and
other infrastructure costs, but rather to make clear the underlying considerations.

At a $200 million minimum bid, the Massachusetts casino licensing fee, combined with
the minimum development requirements, will ensure that only financially strong
companies will apply. On the other hand, this is potentially $200 million less in capital
invested into each of the destination casinos. This fee could be viewed by both the state
and license applicants as the price of operating in a closed, geographically protected
environment.?

32 Spectrum Gaming Group, “Comprehensive Analysis: Projecting and Preparing for Potential Impact of
Expanded Gaming on Commonwealth of Massachusetts,” August 1, 2008. p. 119.
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Three years later, the Expanded Gaming Act became law in Massachusetts, and included
a minimum $85 million licensing fee, significantly lower than what had been contemplated in the
2008 proposed legislation.>*

Between 2008 and 2011, a severe national recession struck, which certainly played a role
in convincing lawmakers in Massachusetts to reduce the required minimum capital investment.
At the same time, however, we suggest that lawmakers also recognized that a large license fee
could also detract from capital investment and its subsequent economic benefits.

Based on the language within its statute®* that governs the competitive bidding process,
Massachusetts is a pioneer in the planning of gaming. The law requires bidders to put forth
comprehensive proposals that address many areas that are often not addressed, or paid little heed,
in other gaming statutes. Such areas range from impact on employment to impact on local arts, as
well as on small businesses.

2. Racetrack Casinos Evolve, Table Games Arrive

In 1990, the concept of a racino was introduced to the United States with the opening of
165 video lottery terminals (“VLTs”)*> at Mountaineer Park Racetrack in West Virginia. With
the success of the West Virginia experiment, racinos soon spread to Rhode Island, lowa and
Delaware. Many states that introduce commercial casino gambling do so through the initial
introduction of slots-only facilities. Examples of this include, among others, Pennsylvania,
Delaware, West Virginia, Rhode Island, New York and Florida racinos — although poker at the
Florida tracks is a notable exception. The logic behind such moves tends to include the
following:

¢ Slots are viewed as more politically acceptable.

e Slots — because they lack live dealers, as well as necessary controls over dice and
other gambling paraphernalia — are viewed as easier to regulate.

The latter point is particularly noteworthy for states in which the lottery is vested with the
authority to oversee slots or VLTs, such as Delaware, Maryland, New York, Rhode Island and
West Virginia. However, even in lottery states, the natural evolution over the past decade has
been to add live tables to slots-only facilities. We attribute that trend to two larger forces at play,
which are dealt with in more detail elsewhere in this report:

33 Massachusetts Expanded Gaming Act http://massgaming.com/about/expanded-gaming-act/ (accessed
May 8, 2013).

34 |bid.; see http://massgaming.com/wp-content/uploads/Chapter-23K-2012.pdf.

35 From the standpoint of a player, slots and VLTs are indistinguishable. The core difference is that slots
can be standalone devices, while VLTs can be tied to a central system that monitors and/or controls all critical
aspects of the games.
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e Fiscal pressures to generate additional revenue, as well as pressure to add jobs.
e The need to respond to actions in other, often neighboring states.

Within a span of about two years, West Virginia added live table games, followed by
Delaware and then Pennsylvania — states that, to varying degrees, have overlapping markets.
Maryland followed suit by adding tables to its slots facilities this year. The trend was captured in
a quote by Mark Nichols, an economics professor with the Institute for the Study of Gambling
and Commercial Gaming at the University of Nevada at Reno: “Maryland is getting what the
other states already have, which is going to make it very difficult for casinos in West Virginia
and Delaware. The only way they can keep those Maryland residents from staying in Maryland is
offering incentives or differentiated products that somehow make it worthwhile to travel. But
almost anything they try, Maryland can copy. I’'m not sure there’s much they can do.?®”

If regulated properly, the addition of table games can be a smooth transition that can also
encourage capital investment and expansion. The addition of house-banked table games such as
blackjack to a slots-only casino can serve to increase slot revenue. This seems counter-intuitive
(the natural assumption is that new table games would simply cannibalize existing slot play) but
experience in markets that have added tables to casinos that previously offered only slot
machines shows otherwise. This phenomenon can be attributed to two major factors:

e Some new table-game customers (who previously had no incentive to visit a slots-only
casino) can be expected to apportion some of their own spending to slots.

e Some of these new customers would be accompanied by other guests — such as a
spouse or a friend — who would play slots during these visits.

Spectrum’s research finds no compelling evidence that adding table games to a slots-only
casino would reduce slot revenue. In fact, research shows that slots and table games in a casino
are complementary assets.

The remainder of this section shows examples of states and/or casinos where table games
were added to what were once slots-only casinos.

a. Mid-Atlantic — Pennsylvania and Delaware, Collective Example

By way of example, casinos in both Delaware and Pennsylvania had been limited to slots
prior to May 2010, but then table games were added to all 12 casinos in these states between
May and July 2010.

Through the 12-month period ending April 2010 (pre-table games), the 12 casinos
generated $3.09 billion in slot revenue. Through the 12 months ending July 2011 (the first full

36 ), Freedom Du Lac, “Maryland raising stakes in casino wars with Delaware and West Virginia,”
Washington Post, March 31, 2013 http://articles.washingtonpost.com/2013-03-31/local/38170896 1 maryland-
live-delaware-park-table-games.
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annualized period when all 12 casinos had table games for the full duration of period), the same
12 casinos generated $3.26 billion in slot revenue (an increase of 5.6 percent over the period
without having table games). Table games revenue at these 12 casinos amounted to $508 million
through 12-month period ending July 2011.

The overall increase in gross gaming revenue (“GGR”) for both tables and slots between
the two periods was 22.1 percent, while table games revenue accounted for 74.5 percent of the
GGR growth and slot revenue accounted for 25.5 percent of the GGR growth. Importantly, this
growth occurred at a time when other casinos were opening in the region (SugarHouse in
Philadelphia, PA, and Hollywood in Perryville, MD, in September 2010, along with Ocean
Downs in Worcester, MD, in January 2011).

b. Delaware

Slots-only casino gambling commenced at Delaware’s three racinos in 1995, with table
games operations commencing in 2010. Since table games effectively came online midway in
2010, we examined slot revenue variance data — comparing second half of year to first half of
year — for 2008 through 2012 (two entire calendar years before and after table games). In the two
years before table games, slot revenue was less in second half of year (July through December)
than it was in first half of year (January through June), and for each casino.

To determine whether the implementation of table games had a material impact on slot
revenue we examined the slot revenue variance in 2010 (when all Delaware casinos offered table
games in second half of year). If the introduction of table games had a significant, negative
impact on slot revenue we would expect to see the slot revenue variance to be inconsistent with
2008 and 2009 variance data (i.e., prior to table games). The following table illustrates this slot
revenue variance data in Delaware from 2008 through 2012 — where 2010 (as highlighted) was
the year when table games commenced operations midway through the year.

Figure 2: Delaware casinos, slot revenue variance — pre and post table games (2008-12)

Harrington
Slot Revenue Variance Delaware Park Dover Downs Raceway DE TOTAL
2008 (2nd Half vs. 1st Half) (12.6%) (2.5%) (14.2%) (9.4%)
2009 (2nd Half vs. 1st Half) (13.1%) (5.5%) (10.9%) (9.9%)
2010 (2nd Half vs. 1st Half) (12.1%) (5.5%) (9.0%) (9.0%)
2011 (2nd Half vs. 1st Half) (7.4%) (3.9%) (11.6%) (6.9%)
2012 (2nd Half vs. 1st Half) (14.1%) (17.4%) (18.7%) (16.4%)

Source: Delaware Lottery, Spectrum Gaming Group

As illustrated, on a statewide basis (and consistent amongst casinos), the decline in slot
revenue (second half of year compared to first half of year) was greater in the two years without
Delaware having table games than it was in both the first and second years following the
commencement of Delaware offering table games. Specifically, slot revenue only declined by 9
percent in 2010 from the first half of year to second half of year (when table games were fully
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operational); this percentage decline was greater in 2008 and 2009, absent presence of table
games (at 9.4 percent and 9.9 percent, respectively). We note that in 2011, the decline in slot
revenue from the first half of the year to the second half of the year was even less pronounced
than in prior years (at only 6.9 percent), which may suggest that table games were
complimentary to slots and/or that table games enhanced overall appeal of Delaware’s casinos.

We acknowledge that myriad other factors may impact these aforementioned growth
rates, as illustrated in 2012, when growth rates plummeted from first half of year to second half
of year (i.e., possibly due to opening of Maryland Live Casino located near Baltimore, MD, in
June 2012 along with widespread impact of Superstorm Sandy hitting the region in October
2012).

c. West Virginia

There are four racinos in West Virginia, with all four offering table games. Initially, all
four racinos were limited to slots: The racinos offer VLTs that are operated by the West Virginia
Lottery, while there is also a network of limited VLT operations at numerous, licensed locations
statewide.

In mid-2007, voters (via referendum at the host county level) supported allowing table
games at three of the four racinos (the referendum failed in Jefferson County, home to Charles
Town — the state’s largest racino). Consequently, two casinos (Mountaineer Park and Wheeling
Island) began table game operation in late 2007 while Tri-State Park began table game
operations in August 2008. A December 2009 referendum to add tables at Charles Town did pass
and table game operations commenced in July 2010. (A fifth casino, the Greenbrier resort, began
operations in West Virginia in October 2009. The Greenbrier, a resort hotel with no racetrack,
offers both slots and table games.)

We examined slot revenue performance at Charles Town, since this racino generates
more than half of the GGR in West Virginia, and is relatively isolated from any other racino in
West Virginia or neighboring states. Specifically, we examined slot revenue variance data —
comparing second half of year to first half of year — for 2008 through 2012 (two years before and
after table games — as table games became operational in July 2010 at Charles Town). In the two
years before Charles Town having table games, slot revenue was lower in the second half of the
year than it was in the first half of year.

To determine whether the implementation of table games had a material impact on slot
revenue, we examined the slot revenue variance in 2010 (when Charles Town added table games
in the second half of year). If the introduction of table games had a significant, negative impact
on slot revenue, we would expect to see the slot revenue variance to be inconsistent with 2008
and 2009 variance data (prior to table games). The following table illustrates this slot revenue
variance data at Charles Town from 2008 through 2012 — where 2010 (as highlighted) was the
year when table games commenced operations midway through the year.
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Figure 3: Charles Town Races (WV), slot rev. variance — pre and post table games (2008-12)

Slot Revenue Variance Charles Town Races
2008 (2nd Half vs. 1st Half) (8.3%)
2009 (2nd Half vs. 1st Half) (13.2%)
2010 (2nd Half vs. 1st Half) (1.5%)
2011 (2nd Half vs. 1st Half) 3.2%
2012 (2nd Half vs. 1st Half) (18.6%)

Source: West Virginia Lottery, Spectrum Gaming Group

As illustrated, the decline in slot revenue (second half of year compared to first half of
year) was greater in the two years without Charles Town having table games than in the initial
year of Charles Town offering table games. Specifically, slot revenue only declined by 1.5
percent in 2010 from first half of year to second half of year (when table games were fully
operational) while this percentage decline was greater in 2008 and 2009, absent presence of table
games (at 8.3 percent and 13.2 percent, respectively). We note that in 2011, there was an
increase in slot revenue from first half of year to second half of year, which may suggest that
table games were complimentary to slots and/or that table games enhanced overall appeal of
Charles Town (i.e., translating into greater slot revenue levels than what would otherwise be,
absent table games).

As with Delaware (and so noted above), there are numerous factors that may impact
growth rates.

d. Pennsylvania

There are 11 casinos in Pennsylvania, all of which prior to mid-2010 were limited to
slots. Table games operations commenced in July 2010.

In reviewing slot revenue results for the first full year that Pennsylvania’s casinos offered
table games (LTM June 2011) compared to the full year prior (LTM June 2010) we see
inconclusive results on the collective impact of table games on slot revenue. Collectively, slot
revenue grew by 10.7 percent when comparing the two periods; however, nearly all of this slot
revenue growth occurred at two of the newer casinos (Sands Bethlehem and Rivers, opening in
May 2009 and August 2009, respectively) and as a result of a new casino in Philadelphia (which
opened in September 2010).

The seven Pennsylvania casinos that opened in 2007 and 2008 had a collective 0.1
percent increase in slot revenue when comparing LTM June 2011 to LTM June 2010 (i.e., post-
vs. pre-table games). Four of the seven reported increased slot revenue, while three of the seven
reported declines in slot revenue.

This was, of course, a period of significant change in Pennsylvania’s gaming industry,
with additional casinos opening in-state and in surrounding area. That makes it difficult to isolate
any precise cause and effect on either table or slot revenue. Still, we note that any expected
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cannibalization of slot revenue by the addition of table games did not materialize in
Pennsylvania.

3. Battle for Entertainment Dollars: Competition on a Broader Scale

Caesars Entertainment Chairman, President and CEO Gary Loveman recently offered
criticism of how the casino industry tends to break down revenue into two categories: gaming
and non-gaming. Loveman suggested there is a problem in the industry’s mindset when other
revenues are defined by what they are not, rather than what they are. He noted, for example, that
we don’t divide people into two genders: “women and non-women.”?” Rather, he characterized
other revenues as “entertainment” dollars, forecasting an evolution at his company and other
gaming providers in which they broadly compete for a share of all discretionary income.

That might be a welcome and necessary step in an industry that is increasingly facing
saturation in its core business. But that evolution has implications for other businesses, industries
and regions that already battle for that entertainment dollar, and that do not offer gaming — nor
do they intend to offer gaming as an option.

From Florida’s standpoint, this issue is most readily apparent in Orlando, a successful,
world-class resort by any standard that has managed to achieve success in multiple categories,
most notably for purposes of this discussion: families with children; and business travel,
particularly in the MICE (meetings, incentives, conferences and exhibitions) segment.

Due to its abundance of theme parks, hotels and other assets and infrastructure, Orlando
competes nationally and globally in various segments, and Las Vegas — a destination centered on
gaming — is clearly a competitor. Interestingly, Las Vegas endeavored to leverage its brand into
the family segment, but has more recently sharpened its focus on more adult segments, as noted
here:

By the late 1980°s gaming revenue in Las Vegas was down as other areas in the country
started to legalize gambling. In an attempt to stimulate visitor numbers the city was
reinvented in the image of Disney. Themed hotels such as the Luxor and Excalibur
emerged allowing Las Vegas to market itself as a place for adults to gamble while their
children played at theme parks such as the one built by the MGM Grand. Circus Circus a
kid’s themed hotel that was built in 1976 was the only hotel that attended to the needs of
children. With the development of these new hotels Circus Circus would now face
competition for the younger demographic of customers and their families. Las Vegas in
the 21st Century saw its second major change in visitor demographics. No longer the
place for the family, Las Vegas has morphed into one of the top party cities in the world,
ranking top ten in numerous different polls. Attracting 21 — 34 years olds from all over
the world, Las Vegas now ranks number one in categories such as, top destination for

37 Gary Loveman, keynote speech at East Coast Gaming Congress, Atlantic City, NJ, May 22, 2013.
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bachelor and bachelorette celebrations (www.AskMen.com 2009), top destination to
celebrate a 21st birthday (www.ehow.com).

The sudden influx of younger tourist[s] can be attributed to the erection of new
nightclubs and pool parties in many of the Las Vegas Hotels. MTV’s reality TV show
“the real world” portrayal of Las Vegas as a party city has also been a catalyst for the
younger crowd to Las Vegas.?®

Based on our experience, we concur with the observation that Las Vegas operators
determined that Las Vegas would not succeed in rebranding itself as a family destination, and
began targeting hedonistic adults (best evidenced by the “what happens in Vegas stays in Vegas”
campaign) and business travelers.

While Orlando and Las Vegas do not share the same raison d’étre, they do share one
critical characteristic: Both destinations developed from scratch, in a relatively brief period, a
massive infrastructure of hotel rooms, meeting and convention space, and entertainment
attractions. Each destination has a critical mass of attractions, which helps fuel visitation. John
McReynolds, Senior Vice President of External Affairs for Universal Parks & Resorts, noted, for
example, that Universal does well when other attractions in Orlando prove to be popular, and the
success of the Wizarding World of Harry Potter serves as a magnet that, in turn, increases overall
attendance, which benefits other non-Universal attractions.>”

According to McReynolds, almost 85 percent of the Orlando market is represented by the
leisure market, with the remaining 15 percent being made up by the MICE market.** Total
business attendance in Orlando has more than doubled in the past 20 years through good
economic times and bad.

In Orlando, the conventions and meetings business is anchored by the Orange County
Convention Center, where convention business is on an upswing and is approaching its pre-
recession peaks.

Notably, that center has been hailed by Business Review USA as the top major
convention destination in the nation: “Central Florida’s OCCC is a massive center, offering
2,100,000 square feet of exhibit space in its 7,000,000 square-foot complex. But it’s not just size
that brought OCCC to the top of our list. The OCCC provides Central Florida with a remarkable
amount of economic benefits at no cost to the county’s citizens and it is estimated that activity in
the center yields an annual tax savings of $87.50 per Orange County household. This self-
proclaimed “Center of Hospitality” offers amenities to please (including massage services, three

38 Joseph Akinsete, “Las Vegas visitor demographics: Be careful what you wish for,” University of Nevada,
Las Vegas, April 1, 2010, p. 3-4.
http://digitalscholarship.unlv.edu/cgi/viewcontent.cgi?article=1595&context=thesesdissertations.

39 Interview with John McReynolds, May 29, 2013.

0 1bid.
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full-service restaurants, eight food courts and remote airline check-in) and was the staging area
for relief operations for Hurricanes Charley, Frances and Jeanne.”*!

On a national level, many of the major convention destinations in Orlando’s competitive
set are also hosting casinos. The number of major convention cities with casinos already includes
Las Vegas, Philadelphia, New Orleans, Detroit and New York, and will soon include Boston,
and the possibility of additional gambling venues in Chicago. Atlanta, another major convention
destination in the Southeast, has been contemplating gaming for several years.

In 2007, PKF Consulting released a report on the potential economic impact of a casino
in Atlanta, and its executive managing director Mark Woodworth made this statement: "We're
seeing more and more destinations that have gambling, which functions as an important amenity,

especially in attracting group meetings and conventions.**"

In our view, Orlando’s ability to grow its conventions and meetings business in the face
of this countervailing national trend underscores an important asset in this market: Orlando’s
strength in attracting business travelers is growing without gaming, and that absence is to some
degree fueling that growth. Orlando has carved out a significant, profitable niche in that national
market, and gaming would clearly be antithetical to that image and its ability to dominate that
important segment.

Interviews with various hotel operators in the Orlando area, which are members of the
Central Florida Hotel & Lodging Association, have lent support to that view. The members
interviewed for this report note, for example, that many of the meeting planners who book
Orlando for their groups cite the absence of gambling as a plus, since that attraction might
otherwise be viewed as a distraction. Thea J. Sargent, General Manager of Disney’s
Contemporary Resort in Orlando, expressed a view that was endorsed by many of her colleagues
when she said the absence of gaming and the focus on other attractions “differentiates us (as a)
family-friendly destination.”** The Orlando hotel owners interviewed for this report note that
convention attendees and other business travelers who visit Orlando often extend their stays and
bring their families with them.

A 2011 survey of Orlando visitors shows the various activities they participate in during
their stay. The percentages listed here reflect the percentage of visitors who reported
participating in each activity.

41 “Top Ten U.S. Convention Centers,” Business Review USA.
http://www.businessreviewusa.com/business leaders/top-ten-us-convention-centers (accessed May 30, 2013).

42 Rachel Tobin Ramos, “Downtown Casino Could be $1.6B Jackpot,” Atlanta Business Chronicle, February
12, 2007. http://www.bizjournals.com/atlanta/stories/2007/02/12/storyl.html?page=all.

3 Interviews with members of the Central Florida Hotel & Lodging Association, May 29, 2013.
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Figure 4: Activities participated in during visit to Orlando

Domestic Leisure | Domestic Convention-Group Meeting

Theme/Amusement Park 50.3% 15.5%
Dining 31.6% 39.5%

Shopping 31.5% 18.3%

Entertainment (Gen) 29.7% 16.4%
Touring/Sightseeing 17.1% 4.4%
Beach/Waterfront 12.2% 5.8%
Concert, Play, Dance 11.6% 4.4%
Night Life 10.9% 7.8%

Parks: national, state + 6.2% 1.9%
Festival, Craft Fair + 3.2% 0.8%

Hike, Bike + 3.0% 0.8%

Visit Historic Site 2.9% 2.4%

Play Golf 2.5% 1.8%

Museum, Art Exhibit 2.2% 3.2%
Boat/Sail 1.9% 1.3%

Hunt, Fish 1.2% 0.1%

Watch Sports Event 1.1% 0.5%
Other Adventure Sports 0.7% 0.0%
Look at Real Estate 0.6% 0.1%
Gamble 0.5% 0.1%

Nature/Culture -- Eco-travel 0.5% 5.5%
Camping 0.4% 0.0%

Shows: boat, auto, antique + 0.2% 0.0%

Source: D.K. Shifflet, Visit Orlando

Notably, gambling is listed as an activity, and the Orlando hotel operators interviewed for
this study note that the Seminole Hard Rock Tampa — about 60-80 miles from the Orlando area —
is an available attraction, which the hotel operators view as far enough away to not detract from
the Orlando brand, but close enough to satisfy visitors who want to visit a casino during their
stay.**

But while Orlando can differentiate itself from Las Vegas or other gaming destinations,
such convention markets still compete, in general and in specific instances. A conference of
Wendy’s franchisees recently selected the MGM Grand in Las Vegas over Orlando, based on a
$250,000 incentive that the MGM provided, which the Orlando competition could not match —
although it did match other factors, such as the average daily room rate.*’

Orlando is able to compete on other levels as well, such as the absence of union-related
rules in other states that often add to the cost of setting up conventions and other meetings, as

* bid.

* |bid.
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Florida is a “right to work” state.*® We also note, however, that Orlando competes on an in-state
as well as a national level, and would not be immune to the impacts of any change in gaming

policy elsewhere in Florida.

Figure 5: Leisure, convention travel to Orlando by origin DMA, 2011

Origin DMA (Top 15) | Domestic Leisure Domestic Convention/Group Meetings
Orlando-Daytona Beach-Melbourne, FL 15% Tampa-St. Petersburg (Sarasota), FL 12%
Tampa-St. Petersburg (Sarasota), FL 13% Orlando-Daytona Beach-Melbourne, FL 11%
Miami-Ft. Lauderdale, FL 6% Miami-Ft. Lauderdale, FL 10%

New York, NY 6% Dallas-Fort Worth, TX 5%

Jacksonville, FL 6% Oklahoma City, OK 5%

West Palm Beach-Ft. Pierce, FL 4% Los Angeles, CA 4%
Chicago, IL 3% Philadelphia, PA 3%

Atlanta, GA 3% New York, NY 3%

Boston, MA (Manchester, NH) 2% Houston, TX 3%
Washington, DC (Hagerstown, MD) 2% Columbia-Jefferson City, MO 2%
Philadelphia, PA 2% Chicago, IL 2%

Ft. Myers-Naples, FL 1% Atlanta, GA 2%

St. Louis, MO 1% Huntsville-Decatur (Florence), AL 2%

Houston, TX 1% Baltimore, MD 2%

San Francisco-Oakland-San Jose, CA 1% Phoenix, AZ 1%

Source: Visit Orlando, D.K. Shifflet & Associates

The table above shows that, in both domestic leisure and convention/group business,
designated market areas (DMAs) — which are independent media markets — in other regions of
Florida are critically important to Orlando. Daryl Cronk, Director of Research at Visit Orlando,

described this phenomenon:

Yes, proximity is a factor. Please keep in mind the data includes both overnight stays and
day-visits. The proximity of Daytona to the east, and Tampa to the west, makes Orlando a
popular destination for day-trips. It may be to attend a convention, to visit a theme park, a
special event such as Halloween Horror Nights at Universal or Food & Wine at Epcot, or
something as simple as a Magic game (just like I have friends to go to Tampa for Rays
games). And of course lots of VFR travel (visiting friends and relatives).

Origin markets take on a slightly different look if day-trips are excluded. Still a lot of in-

state but not as much.*’

Even when the origin markets are limited to overnight stays, local markets play less of a
role, as Cronk noted, but are still important:

“ |bid.

47 Email from Daryl Cronk, May 24, 2013.
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Figure 6: Market of origin share of overnight stays in Orlando

Origin DMA: Overnight Leisure 2010-2011
Tampa-St. Petersburg (Sarasota), FL 9.0%
New York, NY 7.7%
Orlando-Daytona Beach-Melbourne, FL 6.9%
Miami-Ft. Lauderdale, FL 6.1%
West Palm Beach-Ft. Pierce, FL 4.0%
Jacksonville, FL 3.9%
Atlanta, GA 3.7%
Chicago, IL 3.1%
Boston, MA (Manchester, NH) 2.8%
Philadelphia, PA 2.4%
Washington, DC (Hagerstown, MD) 2.0%
Ft. Myers-Naples, FL 2.0%
St. Louis, MO 1.7%
Dallas-Fort Worth, TX 1.5%
Detroit, Ml 1.4%

Source: Visit Orlando, D.K. Shifflet & Associates

Taken together, these factors — the evolution of gaming into broader entertainment, the
availability of gaming in convention destinations, and Orlando’s dependence on both local and
national markets — support many of the concerns expressed by the Orlando business community
as to the expansion of gaming throughout Florida, particularly the possibility of new destination
resorts.

Clearly, the addition of such destinations — which would add new supply to the
competitive conventions and meetings business, while adding additional amenities to competing
facilities in South Florida — raises the possibility of an adverse impact on business in the Orlando
area.

John Sowinski of No Casinos said the impact would not necessarily be limited to the
larger players in Florida markets, but could have serious ramifications for the smaller attractions,
many of which depend on in-state and out-of-state visitors who are looking for secondary and
tertiary activities during their leisure time. Sowinski suggests that such attractions — which might
include Gatorland in the Orlando region or Jungle Island in the Miami area — might be more
likely to lose out if more discretionary dollars are targeted toward gambling.*®

Las Vegas’s failed foray into re-branding itself as a “family” destination underscores the
success of the Orlando region, which can rightfully claim ownership to that brand. Anecdotal
evidence suggests that the brand equity of Orlando has benefits for the entire state of Florida. In
fact, much of the image of the state of Florida is centered on theme parks and families.

The risk that gambling poses for Florida’s existing tourism brand was also noted by
William Bunkley of the Florida Ethics and Religious Liberty Commission, who testified before
the Senate Gaming Committee meeting earlier this year, and noted: “We have a brand here in
Florida. It is tourism. It is fishing. It is outdoor sports. And though we have had some expansion

8 Interview with John Sowinski, May 29, 2013.
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of gambling, I got to tell you that Las Vegas tried the family gambling routine. It did not work,”
Bunkley said. “We have a lot of people coming, supporting our state in the area of tourism, and |
am very concerned about the future.”*

More generally, and with respect to Florida, expanded gambling may fundamentally
change the state of Florida as a place to live and visit. Bill Lupfer, of the Florida Attractions
Association, suggests that the expansion of gambling, particularly casino gambling, will be
damaging to “the Florida brand.” Lupfer argues that many states with casinos legalized them in
order to attract tourists. This was certainly true in the 1990s when casinos first began to expand
outside Nevada and New Jersey. Florida, however, already offers more attractions than any other
state; it doesn’t need casinos to attract tourism, he notes.’® Rather than benefitting the state,
expanded gambling (especially casinos) could make Florida a less-attractive tourist destination.

The tourism industry leadership in Orlando, as interviewed for this analysis, appears
unified in its view that any expansion of gaming in Florida would have several tremendous
economic and social impacts to the State.

If gambling were to be expanded in Florida, tourism leaders cite a variety of potential
implications, including the following:

e Economic costs
o Impact to Orlando’s global brand position.

o Change in target market of the destination and thus potential economic
losses.

o Potential cost of moving to the unionization of hotels.
o Economic impact to small businesses.

o Lost business because some meeting planners will not book business in
gaming destinations.

e Social costs
o Change in the brand position and potential loss of global goodwill.

o Change in staffing at properties that might impact the friendliness of the
destination, which in turn might damage Orlando’s reputation as a friendly
destination.

o Change in the perceptions of safety, as the leisure market will not choose
destinations where safety may be compromised.

4 Florida Senate Gaming Committee, February 18, 2013
http://www.flsenate.gov/media/videoplayer.cfm?Event|D=2443575804 2013021203.

50 Bill Lupfer, Florida Attractions Association, phone interview, May 23, 2013.
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4. Conclusion

Intentionally or not, the policies established by lawmakers — or the lack thereof — play a
critical role in the evolution and expansion of gaming. Indeed, in the views of many, the
“evolution” and “expansion” of gaming are largely synonymous. The industry rarely shrinks, and
quite often, expands as a result of expansion. As demonstrated in this section, the notion
expressed by John Sowinski of No Casinos that the answer to saturation is often more gaming
can be borne out by examples. Even industry segments that have seen their customer base
decline — such as jai alai or dog racing, as well as other segments of the pari-mutuel industry —
are still in business. Rules that may seem fixed and immutable — such as constitutional
amendments — often prove to be less than immutable. Policymakers need to be aware that every
change in policy creates consequences that, in turn, create a demand for more policy changes. As
demonstrated in the past, such changes often lead to an expansion of gaming, which creates a
demand for more changes.

Such changes could have significant impacts that extend beyond gaming, as evidenced by
the concerns expressed by the business community in Orlando.

Types of Gambling and Their Performance, Participation
Legalized gambling is seemingly everywhere in the United States:

e 43 states have a lottery, with a 44™ — Wyoming — having enacted lottery legislation in
March 2013.

e 42 states have casinos of some kind, whether Las Vegas-style, floating, Indian,
racetrack, or slots-only. Even Arkansas and Kentucky — considered non-casino states
by the American Gaming Association — each have two racetrack gaming facilities that
offer hundreds of Instant Racing machines®! and/or “electronic games of skill” reel
games in a casino-like setting (and thus are included in our casino count), indicative
of the efforts by operators and/or states to capitalize on the popularity of casinos. In
total, there are approximately 985 casinos in the United States.>

e 33 states have pari-mutuel racing, whether horse racing, dog racing or jai alai.

e 7 states have what Spectrum terms “retail gaming,” which is the widespread
placement of a small quantity of slot machines (generally 5 to 10) inside retail
businesses throughout a state (typically liquor-licensed establishments).

51 See description of Instant Racing machines at the Ellis Park website:
http://www.ellisparkracing.com/news-and-events/instant-racing/.

52 Based on American Gaming Association and Spectrum counts.

Florida Gaming Study: Part 1A 29



http://www.ellisparkracing.com/news-and-events/instant-racing/

Gambling Impact Study (Spectrum Gaming Group, October 28, 2013) -- Page 82

e 5 states have standalone cardrooms, which offer poker and, in some cases, casino card
games. At the end of 2012, there were standalone 407 cardrooms in the United States.

e 2 states have sports betting.

For better or for worse, legalized gambling is growing — in dollars, in locations and in
options. Many states are clamoring to either legalize a new form of gambling or expand what
they already have — and these debates are a regular occurrence in statehouses across the country.
The proponents in such states argue either that they need the additional tax receipts and/or jobs,
or that they need to stem the flight of residents’ gambling dollars to neighboring states. The
nascent rollout of Internet gambling has begun changing how gambling will be delivered, played,
taxed and accepted — in statehouses, among gambling operators, and among patrons. Opponents
argue legalized gambling has spread too far, leading to negative impacts that include addiction,
personal bankruptcy, crime and industry cannibalization of consumers’ discretionary dollars.

Florida is among the more gambling-rich states, as measured by number and types of
options:

e 8 Indian casinos (7 Seminole, 1 Miccosukee)

e | state lottery, the nation’s second-largest as measured by FY 2011 sales excluding
VLTs

e 27 pari-mutuel facilities (plus intertrack at Ocala),> including:
o 24 with active cardrooms
o 14 with live greyhound racing

o 5 with live horse racing (thoroughbred, standardbred, and quarter horse
[including barrel racing])

o 6 with active jai alai
o 6 with slot machines (a seventh, at Hialeah Park, opens in summer 2013)
e Charitable bingo throughout the state, regulated at a local level.

In addition, day-cruise vessels and cruise ships that dock at various Florida ports offer
unregulated (but not illegal) casino gambling once they reach international waters three miles
offshore on the Atlantic side, but 10 miles on the Gulf side.

53 Data from Florida Division of Pari-Mutuel Wagering; July 24,2012, facilities map and fiscal year-to-date
data through March 2013. http://www.myfloridalicense.com/dbpr/pmw/documents/FACILITIESMAP--Internet-
hyperlinks.pdf and http://www.myfloridalicense.com/dbpr/pmw/documents/Stats/HandleandCardroom2012-
2013--2013-05-13--April--YTD.pdf.
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1. The Prevalence of Gambling

a. Nationally

To our knowledge, the most comprehensive gambling studies, both nationally and for
Florida on a statewide basis, were conducted more than a decade ago. The first authoritative
national gambling research was conducted by the Commission on the Review of the National
Policy Toward Gambling in 1976. The most extensive and authoritative nationwide study was
published in 1999 by the National Opinion Research Center at the University of Chicago in a
768-page report. This groundbreaking research compiled survey results from approximately
3,000 gamblers and non-gamblers and was conducted as part of the National Gambling Impact
Study Commission for the federal government. The study documented gambling prevalence
among US residents at a lifetime rate of 68 percent and a past-12-months rate of 61 percent for
all forms of gambling.>*

Gambling has expanded greatly since 1999, when some form of legalized gambling was
being offered or had been approved in a total of 25 states,>® to the present where 42 states
currently offer some form of legal gambling other than the lottery. The most recent information
on national gambling prevalence comes from the American Gaming Association’s (“AGA”)
2013 State of the States survey. While this is not a rigorous academic study it does represent the
most up to date data released, released in the first week of May, 2013. This latest update to the
annual study documents gambling prevalence as follows among the general US population:

e Past -12-months participation in the following gambling activities:

o Lottery 53 percent
o Casino gambling 32 percent
o Casual betting with friends 26 percent
o Playing poker 12 percent
o Wagering on a race 6 percent
o Internet gambling 3 percent

From the above information we can extrapolate that almost one-third of the adult
population over 21 in the United States has gambled in a casino within the past year. Among
young adults, aged 21 to 35, the proportions playing the lottery, betting casually with friends,
playing poker, and gambling over the Internet are significantly greater.

54 “Gambling Impact and Behavior Study, Report to National Gambling Impact Study Commission,”
National Opinion Research Center at the University of Chicago, April 1, 1999.

55 American Gaming Association, 1999 State of the States; the yearly AGA reports are available at
http://www.americangaming.org/industry-resources/research/state-states.
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Of course, gambling incidence varies considerably with access to local or regional
gaming facilities. Various studies commissioned by individual states since 1976 have shown
lifetime prevalence rates ranging from 64 percent to 96 percent, with past-12-month prevalence
rates ranging even more broadly from between 49 percent to 89 percent.’® A meta-analysis of
available research across the United States and Canada conducted in 1997 estimated a lifetime
gambling prevalence rate of 81 percent in the general population across the country as a whole.>’

b. Florida

The most comprehensive study of gambling behavior across the state of Florida was
conducted for the Florida Council on Compulsive Gambling Inc. (“FCCG”) by the University of
Florida in 2001. The study documented gambling prevalence and participation rates as follows:*

e Lifetime gambling prevalence of approximately 90 percent among Florida residents,
ages 18 and older:

o 10 percent of Floridians surveyed report they have never gambled
o 20 percent have not gambled in the past 12 months

o 45 percent have gambled in the past 12 months

o 25 percent gamble weekly

e Lifetime participation in the following gambling activities:

o Lottery 73 percent
o Raffles 63 percent
o Casino gambling 60 percent
o Pari-mutuels and OTB 30 percent
o Bingo 24 percent
o Stock Market 23 percent
o Cards (not at casino) 20 percent

o Slot machines (not at casino) 18 percent
o Pool 18 percent

o Sports 16 percent

56 Howard J. Shaffer, Matthew N. Hall, Joni Vander Bilt, Estimating the Prevalence of Disordered Gambling
Behavior in the United States and Canada: A Meta-analysis, Division on Addictions, Harvard Medical School,
December 15, 1997.

7 1bid.

8 Nathan A. Shapira, Mary Ann Ferguson, Kimberly Frost-Pineda, Mark S. Gold, Gambling and Problem
Gambling Prevalence Among Adults in Florida, University of Florida, October 2002.
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o Jai Alai 14 percent

e Lifetime prevalence was highest for lottery, raffles or sweepstakes, casino gambling,
and pari-mutuels or off-track betting (“OTB”) with nearly one-third to almost two-
thirds of respondents acknowledging participation in these activities on a lifetime
basis.

e Past-year participation rates were highest for lottery, raffle, casino and stock market
gambling, followed distantly by bingo, cards outside a casino, day trading, horses,
dogs or other animals and OTB, pool, sports and slot machines outside a casino.

e Respondents participating in one or more of these gambling activities did so by:

o Gambling in a casino 32 percent
o Gambled at a convenience store 16 percent
o Gambling at the supermarket 13 percent
o Gambled in their homes 8 percent

e Males are significantly more likely to be weekly gamblers than females (30.5 percent
versus 20.2 percent)

¢ Florida residents in the 50 to 65 age range are most likely to be weekly gamblers
e Residents 18 through 29 are least likely to gamble weekly
e SOGS problem gambling®® among adult Florida residents:
o Past-year problem/pathological 2 percent
o Lifetime problem/pathological 3.6 percent
e NORC DSM problem gambling®® among adult Florida residents:
o Past-year problem/pathological 0.8 percent
o Lifetime problem/pathological 1.0 percent

Lifetime gambling participation among Floridians as documented in the 2001 study is
illustrated in the following chart. Note that for land-based casino or racino gambling, in 2001
virtually all of this would have taken place outside of Florida, as the only casino open at the time
was the original Seminole casino in Hollywood.

59 pathological and problem gambling based upon South Oaks Gambling Screen (“SOGS”).

60 pathological and problem gambling based upon National Opinion Research Center’s DSM Screen
(“NORC DSM”).
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Figure 7: Lifetime gambling participation by Floridians, 2001
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Source: Florida Council on Compulsive Gambling

The 2001 study was replicated 10 years later by the FCCG, with the University of West
Florida collecting and analyzing the survey data. The 2011 replication survey published in
January 2012, explored gambling behavior among a total of 2,500 Florida residents.®' This
update provides better granularity of data for gambling prevalence but in the process makes some
direct comparisons more difficult. For instance, due to a stricter definition of gambling as
“placing something of value at risk in hopes of gaining something of greater value”? instead of
simply “bet or spent money on” as gambling was defined in the 2001 study®’ lifetime prevalence
of gambling in the 2011 study benchmarks at only 60 percent as opposed to 90 percent in the
earlier study.®

Due to this difference in the broad definition of “gambling” it would not be appropriate to
compare the two overall statistics, and the change from 90 percent to 60 percent lifetime

61 Robert J. Rotunda, Terry L. Schell, “Gambling and Problem Gambling Prevalence Among Adults in
Florida: A 2011 Replication,” University of West Florida, January 2012.

52 M.N. Potenza, T.R. Kosten, and B.J. Rounsaville, Pathological Gambling, Journal of the American Medical
Association, 286, p.141-144, 2001.

3 Nathan A. Shapira, Mary Ann Ferguson, Kimberly Frost-Pineda, Mark S. Gold, “Gambling and Problem
Gambling Prevalence Among Adults in Florida,” University of Florida, October 2002.

5 Ibid.
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gambling participation should in no way be construed as a decline in the overall prevalence of
gambling in Florida but rather viewed as a refinement of the measurement criteria in the 2011
study and more consistent with the national rate of gambling participation.

Despite the difficulty in making overall gambling prevalence comparisons, the 2011
update agrees closely with the 2001 study in identifying lottery, raffles or charitable games,
casinos, horse or dog racing, and bingo as the top five gambling activities among Florida
residents. More than half of all survey respondents have played the lottery at least once in their
lifetime, almost half have participated in a raffle, and 40 percent have gambled in a land-based
casino.

Figure 8: Lifetime gambling participation by Floridians, 2011
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Both gambling prevalence studies also break out past year gambling participation. Past-
year gambling participation among Floridians is generally consistent with lifetime participation
and similarly highest for the lottery, raffles or charitable games, and casinos (both floating and
land-based), followed by cards/dice/dominos, horse or dog racing, and sporting events through a
pool or between friends. What is most revealing about this behavioral comparison after a decade
is that Florida residents report less past-year gambling participation for lottery, horse and dog
racing, floating casino, the stock market, and sporting events through a bookie in 2011 than they
did in 2001. Conversely, gambling participation has increased among Floridians since 2001 for
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land-based casinos, cards, table games, and gaming machines found outside the casinos, sporting
events through a pool, and gambling on the Internet.%

Figure 9: Past-year gambling participation by Floridians, 2001 vs. 2011
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The statistics regarding prevalence have to be balanced and understood within the context
of human stories, particularly among those with gambling problems. As Pat Fowler of the
Florida Council on Compulsive Gambling noted in an op-ed article: “Every day we hear statistics
about a variety of topics including dangerous activities, life style risk factors, and diseases of the
world. Most of these statistics go in one ear and out the other. They are just numbers. But when a
real story of hardship and devastation is tied to the numbers, it makes us think and consider the
people behind the ratios and percentages.”®

5 Nathan A. Shapira, et al., and Robert J. Rotunda, Terry L. Schell, “Gambling and Problem Gambling
Prevalence Among Adults in Florida: A 2011 Replication,” University of West Florida, January, 2012.

56 pat Fowler, “Gambling a Devastating Addiction,” Gainesville Sun, March 3, 2011
http://www.gainesville.com/article/20110303/NEWS/110309814.
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2. Competitive Issues

Florida’s land-based casino industry competes within itself on two levels: for customers
and gaming revenue, and for attention from the Florida Legislature.

Seminole Gaming — particularly its flagship Seminole Hard Rock in Hollywood — is a
well-functioning, well-capitalized and well-managed operation that has succeeded in leveraging
numerous assets, from its brand to its design to its tax structure and beyond, to the point where it
essentially competes to varying degrees with all of the operating racinos in Miami-Dade and
Broward counties.

The racinos themselves compete with each other and with the Seminole operations on the
bases of their location, access, design, customer service, loyalty programs as well as their brands
and racing operations. Various other rules they must operate under, from their hours of operation
to their mandated no-smoking policies, also play a role. The most visible and impactful rules that
limit their competitive abilities are the tax structure they operate under, as well as their inability
to match the same array of offerings as their tribal competitors. The racinos, for example, are
barred from offering house-banked card games, which are popular at the Seminole casinos.

While the racino operations share those concerns, they do not necessarily share the same
priorities. Some put the need for table games as a top priority, while others would place tax
parity higher on the list, or at least a reduced tax rate that would help justify additional capital
investment.

This absence of a uniform agenda has made it difficult for the racinos to advance their
cause(s), a situation that is exacerbated by a lack of understanding among the racinos themselves
as to their individual challenges. While jai alai has little in common with dog racing, and neither
has much in common with horse racing, there is little visible camaraderie between operators of
thoroughbred and standardbred facilities, even the thoroughbred tracks themselves can find
themselves at odds.

For example, Gulfstream announced its racing schedule this year and is breaking a
longstanding tradition of cooperation with other thoroughbred tracks by extending its meet year-
round, thus competing directly with Calder. This is one of several related issues regarding
skirmishes between the tracks, which are about 10 miles apart.

Still, the issue of conflicting agendas — what was referred to earlier by some observers as
a “circular firing squad” — has created a legislative stalemate, but has also led to other curious
results, as exemplified by the situation in jai alai. That sport — which originated in Spain and first
appeared in the United States in Miami nearly a century ago — enjoyed its heyday of popularity
between the mid-1950s and 1970s, when nine jai alai frontons opened in Florida alone.” Starting
in the early 1990s, the sport endured a dramatic retreat in popularity, with many frontons

67 Jai-Alai.info http://www.jai-alai.info/history-of-jai-alai.html .
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closing.®® Still, the sport survives, in large measure because it is tied to — and subsidized by —
casino gaming and, to a lesser extent, by revenue from cardroom poker, which is roughly 4
percent of gross poker receipts.

Jai alai cannot make the same claims as the horse-racing industry that it supports
numerous ancillary industries — such as racing’s ties to agriculture, as well as its span across
multiple states and nations — yet its subsidies endure, with no visible efforts to eliminate, reduce
or replace them.

With a jai alai fronton comes the ability to open a cardroom, a simulcasting parlor and/or
a casino in Broward and Miami-Dade counties in South Florida. Those possibilities have been
enough to entice investors to seek new jai alai permits even though investors realize that the jai
alai portion of their investment will lose money. They hope to cover their losses with revenue
from other forms of gambling. When Hamilton Jai Alai and Poker opened in December 2005, it
was the first new fronton built in Florida in 22 years.®® Its owner, Glenn Richards, told Spectrum
in an interview that without the cardroom and simulcast parlor, he never would have built the
fronton and it would have been closed long ago without the cardroom revenue.

Miami Jai Alai opened its slot facility on January 23, 2012. Its operator was hopeful that
slot machine revenue would improve its fiscal situation. But the company has struggled to pay its
debt service, resulting in a foreclosure action by its lenders. During its first six months of casino
operation in 2012, it lost nearly $7 million.”®

In addition to the prospects of cardroom and casino revenue, a jai alai license can be
transferred or leased to another operator. The courts are currently reviewing whether a jai alai
permit can be converted into a greyhound or racing permit. The bottom line is that jai alai
permits are being issued and sought due to reasons that have nothing to do with the profitability
of jai alai. Indeed, the jai alai sector as a whole sustained an operating loss of $14 million in FY
2012.

So why do the subsidies for jai alai endure? The elimination or reduction of jai alai
subsidies would give casinos tied to frontons an unfair advantage over casinos tied to other forms
of pari-mutuel wagering. The same arguments could be made for dog racing as well. If dog-
racing and jai alai were allowed to “decouple” their pari-mutuel operations from their gaming
operations, this would effectively lower their overall obligations, the effective tax rate they now
pay. By having a lower effective tax rate, this would eliminate parity with the pari-mutuels that

8 |bid.

59 “Hamilton Jai-Alai and Poker Opens Saturday,” Suwannee Democrat, December 21, 2005
http://suwanneedemocrat.com/jasper/x66389098/Hamilton-Jai-Alai-and-Poker-opens-Saturday.

70 Brian Bandell, “Miami Jai Alai in $84 million foreclosure,” South Florida Business Journal,”
http://www.bizjournals.com/southflorida/news/2012/09/14/miami-jai-alai-and-casino-in-84m.html?page=all.

71 Spectrum review of annual audited financial statements submitted by jai alai operators to PMW.

Florida Gaming Study: Part 1A 38



http://suwanneedemocrat.com/jasper/x66389098/Hamilton-Jai-Alai-and-Poker-opens-Saturday
http://www.bizjournals.com/southflorida/news/2012/09/14/miami-jai-alai-and-casino-in-84m.html?page=all

Gambling Impact Study (Spectrum Gaming Group, October 28, 2013) -- Page 91

are not decoupled, and any potential for eliminating parity can be expected to generate
opposition. So, the subsidies endure because their presence helps ensure that all pari-mutuels pay
a similar effective tax rate.

As a result, the current stalemate is perpetuated, and policymakers are not encouraged by
the industry to address issues that could arguably advance public policies, such as the possibility
of shifting some revenue-sharing that now goes to various forms of pari-mutuel wagering to
general revenues.

So, while racinos do not agree amongst themselves, nor do they agree with Indian gaming
operators, on most critical issues, there is largely a consensus on another aspect of gaming in
Florida: opposition to gaming expansion by allowing new entrants to develop destination resort
casinos.

Last year, legislation to authorize three casino resorts with capital investments of at least
$2 billion each was “killed by an unlikely coalition of opponents: Central Florida tourism
interests led by Walt Disney World and the Florida Chamber of Commerce; social conservatives
opposed to more gambling; and the state's pari-mutuel industry and the Seminole Tribe of

Florida, whose gambling interests would have faced new competition.”’?

The value of this “unlikely coalition” was affirmed in a recent press release by Fitch
Ratings, in which it noted: “Fitch believes there is a low likelihood that the integrated resort
legislation passes in the near term, since it faces heavy opposition from STOF [Seminole Tribe
of Florida], the pari-mutuels, the Orlando theme-park companies and other interest groups. If it
eventually passes, Fitch expects the impact on STOF’s financial profile will be manageable. Per
the Compact agreement, STOF would be able to stop making the Compact fee payments from its
Broward County casinos (Hollywood Hard Rock, Seminole Hollywood Classic and Seminole
Coconut Creek) which account for about half of the gaming division's revenues. Other facilities
in Immokalee, Tampa and Brighton would not be directly impacted.””

3. Identifying, Capturing Markets

Depending on their location, access, neighborhoods, amount and quality of capital
investment and distance from competitors, each existing Florida operation has developed its own
marketing strategy and customer base.

72 Kathleen Haughney, “Destination casino bill is dead for this year,” Sun-Sentinel, February 3, 2013
http://articles.sun-sentinel.com/2012-02-03/news/fl-gambling-dies-or-lives-another-day-20120203 1 destination-
casino-bill-gambling-regulation-debate-gambling.

73 Fitch Ratings, “Fitch Rates Seminole's $750MM Term Loan 'BBB-'; Affirms IDR at 'BB+'; Outlook to
Positive,” April 1, 2013 http://www.businesswire.com/news/home/20130401006002/en/Fitch-Rates-Seminoles-
750MM-Term-Loan-BBB-.
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For example, Isle Casino Racing Pompano Park competes against the Seminole Hard
Rock for its higher-end play and against Seminole Coconut Creek casino for the day-tripper
business. Yet, with 1,450 slots and 48 poker tables, Isle still managed to generate $155 million in
gross gaming revenue during the past 12 months.”

Isle generally generates about 40 percent of its annual revenue during the January-April
period, thanks to the lift created by the incoming snowbird population that fills the
condominiums and other housing units near the beach. In that sense, Isle is typical of many of
the racino operations in South Florida.

Isle is also typical in its marketing strategy, eschewing relatively expensive mass-media
options in favor of more targeted approaches, such as direct-mail and billboards. According to
General Manager Rob Wyre, customers respond to the nature of the offer, which casino is
providing the best deal, but also to the perception as to the looseness of the slots. Isle reports that
between 60 and 65 percent of its slot play is “rated,” a term referring to players who have signed
up for the loyalty program and who identify themselves as players during their visit to earn
rewards.

That percentage is about 10 points higher than what is reported at Miami Jai Alai, an
older property in a more urban area.”> Miami Jai Alai management views its location as an asset
that can be exploited, with heavy population centers nearby, and easy access to South Beach in
Miami Beach. The property enjoys a strong police presence and patrons feel safe, according to
management, which also notes that while the median player in its database is likely to be a
female between 50 and 55 years of age, age drops noticeably after 2 a.m. Its demographics are
also skewed heavily to the Cuban/Latino population, and to a lesser degree the Haitian
population. With that in mind, management views the televising of jai alai on Telemundo and
Univision as part of its marketing strategy.

Calder Casino and Race Course is also typical of the racino market in drawing most of its
customers from within a 10-mile radius, and also competes against both the Hard Rock and
Coconut Creek casinos, with the former being only two exit stops away on the Florida Turnpike.
Calder competes against Coconut Creek for the market in the Boca Raton area.’®

Calder management believes that its close proximity to Sun Life Stadium, its Turnpike
access, its equidistance of 20 miles from both Miami and Fort Lauderdale airports and its 220-
acre site are assets that could benefit from additional capital investment in more amenities, but
that possibility is presently precluded by the tax structure, which would prevent such investments
from generating a sufficiently attractive return on investment.

74 Interview with Isle Casino Racing Pompano Park General Manager Rob Wyre, May 1, 2013.
75 Interview with Miami Jai Alai management, May 2, 2013.

78 Interview with Calder management, May 2, 2013.
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Calder competes with Gulfstream on multiple fronts, from geography to its thoroughbred
racing meets, but the racinos clearly operate under different models. Gulfstream is being
positioned as a racing destination and as a centerpiece for the Stronach Group, which is moving
its racing operations to Florida, and which operates other tracks, including the signature Santa
Anita in California. The core difference is that Gulfstream focuses more on racing, and views
casino gaming primarily as a means of funding purses, which allows it to compete for top horses
with tracks in northern states.”’

Gulfstream is planning significant additional capital investment (see Chapter II[B][6][c]
for more detail), undeterred by the tax rate. It has already managed to attract a younger
demographic, in part because of its Village at Gulfstream investment, which opened in 2009.
Gulfstream took a recent snapshot of its customer base to reveal the following about its customer
base:

Figure 10: Gulfstream snapshot of customer demographics

(1)

m 50-59
60+

Source: Gulfstream Park

A number of the racino operators report that competition is fierce, a competition
heightened by the restrictions under which they operate. Not all restrictions are gaming-related.
Magic City Casino reports, for example, that any plans it might consider to add a hotel are
limited by restrictions on high-rise development near the airport.”® Managers there are also
concerned about capital investment that might be impacted by future destination resort casinos, a

7 Interview with Gulfstream management, May 2, 2013.

78 Interview with Casino Magic management, May 8, 2013.
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risk factor that discourages capital investment as well. Along that same line of reasoning, Mardi
Gras management said it would consider capital investments in hotel rooms, meeting space and
restaurant improvements, if it had assurances that destination resort casinos were no longer a
possibility.”

Hialeah Park is pursuing significant capital investment in its facility, in an effort to
recapture much of the appeal from its 1930s heyday as a racing icon. The $470 million project
will ultimately include, in addition to the casino, a 750-room hotel, convention and entertainment
and retail centers.® The concept was summarized in a brochure produced by Hialeah
management:

(Hialeah Chairman) John Brunetti Sr.’s vision for Hialeah’s rebirth is a comprehensive
development that supports the rich tradition and revitalization of the entire 200-acre
Hialeah Park property and to energize the hospitality industry in Florida - a place that
would entertain families, adults young and old and once again become a tourist
destination.

John’s plan restored Hialeah’s historic buildings and verdant gardens, brought horse
racing back to the region and created a new entertainment experience for Miami — Dade
County. Soon will come a small museum exhibiting the history of racing and the history
of South Florida; the creation of an urban entertainment district for those who live, work,
shop and play in the region; an outlet shopping village with restaurants; a new boutique
hotel and a metro rail station and business complex for the City of Hialeah and Miami
Dade County.?!

The property plans to take advantage of some inherent assets, ranging from its location in
the midst of a large Cuban-American population to its proximity to a train station in front of its
property. Hialeah management plans to aggressively market itself throughout Latin America and
Europe.??

4. Profitability

Casino gambling is generally a profitable business. As service businesses without costs of
raw materials and inventory or the need to invest in research and development, casino companies
are efficient operations, generating high operating margins. As shown in the following table, in
2012 the four largest publicly owned casino companies generated an average margin of cash
flow (as measured by the commonly used metric of EBITDA, or earnings before interest, taxes,

7 Interview with Mardi Gras management, May 9, 2013.
80 Hialeah Park Master Development Plan, June 29, 2012; revised May 14, 2013.

81 Ewing Cole architects, “Hialeah Park Now and Forever,” undated development brochure, emailed May
29, 2013.

82 Interview with Hialeah management, May 9, 2013.
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depreciation and amortization) to revenues of 22.1 percent, driven in great part to their Asian
operations.

The next five largest gaming companies, all US regional operators, generated an average
margin of 22.7 percent in 2012. This compares favorably to a comparable average margin of 16.6
percent for the four largest US publicly owned hotel operating companies as well as to the three
largest cruise companies, which have an average margin of 20.2 percent.

Figure 11: Profitability of casino and leisure companies, as measured by 2012 EBITDA margin

Casino operators with Asia exposure | EBITDA/Net Revenue
Las Vegas Sands 31.4%

Wynn Resorts 27.2%

MGM Resorts 11.0%

Melco Crown 19.0%

Average 22.1%

Regional casino operators | EBITDA/Net Revenue
Penn National 23.7%

Ameristar 28.0%

Pinnacle 22.1%

Boyd 17.1%

Average 22.7%

Racino Operators | EBITDA/Net Revenue

Dover Downs 7.4%

Churchill Downs Inc. 16.9%
Indian Casino Operators | EBITDA/Net Revenue
Mohegan Tribal Gaming Authority 23.1%
Seneca Gaming for 2009 30.0%
US cruise companies | EBITDA/Net Revenue
Carnival Cruises 21.8%

Royal Caribbean 14.8%
Norwegian Cruise Line 24.0%
Average 20.2%

US lodging companies | EBITDA/Net Revenue
Marriott 9.7%

Starwood 18.4%

Wyndham 23.1%

Hyatt 15.4%

Average 16.6%

Sources: Annual Reports, YCharts.com, pro.edgar-online.com. Note: Seneca Gaming stopped publicly reporting results in 2010.

a. Reasons for Gaming Profitability

In terms of EBITDA return on total invested capital, a measure of profitability in relation
to fixed plant, casino companies are very profitable. In 2012, the same four large gaming
companies generated an average of 16.2 percent return on invested capital. The regional gaming
companies generated a 13.6 percent return on the same measure. This compares to 18.8 percent
for the hotel companies in this group and 2.1 percent for the three cruise companies.
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Figure 12: EBITDA return on invested capital of casino and leisure companies, 2012

Gaming operators with Asia Exposure ROIC
Las Vegas Sands 20.3%

Wynn Resorts 25.4%

MGM Resorts 5.6%

Melco Crown 13.4%

Average 16.2%

Regional gaming operators ROIC
Penn National 14.0%

Ameristar 18.0%

Pinnacle Entertainment 14.0%
Boyd Gaming 8.3%

Average 13.6%

Racino-only Operators RIOC
Dover Downs 1.2%

Churchill Downs Inc. 7.5%

Indian Casino Operators ROIC
Mohegan Tribal Gaming Authority 17.4%
Seneca Gaming for 2009 23.6%
US cruise companies ROIC
Carnival Cruises 4.5%

Royal Caribbean 0.3%
Norwegian Cruise Lines 1.4%
Average 2.1%

US lodging companies ROIC
Marriott 32.1%

Starwood 17.5%

Wyndham 16.9%

Hyatt 8.6%

Average 18.8%

Sources: Ycharts.com, Annual Reports. Note: Seneca Gaming stopped publicly reporting results in 2010.

Casinos tend to be profitable in great part due to the many barriers to entry that limit
competition. First among these is the requirement for licensing. Many persons and companies
will not want to get licensed due to the invasiveness of the process and its ongoing nature.
Similarly, the transparency of the operations due to public reporting requirements is a deterrent
to those not wanting to operate in a “fish bowl.” Possibly more importantly, most jurisdictions
limit the number of gaming licenses or restrict the locales in which casinos can operate, thereby
restricting the number of casinos that can open. Additionally, the capital-intensive nature of
gaming, whether for the need for large and specialized physical plants or the high working
capital needed to run the operations, result in a high capital cost, limiting participants only to
those who can amass the great amount of capital needed. Lastly, gaming is a highly specialized
cash-intensive operation requiring complex management controls regarding security, marketing
and cost controls, which limits the number of capable operators.
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b. Factors Affecting Profitability

Within the gaming industry, some properties are more profitable than others for a
multitude of reasons:

e Gaming tax rate — The assessment made by the hosting jurisdictions is among the
most significant determinants in casino profitability. Tax rates can range from 7
percent to 65 percent of house gaming win®’, sometimes with additional up-front and
ongoing payments to host communities, local public benefit organizations and the
state or national government that is granting the gaming license. Higher rates are
generally imposed in jurisdictions that limit competition, vesting greater value in the
license rights. But obviously, the higher the tax rate, the lesser the ability of the
gaming operator to absorb fluctuations in other elements of the business’s operating
results, jeopardizing profitability and the ability to withstand competition.

The absence of a gaming tax is a key element to the profitability of many Indian
casinos. Without having to pay such a tax, the tribal gaming operation has
substantially more flexibility to spend more on customer marketing including
complimentary services such as rooms, food and beverage, giving them a potential
competitive advantage against tax-paying commercial casinos. Additionally, non-tax-
paying Indian casinos can return more to their owners or use the funds to pay down
debt sooner, assuring them greater financial stability. The benefits of such a tax
advantage are compounded by the tribe’s exemption from corporate federal and state
income taxes.

e Cost of capital — Gaming is a capital-intensive business, and getting more so as
casinos get larger and incorporate more non-gaming amenities. A gaming company’s
ability to attract lower cost capital can make a huge difference in its profitability as
measured by return to shareholders and its ability to pay down debt. Capital cost