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Introduction

The FloridaLegislature commissioned Spectrum Gaming Group to undertake gtmtge

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:

1 The first provide 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.

9 Theseconggr ovi des the economic i mpacts of FI
stands now including the Florida Lottery, the pamutuel industry including slot
machines and cardrooms, and Indian casinos. We provide the key performance data by
sector andyorking in concert with project partner Regional Economic Models Inc.
(AREMI 0), we provide the economic and f
key findings are provided below in this Executive Summary.

This report is the product of a fezachirg 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 importart h a t reader s understand

instructions:

1 Spectrum will not make recommendation any of its reports. The Legislature
commissioned Spectrum to undertake an economic and academic study for the purpose

of educating t he dothen stakehalderp solthatdchgymaak makes a n

enlightened decisions regarding the future of gambling in their state.

1 This is the first of three reporthie to the Legislature. The two additional reports will
be delivered by Spectrum on or before October 132@re as follows: Part 1, Section
B: Assessment of potential changes and economic effmats Part 2:Statistical
relationships between gaming and economic variables for communities.

1 Spectrum was tasked witinalyang the social costs associated withmiging in the
second reportWhile 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.
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Key Gambling Sector Findis

First, we review the key performance dat a
sectorsi pariFmutuel (including the subsectors of slots, cardrooms andnp#tiel wagering)
lottery, and Indian casinos.

Pari-Mutuel

Three distinct types of gamhlig t ake pl ace wunder tnuwel umbr e
industry, only one of which actually involves pamutuel wagering. Because staggjulated slot
machines and cardrooms must be coupled with anpaiiel license, these activities are offered
only at racetracks and jai alai frontons. All three types of gambling are regulated by the Division
of PartMutuel Wagering, a unit of the Department of Business & Professional Regulation.

Racetrack Slots

1 The racetrack slot industiy.e., racinos)which is lgally 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

1 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

1 Twentyfour partmutuel facilities operate cardrooms, which are restricted to poker and
dominces (which is rarely offered or playedyardrooms last year generated $131
million gross receipts and paid a tax of $13.1 million.

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

Pari-Mutuel Wagering

Most partmutuel facilities lose money on their pamutuel operations and need
cardroom and/or casino revenuestisidize those losses.

It is important to note that the total handle numbers cited below are understated because
the Division of ParMutuel Wagering does not collect data on-ofistate generated
handle, which is the single largest component of handle.

1 Greyhound racingTotal 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 nationallyThe number of Florida greyhound performances (a
radng 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:
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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.

1 Thoroughbred racing:Thoroughbred racing is the dominant pemituel 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 Fr 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 figues 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 pattuel
operations, with the rest from slots and/or cardrooms.

1 Harness racing:Fl ori dadés sole harness track, | s |
accounted for 5 percent of total Florida handl&¥2012. The Pompano track must
run at least 140 performances a year but it can seek-tnomel0 percent reduction
from the 14@performance minimum. Attendance has declined such that Isle Pompano
no longer charges admission and attendance figures akepto 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.

1 Quarter horse racingQuarter horse racing returned to Florida in November 2009 at
Hialeah Park after an Iyear absere 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 generatidge handle of $1.7 million, total
handle of $2.1 million and pses 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.

9 Jai alai: Of all the pardmutuel sectors, jai alai has sustained the steepest cuts in
attendance and popularity. Since 1990, total handle has fallen 91 percent, live 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.
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Lottery

The Florida Lottery repted FY 2012 sales of a record $4.45 billion, up 11 percent over
the previous year, rankirtgird in the natiorin total sales revenué&Y 2011), behind New York
(including its video gaming machine revena@d Massachusett®n a percapita 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 (AEETFO) . I n the past
for construction bonds, praled $271 million for public school funding, $130 million for state
colleges, and $254 million for state universities. Since 199Fltraa Lotteryhas also provided
scholarships to more than 600,000 students through the Bright Futures Scholarshim Progra
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 casamasthe Miccosukee Tribe operates
one casino. The SemileoTribe advised Spectrum that in 2012 its gaming facilities employed
9,562 total employees, or 7,725 ftilne-equivalent employee@FTE®). Another 4,000 are
employed by Seminole casino facility tenants, such as retailers who opetsite ountlets. The
Miccosukee Tribe declined to cooperate with this stallgpugh a Miccosukee Gaming & Resort
employee advised Spectrum that its gamingppgor t y e mpl oys fAover 800. 0

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 casirtésrida:

1 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 paniutuel permits along the Interstate 10 cormridetween
Pensacola and Jacksonville. The Poarch Band said it is seeking to negotiate an
agreement, which could include revergsl@aring, with the State to operate Class Il
gaming.

1 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 means of
economic development. Tribal landholdings are well positioned to offer casino gaming
in the Florida panhandle.
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Impacts

Our analysiexamineghe totaleconomic ad fiscal impacts of the gambling industry by

subsectors in 20153 pectr um
and supported an additional 10,063 jobs. Its impact on induced jobs waswh@83actoring in

the estimated numbef additional jobs created by retailers selling lottery tickets, Spectrum found

that Fl ori
19,025 induced jobs.
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Following are the economic and fiscal impacts by gangidiector:

or

i daods

State Tax Revenue

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 Casing 10,387 6,137 3,785 $293.3
Cf 2 NJORtof-Siate

Gaming Spending 0 693 3,143 $15.4

Average Annual

Average Annual

Average Annual

Average Annual State
Tax Revenues

2012-2060 Slow Growth| Direct Employment| Indirect Employment| Induced Employment (FY20132060)(M)
Parimutuel 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 Casing 10,933 6,246 769 $401
Ct 2 NJAORtofkSyate
Gaming Spending 0 488 2,334 $28.6
Average Annual State
AverageAnnual Average Annual Average Annual Tax Revenues
20122060Normal Growth | Direct Employment| Indirect Employment| Induced Employment (FY 20122060)(M)
Parimutuel 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 Casing 10,933 5,660 -473 $374
Cf 2 NJORtofSyate
Gaming Spending 0 455 2,239 $27

Average Annual

Average Annual

Average Annual

AverageAnnual State
Tax Revenues

20122060Strong Growth | Direct Employment| Indirect Employment| Induced Employment|  (FY 20132060)(M)
Parimutuel 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 Casing 10,933 5,145 -1,605 $364
Cf 2 NJORtof-Siate
Gaming Spending 0 428 2,157 $25
Source: Regional Economic Models Inc., Spectrum Gaming Group
Xiii
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The study of gambliny economic andocialimpacts isa neverendng process that will
only growmorecritical over time Some form of gambling is legal in 48 statesddebates over
gambling expansioseem to b@n annual everdt statehouseacross the countryMoreover the
effective legalization of Internet gambling at the state level has magsifighidebatesAt the
same timeillegal and/or unregulated gamblingasoliferating through such channels ascsdied
Internet cafes, gragnarket electronic gaming devices, skill ganmsausement games, and online
games.

A majority of American adults are gamblegome 53 percent played the lottery last year
and 32 percerdambkdin a casind.As gambling historian David G. Schwartz notes, the activity
is nearlyas old as civilization itselfn America, colonial legislatures authorized 157 lotteries from
the 1740s through 1776 to assist governments and other instittitions.

Legalized gambling as we know it today is relatively young. The first legal casirlos
modernermopened i n Nevada in 1931. The countryads
1964. Betting on horse rashas alonger history, dating taolonial daysin Americabut grew
rapidly after the Civil War

Although popular in one form or anothegambling remains controversial. On the one
hand, regulated gambling can provide substantial revenues to governments and, in many markets,
a substantial number direct, indirect and induced jobs; on the other hand, it can lead to
compulsions that result in financial, familial and mesm@alth costsas well as governmental costs
ranging from gamblingddrtion treatment centers salditionallaw enforcementThearguments
on both sides are stroiigandusuallyimpassioned.

This report will not resolvéhe debate over the merits of legalized gamblimay is itthe
assignmenof Spectrum Gaming Group attempt to do s(mor has the Florida Legislatutasked
Spedrum with recommenchg any course of actignRather, the Legislature commissioned an
economic and academic stufdy the purpose of educatiigh e st at eds pol i cymak
may make enlightened decisions regarding the future of gambling in tieir st

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 deeplit &éfis issue, and about the

I American Gaming Asciation,2013 State of the State®. 25
http://www.americangaming.org/sites/default/files/uploads/docs/aga s0s2013 fnl.pdf

2David G. SchwartRoll ThéBones: The History of Gamblimg 144.

31bid., p. 332.
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future of their state. Our experience is tempered and governed by certain observations and
principles:

1 The gaming industry is uniquely intertwined with governmarguably as much asy
other industry, particularly any indugtthat is dependent on discretionary spending.
Government can legislate gaming ifit@r out ofi existence, which underscores this
relationship.

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

1 Governments not only authorize legalized gambling, but often grant regional
monopolies for operators. The corollary to that & thperators have a responsibility to
operate irthe public interest.

1 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 1& 0 1 3, retained Spectrum Gami
Aweod or Aour 0) -ptac t g o mpluatye od ttwe stateds ga
Invitation to Negotiate #859 fi t h e .* Thi¥ Noit is Part 1, Section Assessment of the
Florida gaming indsgtry and its economic effectywo 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 effauts Part 2 Statistical
relationships between gaming and economic variables for communities.

Following is the assignestope of this reparas published ithe ITN:

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

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 gaimiesnet poker,
destination resort casinos, and sports betting.

b. A general description of gambling regulatory schemes, including:-Sgeteated,
consolidated agency oversight, medifjency oversight, and the use of local and
state commissions; Authorizing and revocatioachanisms; Taxation schemes.

c. A general description of trends and best practices in governance and regusétion
gamblingactivities

4 Seehttp://www.leg.state.fl.us/GamingStudy/docs/ITN 859 Invitation.pdf
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d. A general description of gambling as a public funding source, including: Comparison
2T aldl G§SaqQ NBfgahbing& apuplic funbiRg sdmics; Religbitity and
predictability of gambling revenues; Direct and indirect costs to the state.

e. A general description @fambling impacts, includingocial, criminal, and personal
Short and longterm fiscal.

2. Aneconomi¢t aa4SaavYSyid 2F GKS A0NH2OGdzNE | yR LISNF2
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
fiscd impact of each of the subsectors. Impacts associated with facility construction
should be distinguished from impacts associated with ongoing operation of a
facility.

c. An assessment 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 releVBNtlanguage lfighlighted in gray
to provide an understanding of the scope of research with which Spectrum was tasked for this first
report.

Our task was to studyne 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 gamlslibgyand
the scope of this study to examine its performance and impacts.

Many of the topics covered herein are worthythadir own reportsbut the broad, muki
subject scopefthisreporiand t he directive of providigg fan
T limits the extento which we could reasonably tresatch topicslt is important tanote, however,
that in-depth analysis of several topics will be provided in the second and third repborts
Spectr umb s. Farthay, aogr domteoke hereinprovide dozens of excellerdocument
references many available online, with the URLs includédwhere readers can find more
informationabout these important topics.

Spectrumemployed 16roject professionals for this report, all of whom are staff experts
or associates, assisted by support staff as ne¥dedelied on publicly available datas well as
data requested from gambling operatmg government sourgdaaterviews with various Florida
stakeholders (both in persoby telephoneand by ema)l site visits,existing documents and
research reports, and ooollective expertise inhaving studiedgambling for more than three
decades.

For the second part of this report, whi ch
existing gaming industry, weeamed with Regional Economic Models Inc., a globally respected
economic modeling firm based in Amherst, MA, that works with numestategovernments,
including the State of Florida. REMI 6s goal [
allow, a baseline of the economic contributions of the existing gaming industry in Florida. To this
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end, REMI relied on its TaRl model, data from the US Census Bureau, and data from the other
project team members. REMI used each source of data to complineeothers 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-Paxo forecastgrowth for the gaming

industry into the future. With this bdsee established, REMI then conducted a counterfactual
study that removed the existing gaming industry from the economy in ord=ldolateits
contribution.
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A general description of gambling in terms of popularity, patiiity, regulatory considerations, and cost
mitigation, including not only industries currently operating in Florida but also other gambling activities
such as table gamekjternet poker, destination resort casinos, and sports betting.

A. Growth and Evolubn of Gambling in United States

Florida is not an emerging gdning state. In terms of revenue, employment, number of
gaming locations and other important measutesdreadyis a major garbling state, with a wide
array of optionsFlorida is arguably anicrocosm 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 brces will also constrict the ability of lawmakers to chart the future of gaming. These
forces can be segmented into the following broad areas:

1 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 significaRtorida is bound by compact with
the Seminoldribe of Floridg and tlat compacts, in turn, bound by federal laws and
regulations, most notably by the Indian Gaming Regulatory Attl G ROth@r)states,
such as Connecticut, have found themselves in a similar position, having leatned tha
compacts can represent missed opportunities that are difficult to revise after the fact

1 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 eizehef 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 weitlsis warkets
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.

1 Historic: The two federally recognized tribes in Florida lay claim to a longstanding
history of gaming irFlorida, 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 concegavefeignty and gaming
rights. At the sane time, the parmutuel industryi 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 Fbrida, but is not unprecedented.
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1 Political: Among various private industries, gaming is uniquely dependent on the
political process for its succeaad in many instances, for its very existence. In Florida,
as in other states, this essential connectidh government and the political process
means that gaming operators and their allied interests have déatddwill continue
to devotel considerable resources toward influencing that process. At the same time,
other interests that oppose the expansiogaming, for reasons ranging from moral to
economic, will play a role in that process.

1 Technologicat 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 stdtemd the federal governmeintdapt theiown
gaming laws, it will inevitably have an impact on the future of gaming in Florida.

1 Competitive: While gates compete against other statesstate competition iglso
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). Similarly,
within the casino suBector itself, irstate competition can occur, and that can include
competition for legislative and regulatory attention and resources. In &dfan
exampl e, the %opemateanridsr diffevent rulesattam theaigerboéts
example, riverboats are allowed live table games, which are barred from racinos, while
the tax rates also diffeAdditionally, casinos compete against manyeotindustries for
a share of overall discretionary spending.

As these macro trends combjree number of smaller yet still significant trends have
emerged. For example, states that first legalized gaming with slots orlettery terminals are
evolving irno 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. Vat@unpanies, most notably
Shuffle Master and International Game Technology, have developed popular electronic table
games that mimic live table games, sometimes with virtual dealers, bbeaoverned like slot
machines.

That is an example of how polititand 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?

With that in mind, lis interim stepf electronic table gamdss made it easier from both
a management and a government standpoint to take the next step of live table games. Moreover,

Sa wl O Aaiilély ugedportmanteauformed by the combination of two words, retrackand casino.
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in such instances, states aften responding to what other states are doing. This has clearly been
the case with West Virginia first addifige tables to its slotenly mix, followed by Delaware and
then by Pennsylvania.

Similarly, within the privatesector,variousoperators are taking advantage of expansion
by developing a Ahub and spokeod business mode
markets with a higher gaming tax can feed business to hub properties in destination markets where
the tax ratesra generally lower. This trend is explained in more detail later in the report.

With these factors combined, Florida is also emblematic of national trendsatén
competition is intense, not just on a geographic basis, but in terms of fighting forqraisgues
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 tharonestakeholdetold us during the course of our research for this study, the
partmutuel industryr e sembl es a Acircular firing squad. (
common with their dogacing counterparts, and both have little in common with jai alai. Even
within horse racing, there are warring camps between those who &&uog as the principal line
of business and those who favor the casino offerings.

The various parties that comprise the attuel industry have different agendas as well,
with some favoring the addition of table games to-partuels as the principal goavith others
favoring a lower effective tax rate, for example. Fautuels will generally find some common
ground among themselvesn t he | ssue lodvel ppelrayiinvg df ifeulnd o
gaming operations, as well as in opposition to Intecaées. Going further, the pariutuels 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 alhi 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 dlances and differing agendas amet uncommon within gaming, and
highlighttwo other truisms:

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

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

The former point is best exemplified by h@aming has evolved in different states. For
example, Nevadathe state that is most dependent on gaming revenues for government operations
T has no state lottent the same timdnternet gamblings just beginning to emerge in the United
States whiletiis a mature industry in Europe. In both instances, the same explanation applies:
Those whose interests are tied to the status quo are more likely teahesige
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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 rmof@ict, he presence
of these critical factors heightens the need for a compsarepolicy. 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 dmwould be far less likely to address or advance any ppblicy 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 notlpdecserious expansion efforts. Constitutional
limitations, as well as tribal compacts, can be viewed as obstacles to expansion, butwoadeal
sense, do not serve as permanent barflérs best example of this can be foundNiew York,
where the st& constitution prohibitsommercial gambling, yet it has a highly successful lottery,
nine racinos and five Indian casiniogll operating through a variety of exemptions, rulings and
legal interpretations. Today, New York Governor Andrew Cuomo is pgshioutright amend
the state ©nstitution to allow fullblown commercial casinos; i.e., those with true slot machines
(as opposed to video lottery terminals) and live table games.

Fl oridadés convoluted gambling | epodhavevhi c h
allowed an expansion of gambling to occur that the Legislature may never have intended. Rulings
in recent years by the st at eMust ureelg uWaagteorriyn ga g(ef
have all owed what «crficarrentgamicgdaws. an fAexpl oi tati

As Kent Stirling, executive director of the Florida Horsemen's Benevolent and Protective
Association, told thdampa Bay Times Al f t he | aw doesndt speci fi
the department se®ems to be, al ways, yes. 0

At issue, for example, is the simple definition gbaimutuel eventCan 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 withiteedcing requirement by
i nstituti ng -typdracing?eancan aperator st @own, transfer its live racing dates
to another facility and then establish an-site simulcasting operation with a cardroom? Can a
dormant jai alai permit be comted into a greyhound racing permit, with the result similar to the
one just describedPMW, through rulings or inaction, has, in effect, answered all of these
guestions with a fAyes. 0

bal NBE 9f DEYoVYAAZFR2GLINAY G SELI YyRAY3I Ay Cf2NARI dzyR
30, 2013 http://www.tampabay.com/news/business/gamblirfpotprint-expandingin-florida-undergowrick-
scott/2129317
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The result has clearly been an expansion of gaming that has led totourgditigation.
There are currently 21 lawsuits challenging PMW poliéies.

States place all sorts of limits on their gaming industry, from geographic locations (as with
New Jersey which restricts casinos to Atlantic Qifyto limits on the number of denses
(Pennsylvania, lllinois, Massachusetts and oth&rd)miting gaming to parmutuel facilities (as
with many states, such as Delaware and New Yook)mits on the number of gaming positions
per poperty (lllinois, for example), to requirements that casinos be on riverboats (several Midwest
states).

The following macro factors are driving the expansion of gaming:

1 As states need more revenue, particularly in periods of economic recession, gdsing bi
and referenda are more likely to be introduced, and to be viewed favoratsyrend
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
ecoromically depressed Atlantic City. Economic downturns in the 1990s prompted a
number of Midwestern states, from lllinois down to Mississippicreate riverboat
casino industries.

1 As related industries such as pamituels 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 panutuel operations. Consequentlyrasdracks
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.

1 States respond to what occurs in other states. One politieaharg that often gains
traction with |l egislatures and the gener g
are spending their dollars in neighboring states rather than at home. This argument has
been used in a variety of staiashe last decadmcluding Kentucky, Massachusetts,
OhioandPennsylvania.

1 In the battles between pgaming and antgaming political campaigns, the playing
fieldi s not | evel in one i mportant sense: T
succeed, but in many instandésy 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.

" Ibid.
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That latter point can be illustrated in various states. For example, Ohio voters turned down
four referenddetween 1990 and 2008 that would have legalized casinos in various loé#tions
only one of those votéisa 2006 measure to approve two casinos in Cuyahoga County, plus slot
machines at seven racetragkdid the measure gain support from more than 4@que of the
voters Yet, a fifth ballot measure in 2009 to authorize one casino in each of four Ohioi cities
Cleveland, Cincinnati, Columbus and Toleidavas supported by 53 percent of Ohio voters.
Consequently, despite four successful efforts to degesihos, 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 aegd a proposal to legalize
casinos along the Gold Coasand in Miami Beach in particular. By a lopsided 73 to 27
margin, opponents of the casino legalization measure, led byetwogovernor Reubin
Askew, carried every county in Florida and beat bac&farendum 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 hagy@ Baptist

popul ation and is generally regarded as a
economy, including its tourism, was strong
the casino opposition had concluded that, while the November genaointest 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 interepiseared and turned a once

close contest into a orsided racé®

That unsuccessful campaignvhich relied on the same campaign manager who conducted
the successful 1976 campaign in New Jefrsiedid not end such efforts in Florida.

Spectrum professionals previous careers, have been close observers of various gaming
efforts in Florida. Indeed, working as a journalistToie Press of Atlantic City 1986, Spectrum
Managing Director Michael Pollock withessed the firsparson meeting between the pioal
directors of two referenda on the ballot that year: an effort to legalizeblsetl casinos in hotels

8wA OK 9EySNI GhKAZ2 /lFaAy2 @8G0I EBMR{ASEEA PTHéBanNS Y d 0 KK §
Dealer November 4, 2009
http://www.cleveland com/datacentral/index.ssf/2009/11/ohio _casino vote passes on_str.html

° Ibid.

WLW2KYy 52Y0NARY] YR 2AffAFY bd ¢K2YLBEA2YS>X a¢KS [Fad
/ I aAy 2 aNeviadastpdies iR History and Political Science N@. 22
http://books.google.com/books?id=F6Z1G1FqcskC&pg=PA41&Ipg=PA41&dq=%22sanford+weiner%22+casino+flori
da+1978&source=bl&ots=AEigjrADF &sig=82P8HrWd uUPFZ2JEuBcdTIBurU&hl=en&sa=X&ei=P3iGUfnHGu_94APc
14C4Dw&ved=CEUQ6AEwWAA#v=0nepage&q=%22sanford%20weiner%22%20casino%20florida%201978&f=false

1 Michael PollockiHostage to Fortune: Atlantic City and Casino Gamplieg7, p. 16.
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with at least 500 rooms (subject to local approval), and another to legalize a state lottery. At an
impromptu meeting at Tampa International Airpdine 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 eason: The lottery referendum was approved bylanfargin, while the casino effort lost

by the same ratit’

That1986 Floridareferendum, however, proved to be a harbinger as to how gaming issues
would evolve throughout the United States, both in ternpsibfic perception and in how prand
anticasino campaigns would be funded and operated. This was captured well in a prescient column
intheSunSentinel A Money Shouts in Gambling Referendu
prior to theNovember 198&-loridavote:

A few rich individuals and corporations have the potential of influencgsame 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 ereeflum campaign. As

gamblers say, the sky s the Iimit. é

€ Millions of dollars wildl be spent this Y
|l egalized casinos oOowil/l have a more sophi
(former Gov. Reubin) Askw sai d. 61 think they |1 run a

A

aPRcampaign t s going t@ be a tough fight. o6

Pro-casino forces are sensitive about thedpgnder image. Therefore they will seek their
donations from within the state. And the staffGQifizens for County Choice is all from

Florida.
0lt shouldn t be a car pe tshppogeaydeffort anadndogea . It
controlled effort, o said Andrew Rubi n, wh o

Those favoring legalized casinos litepromote 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 ether to permit casinos in a particular county.)

0This campaign i's a more of a personal

referendumadi saildepader Kennedy. O6You are a:

who may want casinos to have arighttvot e ®n t hem. 6

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 mafginm)oetween those two failed

alNE 9ftftSy Yflasz a! ( NampdBayies BofemBer 26Z009A y 3 Ay Cf 2 NA
http://www.tampabay.com/news/perspective/dimeline-of-gamblingin-florida/1054345

B5ALYyS I ANIKEI dGaz2ySeé { KSdabentind March23Y1686hitp//ArticleSstinS NB y R dzY ]
sentinel.com/198603-23/news/8601180125 1 proasineforcescasinereferendumcasinequesion.

Yyflraszs a! ¢AYSEAYS 2F DFEYofAy3a Ay Cf2NRARRI ®¢
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casinoreferenda, however, gambling was still emergamgl evolving in Florida in the form of
icruises to nowher e, 0 -stakesubingdaVehtlei anagher prbposeda ¢ e s
constiutional amendment failed in 199% avote of62 percent t@8 percent, gaming proponents
eventually seized a narrowvictory in 2004 when a constitutional amendment was approved with
less than 51 percent of the vote to allow racinos to open in Miamée and Broward countié$.

As noted in the previous section, these trends do not evolve in isolation, and the factors
thatare 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 theirdiad@t 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 autteoand expand gaming, bringing it closer to more
population centersparticipation and familiarity with gaming will inevitably increasks an
industry, gaming is uniquely dependentiosnd uniquely intertwined with the political process,
andthisrelai onship | argely guides the industryos g
in Florida, observed a phenomenon that govern
solution to having too much of it is to have more @t t.

Indeed, that olesvation can be supported through various examples throughout the
country. From New England to the M#tlantic 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:

TA stateds residents are spending doll ars
home.

1 The parimutuel industry is hurting, and needs expanded gaming in order teesand
to compete against larger purses available at competing tracks in other states.

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

Additionally, we note that statesadistihat i
fiscal advantage over states that HAexporto ga
but do not have to fund services such as prolgambling treatment, which is usually funded by
the state where the problem gambler livest Ewample, Spectrum learned from 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

15 1bid.
18 |bid.

7 Interview with John Sowinski, May 29, 2013.

> SPECTRUM Florida Gaming Study, ParAl 12
< 5> GAMING GROUP




have to fund any treatent programs for those gamblers. Massachusetts, which had no casinos at
the time, funded the treatment absent any funding from gaming.

As notedearier, limits that are enshrined in the state Constitutidm not necessarily
preclude serious expansion et® Florida offers another telling example of that, in the 2004
constitutional amendment that led to the approval of racinos in Misde and Broward counties
That amendmeninitially limited that privilege to operating pamutuels, which would have
excluded Hialeah. That was changed through 2010 legislation, which survived subsequent legal
challenges, but created some new consequeXegstan gaming reporter Nick Sortal identified
those consequences in a report forShaSentinel

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

Whenitsquartehor se season ends é, the track that
to house slot machines, thanks to a provision in a 2010 lstateBut slotmachine
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 slotnesactia referendum.
Palm Beach, Hamilton and St. Johns counties also expect to vote on slots in November,
citing the 2010 law.

60pening the way to Hialeah opened the way
whose clients include Hialeah'srival, Magi Ci ty Casino. o001t create

a. States Endeavor to Realize Value from Gamung License Fees

One important theme that resonates throughout this report is that no other private industry
T and certainly none in the entertainmenhospitality fieldsi is as dependent as remaining in the
good graces of public officiafer its ability to earn a profit, or even for its very existenidee flip
side of that is that no other private industry has the ability to sestglelocal or regimal
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 bib$2 mi
which is due when the application is filed or with the renewal date. There is no fee to obtain an
annual parAmutuel operating license. But in conjunction with its monthly tax payment, each
permitholder pays a daily license fee. For jai alai,#i8 per game. For greyhound permitholders,
it is $80 per race that may be offsethweligible tax credits underestion550.0951(1), lerida

BhpAO1l {2NIFfX &l AFfSEK tF N) Y SubSentiaekFehbruad ¥6(20 22 NJ { G G S
http://articles.sunsentinel.com/201202-16/news/fl-hialeakhgambling20120216 1 mutuetparimutuelsslot.
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StatutesFor horse racing, the fee is $100 per race. For cardroom operators, the state charges
annually a fee 0$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 licensgby requiring license fees or some equivalent in exchange for the rights and privileges
of opegting a gaming facility.

The core rationale in requiring suohetime 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, managingotior 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
y e a rlligois, diana 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 aroumadendast
profits 6°

Hooke collected the datar the following table:

19 Division of PasMutuel Waggring, email to Spectrum Gaming Group, June 17, 2013.

PWSTFF 1 221ST aWSTFT |1 221SY L T PigsPulgh BoaGaFegeNaylé,2 6 &> Y I { §
2013http://old.post-gazette.com/forum/comm/20030514edhooke14p5.asp
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Figurel: Gamindicense transactions, values

Implied Transactions/

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

$180 October 2011 New YorlCity | Genting (MalaysiaBtate of New York Transactiof?

$435 December 2008 | Chicago Trilliant Gaming/State of lllinois Offer/TransactioR®

$407 August 2007 Indianapolis | LHT Capital/Oliver Racing (Indiana Downs) | Transactio&*
Indiana Downs/State of Indiana, Hoosier Pa| Two transactions at

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

$160 December 2006 | Pittsburgh PITG Gamir@ity of Pittsburgh Transactiof®

$220 November 2006 | Pittsburgh Millennium/Magna Transactiof?

$140 June 2006 Dania Beach | Dania Jai Al/Boyd Gaming Transactiof’

$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 Transactio”®

$442 July 2004 Philadelphia |1 F NN} KQ&k Ly @® DNE dzLJ | Transactiof?

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

$750 January 2001 Cincinnati Argosy/Inv. Group Transaction

$663 November 2000 | Detroit Chippewa/lnv. Group Transactioft

21 The value represents license valogly. In several instances, the values of casino structure, horse racing
track, jaialai track or relevant real estate were excluded from the transaction value in ¢odi#gtermine the
license valueFor 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 intial fees and the bidding process was ogen, but rather skewed towardertain landowners

22 Aqueduct racetrack slots. The gross amount is $88@n, minus $200million for a state contribution
to construction costs. The low price is partly duet@Ne, 2 N] Qa KA 3IK I YAyYy3I GFE NI GS Iy
The slots operator may keep only 30% or 35% of the net revenue.

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

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

25 PITG agreed to pay a $7.5 million annual fee to City of Pittsburgh to subsidize a new hockey arena
1 221S 1aa20AFr0Sa SaidAYFiSR GKS aLINBaSyd @FtdsS¢ 2F GKS

26 $30 millionvalue 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) ofgai fronton excluded from $153 milligourchase 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 millioficense fee for a value of $310 million (i.e., $290 minus $30 plus $50).

OLy SEOKIY3AS T2NI px: AYGSNBaGE | FNNFKQa Lldzi dzd 20S

1) KALIIS s Qa4 odzé2dzi 2F | nmx: AYGSNBaAGS AYyRAOFGAY3 |
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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 prospecdhas drivermore states in recent years to seek licéess.

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, rarfgng site acquisition and
improvement to architecture fees and construction cBsts 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 investmenfiROI0), a license fee is part of tlevestment, which is thdenominabr
in that ratio Buta license feéoes nothing to increase the numerator, the profit. Consequently, the
license fee is effectively a sunk cost that does not generate revenue, whidhiwtwn 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 developrhattders are generally viewed as part
of their capital investments and therefore:

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

1 Pose a dampening effect on deystent 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 operatse liees,

to both winnow outunder e sour ced bi dders and hipéng reco

other infrastructure costs, but rather to make clear the underlying considerations.

At a $200 million minimum bid, the Massachusetts casino licensing fedyinedchwith

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 vieweaxtlbthb state

and license applicants as the price of operating in a closed, geographically protected
environment?

20 LISOG NHzY DI YAY 3 DNER dzLIProjécting MndIREpEridg/Tér Ratestial impactod a A & Y
Expanded Gaming on Commonwealth of MassachuBeits | dz3dza i MX Hnany® LId mMmMdpd
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Three years later, the Expanded Gaming Act became law in Massachusetts, and included a
minimum $85 million licensing fee, significantly lowdran what had been contemplated in the
2008 proposed legislatich

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
thesame 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 statfithat 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 engplbiarimpact on local arts, as
well as on small businesses.

2. Racetrack Casinos EvolvEable Games Arrive

In 1990, the concept of a racino was introduced tdJiged Stateswith the openingof
165 video | ot t e Mauetainesr Pak Ratack it WestTVaginja. 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
slotsonly facilities. Examps of this include, among others, Pennsylvania, Delaware, West
Virginia, Rhode Island, New York and Florida racirnosalthough pokeat the Florida tracks ia
notable exception. The logic behind such moves tends to include the following:

i Slots are vieweds more politically acceptable.

1 Slotsi because they lack live dealers, as well as necessary controls over dice and other
gambling paraphernaliaare viewed as easier to regulate.

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

9 Fiscal pressures to generate additional revenue, as well as pressure to add jobs.

33 Massachusetts Expanded Gaming #ttb:/massgaming.com/about/expandedamingact/ (accessed
May 8, 2013).

34 |bid.; seehttp://massgaming.com/wgcontent/uploads/Chapter23k2012.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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1 The need to respond to actions in other, often neighbstatgs.

Within a span of about two years, West Virginia adtled table games, followed by
Delaware and then Pennsylvanisstates that, to varying degrees, hawerlapping markets.
Marylandfollowedsuit by adding tables to its slots facilities thesay. The trend was captured in
a quote by Mark Nichols, an economics professor with the Institute for the Study of Gambling and
Commercial Gaming ahe University of Nevada at Reno:Mar yl and i s getting
states already have, which is goirggyrhake 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
almostanythip t hey try, Maryland can cop¥%a 16m not

If requlated properly, the addition of table games can be a smooth transition that can also
encourage capital investment aexpansion. Thaddition of housédanked table games such as
blackjack to a slotenly casino can serve to increase slot revenue. This seems eotuntere
(the natural assumption is that new table games would simply cannibalize existing slot play) but
experience in markets that have added tables to casingsehitusly offered only slot machines
shows otherwise. This phenomenon can be attributed to two major factors:

1 Some new tablgame customers (who previously had no incentive to visit aaidys
casino) can be expected to apportion some of their owrdspeto slots.

1 Some of these new customers would be accompanied by otherigsesisas a spouse
or a friendi who would play slots during these visits.

Spectrund s r efimds @orcamipelling evidence that adding table games to aahbys
casino wouldreduce slot revenudn fact, research shows thslbts 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 slotdy 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 P10.

Through the 1anonth period ending April 2010 (ptable games), the 12 casinos
generated $3.09 billion in slot revenue. Through the 12 months ending July 2011 (the first full
annualized period when all 12 casinos had table games for the full dusapenod), the same

B¥Wd CNBESR2YNBAzI YRONIaaAy3d aidl18a Ay OFaray2 41 NBR 6A
Washington PostMarch 31, 2013http://articles.washingtonpost.com/20183-31/local/38170896_1 marylard
live-delawarepark-table-games
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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
throughl2-month period endinguly 2011.

The overall increaseigr o s s g ami 6@R0 foebote tahles and sfots 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 growtntdnily, this
growth occurred at a time when other casinos were opening in the region (SugarHouse in
Philadelphia, PAand Hollywood in Perryville, MDin September 2010, along with Ocean Downs
in Worcester, MDin January 2011).

b. Delaware

Slotsonly casiro ganbling commenced t Del awar e 6irs1995,hwthdable r a c i
games operations commeamg in 2010.Since table games effectively came online midway in
2010, we examined slot revenue variance datamparing second half of year to first half of year
T for 2008 through 2012 (two entire calendar years before and after table games). In the two years
beforetable games, slot revenue was less in second half of year (July through December) than it
was in first half of year (January through June), anddoheasino.

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 tableeganad 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 Defeare from 2008 through 20%2where 2010 (as highlighted) was the year
when table games commenced operations midway through the year.

Figure2: Delaware casinos, slot revenue varian¢@re and post table games (20082)

Harrington
Slot Revene Variance Delaware Park Dover Downs Raceway DE TOTAL
2008 (2nd Half vs. 1st Hal (12.6%) (2.5%) (14.2%) (9.4%)
2009 (2nd Half vs. 1st Hal (13.1%) (5.5%) (10.9%) (9.9%)
2010 (2nd Half vs. 1st Hal (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 Hall (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, slehwevonly declined by 9
percent in 2010 from the first half of year to second half of year (when table games were fully
operational)this percentage decline was greater in 2008 and 2009, absent presence of table games
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(at 9.4 percent and 9.9 percent, exgpvely). 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 complimentarynd/siots a
that table games enhanced .overall appeal of

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 Baltimorgin\Dne 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 offey 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 nunsgiaensed locations
statewide

In mid-2007, votes (via referendum at thieost county level) supported allowing table
games at three of the four racinos (the referendum failed in Jeff€@mamty home to Charles
Townit he st a trazifoy Cohsaquanttystwo casinos (Mountaineer Park and Wihgeelin
Island) began table game operation in late 2007 whil&tate 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 2qAXifth casino, the Grembrierresort began operations
in West Virginia in October 2009.he Greenbrier, a resort hotglth no racetrackoffers both
slots and table gamés.

We examined slot revenue performance at Charles Town, since this racino generates more
than half of theGGR in West Virginia, and is relatively isolated from any other racino in West
Virginia or neighboringstates. Specifically, we examined slot revenue varianceé aamparing
second half of year to first half of yeafor 2008 through 2012 (two years before and after table
gameg as table games became operational in July 2010 at Charles Town). In the twiej@®s
Charles Town having table games, slot revenue was lower in the second half of the year than it
was inthe 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 ofléatpames 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 Chides Town from 2008 through 2012where 2010 (as highlighted) was the year when
table games commenced operations midway through the year.
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Figure3: Charles Town Races (WV), slot rev. variaggee and post table games (200B2)

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

Source: West Virginiaottery, 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 ga®. 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 overallagpCharles 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 Rennsylvania, all of which prior to m2D10 were limited to slots.
Table games operations commenced in July 2010

Il n reviewing slot revenue results for the
table games (LTM June 2011) compared to thé 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 atd 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 hiadtaved.1 percent
increase in slot revel when comparing LTM June 2011 to LTM June 2010 (i.e.msstpre
table games). Four of the seven reported increased slot revenue, while three of the seven reported
declines in slot revenue.

Thiswas,ofcourse a period of significant change I
additional casinos opening-gtate and in surrounding area. That makes it difficult to isolate any
precise cause and effect on either table or slot revenue. Still, we note thakpetyed
cannibalization of slot revenue by the addition of table games did not materialize in Pennsylvania.

> SPECTRUM Florida Gaming Study, ParAl 21

- GAMING GROUP.

r




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
nongaming. Loveman suggestdeere isaproblem n t he | ndu s tothgréegenues nd s e
are definedy what they are not, rather than what they are. Hedof f or exampl e, t
divide people into t woeomenehRather,he chdrasterized othea n d
revenues as fAentertainmento doll ar s, forecas
providers in which they broadly compete #oshare 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 battte that entertainment dollar, and that do not offer gariingr do
they intend to offer gaming as an option.

From Floridads s tmastcgdiyappatent intOande, aisuceessfel, 1 s
world-class resort by any standard that has managedHhieve 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 parkgelwand other assets and infrastructure, Orlando
competes nationally and globally in various segments, and Las Yegdsstination centered on
gamingi is clearly a competitor. Interestingly, Las Vegas endeavored to leverage its brand into
the family sgment, but has more recently sharpened its focus on more adult segments, as noted
here:

By the | ate 198006s gaming revenue in Las
started to legalize gambling. In an attempt to stimulate visitor numbers thevaity
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. CircusCireu ki d 6 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 tlzenilfes. Las Vegain the 21st €ntury

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 2134 years oldsrom all over the world, Las Vegas

now ranks number one in categories such as, top destination for bachelor and bachelorette
celebrations (www.AskMen.com 2009), top destination to celebrate a 21st birthday
(www.ehow.com).

37 Gary Loveman, keynote speech at East Coast Gaming Congress, Atlantic City, NJ, May 22, 2013.
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The sudden influx of younger toutfis| can be attributed to the erection of new nightclubs

and pool parties in many of the Las Vegas
portrayal of Las Vegas as a party city has also been a catalyst for the younger crowd to Las
Vegas®®

Based onour 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 (besdas&i de

campaign) and business travelers.

Whil e Orlando and Las Ve géaesthegddo sharedne asititca r et

characteristic: Both destinations developed from scratch, in a relatively brief period, a massive
infrastructure of hotelooms, meeting and convention space, and entertainment attraEzahs.
destination has a critical mass of attractjavisich helps fuel visitationlohn McReynolds, Senior

Vice President of External Affairs for Universal Parks & Resantsted, for examlp, 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 nebniversal attraction®®

According to McReynoldsalmost85 percent of the Orlando market is represented by the
leisure market, with the remaining 15 percent being made up by the MICE rfark&dl business
attendance in Orlando has more than doubled in the past 20 years througitgoaehic 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 hailedBusiness Review USA as the top major convention

destinati onCeamt rtahle mlaagriiochadsi OCCC i s a massi v

feet of exhibit space inits 7,000,000 square ot compl ex. But i1 tds not
to the tg of our list. The OCCC provides Central Florida with a remarkable amount of economic
benefits at no cost to the countyds citizens

j

annual tax savings of $87.50 per Orange County household. Thig setf c | ai med #f Cen

Hospitalityo offers amenities t eeryicerestasrants( i ncl

BW2 a4 SLIK !LashggasSisidraientographics: Befid what you wish fof € |y A fdI8vbldaA (& 2
Las VegasApril 1, 2010, p.-3.
http://digitalscholarship.unlv.edu/cgi/viewcontent.cqgi?articl@595&context=thesesdissertations

3% nterview with John McReynolds, May 29, 2013.
40 bid.
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eight food courts and remote airline chaéckand was the staging area for relief operations for
Hurricanes Charley, Frances anddeed*

On a national l evel, many of the major cor
set are also hosting casinos. The number of major convention cities with casinos already includes
Las Vegas, Philadelphia, New Orleans, Detroit and New Ytk véll 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 themi@l 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 méaggs and conventiorf$"

I n our view, Orlandobdés ability to grow its
thiscountervailinghationaltrend underscores an importasset n t hi s mar ket : Or |
in attracting business travelers is @mg without gaming, and that absence is to some degree
fueling that growth. Orlando has cadveut a significant, profitableiche 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 medanggrs 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 , Ge
Orlando, expressed a view that was esddrby many of her colleagues wishesaid the absence
of gaming and the focus on oth€¢riamtdd gctliesns n
The Orlando hotel owners interviewed for this report note that convention attendees and other
bushess 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 abwdiio reported participating
in each activity.

“a¢c2L) ¢Sy | of & /BusindsS RavieveUSA/ Sy (1 SN& I ¢
http://www. businessreviewusa.com/business_leadersAep-us-conventioncenters(accessed May 30, 2013).

2wl OKSt ¢20AY wl Y2az a52gy 02 atihnta Busindsy Ghrohideelafuly 6 S b m @
12, 2007 http://www.bizjournals.com/atlanta/stories/2007/02/12/story1l.html?page=all

43 Interviews with members of the Central Florida Hotel & Lodging Association, May 29, 2013.
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Figure4: Activities participated in during visit to Orlando

Domestic Leisure Domestic ConventiorGroup Meeting

Theme/Amusement Par 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, Danc 11.6% 4.4%
Night Life 10.9% 7.8%

Parks: national, state A 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/Salil 1.9% 1.3%

Hunt, Fish 1.2% 0.1%

Watch Sports Even 1.1% 0.5%
Other Adventure Sportg 0.7% 0.0%
Look at Real Estat 0.6% 0.1%
Gamble 0.5% 0.1%
Nature/Culture-- Ecotravel 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 R@eknpai about 6680 miles from the Orlando areéa
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
Wendybés franchisees recently sel ecthasddohae MGN
$250,000 incentive that the MGM provided, which the Orlando competition could not inatch
although it did match other factors, such as the average daily roofA rate.

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

44 |bid.
45 | bid.
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Fl orida is a e gléotnote rmwewen, that Orlasdd eomgetes on-atate
as well as a national level, and would not be immntariee impacts of any change in gaming policy
elsewhere in Florida.

Figureb: Leisure, convention travel to Orlando by origin DM2011

Origin DMA (Top 15) Domestic Leisure Domestic Convention/Group Meetings
OrlandeDaytonaBeachMelbourne, FL| 15% TampaSt. Petersburg (Sarasota), 12%
TampaSt. Petersburg (Sarasota), 13% OrlandeDaytona BeaciMelbourne, FL| 11%
Miami-Ft. Lauderdale, F 6% Miami-Ft. Lauderdale, F 10%

New York, NY 6% DallasFort Worth, TX 5%

Jacksonville, F 6% Oklahoma City, Ok 5%

West Palm Beacht. Pierce, Fl 4% Los Angeles, C| 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, M 2% ColumbiaJefferson City, MC 2%
Philadelphia, PA 2% Chicago, IL 2%

Ft. MyersNaples, FL 1% Atlanta, GA 2%

St. Louis, MQ 1% HuntsvilleDecatur (Florence), A 2%

Houston, TX 1% Baltimore, MD 2%

San Francise@aklandSan Jose, C 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 areéBMAS) i which are independent media markéts other regions of
Florida are critically importanto Orlando. Daryl Cronk, Director of Research at Visit Orlando,
described this phenomenon:

Yes, proximity is a factorPlease keep in mind the data includes both overnight stays and
day-visits. The proximity of Daytona to the east, and Tampa to the westes Orlando a
popular destination for datyips. 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 | havadsdo 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 dixips are excludedstill a lot of in
state but not as much.

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

4% | bid.

47 Email from Daryl Croniay 24, 2013.
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Figure6: Market of origin share of overnight stays in Orlando

Origin DMA: Overnight Leisure 20102011
TampaSt. Petersburg§Sarasota), FL 9.0%
New York, NY 7.7%
OrlandeDaytona Beacivelbourne, FL 6.9%
Miami-Ft. Lauderdale, FL 6.1%
West Palm Beacht. Pierce, FL 4.0%
Jacksonville, FL 3.9%
Atlanta, GA 3.7%
Chicago, IL 3.1%
Boston, MA (Manchester, NH) 2.8%
PhiladelphiaPA 2.4%
Washington, DC (Hagerstown, MD) 2.0%
Ft. MyersNaples, FL 2.0%
St. Louis, MO 1.7%
DallasFort Worth, TX 1.5%
Detroit, Ml 1.4%

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

Taken together, these factdrghe evolution of gaming intbroader entertainment, the
availability of gaming in convention destin
national market$ support many of the concerns expressed by the Orlando business community
as to the expansion of gaming throughowriéla, particularly the possibility of new destination
resorts.

Clearly, the addition of such destinatianghich would add new supply to the competitive
conventions and meetings business, while adding additional amenities to competing facilities in
SouthFloridai 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 théesma@tactions, many
of which depend on Hstate and oubf-state visitors who are looking for secondary and tertiary
activities during their leisure time. Sowinski suggests that such attractishih might include
Gatorland in the Orlando region omgjle Island in the Miami arédamight be more likely to lose
out if more discretionary dollars are targeted toward gam#fing.

Las Vegasods féhraedi hgraysehfoasea dafami/l
success of the Orlando region, which aaghtfully 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 risktht gambl ing poses for FI oridabds exi
William Bunkley of the Florida Ethics and Religious Liberty Commission, who testified before
the Senate Gaming Committee meeting earlier
Florida. It is tourism. It is fishing. It is outdoor spordd though we have had some expansion
of gambling, |l got to tell you that Las Veg

48 Interview with John Sowinski, May 29, 2013.
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Bunk | ey sai d. nWe have a loorstateih thepareagh tbueismcanmdrii n g,
am very concern®d about the future. o

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,suggeststhat the expansion of gambling, particularly casino gambling, will be
damaging to Athe Florida brand. o Lupfer argue
order to attract tourists. This was certainly true in the 1990s when casinos first bepgand
outside Nevada and New Jersey. Florida, however, already offers more attractions than any other
state; it doesnodt n e bednoteaShRathar than bénefitting the stateg t t o
expanded gambling (especially casinos) could makedaar lessattractive tourist destination.

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

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

9 Economic costs
ol mpact to Orlandods gl obal brand posi
o Change in target market of the destination and thus potentiabetc losses.
o Potential cost of moving to the unionization of hotels.
o Economic impact to small businesses.

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

1 Social costs
o Change in the brand position and potentiaklof global goodwiill.

o Change in staffing at propertighat might impact the riendliness of the
destination, which i n turn anfiegdlyt damg
destination.

o Change in the perceptions of safety, as the leisure market willhoaoise
destinations where safety may be compromised.

4% Florida Senate Gaming Committee, February 18, 2013
http://www.flsenate.gov/media/videoplayer.cim?EntiD=2443575804 2013021203

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

Intentionally or not, the policies established by lawmakeos the lack thereof play a
critical role in the evolution and expansion of gaming. Indeed, in the views of many, the

Aevolanhdofnéxpansi ono of g a.nfihenngusteyraely $hanksgaed vy sy

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 oftengaming can be borne

out by examples. Even industry segments that have seen their customer basé daclnas jai

alai or dog racing, as well as other segments op#remutuelindustryi are still in business.

Rules that may seem fixed and immuéab such as constitutional amendmentsften 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 changesften 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.

B. Types of Gambling andhgir Performance, Participation

Legalized gamblings seemingly everywheiia the United States

| 43 states have a lottery, with a™4Wyomingi having enacted lottefggislationin
March 2013.

1 42 states have casiamf some kind, whethetas Vegasstyle, floating, Indian,
racetrack, or slotenly. Even Arkansas and Kentuckyconsidered nowasino states
by the American Gaming Associatidreach have two racetrack gaming facilities that
offer hundreds of Instant Racingachines! and/orii e | ect r o nikd Irepl®d me s
games in a casinlike setting(and thus are included in ocasinocoun), indicative of
the efforts by operators and/or states to capitalizb@popularity otasina. In total,
there areapproximately@85 casinos in thé&nited States?

9 33states have pamutuel racing, whether horse racing, dog racing or jai alai.

1T 7 states have what Spectrum terms Aretai
of a small quantity ofslot machines (generally 5 to 10) inside retail busees
throughouta statgtypically liquorlicensed establishments).

51 See description of Instant Racing machines at the Ellis Park website:
http://www.ellisparkracing.com/newsand-events/instantracing/.

52Based on American Gaming Association and Spectrum counts.
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1 5 states havstandaloneardrooms, which offer poker and, in some cases, casino card
gamesAt the end of 2012, there were standalone 407 cardrooms Wnitexl States

1 2 states have sports betting.

For better or for worse, legalized gamblimggrowingi in dollars, in locations and in
options Many states are clamoring éither legalize a new form of gambling or expand what they
already havé and these debates are a regolegurrencen statehouseacross the country. The
proponents in such states argue either that they need the additional tax receipts and/ahaibs, or
they need to stem the flight of Themascdnerollous 6 g a
of Internet gambling habegun changing how gambling will be delivered, played, taxed and
acceptedi in statehouses, among gambling operators, and among pa@ppsnents argue
legalized gambling has spread too far, leading to negative impacts that include addiction, personal
bark r uptcy, c¢crime and industry cannibalizati on

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

1 8Indian casino$7 Seminole, 1 Miccosukee)

1 1 date lottery t h e secartdargest @assmeasured by FY 2011 sarsluding
VLTs

§ 27 parimutuel facilities(plus intertrack at Ocal&§ including:
0 24 with activecardrooms
o0 14with live greyhound racing

o 5 with live horse racing (thoroughbredtandardbredand quarter horse
[including barrel racing]

0 6 with activejai alai
0 6 with slot machinesg seventhat Hialeah Parkopersin sumner 2013
1 Charitable bingo throughout the state, regulatedlatallevel.

In addition, day-cruisevesselsand cruise shipghat dock at varias Florida ports offer
unregulated (but not illegal) casino gambling once they reach international waters three miles
offshoreon the Atlantic side, but 10 miles on the Gulf side

53 Data from Florida Division of Paviutuel Wagering; July 24,2012, facilities map and fiscal-jedate
data through March 201ttp://www.myflorid alicense.com/dbpr/pmw/documents/FACILITIESMinRernet-
hyperlinks.pdfand http://www.myfloridalicense.com/dbpr/pmw/documents/Stts/HandleandCardroom20312
2013-201305-13--Aprik-YTD.pdf
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http://www.myfloridalicense.com/dbpr/pmw/documents/Stats/HandleandCardroom2012-2013--2013-05-13--April--YTD.pdf
http://www.myfloridalicense.com/dbpr/pmw/documents/Stats/HandleandCardroom2012-2013--2013-05-13--April--YTD.pdf

1. ThePrevalenceof Gambling

a. Nationally

To our knowledgethe most commhensie gambling studies, bothationally and for
Florida on a statewide basis, were conducted more than a decade ago. The first authoritative
national gambling research was conducted byGbenmission on the Review of the National
Policy Toward Gamblingn 197. The most extensive and authoritative nationwide study was
published in 1999 by thidational Opinion Research Center at the University of Chicago/68
page reportThis groundbreaking researcbhmpiled surveyresults from approximatel 3,000
gamblersand nongamblersand was conducted as part of the Natidhambling Impact Study
Commissiorfor the federal governmenthe study documented gambling prevalence among US
residents at a lifetime rate of 68 percent and ap2astonths rate of 61 percent faall forms of
gambling>*

Gambling has expanded greatly since 1999, when some form of legalized gambling was
being offered or had been approved in a Wot&5 states®to the present whed2 statescurrently
offer some form of legal gambling other thizwe lottery The most recent information on national
gambling prevalence comes from t he Shameefrthec an
Statessurvey. While this is not a rigorous academic study it does represent the most up to date
data releasedgleased in the first week of May, 2013. This latest update to the annual study
documents gambling prevalence as follows among the general US population:

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

o Lottery 53 percent
o Casino gamling 32 percent
0 Casual betting with friends 26 percent
o Playing poker 12 percent
o0 Wagering on a race 6 percent
o Internet gambling 3 percent

From the above information we can extrapolate that almostthore of the adult
population over 21 in thgnited Statefas 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 StudyS L322 NIi G2 bl GA2ylFf DFYotAy3a LYLI Of

National Opinion Research Center at the University of Chicago, April 1, 1999.

55 American Gaming Assotian, 1999 State of the Statethe yearly AGA reports are available at
http://www.americangaming.org/industryresources/research/statstates
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Of coursegambling 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 6érpent to 96 percent, with pak?-month prevalere rates
ranging even more broadly from between 49 percent to 89 péfaentetaanalysis of available
research across thénited Statesand Canada conducted in 1997 estimated a lifetime gambling
prevalence rate of 81 percent in the general populati@sstine country as a whaie.

b. Florida

The most comprehensive study of gambling behavior across the state of Florida was
conducted for the Florid@ouncil on Compulsive Gamblingc. ( i F C &the University of
Florida in 2001. Th study documentegambling prevalence and participation rates as folfws:

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

10 percent of Floridians surveyed report they have never gambled
20 percent have not gambled irthast 12 months

o O O

45 percent have gambled in the past 12 months
0 25 percent gamble weekly

1 Lifetime participation in the following gambling activities:

0 Lottery 73 percent
o Raffles 63 percent
o Casino gambling 60 percent
o Parimutuels and OTB 30 percent
o Bingo 24 percent
o Stock Market 23 percent
o Cards (noatcasino) 20 percent
o Slot machines (not &iasino) 18 percent
o Pool 18 percent
0 Sports 16 percent

56 Howard J. Shaffer, Mdtew N. Hall, Joni Vander Blstimating the Prevalence of Disordered Gambling
Behavior in the United States and Canada: A Metalysis Division on Addictions, Harvard Medical School,
December 15, 1997.

57 Ibid.

58 Nathan A. Shapira, Mary Ann Fergusombérly FrostPineda, Mark S. GalGambling and Problem
Gambling Prevalence Among Adults in Flarldaiversity of Florida, October 2002.
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o JaiAlai 14 percent

1 Lifetime prevalence wakighest for lottery, raffles or sweepstakes, maggambling,
and parimutuels ooff-t r a ¢ k BEBO ith negrly onithird to almost twethirds
of respondents acknowledging participation in these activities on a lifetime basis.

1 Pastyear participation rates were highest for lottery, raffle, caamsb 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.

1 Respondents participating in one or more of these gambling activitiss tigt
o0 Gambling in a casino 32 percent
o Gambled at a convenience store 16 percent
0 Gambling at the supermarket 13 percent
o Gambled in their homes 8 percent

1 Males are significantly more likely to be wdg gamblers than females (30.5 percent
versus20.2 percent

1 Florida residents in the 50 to @gerange are most likely to be weekly gamblers
1 Residents 18 through 29 are least likely to gamble weekly
f SOGS problem gambliigamong adult Florida residents:
0 Pastyear problem/pathological percent
o Lifetime problem/pathological 3.6 percent
f NORC DSM problem gamblirt§among adult Florida residents:
o Pastyear problem/pathologicaD.8 percent
o Lifetime problem/pathological 1.0 percent

Lifetime gambling participation among Floridians as documented in the 200¢ s
illustrated n the following chart. Note that for ladmhsed 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.

9t (K2 23A0FE FyR LINEOESY 3IFYotAy3d oFadSR dalry { 2dz

60 pathological and problem gambgjased upo | G A 2 Yy £  h LIA Yy A 205MB&8eers I NOK / Sy i
0Gbhw/ 5{a¢0d
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Figue 7: Lifetime gambling participatiorby Floridians2001
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Source: Florida Council on Compulsive Gambling

The 2001 study was replicaté@ years later by th&CCG with the University of West
Florida collecting and analyzing thergey data. The 2011 replication survey published in January
2012, explored gambling behavior among a total of 2,500 Florida resfd@ihis.update provides
better granularity of data for gambling prevalence but in the process makes some direct
comparisoe mor e difficult. For instance, due to
something of value at risk i n Siionpsetse aodf ogfa isniinmmp
or spent money ono as g a mBlifetimeprevetesce af gamblimge d i n
in the 2011 study benchmarks at only 60 percent as opposed to 90 percent in the earfier study.

Due to this difference in the broad defini
compare the two overall statistjiesxd the change from 90 percent to 60 percent lifetime gambling
participation should in no way be construed as a decline in the overall prevalence of gambling in

w2 6 SNI Wd w2 (i dzyGRrhblng ané Ridbem Gagblifg®redakeric@ Améng Adults in
Florida: A 2011 Replicatiané ! yAGBSNBRAGE 2F 2S&0 Ct2NARII WIydzZ NBE HAMH

52M.N. PotenzaT.R. Kosten, and B.J. Rounsaville, Pathological Gandalimgal of the American Medical
Association286, p.141144, 2001.

83 Nathan A. Shapira, Mary Ann Ferguson, Kimberly fiogtda, Mark S. Gold,DI Yo f Ay3 | YR t NRO
Gambling Prevalence AmoAglultsinFloridd ¢ | YyAJSNBRAGE 2F Cf2NARFZ hOdG206SNI H/J

54 Ibid.
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Florida but rather viewed as a refinement of the measurement criteria in the 2011 studyeand mo
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, casir®s, hors
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 ganibl@dandbased casino.

Figure8: Lifetime gambling participation by Floridian2011
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Source: Florida Council on Compulsive Gambling

Both gambling prevalence studies also break out past year gambling participatien. Past
year garbling 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 racings@orting events through a
pool or between friends. What is most revealing about this behavioral comparison after a decade
is that Florida residestreport less pastear gambling participation for lottery, horse and dog
racing, floating casino, the stockarket,and sporting events through a bookie in 2011 than they
did in 2001. Converselygambling 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 Intefhet.

Figure9: Pastyear gambling participatiorby Floridians2001 vs. 2011
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Source: Florida Council on Compulsive Gambling

The statistics regarding prevalence have to be balaarwtdnderstood within the context
of human stories, particularly among those with gambling problems. As Pat Fowler of the Florida
Council on Compulsive Gambling notedinanreogl arti cl e: fAEvery day we
variety of topics including dagerous 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 andrabesié®ple
behind the ratfos and percentages. 0

®5Nathan A. Shapir§ G I £ @ | yR w206 SNI Gaibling anil Brgbiein BambIBNNE [ @ {
Prevalence Among Adults in Florida: A 2011 Replication | YA @SNEA (G & 2yF202Said Ct 2 NARI =

6t 1 4 C26f SNE aDI Yof Ay Gainksvike SiMazhi3; 0Ky 3 ! RRAOGA2Yy I ¢
http://www.gainesville.com/article/20110303/NEWS/110309814
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2. Competitive ksues

F1 or i d-baSesl cakirrindustry competes within itself on two levels: for customers
and gaming revenue, and fattentionfrom the Florida Legislature.

SeminoleGamingi particularlyits flagshipSeminole Hard Rock in Hollywoddis a welt
functioning, wellcapitalized and welnanaged 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
essentlly competes to varying degrees with all of the operating racinos in Mbaaé 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, lpyadjsams as well as their brands
and racing operations. Various other rules they must operate under, from their hours of operation
to their mandated nsmoking policies, also play a role. The most visible and impactful rules that
limit their competitive Ailities 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 houséanked card games, which are popular at the Sentasileos

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 thalioWalp justify additional capital investment.

This absence of a uniform agenda has made it difficult for the racinos to adkance
cause(s)a situation that is exacerbated by a lack of understanding among the racinos themselves
as to their individuathallengesWhile jai alai has little in common with dog racirand neither
has much in common with horse racing, there is little visible camaraderie bespeetors of
thoroughbred and standardbréatilities, even the thoroughbred tracks themseleas 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. Thés one of several related issues regarding
skirmishes between the tracks, which are about 10 ies.

Still, the issue of conflicting agendasvhat was referred to earliby some observees a
Acircul ar iasareateda legistptiva gatate, but has also led to other curious results,
as exemplified by the situation in jai alai. That sposthich originated in Spain and first appeared
in the United States in Miami nearly a century agmjoyed its heyday of popularity between the
mid-1950s and 1970s, when nine jai alai frontons opened in Florida.&l&tarting in the early
1990s, the sport endured a dramatic retreat in popularity, with many frontons £fcStillg the

67 JaiAlai.info http://www.jai -alai.info/history-of-jai-alai.html.

%8 | bid.
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sport survives, in large measure because it is tiédatad subslized byi casino gaming and, to
a lesser extent, by revenue from cardroom poker, which is roughgreem of gross poker
receipts.

Jai alai cannot make the same claims as the facseg industry that it supports numerous

ancillary industrie§ sucha r acingdés ties to agriculture, as

and nation$ 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 simulcastitay pnd/or
a casino in Broward and Mianllade 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.ejhope to cover their losses with revenue from
other forms of gamblingVhen Hamilton Jai Alai and Poker opened in December 2005, it was the
first new fronton built in Florida in 22 yeat$Its owner, Glenn Richards, told Spectrum in an
interview that wihout 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 revare would improvats 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 millidh.

In addition to the prospestof 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 F¥ 2012.

So why do the subsidies for jai alai endure? The eliitwnaor reduction of jai alai
subsidies would give casinos tied to frontons an unfair advantage over casinos tied to other forms
of paritmutuel wagering. The same arguments could be made for dog racing as weHrdtohag
and jai al ai eweoue | &locmuunelepkratiorgs iaimitheir 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 pawiith the parimutuels that a not
decoupled, and any potential for eliminating parity can be expected to generate opposition. So, the
subsidies endure because their presence helps ensure thatmllperis pay a similar effective
tax rate.

Gl I YAIGR2WA WHWR t 21 S NuwahdSeyDeEmograDéadzhkiri28 J0H5
http://suwanneedemocrat.com/jasper/x66389098/HamiltalatAlarand-PokeropensSaturday

O NRAFY . IFYyRStfts daail YA WHR dzifKl ACf RWAHRY n . WaiAfyAS2ya T2
http://www.bizjournals.com/southflorida/news/2012/09/14/miamjai-alarand-casinein-84m.html?page=all

" Spectrum review of annual audited financial statements submitted by jai alai operators to PMW.
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As a result, the current stalemate isgstnatedand policymakers are not encouraged by
the industry to address issues that could arguably advance public policies, such as the possibility
of shifting some revenusharing that now goes to various forms of pautuel wagering to
general revenues

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

Last year, legislation to authorize three casino resorts with capital investments of at least
$2 bil | i iied kyarcunlikelyaaalitidh of opponents: Central Florida tourism interests
led by Walt Disney World ahthe Florida Chamber of Commerce; social conservatives opposed
to more gambling; and the state's partuel industry and the Seminole Tribe of Florida, whose
gambling interests would have faced new competidién.

The value of t hi ssdffitmed in & edent prese @leaset by &itchdo wa

Ratings, i n FRtchibelibvesithere ia a low lkelihodd that the integrated resort
legislation passes in the near term, since it faces heavy opposition from[Sdi@iRole Tribe of
Florida], the @ri-mutuels, the Orlando thenpark companies and other interest groups. If it
eventually passesiFt ch expect s tdghffieancialnpmidecwill beonmna§eablFRer
the compact agreement, STOF would be able to stop making the compact fee paymneitss
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 impatted.

3. ldentifying, 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.

For example, Isle Casino Racing Pompano Park competes against the Seminole Hard Rock
for its higherend play andgainstSeminole Coconut Creek casino for the -tigyper business.

Y Kt SSy | dAKySe:r a5SaiAyl SukSestine(Fetiuary 220834 f f A& R
http://articles.sunsentinel.com/201202-03/news/fl-gamblingdies-or-livesanotherday-20120203 1 destination
casinobill-gamblingregulationdebate-gambling

BCAGOK wl (A ySkmiBole'd £750MK Kernviloan 8BBffirms IDR at 'BB+'; Outlook to
Positivee ¢ | LINJhttp://windwv.businegswire.com/news/home/20130401006002/en/FitétatesSeminoles
750MM-TermLoanBBB.

> SPECTRUM Florida Gaming Study, ParAl 39
< %> GAMING GROUP

S|
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Yet, with 1,450 slots and 48 poker tablede still managed to generatedd ¥ million in gross
gaming revenue during the past 12 moriths

Isle generally generates about 40 percent of its annual revenue during the-2qumilary
period, thanks to the lift created by the incoming snowbird population that fills the condominiums
andother 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 expensivemeass
options in favor of more targeted approacheshsas directmail and billboards. According to
General Manager Rob Wyre, customers resptindhe nature of the offer, which casim
providing the best deal, but also to the perception as to the looseness of thelsleports that
between60and6dber cent of its sl ot play is fArated, o
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 JdigAiai, an older
property in a more urban ar&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 policespree and patrons feel safeccording to
management, which alsmtes that while the median player in its database is likely to be a female
between 50 and 55 years of agge drops noticeably after 2 alts.demographics are also skewed
heavily to the @ban/Latino populatiorgnd to a lesser degree thaittan 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 ratamket in drawing most of its
customers from within a file 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 Creekltfermarket in the Boca Raton aréa

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 anebits€220
site are assets that could bené&fitm 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.

Calder competes with Gulfstream omltiple fronts, from geography to its thoroughbred
racing meets, but the racinos clearly operate under different models. Gulfstream is being positioned

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

8 Interview with Calder management, May 2, 2013.
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as a racing destination and as a centerpiece for the Stronach Group, which is moving its racing
operatons to Florida, and which operates other traéksluding the signatur&anta 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 aliows compete ér top horses with

tracks in northern staté$

Gulfstream is planning significant additional capital investrm{gagé Chapter 1I[B][6][c]
for more detail) undeterred by the tax rate. It has already managed to attract a younger
demographic, in part becausé its Village at Gulfstream investment, which opened in 2009.
Gulfstream took a recent snapshot of its customer base to reveal the folédoeungts customer
base

Figurel0: Gulfstream snapshot of customer demographics

14% 14%
12% w 18-29
= 30-39
© 40-49
= 50-59
60+

Source GulfstreamPark

A number of the racino operators report that competition is fiarcempetition heightened
by the restrictions under which they operafet all restrictions are gamiaglated. Magic City
Casino reports, for example, that any plansnight consider to add a hotel are limited by
restrictions on higiise development near the airp6tManagers there are also concerned about
capital investment that might be impacted by future destination ressiris, a risk factor that
discourages caal investment as well. Along that same line of reasoning, Mardi Gras management

T Interview with Gulfstream management, May 2, 2013.

8 Interview with Casino Magic management, May 8, 2013.
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said it would consider capital investments in hotel rooms, meeting space and restaurant
improvements, if it had assurances that destinatisart casine were no longer 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 #60m hotel, convention and entertainment and
retail center§® The concept was summarized in a brochure produced by Hialeah management:

A

(Hi al eah Chairman) John Brunett. Sr.06s v
development that supports the rittadition and revitalization of the entire 2@0re
Hialeah Park property and to energize the hospitality industry in Fleredalace that
would entertain families, adults young and old and once again become a tourist destination.

Johnds pl ah erachdbtsothe s tdiri ¢ buil dings and ve

back to the region and created a new entertainment experience for Mizade County.

Soon will come a small museum exhibiting the history of racing and the history of South
Florida; thecreation 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 Citliafeah and Miami Dade Count*

The property plans to take advantage of some inherent assets, ranging from its location in
the midst ofa large Cubammerican population to its proximity to a train station in front of its
property. Hialeah management plans to aggressively markiéthiseighout Latin America and
Europe®?

4. Profitability

Casino gambling is generally a profitable busin@ssservice businesses without costs of
raw materials and inventory or the need to invest in research and development, casino companies
are efficientoperations, generating high operating marghss show in the following tablein
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 tintares,
depreciation and amortization) to revenues of Zf#fcent driven in great part to their Asian
operations

The next five largest gaming companies, all US regional operators, generated an average
margin of 22.7ercentin 2012 This compares favably to a comparable arsge margin of 16.6

nterview with Mardi Gras management, May 9, 2013.

80 Hjaleah Park Master Development Plan, June 29, 2@¥#sed May 14, 2013

BlggAy3a /2fS FNOKAGSOGAE dal AFESIK tFN] b2g | yR C2NEB

29, 2013.

82 Interview with Hialeah management, May 9, 2013.
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percentfor the fourlargest US publicly owned hotel operagicompanies as well as to the three
largest cruise companies, which have an average margin gh@@ént

Figurell: Profitability of casino and leisure companies, as measured22EBITDAnargin

Casinooperatorswith Asia exposure| EBITDA/Net Revenug
Las Vegas Sanc 31.4%

Wynn Resorts 27.2%

MGM Resorts 11.0%

Melco Crown 19.0%

Average 22.1%
Regionalcasinooperators | EBITDA/Net Revenug
Penn National 23.7%

Ameristar 28.0%

Pinnacle 22.1%

Boyd 17.1%

Average 22.7%
Racino Operators| EBITDA/Net Revenug

Dover Downs 7.4%

Churchill Downs Inc 16.9%
Indian Casino Operatory EBITDA/Net Revenug
Mohegan Tribal Gaminguthority 23.1%
Seneca Gaminigr 2009 30.0%
UScruise ompanies | EBITDA/Net Revenug
Carnival Cruise! 21.8%

Royal Caribbear 14.8%
Norwegian Cruise Ling 24.0%
Average 20.2%
USlodging companies| EBITDA/Net Revenug
Marriott 9.7%

Starwood 18.4%

Wyndham 23.1%

Hyatt 15.%%

Average 16.6%

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

a. Reasons for Gaming Profitability

In terms of EBITDA return on total invested capitamaasure of profitability in relation
to fixed plant, casino companies are very profitalbhe 2012, the same fouarge gaming
companies generated an average of p@rzentreturn on invested capitalhe regional gaming
companies generated a 1p&rcentreturn on the same measuidis compares to 18 8ercent
for the hotel companiés this group and 2.fpiercentor the threecruise companies.
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Figurel2: EBITDAeturn on invested capitabf casino and leisure companie2012

Gamingoperatorswith Asia Exposure| ROIC
Las Vegas Sanc 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 Entertainmeni 14.0%
Boyd Gaming 8.3%

Average 13.6%

Racinconly Operators RIOC
Dover Downs| 1.2%

Churchill Downs Inc 7.5%
Indian Casino Operatorg ROIC

Mohegan Tribal Gaming Authorit| 17.4%
Seneca Gaminigr 2009 23.6%

UScruise companies ROIC
Carnival Cruisey 4.5%

Royal Caribbeatr 0.3%
Norwegian Cruise Line 1.4%
Average 2.1%

USlodging companies ROIC
Marriott 32.1%

Starwood 17.5%
Wyndham 16.9%
Hyatt 8.6%
Average 18.8%
Sources: Ycharts.com, Annual Repaxiste: Seneca Gaming stopped publicly reporting results in 2010.

Casinostend to be profitable in great part due to the many barriers to entry that limit
competition First among these is the requirement for licenditgny persons and companies will
not want to get licensed due to the invasiveness of the process and itsgomajoire Similarly,
the transparency of the operations due to public reporting requirements is a deterrent to those not
wanting t o op edPassil@dymoraimportantty,imedhjurisdictohs limit the number
of gaming licenses or restrict thecales in which casinos can operate, thereby restricting the
number of casinos that can op@uditionally, the capitaintensive nature of gaming, whether for
the need for large and specialized physical plants or the high working capital neededh® run t
operations, result in a high capital cost, limiting participants only to those who can amass the great
amount of capital needeldastly, gaming is a highly specialized castensive operation requiring
complex management controls regarding securityketang and cost controls, which limits the
number of capable operators.
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b. Factors Affecting Rofitability

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

1 Gaming tax ratei The assessment made by the hosting jurisdictions is among the most
significant determinants in casino profitabilifyax rates can range fronpércento 65
percentof house gaming wf, sometimes with additional tpont and ongoing
payments to hostoenmunities, local public benefit organizations and the state or
national government that is granting the gaming licertigher rates are generally
imposed in jurisdictions that limit competition, vesting greater value in the license
rights But obviouslythe higher the tax rate, the lesser the ability of the gaming operator
to absorb fluctuati ons soperatiogtresuits, jeopdrdezinge nt s
profitability and the ability to withstand competition.

The absence of a gaming tax is a kEgment to the profitability of marigdiancasinos

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,iggithem a potential copetitive advantage against tax

paying commercial casino&dditionally, nontax-paying Indiancasinos can return

more to their owners or use the funds to pay down debt sooner, assuring them greater
financial stability The benefitdo f such a tax advantage are
exemption from corporate federal and state income taxes.

1 Cost of capitali Gaming is a capitahtensive business, and getting more so as casinos
get larger and incorporate more Agaming amenitesAga mi ng companyao0s
attract lower cost capital can make a huge difference in its profitability as measured by
return to shareholders aitd ability to pay down debiCapital costs tend to be lower
for larger projects, more diversified gaming comiga, and companies with a longer
track record.

1 Competition i The level of competition in a market is a major determinant in any
casi no6s .Thisislbest illustiated in opeyating margin performance, as a more
competitive environment will forceasinos to offer more incentives to customers to get
them to play at any particular casino and reduce this magiirn on investment will
similarly be affected by greater competition as the operating profit declines in relation
to the original capital @st.

1 Scope and diversity of offeringsi The efficacy of investment on the variety of
amenities that can accompany a casino can have a dramatic impact on overall

8g2Ayé YR INR&a& 3l YAYy3I NBEGBSydzS msg anDbot teflectth® STF SO0 /
amount retained by the casino after all winning bets are paid.
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profitability. A hotel that was costly to build but unable to generate a sufficiently high
avelge dailyrooomr at e due to the need to give away
overall profitability. Similarly, restaurants and clubs that are overbuilt relative to their
standalone profittma k i n g capability can reduce t h
Convwersely, high volume turnover at any of these offerings can lead to highly efficient
businesses that may generate profits beyond what similar operations not associated with

a casino could generate, thereby enhancing the overall profitability of the project

9 Accessibility i Gaming isoften conveniencelriven, so accessibility, ease of parking,
and matters of ingress and egress can have a major impact on profit@ahtyng
customers are often repeat visitors and are attracted to facilities that maleerthair
and departure easi casino in a competitive market with accessibility advantages will
likely be more profitable by virtue of having more customers.

1 Management qualityi Operating efficiency is critical in gaming operations due to the
high fixed @st nature of the businedglaximizing revenues is a key to successful
operations of such businesses, so management skill in cost control and efficient
marketing can make dramatic differences in operating margins and profitability

Profitability within t he Casino

Casinos are complex operationsthat there are many types of gaming and-gaming
operations occurring within the envelope of the casino developnidns mix can vary
significantly depending on the type of operatiodestination vs. local, ats vs. tables vs. full
service standalone&asino or a project with many amenities

Generally, slots are the biggest contributor to profitability due to their low operating cost
There is little labor involved other than maintenance since the adveitketib/ticket-out
technology Additionally, individual slot machines take up little room on the floBefore
considering gaming taxes, slaisly casino operations tend to generate among the highest returns
on capital as they tend to have fewer amesifiée margns onnetslot revenuecan vary wialy
depending on the tax rate and regulatory requirements.

Tables generate higher individual bets than slots and the house retains a greater percentage
in the individual gaming transaction, but table gamesahons are much slower than the pull of
a slot machine so calibrating the mix of tables and slots relative to demand is. ¢itiegd the
amount of labor required between dealers, supervisors, security personnel and cleaners, tables are
generally lesprofitable than slotsAn exception to this might be in extraordinarily high volume
markets like Macau, where table games are the largest profit makersrargins onnettable
gamegevenuecan vary wiédly depending on the tax rate and regulatory requanats.

Hotel rooms may generate high operating margins in markets ohigfnaoccupancy, but
generally, due to the high labor, maintenance and utilities cost, their contribution is not as
substantial as is gaming, especially after considering the develd@nd recurring capital cost of
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building, maintaining and refurbishing hotel roonfSimilarly, casino food and beverage
operations tend to run with I|little to no dep
chefo restaurasortss in destination r

As between destination resaraisinosand local casinos, the profitability comparison
cannot simply be made as so many of the elements affecting casino profitability, mentioned above,
come into play. Destinatiocasinoproject profitability is depedent on the efficacy of its design
and appropriateness of the mix of demand generathmdel, spa, restaurants, and cliiband,

management 6s capability to get thé&ucaripows eetl

successes are also deperndanbeing able to attract visitors from farther away and get them in
and out of the project.

Internet garbling is just now being tested legally in theited Stateswith the firstinternet
poker games just opening in Nevada in Moy Europe and othergots of the world]nternet
gaming has proven very popular with the pure customer based gaming element generating cash
flow margins of between 20 percent aBdpercent Capital cost innternetgaming is based on
technology investment or technology licensing fees (if using a third party online provider) and
marketing to ptential online gaming players.

5,.Ct 2NARI Q& / 2YLISGAGAGS [ yRaOl LIS

Florida has an active ladzhsed casino gaming industryith seven Native American
casino operations ansix South Floridaslots-only casinosat racetracks and jai alai frontons
(col I ect i vEhtey of thea Native Amerisavasinosare located in Broward County and
one each in Miami, Tampa, Immokalee ance®hobeeThe Seminole Tribef Floridaoperates
all of the Native Americagasinosxceptthe Miamicasing which is owned andperated by the
Miccosukee Tribef Indians of FloridaEach of theSouth Florida racinoalso offers poker, as do
the majorityof the parimutuel facilitieselsewhere irthe state. There is also on@all Native
Americanowned slots facilityn Clewiston on the southwest corner of Lake OkeechabB¢500
square foot facilitwvith a fewslot machines)lthough we consider this beetoo small to be truly
defined as casino

Florida had a total population @B million in 2012, of whichmore tharl4.6 million (77
percent)were adults (age 21+). Approximately 81 percent of the adult populatid® r(iillion
adults) in Florida redies within a twehour drive of an existing casino in Florida, excluding cruise
ships, while 54.7 percent of the adult population (8 million adults) resides withirtzoanéive
of an existing casino. The twwour drive time figureomprisesiearlyall of the Florida population
south of Gainesville. It should be noted thatdhge-time population projections presentedinis

BeK2YlFa ffSyxX a2NHIY {iGlytSe wSLERNI 2y .28R DI YAY]

2013.
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report refer solely to permanent residents of Florida and do not include seasonal resithents
snowbirds or sunbirds.

Statevide, there are als® handful ofcasino cruises departing daily from ports thraugh
the state, some of which provideernight cruises to the Bahamas and others wdutsy provide
day-cruiseexcursions into international waters for gamiiige casinaruise industry in Florida
is in a constant ate of flux, generally downward. Tgears ago there were far more casino cruises
in operation, buthe industry niche hasot fared well competing against labdsedperations.

Theracinos report theslot revenues to the State each mowthich publishes the figures;
Native American casino data are not publisfidte racinosalso face a significant tax differential
relative to the Native Americatasinoslnitially, racino slot revenue waaxed at 5(Qercentof
net gaming revenugsgxcluding distributions to local governmentsffective July 1, 2011 the
racino taxate was lowered to 35 percafitGGRnet of promotional credits and unclaimed tickets

The Seminole Tribe historicallfpre-2010) paid naggaming taxes, but was permitted to
operate onlyClass llslots and Class Il table games (Huwusebanked games). In 2010, the
Seminole Tribe signed a 2@ar compact witkthe State of Floridaunder which the Seminole Tribe
agreed to pay the State an aggate total of $1 billion over the first five years of the compact
(effectively less than 10 percent of gross gaming revenue), and potentially as much as $1.5 billion
based on an additional reversigaring component for the right to offer hodrsenked tat# games
at its casinos in Hollywood, Immokalee and Tampa, with an option to add table games at its

Coconut Creek casino. The compact also stipu

continue to operate Las Vegalyle slot machines for the ne20 years with no additional slot
competition allowed outside of Broward and Miabade counties, and that no Class Il table
games would be permitted anywhere else in the state.

Through 2012 we estimate that total GGR from th8 dacinos and Native Ameramn
casinosn Floridawasat least $2 billion:

1 The six racinos publicly reported GGR of $527.6 million in 2012 (from an average of
6,327 slot machines over the courdfethe annual period and more than 140 poker
tables). At yeaend there were 6,393 slmiachines and 147 poker tables operating.

o Gross slot revenue was $489.2 million (92.7 percent of GGR), while average
slot win per unit per day was $211;

o Total cardroom revenue was $38.3 million (7.3 percent of GGR), while
average win per table per day W&l 3;

0 Average GGR per gaming position per day was approximately $198.

1 Weestimatahe seven Native American casirast year generated GGR%#.2 billion.

> SPECTRUM Florida Gaming Study, ParAl 48
< %> GAMING GROUP




0 This estimate is based on two percent annual growth from the 2011 reported
figure of $2.16 billion(from 13,069 slots and 457 table games, or 15,811
gaming positions having $374 in GGR per position per gfay).

o It should be noted that some expansion at Native American casinos has
occurred since 2011, such that in aggregatesstienatehere are were &tast
14,500 slot machines and 450 table games (or 17,200 gaming positions) at
Native American casinos in Florida in 2012.

The following tableprovides our estimatesnapshobf the Florida casino industry for
calendar year ended 20l(®ased upon estimateresults for Native American casinos, as
applicable)

Figurel3: Florida casino supply and performance, 2012

Racinos| Native Americarcasinos Statewide btal

Estimated GGR ($M $527.6 $2,200.0 $2,727.6
No.Casinos 6 7 13

Slot Machines| 6,393 14,500 20,893

Table Games 147 450 597

Est. Gaming Position 7,275 17,200 24,475
Est. GGR/position/day $198 $349 $304

Source: Florida Department of Business and Professional ReguBgiectrum Gaming Group estimates

We believe that the vast majority of GGR generated bbyo r cadireods generated by
adults residingn close proximity to a casino (i.e., within a eneur or twehour drive).

6. Casinos (Commercial, Racetrack, Indian)

There are nearly 1,000 casinos hetUnited States, and in 2012 they generated an
estimated $66 billioffi n gr oss gaming revenue (AGGRO0). Put
net losses of $66 billion in US casinos last year. Casinos are the higbssing form of legal
gambling in thecountry, having surpassed lottery sales.

In this section we provide an overview of various aspects and components of an industry
that, from an economic perspective, has been highly successful.

a. National Overview

The modern casino industry begarNavadawhich was the first state to legalize casino
gaming when legislation was pasd and signed into law by th&overnor Fred Balzan 1931.

8 Alan Meister/ | & A y AndianAGardirg dndustry RepgpR013 Edition

86 per American Gaming Association 2012 report of commercial casino revenue and 2012 4.7 percent
commercial casino growth rate applied to National Indian Gaming Commission FY 2011 Indian casino revenue.
Actual NIGC FY 2012 data are expetteloe released later this year.
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While casinos grew in the state it was natilll 941 when the first casin&l Rancho Vegas Hotel
Casing was builton Highway 91 This came to be knowas the Las Vegas Strgnd is now home
to 41 casinos generating $6.2 billion in gros
the total GGR in the state of Nevadtathen took until 1976or another gaming jisdiction to be
legalizedwhen New Jersey votepassed a voter referendum for a constitutional amendment to
utilize privately owned casinos to revitalize Atlantic Qity he f or mer fi Quhaten of
was in severe decline. This dynarhieconomic ecovery, urban renewal or Tribal sslifficiency

T has been one of the primary driving forces in the expansion of gaming throughdlrtitine
States

The following table provides a stalg-state breakout of the types of casino gambling. Of
note, this eview and analysis does not include a discussion of lotteries even though the
proliferation of slot machines at racetracks is frequently operated under the auspices of the
respective state lottery commissions. In the sections that follow we will provdgeassion of
the various forms of casinos.
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Figurel4: Types of casino operations by state

Commercial Casino Land/Floating Racetrack Indian Retail
State Legalization Date Commercial Casino Casino Casino | Cardroom| Gaming
Alabama "H
Alaska "H
Arizona "H
Arkansas 2006 "H
California "H "H
Colorado 1990 H "H
Connecticut "H
Delaware 1994 "H
Florida 2006 "H “H H
Georgia
Hawaii
Idaho "H
lllinois 1990 "H "H
Indiana 1993 "H H
lowa 1989 "H H "H
Kansas| 2007 "H "H
Kentucky 2011 "H
Louisiana 1991 "H "H "H "H
Maine 2004 "H "H
Maryland 2008 "H "H
Massachusetts 2011 "H
Michigan 1996 "H "H
Minnesota "H H
Mississippi 1990 "H "H
Missouri 1993 "H
Montana "H "H "H
Nebraska "H
Nevada "H "H "H
New Hampshire
New Jersey "H
New Mexico 1997 "H "H
New York 2001 "H "H
North Carolina "H
North Dakota "H
Ohio 2009 H H
Oklahoma 2004 "H "H
Oregon "H "H
Pennsylvania 2004 H H
Rhodelsland 1992 "H
South Caroling
South Dakota 1989 "H "H
Tennesseg
Texas "H
Utah
Vermont
Virginia
Washington H H
West Virginia 1994 H H "H
Wisconsin "H
Wyoming "H
Source: American Gaming Asigdion, Spectrum Gaming Group.
Notes;a | & OKdzaSiddGa KIFa €S3aFfAl SR OFL&aAay24a o6dzi G(GKSé& Kirdse

vessels and cruise ships dock at state ports, but the gambling is unregulated and takes pl@ceatianal waters.
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Note the second column in tlabovetable, which indicates the year that commercial
casinos were legalized in each state and note that most of the legislation was passed around the
time of economic recessions in theited State§’ Of note, the legalization of casinos in Atlantic
City followed the 16month November 1973 recessi@mthough Atlantic City was in such a
depressed state that it defied economic cyckasyl the eightnonth July 1990 to March 1991
recession can be considd as the impetus for the legalization of casinos in Colorado, lllinois,
Louisiana and Mississippi. As previously indicated, economic recovery has been one of the leading
reasons states and municipalities enact gaming legislation and casino gamingdmas bBec
economic mainstay in many communities.

The gaming industry is known for substantial capital investment in facilities, with the size
and scale of the investment dependent upon potential returns that are, in turn, dependent upon
population and visit#éon, regulations and proposed tax rate, to name a few factors that are
considered in such investment decisions.

This investment creates construction jobs during the development phase of the project,
followed by longterm job creation to staff the proped and service the customers. As an
example, Tunica County, MS, was the poorest county in the cauB8yercent living below the
poverty line and 15 percent unemploymeatn d was referred to as fAAme
Jackson in 1988 The firstcasinos opened in Tunica in 1992 and by 1994 wh&h News and
World Reportrevisited Tunica, 95 percent of all adults were working. The county budget, which
was under $3 million before the casinos commenced operations, is just under $50 millioalfor fisc
year 2013° Farther south in Biloxi, MSthe experience was much the sawethe opening of
the new Isle of Capri casino in Biloxi, MS, CEO Bernie Goldstein is quoted in his autobiography
as,iWe held a jobs fair, at sihapptidantsw@ne iweverglOdel u
Mississippi workers was unemployed at the time, and we were offering outstanding salaries,
benefits and protnoti on opportunities. o

The commercial casino industhys large and growing. While this statement might seem
counteintuitive given the challenges the industry faced during the economic recession and with
certain companies still facing an uncertain future due to highly levered balance sheets, the fact
remains that the gaming industry in taited Statesias expandedatnew jurisdictions, invested

87 Based on data provided by the National Bureau of Economic Research Business Cycle Dating
Committee.

BWI YSa t2LIAYS a! aAESR . 0.S 8wk ghd WOFl@Repowdrcy 6 N9 Q& 9 i
http://www.usnews.com/usnews/news/articles/940314/archive _012562.htm

8¥asS3 / 21SNE dac¢dzy A Ol [/ 2 dZyhé Bunida SitngSeptember 24, RA12.A 2y . dzR3I S (i ]

9 Bernard @ldstein and William Petrdg | A I GAy 3 GKS / SyddzNBET ! t SNE2Y I
First Hundred Yearp. 154155.

%1 We are defining commercial casinos as Kuaged, riverboat and racinos. This definition does not
include Native American casinosa@ardrooms.
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in new facilities and realized an almost 9 percent increase in GGR since the end of the Great
Recession in June 2089The commercial industry generated $37.3 billion in GGR in 2012,
slightly below the 2007 peak revenue of $Billion. Much of this growth can be credited to the
expansion of gaming to new jurisdiction®ennsylvania, Ohio and Kansas are exaniptaganew
properties opening in existing jurisdiction®esorts World New York, Rivers Casino Des Plaines
(llinois) and SugarHouse (Philadelphiaput some of it can also be ascribed to the improving
economy and stabilizing housing sector providing consumers with the confidence to again visit
and spend in casinos.
Figurel5: US commercial Ggino gross gaming revenue
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Source: American Gaming Association; state regulatory agencies.

Today, 26 states have legalized commercial casinos of some type. As the casino industry
expanded into other states and regions it has also evolved. To make casino gaming palatable to an
electorate whose only exposure to the industry was from movied tikesodfatheror Bugsy
states enacted legislation with certain requirements, such as limits on the number of gaming
positions or the imposition of bet limits. In Colorado the casinos are only allowed in the former
mining towns of Black Hawk, Central City drCripple Creekand the casinos have architecture
common to préVorld War | Colorado. lowa riverboats must replicatd T&ntury Mississippi
steamships.

As the electorate became more comfortable with the industhich contributed
employment and raisedvenue, many jurisdictions began to loosen regulations so thatgteten
casino industry could continue to be competitive against the new casino jurisdictions being enacted
throughout the country. The lowaegislature voted in 1993 to remove bet aossllimits and
allow filas many gaming t abl e s®Migsalrirenoeet isslosss t he

92 National Bureau of Economic Research Business Cycle Dating Committee.

% Bernard Goldsteirp @A Il GAy3a GKS /SyiddzZNET ! t SNER2YIFf, ! 002 dzy |
p. 166.
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limits in 2008. Colorado raised the maximum bet limit from $5 to $100 in 2009. Over the years,
the requirement that riverboats cruise has eeroved in all riverboat markets.

Because of the way regulations were written with riverboats enjoying monlg®ktatus
surrounded by other casinos throughout the state, most of the new jurisdictions becdripe day
markets where customers drove franthin a small radius, typically 50 to 75 miles, and stayed at
each property for only a few hours. Properties located in Las Vegas, Atlantic City and Mississippi
operated under different regulations that created a critical mass of properties and laatgstax
that incented the property owners to invest in larger facilities with hotels, more expansive food
and beverage offerings, nightlife, entertainment and convention space. In the early part of the
industry life cycle, the majority of the casino propérty r evenue and earning
gaming floor. Today, and especially for these larger properties, casino gambling now represents
less than half of revenue.

Figurel6: Analysis of the shift in revenue contributiorflark Couny, NV, casinos, 1992 vs. 2012

70% ~
61%
60% -

1992 m 2012

50% -

40% -

30% -

20% -

10% -

0% -
Gaming Rooms Food & Beverage Other

Source:Nevada Gaming Control Boarfdr all casino locations with Gaming revenue of $1 million or larger. As such, the data
NEFt SOG a2Y$8S Olairyzza S 62dzZ R y20 02y airRSNI & Rdamiigpoftiorioh 2y NB & 2
revenue in 2012 would be higher. Sourcevhida Gaming Control Board, Nevada Gaming Abstract 1992 and 2012.

b. Evolution of Destination Resort Casinos

As casinos expanded bther parts of the counirthey introduced the industry to new
customers and drove increased visitation to Las Vegas antkgeen extent, Atlantic City. With
the financial backing of the Wall Street higleld bond markets, developers, particularly in Las
Vegas, but also in Atlantic City and Mississippi, invested in larger and more luxurious properties.
We classifythesecasin properties as destination resorts.
to interpretation, but Spectrum views it to be one with a critical mass of hotel rooms (typically
1,000 or more), restaurants, leisure activities and other resort featureastitfae lability to attract
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out-of-market patrons for a multipleight stay. As an example, Bellagio in Las Vegas has 3,950
guest rooms, worldlass architecture, a danciagiter show, a Dal€hihuly handblown-glass

| obby ceiling, anmwtd davcGiomegsuBellagimovidés wisiters with s

a spa, conservatory and botanical gardens, fine art gallery, nightclubs and several fine restaurants
to keep the guest entertained outside of the casino.

Because there are more activities than gamiing,typical destination casino property
employs a larger hotel with a higher ratio of rooms per gaming po$ititanregional or dastrip
properties, which often have no hotel at 8flated another way, at full occupancy there would
likely be more peopl staying at a destination property than could be satisfied by the number of
gaming positias. Thus, by design, there needbe more activities to keep the guests satisfied.
The following table provides a snapshot of the ratio of rooms per gaming pofstidhe
destination, regional destination or dayp property. The average number of rooms/gaming
position for a destination casino is 1.75 rooms/gaming position, which is more than three times the
ratio for a regional destination casino and a littlerdk@ times the ratio for the dayip casino
hotel This higher room count leads to more people in a property with a longer length of stay and
higher spend/visit. Just adding hotel rooms will not ensure occupancy. It is the addition of other
high-end ameriies that draws the customers to the property with the demand justifying the larger
hotel offering.

94 A gaming position is defined as one slot machine orseat at a gaming table. Spectrum assumes six
seats per gaming table.
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Figurel?: Analysis of select casino hotels ratio of hotel room count to gaming position

Property | Slot | Table| Gamirg | Hotel | Rooms/Gaming
National Destination Resorts

Bellagio 2,111 146 2,987 3,933 1.32

Mandalay Bay 1,782 82 2,274 4,752 2.09

CityCenter 1,942 129 2,716 5,744 2.11

Caesars Las Veg 1,370 180 2,450 4,270 1.74

Wynn/Encore 2,195 240 3,635 4,750 1.31

Venetian 1,200 110 1,860 4,028 2.17

Palazzo 1,200 130 1,980 3,064 155

Average, Destination Resor 1.75
Regional Destination Resorts

Borgata 3,305 183 4,403 2,767 0.63

Harrah'sAtlantic City 2,630 180 3,710 2,590 0.70

Caesars Atlantic Cit 2,190 180 3,270 1,140 0.35

Tropicana 2,677 116 3,373 2,079 0.62

Beau Rivage 2,046 82 2,538 1,740 0.69

L'Auberge du La 1,616 75 2,066 995 0.48

Average, Region&estination Resortg 0.58

DayTrip Casinos

Mark Twain 649 13 727 0 0.00

Lakeside lowa 1,027 13 1,105 150 0.14

Casino Aztal 907 30 1,087 347 0.32

ParA-Dice 1,176 20 1,296 202 0.16

Blue Chip 1,954 42 2,206 486 0.22

RisingStar 1,300 37 1,522 190 0.12

River City 2,018 62 2,390 200 0.08

Harrah's Council Bluff 830 20 950 250 0.26

Harrah's New Orlean 1,830 150 2,730 450 0.16

Horseshoe Tunicg 1,460 20 2,000 510 0.26

Average, Dayfrip Casinog 0.17

Source: Company documents.

In addition to the luxury hotels and spas, destination resort casinos now boashdhigh
restaurants, along with the gibu-caneat buffets for which Las Vegas was previously known.
TheForbes Travel Guidéformerly Mobil Travel Guidé evaluates properties on over 500 service
criteria and delivers comprehensive ratings and reviews, including the prestigious Five Star
ratings. Today, there are more foand fivestar rated restaurants in Las Vegas than in any other
US city, including New York, Los Angeles and Miami.
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Figurel8: Four and five-star restaurants for select cities

Number of 4 and 5
City Star Restaurants Example restaurants
Las Vegas 29 Twist by Pierre Gagnaire, Joel RobuctRestaurant Gus Savoy
New York City | 21 Jean Georges, Masa, Daniel, Per Se
Los Angeles 12 Scarpetta, Melisse, Circa 55
San Francisco | 12 Parallel 37, Gary Danko, Madera
Miami 10 Azul, NAOE, Palme d' Or
Orlando 5 Victoria and Albert's
New Orleans 3 The Grill Room

Source: Forbes Travel Guide and Startle.com

The amenities we citedre within the control of the property developer. Despheir
beachfront setting Atlantic City and Biloxi have been unable to compete with Las Vegas for
international visitors, because of factors outside the control of the developer. Of particular
importance is accessibility to each respective market. Simply put, Atlantic City International
Airport and the GulfporBiloxi International Airport do not and cannot withheir current
infrastructure’ provide the same airlift as McCarran International Airport in Las Vegas. In 2012,
there were 41.7 million air passengers in Las V&gashile data from the Atlantic City
Convention and Visitors Authority indicate that AtlanBiy International Airport has more than
1 million annual passengéfsand GulfporiBiloxi air passengers were less than 1 million in
2012%" As such, we consider Las Vegas to be a national destination market, while both Atlantic
City and Biloxi are regioriadestinations. Because of the critical mass of casino properties,
combined with hotels and other amenities these two markets can draw from further away and for
a longer stay duration than the primarily dap riverboats, but do not draw customers frasn a
far or as long as Las Vegas.

c. Evolution to Hub and Spoke Business Model

The evolution of commercial casino gaming in the United States has evolved over a period
of decades from a policy in which some states allowed casino licensees to clastaninal
location (Mississippi, Nevada, New Jersey) to one in which most states issue fewer licenses, giving
some regional exclusivity, but balancing that with a relatively high tax rate. As the following table
shows, the trend for higher tax rates has been rattwrg, with few exceptions:

% Las Vegas Convention and Visitors Authority visitor statistics
http://www.lvcva.com/includes/conént/images/media/docs/EYTD20128.pdf

9 Atlantic City Convention and Visitors Authority, air travel information
http://www.atlanticcitynj.com/atlantic _city internation airport.aspx

97 GulfportBiloxi International Airporhttp://www.flygpt.com/STatistics/Stats.htm
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Figurel9: Changing tax rates over time

Casinerevenue tax Year gaming

rate at adoptior?® | was established

Nevada 6.8% 1931
New Jersey 8.0% 1978
lowa 24.0% 1991
Colorado 20.0% 1991
llinois 50.0% 1991
lowa 23.2% 1991
Mississippi 12.0% 1992
Rhode Island 72.7% 1992
Louisiana 21.5% 1993
Missouri 21.0% 1994
West Virginia 56.7% 1994
Indiana 40.0% 1995
Delaware 56.9% 1995
Michigan 24.0% 1999
New Mexico 46.0% 1999
New York 65.0% 2004
Oklahoma 41.8% 2005
Maine 49.1% 2005
Florida 50.0% 2006
Pennsylvania 55.0% 2007
Maryland 67.0% 2008
Kansas 25.0% 2009
Ohio 33.0% 2010
Massachusetts casinos 25.0% 2011
Massachusetts slots only 40.0% 2011

Source: fate gaming commissions

Tax rates are ofteset on the k&is of political considerationgther than through an
economic analysis. This is best illustrated through the anecdotal example of New Jersey, which
today is viewed as a lotax state, but did not start out that way.

In 2010, Spectrum authatea peerreviewed white paper on tax polféyhat included the
following:

New Jersey was the first state outside Nevada to legalize casinos, with voters approving a
November 1976 referendum to authorize casinos in Atlantic Tty enabling legislation,
the Casino Control Act, was approved eight months later, and the first casino opened in

%8 Some states have different rates for table games or other exceptions. This lists only thet inigas in
such states. Some rates have been subsequently adjusted, but this highlights the political trends regarding the
adoption of rates.

99 Spectrum Gaming Grou@asino Tax Policy: Identifying the Issues that Will Determine the Optimal Rate
Novemberl8, 2010http://www.spectrumgaming.com/dl/SpectrumNationalTaxAssociation.pdf
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May 1978. The tax rate in New Jersey was set at 8 percent, which today is the second
lowest in the nation (behind Nevad&)

In researching this paper, we asked SteveRdpskiei who was a member of the state
Assembly in 1976 and 1977, and is widely hailed as the architect of the Casino Control Act

T to provide the thought processes that guided the decision to set the rate at 8 percent. He
responded with the following wtten comment:

6ln researching the drafting of the bill i
found that the highest (combined) tax on gross revenues was 7.5 percent (in Nemada)
principally political reasons, we therefore set the initzie for New Jersey at 8 percent

We assumed that this would inoculate us from any argument in either direction (that the
tax was too high or too low), and indeed we never had to defend that ded/siahidn't,

at that time, make any effort to calculdéte revenue estimates for the state, as we had no

idea (and, as experience would show, we aidea) what we would be dealing withd

That Ainoculationo rationale could have be
gaming did not evolve based market demand or player preferences. Still, the market did respond
to these political arguments. In large measure, that evolution prompted the gaming industry to
devel op what has been termed the Ahub and spo

Under this model, one corapy would operate multiple properties. The higtaer
properties that are isolated in various regions would attract local business and develop databases
of players within their respective regions. As these databases grow, players who earn loyalty points
att hese properties would be encouraged to rede
rate is lowe, and thus the profit margin iegher.

Caesars Entertainment embodies this model, and arguably pioneered the concept and
developed it. Under this odel, Caesars leverages its multiple locations, with spoke properties in
feeder markets, and hub properties in markets such as Las Vegas and Atlantic City, as well as
leveraging its loyalty program, known as Total Rewards.

In a recent column iGlobal Gamng Businesmagazine, Caesars Chairman, President and
CEO Gary Loveman described the core of the program:

Many commentators have identified Total Rewards as the leading loyalty program in the
gaming industry. We agree that Total Rewards provides CaesHrssame unique
advantages. No other program allows patrons to earn reward credits or points at one
property in Las Vegas, for example, and redeem them inside the casino in New Orleans or
at a Harrahoés New Or |l eans s the French Quader.Nai s i n e
ot her gaming company comes cl ose to matchi

100New Jersey also imposes a 1.25 percent reinvestment obligation, which offers casinos-anlaeket
return. We normally calculate the effective overall rate in New Jersey at 8.4 percent. That reinvestment obligation,
K26SOSNE ¢l a y20 AYLRASR d GKS GAYS 2F (KS aidl GdziSQa

101 Email from Steven Perskie, August 6, 2010.
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theUSand on four continents around the world, all of which create marketing opportunities
for our home communities.

Currently, there are mor&dn 45 million customers in the Total Rewards database that
have taken advantage of the program, 8 million of whom have been active in the past 12
months. The program provides for four tier cards or levels based on activity of the guest,
with each card hamg a unique cadre of benefits. Patrons earn Reward Credits (points)
while playing slots and table games, by making-gaming purchases at our properties,

or by using our Total Rewardsanded credit card to make purchases anywhere. These
points accrue ahcan be redeemed across all Caesars Entertainment profférties.

Others are moving in the same direction. The Mohegan Tribal Gaming Authority, which
began with a hub property at its Connecticut casino, has since branched out to a spoke in
Pennsylvania, isgplying for a resort destination license in Massachusetts, is managing a casino
in Atlantic City, and seeking to manage casinos elsewhere. A Florida example is the Seminole
Hard Rock, which is developing plans to leverage its national brand in gamingtsnsuké as
Massachusetts and New Jersey, as well as in hotel markets. Hard Rock Chammalien
identified between eight and 15 markets that could potentially support a Hard Rock hotel casino,
and as many as 50 markets that could support a Hard Roek¥iof recent article on
HotelNewsNow.com noted:

Hard Rockwhich now has 18 properties in its portfolio, could triple that number over the
next three to five years, Chairman Jim Allen told HoteINewsNow.@&m.

Globally, Hard Rock has secured relationshijith development partners in 58 countries,
Allen said!%4

Other operators, including those with properties in Florida, acknowledge the benefits of
the model Virginia McDowell, President an@EO of Isle of Capri Casinos Insaid:

If you look at theCaesas [Entertainmerjtbusiness model, they benefited tremendously

from stringing their regional operations together across the United States in thaimdiub

spoke model, using that as drivers to their destination resorts. They built loyalty in the
regionalma ket s because people wanted to go to
independent operators ias Vegaghat, to the extent you want to partner with somebody,

there are lots of opportunities for us to send our customers and the regional markets hav
changed enouglhavetibath aweu ad odnebstt i nati on dri v
havel®®

12Gary Lovem X & | S+ NI Glabel GanKng Busihe&spriEad, 2013
http://ggbmagazine.com/issue/vel 2-no-5-may-2013/article/heartof-the-cityl.

W KEgy '@ ¢dzNYySNE al FNR w201 tflya Dftz2olft 1268t t d4
http://www.hotelnewsnow.com/articles.aspx/9822/HarRockplansglobathotel-push

104 | bid.

155 AR aOYSSs a&aSS gtiffssard\GBdrgesiblpdanuens B,2GIR f > ¢
http://dmckee.lvablog.com/?p=83Q3
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Notably, while the huiandspoke business is still evolving and has yet to reach its full
potential, new models are emerging. Indeed, Caesars is pionearodgathat Loveman recently
detailed:

Policymakers and social scientists increasingly understand that casino development
projects offer the most economic and social benefits when they are specifically tailored to
the needs of their host communities. Thageld view that casinos exist across a
spectrum anchored at one end by neighborhood slot parlors and other forms of convenience
gaming and at the other end by integrated destination resort casinos has become
incomplete.

Over the past decade, a third @insion of casino gaming has emerged in North America
that provides another option for urban policymakers to consider.

| call this model the ciyntegrated or urban resort. Its defining feature is integration with

i t s | oc-axsting busiress pomunity and attractions. In this model, the casino
itself is both a physical and a metaphorical hub. Its spokes radiate not only to amenities in
the casino complex itself, but also to established restaurants, shops, hotels and recreation
offerings in the lager metreolitan ared®

This analysis should note that, while the {artmtspoke model is still developing, a new
business model may be forming in its wake. Whether the future includes new urban resorts or
traditional destination resorts, the goals foripghakers remain unchanged: Capital investment

remains the key target. Consider that a destination property i h u b 0 i1 hwilltlikely s mo d ¢

employ at least 3,000 futl i me equi val ent s, and as many as
which focuses o its nearby adult population, will employ about 800, and possibly as many as
1,000.

All else being equal, a destination resort is more likely to:
1 Promote tourism, as it has the ability to pull adults from more distant locations.
1 Withstand competition, sae it typically offers more amenities.

1 Generate more revenue, since it will likely penetrate a greater percentage of the adult
population.

One corollary to this trend is that properties that begin life as converieiected

facilities, which would includ sec al | ed Aspokes, 0 are not necess

category in perpetuity.

For example, Dover Dowrisa racino in southern Delawareresponded to the threat of
competition from nearby Maryland, as well as from Pennsylvania and New Jersey, by adding a
232-room hotel and conference center, along with a combination ballroom/cbatigatnew fine
dining restaurant, pool and spa. The property also added &eé25buffet, among other
investmentsThat investment helped the property weather competition, by becoming something

106 gyveman.
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closer to a destination. The expansion has continuedthenthcility now has 500 rooms, and
significantly more amenitie’$’

In Florida, Gulfsteam has significantly expandestarting with the addition of the- 1
million-squarefoot Village at Gulfstream, which includes 750,000 square feet of retail space. That
property continues to expand, with plans now for a $700 million expaf%tbat would include
hotel rooms. As described by tBeirSentinel fiThe devel opment plan be
Stronach Group includes two hotels facing the track, greatly enlargadstand seating, as well
as astandalone&asino and adjacent concert hall. A giant statue of Pegasus will adorn a 4D theater
nearby in a park areBut here's the most surprising aspect of a project thatesthundreds of
millions of dollars to comigte: Public money is not part of the equati®i.

In one sense, properties such as Dover Downs and Gulfstream are defying the basic
economics of hubs vs. spokes in that such properties are burdened by relatively high tax rates,
which tend to discourage dumvestments by reducing the potential returns on investment. Yet,
in another sense, such properties recognize that such investments cari nog&@n enhance
market share.

We do not suggest, however, that destination gaming resorts are panacdasy@@nore
the downside or the challenges they present to local communities. By definition, they increase
traffic and create other demands on public services. The more successful they are in generating
revenue, the more such demands increase.

In 2009, Spectrum studied in great detail the economic and social impacts of two
destination resorts in Connecticut on their local communities. The two tribal properties
Foxwoods and Mohegan Sitinwere responsible for $1&illion worth of personal income in
Conrecticut, both directly and indirectly. Between 1992 and 2008, they accounted for about 12
percent of the net new job growth in Connecticfit.

At the same time, however, DUI arrests were up significantly. One town reported that such
arrests doubled sincestliirst casino opened in 1992, and three local communities reported that 20
percent of those arrested for DUincluding one motorist arrested for manslaughter for causing a

107Reuters, Dover Downs Entertainment company profile
http://www.reuters.com/finance/stocks/companyProfile?symbol=D@Ecessed May 14, 2013).

108 nterview with Gulfstream executives, May 2, 2013.

109/ N} A3 5F@A&as oot SPEUGINBEX2 I Ay a LNNEBREAZN R 2 HBIrONP I RE N&
SentinelNovember 27, 201ttp://art icles.sursentinel.com/201211-27/sports/fl-gulfstreampark-expansion
112820121127 1 breedersup-qulfstreamparkracetrack.

10 13 OG NHzY DIFYAYy3 DNRdzLJE aDIYotAy3d Ay [ 2yySOGAOQdziyY
22,2009, p. 8
http://spectrumgaming.com/dl/june 24 2009 spectrum final final report to the state of connecticut.pdf
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fatal accident by driving the wrong way on a highwagcknowledged that they hdleir last
drink at one of the casinds

Spectr um a lwsthomamy oasire evorkerk undble i afford housing in southeastern
Connecticut, some landlords have converted sifegialy homes into boarding facilities. The practice
isnotonlyillegal it i s u¥Suehfexxamples demenistrate that destination resorts present
both challenges and opportunities

d Ct 2NARI Qa wl OAy2a

Of the existing 2parrmu t u e | facilities, six currently
Furt her mor e, -matiiel Idgeations,lst chachirses goeaonlyi authorized at existing-pari
mutuel facilities in Broward and Miaribade Countie$'*Op er at i ons acnbs afel or i d
comprised obothslot machines and cardroom operations.

The following table shows how long each racino has been operational, along with number
of slot machines and poker tables (all information at®fend of 201

Figure20: Florida racino overview

Casino Gulfstream Mardi Pompano
Racino Miami Magic City Calder Park Gras Park | FL TOTAL
Month Opened Janl2 Oct09 Janl0 Now06 Dec06 Apr-07 n/a
# Full Months Opern 11 38 35 73 72 68 n/a
Location(County) | Miami-Dade | Miami-Dade | Miami-Dade Broward Broward Broward n/a
Slot Machines 1,058 801 1,204 853 1,057 1,420 6,393
Poker Tables 12 18 29 20 30 38 147

SourcefFlorida Department of Business and Professional Regulation

A seventh racings scheduledo begin operatindaterthis year at Hialeah Park.
e. Native American Casinos

Nationally

Congress passetthe Indian Gaming Regulatory Act of 1988IGRA0) because many
Native American nations and tribes had established gamtngtias but federal laws at the time
did not establish a clear regulatory framework for the conduct of such games. IGRA was passed
to fulfill certain goals, including promoting tribal economic development;séffciency and
strong tribal governments;amtainng the integrity of the Native American gaming industry; and

111 bid., p. 13.
12 bid., p. 14.

113 F|orida Deparnent of Business and Professional Regulation, Division eivRdwiel Wagering
http://www.myfloridalicense.com/dbpr/pmw/fagslots.html(accessed April 29, 2013).
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ensuring that tribes are the primary beneficiaries of their gaming actiVitidader IGRA,games
are classified into three categories: Class |, Class Il and Class llI.

1 Class | gaming inades social games solely for prizes of minimal value or traditional
forms of Indian gaming engaged in by individuals as part bilkrceremonies or
celebrations.

1 Class Il gaming includes bingo, pti#lbs, lotto, punch boards, tip jars, certain-non
bankedcard games (if such games are played legally elsewhere in the state), instant
bingo and other games similar to bingo, if those games are played at thincatoea
where bingo is played.

1 Class lll gaming, meanwhile, includes all other forms of gamirg)) as slot machines,
video casino games (video blackjack and video poker), table games and other
commercial gaming, such as sports betting andrpatuel wagering. To &r Class IlI
games, federally recognizéadian tribes are required to negotiate anpact with the
state in which they operate and attain approval of the compact by the US Department of
the Interiort®

As in the commercial casino industry, the type of Native American casino is also varied,
with the Seminole Hard Rock casinos, Foxwoods diotiegan Sun being examples of national
destination resorts. According to the National Indian Gaming Commijdbiere were over 420
Native American casinos generating more tBai.2 billion in GGR in 2011.

Figure21: Size of theNative American casino industry
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Source: Naonal Indian Gaming Commission

1141ndian Gaming Regutary Act, National Indian Gaming Commission
http://www.nigc.gov/Laws Regulations/Indian_Gaming Regulatory Act.aspx

W RFY {G0SAYOoSNBZE aYy2¢ , 2dz2NJ hRRaY DIFYAYy3 LyRdzaidNE
investment research report, p. 76, January 9, 2006.
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Florida

F 1 o r eightNativse American casinos are spread throughout five counties (Broward,
Collier, Hillsborough, Glades, and Miafbiade), while Broward is home to three of the Native
American casinos.

Native American casinos in Florida, for the most part, provide aséalice gaming
experience, although narard games such as craps or roulette are not allowed. The Indian casinos,
however, are not subject to state regulation and thus have substantial competitive advantages over
racinos including allowing patrons to smokéfeang live table games (except at Miccosukee,
which is a Class Il property) and paying no direct gaming*ax.

While there are two federally recognized tribes in Florida, the Seminole Tribe is dominant,
and indeed Seminole Gaming is largely viewed as rnioma a Fbrida operation. As noted in
Chapter 11(B)(6)(c) by virtue of its ownership of Hard Rock International the Tribe is branching
out with Hard Rockbranded casinos in other states. Notably, the Seminole Tribe has secured
investmengrade rating foits debt, as noted by Fitch, a major rating agency:

Fitch bel i espersnol¢ Tilzeof FISriadeating profile and credit metrics

are consistent with 'BBBIDR (issuer default ratingland a further track record of fiscal
prudence by theitve may result in an upgradetoth e | D R-Owitbin thie BdXtBL24

months. Specifically, an investmegir ade | DR can be ssofdported
competitive psition ...(and) strong credit atrics*’

At least two othetndiantribes are workinghirough various legal channels to commence
Floridagaming operations

1 The Poarch Band of Creek Indians, which is 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 agreemds to control 10 pasinutuel permits along the Interstate 10 corridor
between Pensacola and Jacksonville. The Poarch Band is seeking to negotiate an
agreement, which could include reverslaring, with the State to operate Class Il
gaming (i.e., bingdasel slots and noimousebanked games) at the pamutuel
facilities. AWe believe that such an int
Band and the State of Florida can be crafted in a legally viable manner that is allowable
under State law, avoids theeed for federal approvals and avoids violatjof] the
Semi nol e d&@wmmipgate attorriey Steven Paul McSIYA market study

116 The Seminole Tribe of Florida compact with the State of Florida prefadeayments of
approximately $1 billio over five years.

7g CA G O Bemimbldis$E0MM Term Loan 'BBBffirms IDR at 'BB+'; Outlook to Posiivée | LINAf ™M X
2013http://www.bu sinesswire.com/news/home/20130401006002/en/FitBtatesSeminolesr’50MM-TermLoan
BBB.

118 etter from Steven Paul McSloy of Dentons US LLP to Jay Corris, CEO of PCI Gaming, May 21, 2013.
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showed that Poarch Band gaming at Pensacola Greyhound Track, Creek Entertainment
Gretna, and Jacksonville Racing coulchgeate $1 billion in net revend®. The tribe
currently operates three casinos (with electronic gaming machines only) in Alabama.

1 For the past decadehe Muscogee Nation of Florida has been pursuing federal
recognition by act of Congress in order to ingi@aming operations as a means of
economic development. Tribal landholdings are well positioned to offer casino gaming
in an underserved tourism market close to Gulf beaches in the Florida panhandle, where
the nearest competition are greyhound tracks ensBcola and Ebro. In 2003 US
Representative Jeff Miller, Republican from Florida, introduced House Resolution 323,
The Muscogee Nation of Flori da®Thiehller al
which has never been voted on, was assigned to the HouseNRésources, Indian
and Alaskan Native Affairs Committee on January 13, 28418 has received repeated
extensions over the past 10 years. The last extension was granted in December 2012,
and expires in early June. It is our understanding that currespgcts for recognition
through Congress are not promising.

7. Parkmutuel

a. National Trends

In partmutuel wagering, bettors bet against each other. The house has no stake in the
outcome. The house takes out a portion of the amount wagered, which in r&omgmsas handle.
Racetracks typically retaimbout 20 percent of handle

National trends mirror thseof Florida. Llive handle in calendar year 2010 (the most recent
yearfor which data aravailable) accounted for just 12 percent of total handle for horse racing, 29
percent for greyhound racing and 42 percenjdbalai handle"?? For the 16year period ending
in 2010, pardmutuel wagering fell from $18.3 billion in 2000 to $11.5 billion2®10, a decline
of 37 percent. Stated s h a revenue fell fronin$270 million to $191 million, a decline of 59
percent?® The Association of Racing Commissioners Internalign&iCRI0 1o longer reports
attendance figurebecausdt says the figuresra no longer meaningful. Most jurisdictions no
| onger report them, and of those tha®tCRio, t

119 May 2013 Market Analysis prepared by Pro Forma Advisors LLC.

120 Congess, Bill, HR 323, www.govtrack.cbitp://www.govtrack.us/congress/bills/113/hr32.3

121 |pid.

122 5pectrum review of Association of Racing Commissioners InternatiRaralutuel RacingAnnual
ReportsState revenue includes any revenue that state governments realize througimpéuel activity.

123 | pid.
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That comment made in the ACRI 2010 report offers a telling statement abodéec¢heing
popularity of live parmutuel wagering.

Florida only reports paid attendance. Operators who choose to charge for admission must
collect an admission tax for the state. There is no requirement that a facility charge for admission.

And i n Florida, adshamesstrack atPanpdnoe, at @i alaifrontorts and att a t

most of the stat®bs 16 greyhound tracks.

The following table puts parnutuel attendance nationally in perspective. Note that
attendance for horse racinghe largest component by far of parutuelwagering’ attracts fewer
than 3 percent of adults, although that percentage actually réa@bgnths ofl percent over the
past four year$®

Figure22: Participation by adults in selected activities

Participated in Frequency of Participation
the last 12 Two to three
months (in| Two or more times a
thousands)| times aweek| Once aweek month | Once a month
Activity No. % No. % No. % No. % No. %

Adult education courses 16,640 7.3| 3,116 14| 1973| 0.9 762 0.3| 1,312| 0.6
Attend auto shows 19,346| 8.5 313 0.1 337 0.2 557 0.2 721 0.3

Attend horse races 6,654 2.9 159 0.1 177 0.1 155 0.1 379 0.2
Attend rock music performance 25,176| 11.0 187 | 0.1 173| 0.1 730| 03| 1,136| 0.5
Backgammon 4234 1.9 435| 0.2 366 | 0.2 416 | 0.2 486 | 0.2

Billiards/pool 19,468| 85 975| 04| 1432 06| 2125 09| 2063 0.9
Bird watching 13,793| 6.1 | 6,101 27| 1338| 06| 1,169| 0.5 876| 0.4

Book clubs 5747 25 285| 0.1 234| 0.1 419 | 02| 2,732 1.2
Chess 6,806| 3.0 549 | 0.2 533| 0.2 823| 04 576| 0.3
Concerts orradio 6441| 2.8| 1,308| 0.6 747 | 0.3 548 | 0.2 572| 0.3

Cooking for fun 50,243 | 22.0| 19,162| 84| 7,495| 33| 6,795| 30| 4,415| 1.9
Crossword puzzle 29,996| 13.2| 12,866 56| 3,136| 14| 2,811| 12| 2,674 1.2
Dance/go dancing 20,995| 9.2| 1636| 07| 2,162 10| 2,728| 12| 2964| 1.3

Dining out 112,477| 49.3| 20,158| 8.8 | 25,173| 11.0| 26,644 | 11.7 | 15,686| 6.9

Fantasy sports leagu 8,969 39| 2,855 1.3 | 1,559 0.7 372 0.2 330 0.1

Furniture refinishing 6,292 2.8 201 0.1 79 359 0.2 406 0.2

Go to bars/night clubg 43,513 19.1| 3,133| 14| 4846| 21| 7,428| 33| 6,430| 238

Play bingo 10,271| 45 754 | 03| 1,095| 0.5 811| 04| 1,342| 0.6

Play cards| 46,190 20.3| 5,679 25| 4969| 22| 6,400| 28| 7,567| 3.3

Reading comic book 5557| 24| 1,161| 05 636 | 0.3 886 | 04 527 | 0.2

Sudokupuzzles 26,540| 11.6| 10,265\ 45| 2505 11| 3,159| 14| 2495 1.1

Trivia games 11,872 52| 1891| 08| 1,327| 06| 1,397| 06| 1,490 0.7

Woodworking 10,202| 4.5| 1,714 0.8 965| 04| 1631| 0.7 1,443| 0.6

Word games 22,147 9.7| 7,768| 34| 2,709 12| 2,817| 12| 1,899| 0.8

Zoo attendance 28,148 | 12.3 189 0.1 239 0.1 632 03| 2,112 09
SourcelUS CensuStatistical Abstract of the United States

124 Florida Division of PaNutuel Wagering, review oAnnual Repog.

125 Statistical Abstract of the United States
http://www.census.gov/compendia/statab/2012/tables/12s1240.pdf
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Certainly, the creation of new wagering opportunities over the last several decades has
given more adults more options. The history is summaniztin this excerpt from a report by
Cummings Associates

When they were first authorized in some states in the 1930s, and for a long golden age
thereafter, race tracks essentially had a monopoly on legal gambling on a commercial scale.
They were legaliz# because states needed money. During the economic collapse of the
Great Depression, a number of states turned to legal gambling as a source of revenue.
Nevada legalized casinos (in 1931), but every other state chosewyagl betting on

horse racing, ahin a few states, on greyhound racing as well. This occurred, moreover, in
the context of relatively simple leisure economies which, aside from movies and major
league baseball, offered few alternative forms of commercial entertainment. In these
circumstances, race tracks were by and large highly profitable. As businesses, horse tracks
had little trouble developing large numbers of customers and were able to pay high rates
of gambling O6privileged taxes. They I|lived

Over the past thirty years, however, the economic environment has changed dramatically.
Competing forms of legal gambling have proliferated, starting with state lotteries in the
late 1960s. Ironically, the same force that legalized racing led to lottstétes needed
money. Thirtynine states now have them, and all the provinces of Canada. ...

Then came an explosion of fitdtale casino resort hotels in Las Vegas, New Jersey,
Mississippi, Canada and Connecticut. These now attract tens of billions lafsdiol
consumer spending each year, with | arge an
on riverboats in the Midwest, small casino
l ottery terminal sd) or sl ot mawdbspreadbkasiat r a
in several Western states and much of Canada, on cruise ships operating out of many states,
and at casinos on Indian | ands across wide

I n the 1980s, racingbds | egal gza;nmlihe 19803, c o mp
it more than doubled agairDver the same period, the U.S. leisure economy grew
enormously and became vastly more diversified. Many leisure and entertainment activities

are available today that did not exist in the 1930s, or evereia960s. Cable television,

VCRs, DVDs, inexpensive air travel and the related (butsnahexpensive) theme park

resort industries, majdeague football and basketball and a host of other diversions now
compete much more intensely with horse racingterleisure dollars availabté®

126/ dzyYAy3da ! aaz20AriSaz al!ylrteara 2F GKS 5FGF FyR Cdj
¢ K2NR dz2Ko NBR wlI7-88uyA7, 2004R dza (i NB > ¢
http://www.nationalhbpa.com/resources/cummings_reporl/7-04.pdf
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b. Florida

Florida first authorized parnutuel wagering in 1932’ In 2010,the stateaccounted for
59 percent o tmutuehveagering? Tihe Depasgmept @frBusiness and Professional
Regul ati on ( i DBiwsRmofRariMuhtruoeulg hWaigesr i ng ( A PMWO) ,
in Florida.

Parimutuel activities in Florida include thoroughbrearse racing, harnes®rse racing,
guarterhorse racing, greyhound raciagdjai alaigames In addition, parmutuel facilitiescan
operatecardrooms, which can only be operated by the holder of arpadtiel licensgthough card
games do not involve pamutuel wagering) Cardrooms cannot open in a facility unless live
racing or jai first takes placdé® Events at racing andi ala facilities are simulcast to other pari
mutuel facilities in Florida and to owff-state venues.

Florida is the only state with live jai alai games. It is one of seven states with greyhound

racingFl ori da accounted for 6eghoupceracessm20iP®icet he n

1993, 10 states have outlawed greyhound raéing.

Florida allows slot machine casinadso known as racinos, at panutuel facilities in
Miami-Dade and Broward counties. Numerous jpauituel operators in other areas of thatest
told us that they too need sl ot machine casi
compete with racinos in and outside of Florida that use slot revenue to enhance purses, which, in
turn, allow racinos to attract higher qualitpcing anmals and make significant capital
expenditures to improve their facilities

As of April 3, 2013, there were2parimutuel facilities in Florida(plus intertrack at
Ocala)that accepted bets on live racegairalai games. They included ffleyhound tacks, six
jai alai frontons, three thoroughbred tracks, one harness tracKiandjuarter horse tracks.
Twenty-four of them had cardrooms. Six had casinos.®caBr eeder s 6 S adtbets 1 n
in Jacksonville operate simulcast parlors without [pagi-mutuelracing. The overall financial
trend for Florida parmutuels has been on a steady downward spiral. Many operations have
sustained steep operating income losses, and those losses would have been much greater if it were
not for racino and cardroomevenue. The worgierforming sectors have been jai alai and
greyhound.

127 Florida PMWAnNNual ReportFY 2012p. 2.

128 Association of Racing Commissionerginational, PariMutuel Racing 201,(. 1.

128 Section 849.086 (5a), Fla. Stat.

130 Association of Racing Commissioners Internatidpaiti:Mutuel Racing 201(. 39.

B} yye 1 fSYyiAySsT at NeLIR2al t O2 dampBaBeyTimésps 28RS Ot Ay S

2011 http://www.tampabay.com/news/business/proposalould-hastendeclineof-greyhoundracingin-florida-
nation/116650.
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Il n FY 2012,-mbkueldacilities bad & combinedioverall operating profit of just
$1.9 million. Thirteen had lossesvith the largest of $21.6 million at the combined Fort
Pierce/Miami Jai Alaioperation The biggest operating profit was $16.4 million at Flagler
Greyhound Track, which also operaghst machines$®?

Parimutuel operations involve wagering on parutuel events. The wagers occur at the
track on live events ortdarack simulcast rooms. Those operations by themselves sustained an
operating loss of $50 million. Only eight facilities were able to show an operating profit from their
pariF-mutuel operation$® The largestoss of $11.6 million was at FoRierce/Miami;the highest
profit of $6.3 million was at Gulfstream, a thoroughbred track slith machines

State tax revenugom such operationis fraction of what it once was. From FY 1985 to
FY 2012, it fell from:

 $29.7 million to $378,000 fgai dai, areduction of 99 percetit
 $77.2 million to $3.7 million for greyhound racing, a reduction of 99 pet€ent
f $12.5 million to $7.6 million for horse racing, a reduction of 39 petéent

The overall reduction in state revenue went fi®ti 9.4 million to $11.8 miibn, decline
of 91 percent®’

Slot machine casinos accounted for 77 percent of state gaming revenue in FY 2012. All of
that slot machine mong$144 million,was given to the state Department of Education. Unclaimed
jai alai and greyhound winning ticketsttding $1 million wasalso given to thasamestate agency.

State tax revenue fronamroons was split betweethe PariMutuel Wagering Trust Fund and the
General Revenue Fund. In accordance wgittion 849.086(13)(h), Florida Statutes, -opuarter

of themoneys deposited into the R&utuel Wagering Trust Fund must be distributed to counties
and municipalities that approved the cardroom. In October 2012, the division distributed
approximatey $1,643,208 to the counties/municipalities from cardroom gexssipts'3®

Cf 2NARI ta23 LyRSLISY R SMatiel PedoRhbldelBsNA® 8012v S L2 NI F2NJ t | N
133 |pid.

134 Florida PMW, custom report, May 10, 2013.

135 |bid.

136 g,

137 |bid.

138 Florida PMWAnNNual ReportFY 2012, p. 18
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Issues withPMW Annual Reports

In the course of our research, we discovered that purse numbers for the Isle of Capri at
Pompano harness track were grossly overstated in PMW annual reports for fiscal years 2009
through 2012PMW stated to uby email that it will be revising annual reports for Pompano to
reflect the accurate figures. The mistakes were discovered when we asked standardbred horsemen
to review purse information. The horsemen claimed that the numbers were wrong, and PMW asked
the Pomanods comptroller to review them. The Pol
errors had been made, and PMW said that the annual reports will be amended. The agency makes
no effort to independently verify the information. The errors for the Isle ofi@apompano data
raise issues as to whether other mistakes could have occurred at otineutpetfifacilities.

In an email to Spectrum on May 21, 2013, PMW officials acknowledgedrithasbPMW
reports fail to includeut-of-state generatesimulcast reenue Gulfstream, for example, might
send its signal to Yonkers, and revenue from wagers bet istt@am races at Yonkers would
not appear in PMW annual reports. The result is a significant understatement of simulcast
revenuesTo illustrate the pointPMW6 s  2dpdrtlists simulcast and intertrackandlefor
Gulfstream at $102 million. But missing was oubf-state generatedimulcast handleof
$605,319,440an amount that is nearly six times the reported simulcast handle in the PMW FY
report of 20123°Other racing jurisdictions, such as New Jersey, includebsitate export handle
in their annual reports. The failuoé PMW to indicate in its annual report that handle figures fail
to include this categorsesults in a incomplete picture of racing garingin Florida. In a May
23 email to Spectrum, PMW explained it doest do so because theagers made outside of
Florida are beyonds regulatory authoritynd ability to impose taxes. PMW officials also noted
they are unable to verify the datdso unreported in oubf-state generated simulcast revenue is
the amount through the Oregon hubs, which are companies that allow gamblers to place bets on
races through thimternetor a cell phone.

PMW includes a category in its annual report identifyingatmunt of purses accounted
for t hr enughuefiparoiper ati ons. Our research ind
financial contributions made by the operator. For example, the Melbourne Greyhound track
contributed $185,463 from pamutuel operationgoward purses, according to the FY 2012
report!° Yet the annual report shows that the entire handle was only $162,138, and only half of
that goes into purse$! If the operator is making eontribution toward purseseportsshould
indicate that the figurancludes such contributions.

139 nterview with Kent Stirling, Executive Dlréi 2 NE Cf 2 NARIF | 2NESYSyQa . SySg2¢f
Association, May 22, 2013.

140 Florida PMWAnNNual ReportFY 2012, p. 26

141 bid, p. 13.
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It is critical for policymakers to have information relating to regulatory costs for each pari
mutuel sector. PMW told us in emails it cannot break down costs by sector. We note that Rep.
Dana Young, K57, asked the state aggnfor regulatory financial data relating to greyhound
racing.In a letter dated August 19, 2011, Ken Lawson, Secretary of the Department of Business
and Professional Regul ati on, said the state ¢
ivegr eyhound racing, 0 which he said totaled $1.
than the revenues of $1.85 million that live greyhound racing generated. But the expense figure
did not include any allocation for salaries and benefits paid toM@ Bmployees or expenses
they incurred. Those two categories alone totaled $4.7 millibe. Legislature needs to have
detailed information concerning regulatory costs by sector in order for it to make informed
decisions concerning the pamutuel industry

Cutting Costs

Some operators say they have been adversely affected by a requirement that forces them
to run a minimum number of racing performances (eight races make up a performance). Two
greyhound tracks are conducting more than 350 performances algesarto what they ran nearly
20 years ago because of the 90 percent rule. This rule requiresiyiaal operators with
cardrooms to conduct at least 90 percent of the live performances that were held the year before
their cardrooms openétf For many oprators, that was 1996. Florida had 3,857 live greyhound
performances i2010; West Virginia, the nesttighest state, had 552 The required minimum
number of performances varies from sector to sector, and then within a specific sector depending
on when dacility opened. This issue will be addressed in more detail later in the report.

Someoperators haveesponded to the cost of doing businegsdaluéng race cards and,
in the case ofai alai, the number of players on a roster. Others have usetkigb@anse racing
permits to run barrel racing, which prompted
new species of racing.o6o The judge ruled that
racing. Other operators have proposed staging gteyhmcesvith two dogs in each rat¥ and
jai alai games that involviavo players playing over and ov&r.

Barrelracing is being run at Gretna @@adsderCounty. It involvesodectype racingn
which horsesare timed as thesun around separate obstacteicses The winneris theone with

142 Section 849.086 (5 b), Fla. Stat.
143 Association of Racing Commissioners InternatidpatiMutuel Racing 201,(.39.

MWh A2yt DNBeK2dzRRIA! A DOALIK A gy D29 RBEXYYSRZE CSo NHzk N
http://ngagreyhounds.com/issue/januarebruary-2013/article/two-dograce-plan-condemned

“5Carlos Medinad ! NS CNRBy G2y | OO0dza SGaineswilleSanFdbyuaty 14,RE2 a A Yy A Y dzY 3
http://www.gainesville.com/article/20120214/articld$20219759
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the fastest timé*®It is much less expensive to build a bamasting track, and the costs of operating
it are also much less expensive. At issue is whether it falls within the definition of a horse race.
Critics call it a phony horse race. We discuss this issue in Gloggter 11(B)(7)(f).

c. Declineof Purses, Handle

Purses are awarded to dog and horse racing owners who win races. They have declined
slightly in recent years but the decline would have been much greater if it were not for revenue
from slot machine and cardroaoperations. The receneturn of traditional quartdrorse racing
in November 2009 at HialedParkalso boosted overall purse numbgs.

Total Florida parmutuel handle fell from $1.8 billion in FY 1990 to $876 million in FY
2012, a decline of 51 percetiye handle (the amount wagered by patrons at a host track where
live racing was held) fell from $1.8 billion to $190 million, a decline of 95 percent; performances
fell from 6,931 to 4,904, a decline of 41 percent and paid attendance fell from 15.3 ri@llio
381,000, a decline of 83 percéfit.

Simulcasting first came to Florida on August 17, 1980en Daytona Beach Kennel Club
transmitted races to the Sports Palace in Melbourne. Prior to then, Florida handle came exclusively
from live handle-*®

Simulcastageringn Florida involves patrongsiting a parimutuel facility and wagering
on live races conducted at other racetracks in Florida or aifatate tracks. In other words, the
racetrack signal is being sent or imported to a Florida track to [mfitsns bet on races/games at
other facilities.

PMW categorizes intertrack handle as handle generated as a result of a Florida
track/fronton exporting its signal to other Florida tracks or frontons, which enables patrons at those
other Florida facilitieseceiving the signal to bet on those Florida races or games. Gulfstream, for
example, would send its signal to the Palm Beach Kennel Club and patrons at the Palm Beach
Kennel Club could then bet on those Gulfstream races. Intertrack involves only fteFRbbaida
facilities 15

There is another simulcast category that
rebroadcasting of simulcast signals received by a Florida track/fronton, which then sends that
signal to other Florida tracks/frontons. Guiléstm, for example, would receive a signal from

146 State of Florida Administrative Hearings, Case Né&a7B6RU.
147 Florida PMW, review of Annual Reports.

148 bid.

149 Florida PMWAnNNual Report FY 1991p. 3

150pPMW Annual Report, FY 2012, p. 2

> SPECTRUM Florida Gaming Study, ParAl 73
< %> GAMING GROUP

P




YonkersRacewayin New York, and then rebroadcast that signal to other Floridanpatuel
facilities. Again, it involves only Floricko-Florida facilities!®?

The largest single category of simulcasting ineslthe export of signals from Florida pari
mutuels to oubf-state facilities. Gulfstream, for example, would send its signal to Yonkers. No
information is available from PMW for this category, which is often calleebbstate generated
simulcast revenueThe reason is because PMW does not track it. We note that other racing
jurisdictions such as New Jerseggto so. Without thae data, it is not possible to offer a complete
picture of simulcasting in Florida.

With the advent of simulcasting, live handieRlorida has accounted for less and less of
total handle. By FY 2000, it accounted for 37.4 percent of total handle. Three years later, the figure
fell to 29.7 perceniand for FY 2012 it was down to 24.3 percEt.

d. Impact of Advance Deposit WageringADWQ

Advance Deposit Wagering allows patrons to wager on racing (greyhound and horses)
electronically. Patrons establish an account with an ADW company, and deposit money into the
account prior to making any wagers. They can then place wagers from a agnapbtame
telephone or even a mobile phone.

ADW companis have flourished in recent yeamsmarily due to convenience. A gambler
never has to leave his or her house to make a bet, and can do so from just about anywhere. In
addition, the low overhead assmted with ADWs enables these companies to offer rebates to
customers based on their betting volume. Since the ADWs command so much betting volume,
they are able to negotiate tatat rates with host tracks that are quite favorable. The amount
wagered thragh an ADW is funneled into the wagering pool of a host trhak Kent Stirling,
executive director of the Florida Horsemenos
and horsemen are often forced to split betweesn@sand 9 cents of every dollar wagered through
an ADW as opposed to 20 cents if the bet were made at a Florida racetrack on a IR race.

ThoseADW rebates cabe asmuch as 12 percent of whagambler wagersRob Wyre,
general manager of the Isle of CagriPompano Parkold Spectrunracetracks cannot compete
with the ADW rebates. AWhat 6s really frustrat
their bets through ADW, 0 he added.

151 |bid.
152 | pid.

153 Interview with Kent Stirling, & O dzi A @S RANBOG2NJ 2F GKS Cf 2NARF 1 2NAS
Association, May 17, 2013.
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The problem is exacerbated at the thoroughbred tracks in SouthaFasriobth Calder and
Gulfstream are owned by companies that operate ADWs. According to Stirling, the television sets
at Calder urge patrons to place their bets through an ADW.

Most of the ADW firms have established themselves in Oregon through a hudrkeiiv
a time when handle across the country and especially in Florida has been decimated, the ADWs
have flourishedGreyhound racing lobbyist Jack Cory said that the greyhounds are hurt much more
by the Oregon hubs than horse racing. He noted that stt\Watih horse racing, some of that
Oregonrhub money is split with the horsemen. The dog owners get nothing, he said. And, like the
thoroughbreds, some greyhouratetrackperaé their own ADWSs. These greyhound facilities
encourage their patrons to pldmets on live races through their ADWSs, depriving the dog owners
of revenues if the bet had been made at the track.

Cory argues the handle is better than that painted by PMW annual reports as those reports
fail to capture the Oregemub betting and the owtf-state generated handle, which is sizable.

The Oregon hub opened for business in 2000. Its total handle that year was just under $2
million. In 2012, it had mushroomed to $2.24 billion. From 2007 to 2012, handle increased 47
percent. During the samerte period, total pasnutuel handle in Florida fell 41 percent and
simulcasting handle (where patrons came to a Florida track and wagered on races held at other
Florida tracks) fell by 59 percett? Other Florida handle sectors sustained significant dectise
well. Live handle at Florida pamutuels fell 46 percent from 2007 to 2012.

Kentucky, another major racing state, is looking to tax the ADW companies on bets made
in that state. A bilthatpassed a House subcommittee in Febrpayges a tax of 0.5percenton
Internet and telephone wagers made by Kentucky residents. The #tagetvi5percentof the
revenue, and racetracks and purse adsouould get the remaining 85 percent. Kentucky expects
the tax to generate as much as $400,000 a'jzar.

Florida partmutuels have also been adversely impacted by wagémoggh offshore
outlets or tribal hubs that are not captured by regulatory ageaicadks With the Oregon hubs,
there is some revenue going back to the tiasbughbred and harness trackl afsoto the state.
But with the offshore hubs, the pamiutuels and the state receive nothing. ACRI says thguos
evidence thasuch handle amounted wore thar1 billion in recent seasof®

154 Oregon Racing Commission,
http://www.oregon.gov/Racing/docs/Hi Data/2013 quarterly hub handle report.pgccessed May 17, 2013)
and review of Florida PMW Annual Reports.
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http://www.bloodhorse.com/horseracing/articles/76198/kentuckadw-tax-clearshousecommittee
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e. Impactof Slot Machine Casing€ardrooms on Purses

Florida voters approved a statewide slots referendum in November 2004 that made it
possible for slot machine casinos to come to Broward and Mdade counties. Voters in
Broward County then approved a slots referendum in 2005 and Nllade voters approved en
in 2008.

As with handle, the source of Florida purse revemag dramatically changed over the
years. Before cardrooms and casinos, purses were funded exclusively through handle, and before
simulcasting, all purses were funded through live handle.

Purses have received a significant boost with the introduction of cardrooms and slot
machine casinos. At jai alai and greyhound facilities, 4 percent of cardroom gross receipts must be
used to fund purses; the figure is 50 percent at horse race facllitiblse other racino states,

Florida gatutes do not mandate that a certain percentage of gross gaming revenue or a dollar
amount from slot machines be used to fund purses and for breeding purposes. About the closest
Florida comes is a requirement thaharbughbred or quarter horse operator have a contract with
horsemen before a casino can open. The horsemen at Pompano and greyhound owners say they
need a similatype law. Without one, they say the boost that casino revenue was supposed to
generate for pises for greyhounds and harness will never be reditZed.

Spectrumds analysis shows t hatismudnbkighgratr cent

thoroughbredhan it is at harness and greyhound tracks. Theasioothoroughbred racetracks,
Gulfstream ad Calder paid 14 percent and 12 percent, respectively, in FY 2012. The

t horoughbred horsemen benefitted when the st
percent to 35 percerds the contract with the horsemen called for an increase if thateawas
lowered. The GGR contribution nearly doubled. There was no such increase in GGR contribution
at greyhound and harness raciksThe two greyhound tracks and the one harness track put
roughly 2 percent of GGR into purses in FY 263%2.

Florida slot evenue accounts for much less on a percentage basis of total purse revenue
than it does in other racino states. In Pennsylvania, for exawcgteéo GGR accounted for
anywhere from 75 percent to 91 percent of putds. Florida, our review of the FY 20IPMW
annual report showed that the figure ranged from 22 percent to 48 pérdenta, the percentage

157 Interviews May 5, 2013, with Joseph Pennachio, president of the Standardbred Breeders and Owners
Association, and Jack Cory, lobbyist for greyhound owners.

158 Florida PMWAnNNual ReportFY 2012.
159 | pid.

160 pennsylvania Gaming Control Board, custom repday 8, 2013.
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figure of GGR for greyhound racing at Bluffs Run in Council Bluffs was 4.9 percent ($10 million)
in FY 2012 and 6.2 percent ($3.7 million) at DubuquekP&r

FY 2006 was the last year in which Mardi Gras #sld Pompano operated without a
casino. Comparing FY 2012 with FY 2006, purses increased by 33 percent at Mardi Gras and
decreased by orralf of 1 percent dtle Pompano. The Flagler dog track sigcémntly increased
its purses after its casino opened. The year befordeFlaajid purses of $1.7 milliomiFY 2012,
it paid $3.6 million in purses, an increase of 119 pert®nt.

The percentage increases at racetracks in Pennsylvania ranged from 186 tperuare
than 200 percent when we compared the increase from the year before a casino opened to the FY
2012 number$®®

Nonetheless, purse enhancements from Florida slot machines in FY 2012 totaled more than
$20 million. Overall purses increased slighthpm $126.7 million in FY 2006 to $129.5 million
in FY 2012, an increase of 2.2 perceltte return of quarter horse racing generated $4.1 million
in purses during FY 201%%

f. PariMutuels by Sector

Next, we discuss the pamutuel industry by sectof.wo sets of reports were used for this
analysis. One involved 2012 audited financial statements for eaetmparel license holder. They
included detailed breakdowns of expenses and revenues. They are not normally available to the
public. PMW agreed to nk& them available to us. Pamutuel operators are required to supply
those audited financial reports on a yearly basis. We also reviewed annual reports from 1990 to
2012 that appear on the PMWebsite These reports provide details as to purses paid, paid
attendance, total handle and other items as well. The two reports cover different fiscal periods,
and, as a result, the numbers sometimes do not match up.

Please note th&hapter 1I[A)(1) provides yearly performance and other key performance
indicatorsfor each sector.

Thoroughbred Racing

Thoroughbred racing is the dominant pawtuel sector in Floridawith the three tracks
accountingfor 61 percent of total Florida handle in FY 2012alder had the highest FY 2012
handle at $207 millionOverall fandk fell from $789.2 million in FY 1990 to $530.7 million in

61 nterview May 13, 2013 Joseph Quilty, lowa Greyhound Association, Spectrum review of Pennsylvania
Racing Commission Racing Reports.

162 Florida PMW, review ohnnual Repos.
183 Florida PMWAnNNual ReporEY 2012nd Pennsylvania Gaming ContBalard custom report.
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FY 2012, a decline of 33 percent while live handle fell even more, from $170.5 million to $78.6
million, a decline of 54 perceft®

On a national level, handle ks were also significant. From CY 2001 to CY 2010, (CY
2010 was the most recent yadata wereavailable), total handle fell from $10 billion to $5.4
billion, a decline of 46 percent and live handle fell from $1.8 billion to $1 billion, a decline of 44
percent®®

A Floridathoroughbred operator must run a minimum of 40 performances &y&aom
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 8&npefRurses increased
from $78.1 million to $81.1 million, a rise of 16 perceft.

The three thoroughbred tracks performed financially gsoap much better than other
sectors They generated a combined operating profit of $13 million for FY 2012. Mtitheo
profit, $10.6 million, came from pamutuel operations. Slot machines at Calder a@listream
generated an operating profit of $2.7 million. Cardrooms at the thoroughbred tracks had a gross
operating profit of $2.3 millioA®®

Even Tampa Bay Downghe one thoroughbred track in the state without a casino,
generated operating income of nearly $3 million. It currently ranksoii® of 68 thoroughbred
tracks in average daily handle although the figure has been declining in recent years. While its
hardle has held up well, its purses have not. It ranks 34th of 68 in average daily pursé$ paid.
The Tampa Bay track is the only thoroughbred track in the country that competes witktatame
racinos.

Average purses per race at Tampa Bay Downs in-2@Meae $157697 42 percent below
the combined CaldeBulfstream average and 37 below the national aveérayéhile Tampa Bay
continues to be a tejer thoroughbred track, officials are concerned how much longer that may
be with purses declining?As GeneralM nager Peter Berube put it,
so far.o

165 Florida PMW, review oknnual Repog.

166 Spectrum analysis of Association of Racing Commissioners InternaRarniaWjutuel Racingeport
2010

167 Section 550.002 (11), Fla. Stat.

168 Florida PMWreview ofAnnual Repog.

169 Florida PMWL ¥y R S LIS y R S yRéportiod BRaAMueN EeemitholdersEY 202.
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71 Data from, and interviews with, with Peter Berube, Tampa Bay Downs general manager, June 2013.
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Figure23: Average purse per race, Florida and national thoroughbred tracks, 2021
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Souce Tampa Bay Downs

What has hurt Tampa Bay Downs is that it is unable to supplement its purses with casino
revenue as other thoroughbred tracks in Florida and throughout the country have done. The
competition is fierce for quality horses as the nationwide breeding progsacoliegpsed, resulting
in 23 percentewerraceready horses being available to compete. Tampa Bay Downs has seen its
field size shrink by 12 percent in the past three years. Horse owners are taking their horses to tracks
that offer higher purses, and thatariably means tracks that supplement their purses with casino
revenue. fAWe aresad’der siege, 0 Berube

Horsemen at thoroughbred racinos have much more [gaeith regard to labor contracts
than do other parinutuel sectors due to the law that Say contract must be negotiated with
horsemen before a casino can ogdike Couch, director of gaming atulistream,said in an
interview with Spectrum on May 16 that the law is unfair and results in Gulfstream paying out
much more in GGR toward pursesththe other sectors pay.

More than $6.2 millionor 88 percent of Gu,kdns from@aimds o [
mutuel operation$’* No other parmutuel facility in the state comes close to that figure. In fact,
most pardmutuel facilities lose money oheir parimutuel operations, and need cardroom and/or
casino revenue to subsidize those losses. Couch said the reason Gulfstream is successful with its
parimutuel operation is because it considers itself first to be a racetrack and then a casino.

The thopbughbred horsemen say that Gulfstream is arpatuel success story that other
pai-mutuel entities would do well to emula@ulfstream Park completed the 2013 winter race
meet with a 20 percent increase intoeck wagering ovethe 20112012 race meePurses paid
duringthe 2013 Gulfstream Park meet averagexuie thar$411,000 dailyAnd $658,000,000 was

173 | bid
174 | bid.
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wagered on the Gulfstream Park signal outside of the state of Florida, or an average of over
$733,000 perraceCal i f or ni a pat $6ZRDOPWas thé mekhigleestin the country
followed byNew Yor k 6 sat$308,00¢'d u c t

Harness Racing

FI or i da 6 s trezkg IsleeCasine and Ragisg at Pompano, accounted for 5 percent
of total Florida handle in FY 201The Pompano track must runleast 140 performances a year
but it can seek a ortéme, 10 percent reduction from the Hp@rformance minimum. The harness
track stopped charging an admission fee in 2002. In 2001, the last year it levied an admission fee,
paid attendance was 9,908. 199D, it was 565,218

Harness handle fell from $112.1 million in FY 1990 to $48.1 million in FY 2012, a decline
of 57 percent while live handle fell from $14.1 million to $4.4 million, a decline of 69 percent. On
a national level, total harness handlenfr€Y 2001 to CY 2010 fell from $866 million to $453
million, a decline of 48 percent and live handle fell from $452 million to $162 million, a decline
of 64 percent. (CY 2010 was the most recent year availdBle.)

The harness track is not required to hawventract with horsemen as thoroughbred tracks
are required to do before a casino can open. The percentage of GGR to purses is much less than it
is at thoroughbred tracks. In FY 2012, $2.6 million of $121 million in GGR went toward purses at
Pompano. Gutitream with a GGR of $54.5 million put $7.5 million of GGR into putégs.

Joe Pennachio, president of the Florida Standardbred Bré&e@svaersAssociation, told
us in an interview on May 20, 2013, that track owners promised that 8 percent of GGR would go
into purses when his group and others worked to support the 2004 statewide referendum that
resulted in Pompano gettingitscasiio. t obvi ously never happened,
hoodwinked. And even worse, the track operator has done everytbgsgolle to discourage
people from coming to the track. Whatods i mpor
partmut uel facilities, casinos would not be her

Purses have actually declined slightly, gvadf of 1 percent, from FY 2006 (thestafull
fiscal year that Pompano did not have a casino) to FY 2012.

We toured the Pompano facility on May 20, 2013. Only the ground floor of the racetrack
was open. The facility is in a state of disrepair. According to Pennachio, management will close
thegrandstand area later this summer, which will force patrons to watch live races from a row of

SCE2NARI 1 2NESYSyQa . SyS@2tSyid yR tNRGISOGABS ! 442
176 Florida PMW, review oknnual Repos.
177 Association of Racing Commissioners InternatiddafiMutuel Racing 201and 2000.

178 Florida PMWreview ofAnnual Reports
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seats set up outside the casino. That places spectators by the turn as horses approach the finish line,
making it difficult from that angle for them to see whimsv

Michael Tanner, executive director of the United States Tro&sspciation, said closing
the grandstand will adversely affect live handle and give little incentive to patrons to go to the
track to watch live racingi Po mpano coul d abkancthe wmald where yoowatcty t r
the race 1/16 of a mile from the finish |ine,

PompandGeneral Manager Rob Wyre said all options are being considered. He noted that
the track was built in 1963, and it is too expensive to rehabilitataddiition, there are safety
issues relating to some of the windows on the upper floors, he. noted

The purse figures for Pqmano that appear on the PMW \g8éb are inaccurate. Pennachio
disputed the purse numbers that appear in the PMW annual reportslaét his concerns to
PMW. We received an email froireon M. Biegalski, Directoof PMW, on May 16, 2013, in
which the director acknowledged that the PMW purse amounts were overstated by several million
dollars. PMW will be amending its annual reportiaselates to Pompano for FY 202912.
Biegalski said in his email that PMW relies on figures provided to it byrpatuel operators. We
have made the adjustments to the data, and our analys&tg¢he adjusted numbers.

Quarter Horse Racing

Quarter lorse racingnvolvesAmerican Quarter Horsebkat run a quartemile at speeds
as high as 55 miles per hour. Quarter horse racing returned to Florida in November 2009 at Hialeah
Park after an 1§ear absenceQuarter horse racing accounted for less tharertent of total
Florida handle in FY 2012. Quarter horse racing had 76 performances in FY 2012. It gemerated
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 wasHialeah, where the operator subsidized purses as part
of its contract with horsemen.

Hialeah has already begun negotiations with the state to offer live thoroughbrediracing
addition to the quarter horse racitf§ Obtaining the quarter horse permit aeait possible for
Hialeah to open a casirfecheduled for summer 201B)t Hialeah representatives say they want
to do far more than just build a casino. Hialeah owner John Brunetti acknowledged that he is not

Aa fan of sl ot ma c hitiaffioededdian @n opporsunity tb oring backtaegnd t h a
to Hialeah'®°

Eventually, Hialeah Park expects to convert the-20@ property into a destination resort
that will feature a $112.5 million casino hotel, a $75 million casino hotel, a $119 million
enkertainment and convention complex, a $210 million town center and retail district and a $61.3
million parking garage. The total cost of the project is estimated to be $842.9 million. Brunetti

178 nterview with Hialeah owner John Brunetti and other Hialeah representatives, June 4, 2013.
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noted that racing will be integrated into the complex so thaillinever become an afterthought
which he believes is the caset@ many Florida pasnutuel facilitiest®*

Steve Fisch, president of the Florida Quarter Horse Owners Association, said that Hialeah
purses will total $140,000 a day or $5.6 million in E¥13, 47 percent higher than it was in FY
2012, when Hialeah operated without a caskiialeah owner Brunetti explained in an interview
with Spectrum on June 5, 2013, that live handle was so low the first three years that he had to pay
almost the entireraount of purses himself from FY 2009 thru FY 2012. In FY 2012, Hialeah paid
out purses of $3.8 million. During the thrgear period ending June 30, 2012, Brunetti said he lost
nearly $30 million as he had no cardroom or slot machine revenue to helpfé@titiod loss

Florida state law allows quarter horse racing to be impatdginto Florida simulcast
parlors while there is live racing at Hialeah. That is not an issue for the thoroughbreds since they
race yearround. But it is a problem for the new quarter horse industry as the live meet is only 40
days.The lack ofyearround smulcasting of quarter horses in Florida makes it difficult to attract
new customer&?

Barrel Racing

Anot her major iissue for the quarter horse
Gretna in Gadsden County for barrel racing. Fisch said the permérpiops the future of
legitimate quarter horse racing in Florida.

Barrel racings conductedn an obstackype course that is often performed at rodaed
horse showsEach horse is timed as it raca®and three barrelgn separatecloverleattype
courses. The winner is the horse with the fastest time. No other racing jurisdiction has ever
sanctioned such a paniut u el event . Gretna held its first
organization sued, arguing that the PMW decision made a mockery oet ofsht a tmautded p ar i
laws. An administrative law judge ruled on May 6, 2013, that PMW had no authority to issue a
permit for barrel racing and that it®¥ad i mpr

With the permit, Gretna was able to establistaedroom. AndGadsderCounty voters
have approved a referendum that would alioiw have a casino. The statergtitution will have
to be amended for thad happen, according to the Attornegrigral, as currently state law only
permits racinos in Browdrand MiamiDade counties.

The Daily Racing Formeported that barrel racing represents an effort by permit holders
to exploit the gambling opportunities Florida presented bia convol ut ed set

181 bid.
182 nterview Steve Fischrésident Florida Quarter Horse Owners Association

183 State of Florida Administrative Hearings, Case N&7RB6RU, Administrative Law Judge John
Laningham, p. 55.
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r egul an Flaidas®®Wesley @x, a spokesnmma for the North Florida Hr s e men 0 s
Association thatepresert the barrelriders told us in an interview on May 12013,that the
administrative law judge decision will be appealed. He said the law is vague in its definition of a
race. He acknowledgedahthe Gretna operataould not financially afford to build a traditional
quarter horse race track so he turned to barrel racing

Marc Dunbar, an attorney for Gretna, said his client would havetthadve spent $10
million to build a traditional 5/8 mé quarter horse track because of wetlands problems. It was
prepared to build a $3.5 million facility btite Florida Quarter Horse Racing Association refused
to endorse the project so it then embraced barrel raginge b e | iwe wik ultimdtedyt
p r e vRunhbarsad.

Fisch notes that barrel racing requires substantially fewer horses and personnel than
traditional quarter horse racing as conducted at Hialeah Park. The cost of erecting a barrel race
course is minimal when compatt with the several million dollars that would have to be invested
to build a quarter horse track, he noted. Gretna offered purses of $202,000 in FY 2012; Hialeah
offered purses of $3.8 million. Gretna had a live handle of $31,000; Hialeah, $1.6 fffllion.
Another track, Hamilton Downs, has also received a license to operate barrel racing.

Greyhound Racing

Greyhound racingccounted for 30 peent of total handle in FY 201Zotal handle for
the 13 facilities that ran greyhound racing fell from $933.8 arilin FY 1990 to $265.4 million
in FY 2012, a decline of 67 percent. Palm Beach Kennel Club had the highest handle at $36.3
million; Melbourne Greyhound Park, the lowest at $162,000. Live handle (live handle and total
handle were the same in 1990) fell eveore, from $933.8 million to $93 million, a decline of 90
percent. Purses fell from $34.5 million to $26.3 million, a decrease of 18 péféent.

On a national level, from FY 2001 to FY 2010 (the most recent year for which dega w
available), total handle fell from $2 billion to $706 million, a decline of 65 percent and live handle
fell from $829 million to $203 million, a decline of 76 percent. Performances fell from 4,242 to
3,336, a decline of 21 percent; paid attendance feih 653,206 to 97,738, a decline of 85
percent®’

Florida greyhound performances (a racing card of at least eight races) fell from 3,853 to
3,636, a decline of 6 percent. One of the reasons for the relatively small decline is because of the

Bl Ggd 1 S3AFNIex ahOFtl . NBSRSNARUYU { I fThaDalyRa by ye& LI |y
Form October 25, 201ttp://www.drf.com/news/ocalabreederssalescompanyplansquarter-horseracedec
11.

185 Florida Quarter Horse Association, custom report, May 24, 2013.
18 Florida PMW, Review éfnnual Repoi$, FY1990-2012

187 Association of Racing Commissioners International, Statistical Summaries2@0M1
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90 percent ruleParimutuel 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%

The Napleg~ort Myers greyhound track had to run 393 periances in FY 2012 to keep
its cardroom license. Often, performances are run twice a day during tuay &deet to comply
with state lawt3® Track spokesman Isadore Havenick told us in an interview that his company does
not want to eliminate racing butneed some rel i ef from what he ¢
rule. He noted that the situation was quite different in 1996 when greyhound racing was much
more popular than it is today. Running so many races and performances results in the track
sustaining adss of more than $2 million a year on its dog operations, he said, and forces it to offer
lower purses, which adversely affects the amount of money wagered on simulcasting and the
guality of dogs that race. Havenick said there is still a denf@ngreyhound racing in the Fort
MyersNapl es region but not as fAmuch as we are

Repealing the 90 percent ruer A d e ® ooulg fesulnirgthe closure of five to six
greyhound tracks, according to operators we interviewed. Those facilities woullikstitb
operate cardrooms, as they are profitable, byt¢hanot asurrent law states that a cardroom can
only be operated at a licensed parituel facility that offers live racing. Tejper tracks suclas
NaplesFortMyers and the Palm Beach KenneuBwill benefit through higher simulcast revenue
if other tracks were to close.

It is clear that parmutuel operations at greyhound tracks are loss leaders as the tracks
sustained a combined operating loss from wagering on greyhounds of $35 millionthfaely
tracks made a profit. Greyhound track cardrooms offset the loss with an operating profit of $39
million.1%°

Alt is a dying sport, o said Michael Gl enn

one of the countryo6s pruplng (eemavinggthe geglirememt dor t r a c

minimum performances) will help us in the short run as we would run fewer races which, in turn,
will lower our operating costs. Our simulcast revenue will also incrdagethere just are not
enough folks outtheremome t o the track and wager on th
PBKC would shut down the dog track if it could, Glenn said.

Jamie Shelton, CFO of Jacksonville Greyhound Racing, agrees with Glenn. He said that
no matter what efforts are made topopp t he sport , interest i s n
|l ive handle. The ol der f ol k srejastte many othebtrengsn g r
to do out there today. Watching a greyhound

188 Section 849.086 (5 b), Fla. Stat.
189 Florida PMWAnNNual Report FY 2012
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Jacksonville has consolidated its operations. It has three greyhound permits, and runs all
of them out of Orange Park. It shuttered its Jacksonville facility in March 2012, and, as the result
of a declaratory statement from PMW, it was able to move its@amuto a Jacksonville shopping
center¥! The track operator requested a ruling from PMW before it built its new facility in
Jacksonville. In effect, PMW sanctioned a form of decoupling, allowing aypauel facility to
open without having to operate adkeoval and offer live racing. PMW based its decision on the
factthatse ct i on 550. 475, Florida Statutes, fAmakes
at the permitted | ocation. o6 The.Jacksonvill e

With the thregpermits, Orange Park operates ysaind: 340 days and 417 performances
in FY 2012. Shelton said the facility just about breaks even but he noted that it is just a matter of
time before the losses on racing will become so large that Orange Park wilbheleed. Even
slot machines wuld nothelp asthey would not compgdeople to bet on the dog races, he noted.
Slot machines would prop up the business for a while but eventually the sport will die, he said.

Jack Cory, a lobbyist for greyhound ownesajdthe sport wouldhot be dying if track
operators would reinvest in their properties. He noted that some of them have let them deteriorate
to the point where going timose trackss unpleasant. Haoted that the intent of the 90 percent
rule was to preserve live racing by making sure that live racing had to be offered in exchange for
the right to operate a cardroomorcasimid. et 6 s go back to the voter
back on |QGorey rsaaciidngi,n0 an interview with Spect
agree to reduce the numbers but there is no

As we have noted throughout this report, operators are looking for ways to reduce the costs
of operating parmutuel events. Melbourne Greyhound track proposed runningbgaaces with
a twokennel roster under the same ownership for its 2013 meet. The American Greyhound
Associ ati on c adnbfeodt totthe greypourw pwnera &nd Kehoperators in
America whoove raised, trained and invested
competing in full fields (most preferably, eight entries per race), and to those fans who enjoy
watching and wagering on such rac&®.In light of the opposition, Melbourne withdrew its
petition for twedog races.

Grey2K USA, an organization calling for the end of dog racing on humane grounds, frames
the issue this way: Should tseatefiforce a business to conduct one activity so that it ofégr
anothePo'®® According to Grey2K, nearly twihirds of the 1,199 licensed greyhound owners live
out of state. As for humane issues, the organization claims that 8,000 greyhounds are kept in kennel

191 petition for Declaratory Statement, Jacksonville Kennel Clu20D$38, November 21, 2008.

h gAY € DNBeK2dzRRI! HEDOALNAFYD2¢RBEYYSRZ¢ CSo6 NHz
http://ngagreyhounds.com/issue/januarebruary-2013/article/two-dograceplan-condemned

WMDNBeHY! {!'ZT a58502dz2) S [ A®S DNBeKz2dzyR wlk OAy3Isé
http://www.grey2kusa.org/pdf/DecoupleLiveGreyhoundRacingFL(pdtessed May 23, 2013).
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http://ngagreyhounds.com/issue/january-february-2013/article/two-dog-race-plan-condemned
http://www.grey2kusa.org/pdf/DecoupleLiveGreyhoundRacingFL.pdf

compounds in rows of small stacked cages. Dogs arerkepges 20 to 23 hours a day. Nine cases

of severe neglect have been documented at Florida dog tracks and kennels sifé&/A2004.

May 21, 2013, Florida greyhound tracks must report to the state the death of any racing greyhound
that occurred at a treor kennel®®

Jai Alai

The object of i alai is to hurl the ball (pelota) against the front wall with the goal being
that an opponent will be unable to return it. The game can involve doubles or singles. Games are
7 1o 9 points. It used to be that asnyas eight different teams would play. A losing team would
go to the end of the bené® Florida is the only state that continuts offer jai alai, which
accounted for 3 per-néduelthanddinRYR042. st at eds t ot al

Of all the parmutuel setors, jai alai has sustained the steepest cuts in attendance and
popularity. Since 1990, total handle has fallen 91 percent, live handle 96 percent, player awards
63 percent and performances, 63 percent. In 1990, 3.9 million people paid to watch thia sport
2012, total paid attendance was 9,688.

The six jai alai operators suffered an operating loss for FY 2012 of $25.6 million; $21.6
million came from Ft. Pierc®liami Jai Alai, whose auditor expressed concern whether the
frontons could continue to staly business. Thslotsat Miami Jai Alai may improve its fiscal
situation!®® From parimutuel operations, the jai alai sector sustained an operating loss of $14
million. Cardrooms were able to generate an operating profit of $omiliami Jai Alai had he
highest handle at $6.6 million in FY 2012; Hamilton Jai Alai, the lowest at $2.00.

The Miami fronton opened ih926 Through thel980s,businesavas brisk The fronton
was renovated anskating expanded froi000 to well over 13,00@ut thingschanged as new
forms of gambling became legal i8@0s and 1970%°

Like other parmutuel sectors, jai alai is required to offer a minimum number of
performances to keep its cardroom open. And the number depends on when the cardroom opened.

194 Grey2K Florida Senate testimony, February 4, 2013
http://www.flsenate.gov/PublishedContent/Committees/2012
2014/GM/MeetingRecords/MeetingPacket 1997.pdf

195 Rule 61E2.023, Fla. Admin. Code

196 Hamilton Jai Alai and Poker websitétp://www.hamiltondownsjaialai.com/{accessed May 17, 2013).

97 Florida PMWAnNNual Repog, FY 199¢Y 2012
198 Florida PMWL Y R S LIS ¥y R S yRéportiod BRAMuieN B2 EmitholdersEY 2012
199 Florida PMWAnNNual RepogFY 2012

2009 A OKI St az22ySex a9 (5BAd&ién, FRGFuary 2852818y 3 DI YSX ¢
http://www.sbnation.com/longform/2013/2/28/4036934/jaialaisport-in-americamiami.

> SPECTRUM Florida Gaming Study, ParAl 86

- GAMING GROUP.



http://www.flsenate.gov/PublishedContent/Committees/2012-2014/GM/MeetingRecords/MeetingPacket_1997.pdf
http://www.flsenate.gov/PublishedContent/Committees/2012-2014/GM/MeetingRecords/MeetingPacket_1997.pdf
http://www.hamiltondownsjaialai.com/
http://www.sbnation.com/longform/2013/2/28/4036934/jai-alai-sport-in-america-miami

As noted in dter parimutuel sectorghe 90 percent rule requires that live performances be equal

to at least 90 percent of what was conducted the year before the cardroom opened. Performances
in FY 2012 ranged from a high of 214 at Dania to 24 at Hamilton. A perfarenzonsists of eight

games.

Last year, Ocala stretched the letter of the law whéired two localsvho played each
other over and over to comply with the minimyoarformance law. The operation drew protests
from jai alai players in South Florida whacketed the fronton. They argued that having the same
two players play was a gimmick to comply with the law. General Manager Brian Matthews told
us in an interview on May 21 that he had no choice but to run jai alai the way he did because it
loses so much mn e vy , addi ng, AWe canot get anyone t
audited report submitted to the state for FY 2012, Ocala lost $453,000 on jai alai. Part of that
included a $22,000 tax because Matthews elected to run only 41 performancesongieakDO

required by the state. Alt was cheaper for me

this was just jai alai, we would have been closed long ago

Glenn Richards operates Hamilton Jai Alai and Poker. He operates pretty mgeimine
way as Ocala, and acknowledged to us in an interview on May 8, @t 8e is not happy about
it APeopl e call it a jikt,i andi it heaooohget t Wi S

cannot get anyone t o wartedslhettinghon & angmoyersithdite. 0 Ha

total handle in FY 2012: two dollaf&!

Richards relies on a foyrersonjai alairoster. One is a father and his son, who both at one
time played professionally at South Florida frontons. Richards must hold tf@dnpences over
afiscal year to retain his cardroom license, which opened in 2004. He is hopeful he can stay open
until next year when the law will allow him to reduce his performances to 40.

For now, his four players play several times a day over aneed& period from March to
June to meet the lgferformance requirement

g. Critical Issues to Address

The thoroughbred sector is clearly the healthiest of the sectors but it too has sustained steep
declines in |ive handl e .parMiutaet factitieskopee igs cardgomma n y
and slot revenue but eventually, if the downward trend continues, it is likely that even those
revenues will not be enough to keep some greyhound tracks and frontons open. Many operators
acknowledged to us that theogpect of possibly operatirgipt machinesvas enough for them to
continue to stay in business and sustain significant losses. In FY 2012, theupael operations
at the greyhound tracks sustained operating losses of $35 njdiiatgi, $14 millionand harness,
$2.4 million. Only the thoroughbred tracks were able to realize an operating profit, $10.6 million,
from their parimutuel operations.

201 Florida PMW, Annual Report, FY 2012,
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One areathaBpect r umbs r essieneadaf heview isdhelawaréqeiring a
minimum number ofpeformance. When the law was adopted in 1996, the intent was to assist
parimutuels by providing a fundingrstam for purses. But operators say times have changed, and
the current | aw prevents them from retrsting
across the country have reduced racing dates, which, in turn, lets them increase average purses and
lower operating costs. In Florida, a number of operators are forced to run well over 300
performances a year.

At the same time, horsemen and dog omsrstress that some operators have done all they
can to destroy their pamutuel operations in an effort to convince the Legislature to adopt
Adecoupling, 6 which would remove the requiren
held.

Pennsylvania rés on a racing advocate to ensure that its racino operators do not ignore
racing interests. Each yeathe Pennsylvania Gaming Control Boacdmpiles an annual
benchmark report to measure thgact that slot machinevenues harhadon thehorse racing
industry Floridahas no such review mechanisRurses &the harness traclkeven with acasino,
have actually ddimed, and horsemen say that casoperations overshadow the track. The track
is considering shutting down the grandstand, which would make it the only track in the country
where patrons watch the finish of a racesixteenthof a mile away from the finish line.

With respect to casinosis we noted in this report, the thoroughbred and quarter horse
sectors are treated differenthihen it comes to pamutuel requirements. This is true even within
the horse racing sector itself. Thoroughbred and quarter horse operators, for examplayenast h
contract in placevith horsemerbefore they can open a casino. There is no such requirement for
harnes®r the other parmutuel sectorsAlmost all racino states require that a certain amount of
gross gaming revenu set aside to enhance pursdsere is no such requirement in Florida

Another contentious issue thraaycome beforghe Legislatures how todefine a race or
a game. Jai alai and dog track operators have argued that the current law is vague enough that it
allows them to run just twdogs in a race or have just two jai alai players play over and over.
There is the barralacing issue that has drawn national attention. An administrative law judge
recently ruled that PMW had no right to issue a baaeing permit for quarter horse rag.2%2

2025@te of Florida Administrative Hearings, Case Ne5796RU, Administrative Law Judge John
Laningham.
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8. Cardrooms

a. Nationally

Five statesncluding Floridaallow cardroomghat are not inside aasino.Typically,
cardroom games are tasted to poker and poker vanss, althoughVashington began allowing
cardrooms in 1997 to offer blackjack.

It is difficult to compare cardroom performance in Florida vaiindoomsin other states
becausd-lorida is the only state that restricts its cardrooms torpatuel facilities that, for the
mostpart, are racingnly operationsOther states such as Washingtowl £alifornia allow their
cardrooms in standalone facilitilglontana does not provide any data. Minnesota has only one
cardroon?® Because of the differences from sttestate in cardroom operations, the American
Gaming Association stopped collecting revenue numbers for cardrefbecsive with its2009
annualState of the Statesport.

We tracked performance data foalifornia, as its cardroom business model is the closest

to Floridads. California had 119 cardr®oms i
Despite the drojoff, its gross receipts increased from $563 million to $794 million, an increase of
46 percent. During he same ti me peri od, FIl oridabds gros

million, a nearly 17fold increase.

b. Florida

The first Florida cardrooms, which are restricted to pakerdominoesopened on January
1, 1997 While dominoes is a permitted gapmost facilities do not offer it. Palm Beach Kennel
Club said it stopped offering it after months went by and no one played the Bartihe end of
thefirst fiscal year, nine cardrooms were operafitfgGross receipts, or the amount received by
the cardrom from players, totaled $2.2 million that first year. At that time, the winnings of any
player in a single round, hand or game could not exceed &y@r® at a fivehanded sevenard
stud table would simply put in $2 each and all betting and raisinggveease. The dealer simply
dealt the rest of the hand face épcardroom could only operate two hours prior to post time and
up to two hours after the last panutuel event. The state established a 10 percent tax on gross
receipts, a rate that continueshis dayAdditionally, each operator must pay cardroom table fees
annually in the amount of $1,000 for each table to be opei&ted.

2032008State of the Stateq. 35.
204 State of the State004-2008.
205 Florida PMWAnNNual Repdr FY 1998p. 3.

206 Florida PMWANnNual Repdy FY 2012.
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Poker in Florida began to increase in popularity in 200%n the Legislature amended
the law to enable the pokpotto exceedb10, but players coulstill not bet more than $2 with any
given actionUp until then, poker gross receipts had not increased much at all but they soared from
$2.8 million in 2003 to $18.5 million in FY 2004. With more venues added, the figataoed
to rise by doublaligit percentages through 2009 when it totaled $102 million. In FY 2012, it
reached $131.5 million. The change that made Florida a major poker playing state was the removal
of all betting limits as of July 1, 2010. Today, there 2¢ cardrooms. In 2003, there were only 10.
Other cardroom rule changes that increased the profitability of cardrooms included a provision
that also took effect July 1, 2010, that increased their hours of operation to 18 hours during the
week and 24 houmsn weekends®’

The cardroom law was created to boost operations atmpatiel facilities. They had to be
at a track or jai alai fronton. At jai alai and greyhound facilities, 4 percent of cardroom gross
receipts are used to fund purses and player awards; the fig@r@éscent at horse race facilities.

But with opening of Bstbet in Jacksonville in February 2012, Florida had its firdratk
betting parlorPMW made it possible for that to happen when it issued a declaratory statement to
allow partmutuel businesseto operata separate cardroom and simulgaatlor if the license
holder closed an existing facility and opened a poker room in the same county and within 30 miles
of the old one& Jacksonville Greyhound Racing Inc. closed its Jacksonville track in 2009
retained its license and transferred its racing dates to nearby Orange Park, which it also owns.
Jacksonvillewvas then able to transfer its cardroom license to thsitefflocation in Jacksonville,
and establish the biggest cardroom in the statdasfdg, without having to build a track oval
Geographical constraints make it difficult for other such license transfers to’8tBut.we note
that PalmBeach Kennel Club acquireah anactivejai alai permit and then converted it into a
greyhound permit. At issue is whether it can now operate a cardroom from a remote location as
Jacksonville Racing has dofi The matter is currently before the courts.

Palm Beach Kennel Club had the highestloaom receipts in FY 2012 at $11.4 million;
Hamilton Jai Alai and Poker the lowest at $596,88®alm Beach Kennel Club Manager Noah
Carbone, ina May 16, 2013jnterview said the rule changes have made Florida one of the top
poker venues in the countrfle said before the rule changes, professional players from Florida

207 bid.

208w2 3SNJ . dzf £ 2 aWFEOlazy@AattsS YSyySt / f @heFlofidda 2LISy L]

TimesUnion June 28, 201ttp://jacksonville.com/news/metro/2013106-28/story/jacksonvillekennelclub-open
pokerroom-nearregencysquaremall.

209 Interview May 21 with Gene McGee, lobbyist for Jacksonville Racing Inc.
20nterview May 18 with PBKC officials.

211 bid.
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would travel to Atlantic City and Nevada to play poker. Now, they stay hersaitheFurther,
many tourists are also playing now that the table limits have been removed.

Carbone said he wad like to see the state remove the requirement that cash cannot be
placed on a poker table. The law currently requires that players use only chips. He believes that
relaxing the cash rule will increase profits for the cardroorh& cardrooms have becorse
profitable that they have enticed new pawtuel operations to open and have resulted in still
others continuing to remain open even though theirpatuel activity generate substantial losses,
as we have noted throughout this report.

For example,hte greyhound sector cardrooms generated an operating profit in FY 2012 of
$38.8 million while their parmutuel activities had an operating loss of $35 million. Daytona
Beach Kennel Club had the highest cardroom operating profit of $6.4 million. All bubfathe
greyhound tracks had cardroom operating préft3.he racing sector cardrooms also generated
an operating profit of $2.6 milliof3

Some operators, such as Jamie Shelton, the CFO of Jacksonville Greyhound Racing, noted
though that cardroom revenukave begun to level off across the state. In an interview with
Spectrum on May 30, 2013, Shelton said that it is unrealistic to expect cardroom revenue to
continue to subsidize pamutuel operations. At some point, he noted that there will come a point
where the cardroom profits cannot cover the-pau t u e | |l osses. Alt 1 s ju
said.

FY 2013 data show that cardroom revenue has begdediieat many facilities. We
compared the Hhonth period ending April 30 with the previous ye@alder was off by 17
percent, Tampa Bay Downs, 14 percent and Pensacola Greyhound track, 10 percent. Thirteen of
the 24 cardrooms associated with live racing sustained deéiisould these downward trends
continue, the ramifications for the pamiutueloperations could be ominous.

9. CharitableBingo

Floridads bi ngo st thée eomdacthandlinghofproceeds and limitationsf
bingo games by charitable organizatioAdl charitable organizations mushe e t the sta
statutory requirements as Wakbe qualified as an exempt 50)(organizatiorunder the federal
Internal Revenue Code

FIl ori dads bi ngallprbcaadfomithe qgonduat ef the hingd gambse
donated to charitable organizations, less actual business expenses fwr#imo, conduct and

22Florida PMWL Yy R S LIS y R S yRéportfod BRAMUReNEeEmitholdersEY 2012
23 bid.

214 Review of PMW parnutuel wagering reports.
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playing of bingo. The statute strictly prohibits the net proceeds from bingo games from being used
for any other purpos@&or more detail othe regulatory aspects of bingaeeChapter Il (D)(1{c).

Bingo is not regulated by the Staif Florida. However, municipalities and/or counties that
permit bingo have their own ordinances that govern its operation. Most municipalities eequire
business tax license, or occupational license, to conduct biingolicenses are issued annually
andrequire copies of IRS financial statements.

Spectrum interviewed charitable bingo owners/operatongingoindustry publisheras
well as bingo equipment distributor executives in an effort to asseské@ndstate of charitable
bingo in Florida.

In Horida, charitable bingo is conducted by charitable organizations on the premises of the
gualified organization (such asv&W hall, El ks Club, c¢church, etc.)
their premises to a charitable organization. The state statuteralgioles for acondominium

association, a cooperative assdciatn |, a homeownear smo baislseo ch aamé om

associatiorto conduct bingo provided that any net proceeds after paying prizes and deducting
operating expenses are donated to a qedlitharitable organization.

Bingo halls and charitabforeni 0oe@armirzatnigemse
meet all state statutory requirements, including a minimumyene lease agreemeat a
reasonable rental cosease arrangementsvary afteni ncl ude W@Arent per ses
of sales agreements.

Some bingo halls have | ease arrangements
others lease the premises to multiple qualified organizations. For example, Bingo Magic of Lake
Worth, in Greenacreshas a @Al eado charity | ease arrange

Jewish War Veterans of the United States of America, and Bingo at Four Corners, in Pompano
Beach, has lease agreements with 20 qualified charities with each charigmvization arranging
to conduct a bingo session at the bingo hall on a scheduled day or night.

All charitablebingo conducted in Florida is run by volunteers who are members of the
charitable organizatons I n t he bi ngo hal Isownerperattr aredrawe d |
other compensated employees are paid by revenues derivethebnra c i | i t yés f ood

Since bingo is not regulated by the State, the statewidentgitploceeds from bingo games
that is donated to charity is not quardifle. Several bingo publications and/or websites list the
available bingo games throughout the state; however, most of the published lists we researched
were not inclusive or current. Spectrum estimates that theceiaentlybetween 300 td00 bingo
actve operationsn Florida.

Based on our interviews with bingo owner/operators as well as others associated with
charitable bingo in Florida, it is apparent that statewide participation in charitable bingo is trending
significantly downward. The number ofailable bingo locations is dwindling and participation is
rapidly decreasing. For example, daily attendaac8ingo at Four Cornerss down from a
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highpoint of over 400 bingo players per day in the 1990s to an average of approximately 100
players per dagurrently. Historically, the amount of revenues received by charities from this
bingo hall has gone from $30,000860,000 per month in 1995 to approximately $10,000 a month
currently.In Palm Beach Countyhé number of bingo halls imas decreased frosix to two since

over the past decadeloreover, the general increase in rent and fixed operating expenses paid by
bingo hall operators for their premises continues to rise andhdka negative effect on net
proceeds.

Based on our research, the downwaeshd in bingo in Florida is attributable several
factors including:

T

= =4 4 -4 A4 A -

Overall downturn in the national economy

Competition from other forms of gaming including casinos, racinos and lottery
Competition fromhigh-stakes bingo conducted abil gaminglocations
Statutorylimited jackpot prizes of $250 maximum

Aging demographiof bingo players

Statutory limitations preventing more progressive games

Weatherrelated (hurricanes) events

Proliferation of adult arcades afdernetcafes

Charitable bingdn Florida as currently sanctionets increasingly less competitivAs
each new form of gabiing has been introducédegal and otherwisé bingo revenues continue
to decline. Those associated with bingo in Florida said the downward trend in bitigipa@on
is multifaceted but pointed to the fact that bingo is unable to compete with the costly marketing
efforts and giveaways olhdian casinos, parmutuel operators and hightakestribal bingo
facilities. Most bingo players livéairly closeto thebingo locationand in the regions with other
forms of gaming located nearlijie revenuémpact is most pronounced.

Bingo distributors we intervieweagreed with the observation thet overall downward
trend due to competition from various other forrhgaming and the outdated $250 statutory limit
on jackpot prizes. Thgyinted toMiami-Dade and Broward counties as prime examples of where
competition from the opening of racinos has substantially adversely affected bingo participation.
For example, thaumber of bingo locations in Broward County has shrunk from eight to one since
racinos have opened.

Fl

oridads bingo operators i ndi catredyingt hat

at a significant rate. Many are senior citigarho no longer dive or feel comfaiable going out in

the evening. These ottiene regular bingo players now have expanded gaming options nearby and
chocse to frequent these facilities, whiotay offer bus transportation to casinos and/or racinos.
However, the introduction the 1990s of hand e | d -nficnadredr s 0 t hat aut oms
dozens of cards instantly has allowed older and/or handicapped bingo players to keep up and has
leveled the playing field for many seniors and disabled patrons.
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In Florida, the downward trehin net bingo proceeds directly impacts the charitable
organizations intended to benefit from this activity. However, those associated with bingo
interviewed by Spectrum all emphasized that bingo and expanded gaming can coexist if bingo is
allowed to offe the right jackpot prizes and game content. Most agree that bingo, unlike other
gaming options, is fia social thingodo that peop
Asoci al or soft gamingo that dsuchasicasigasorpdries it
mutuelgaming.

Indeed, numerous published reports, including a rattitStreet Journaarticle 2> point
to a renewal of bingo in the United States. Progressive approaches that include new technological
advances, coupling bingo \itother entertainment amenities, linked jackpots and higher prize
offerings have resulted in more bingo participation by younger players and college students. Some
of these innovative practices range from bingo being offered in bowling alleys and in treatues
of fer alcoholic beverages -htop 0s merdi ailciozserd cdf fbe
newer, Ahipod versions of bingo have given ris
population in South Texas, Arizona and California. Aletemorthy is a new approach in lllinois,
where legislation has been introduced to allow bingo on-haltidevices in bars and restaurants.

The bingo equipment distributors we interviewed indicated that bingo participation across
North America has been trding downward but provided several particular examples of upward
trends in states where recent progressive statutory reforms have been implemented. For example,
in Virginia and Minnesota, electronic pd#ib bingo and other newer game offerings have texul
in an increase in participation rates. Other progressive reforms, such as in Ontario, Canada, where
new regulations provide for splitting proceeds between the bingo owner/operators and charities
has resulted in significant upward trends in overall pedis.

In several other states, the proliferation of Intesve¢epstakesafes has adversely
affected traditional bingo participation. Tim Stewart, President and CEO of Bingo King, a
worldwide bingo equipment distributor, estites that gross sales in swmsuch as Ohio and
Californiawhere Internet cafes have spread hdeelined moréhan20 percent.

In Florida, the recent enactment of legislation that atesnetcafes and adult arcatias
adversely affectedomebingo operators in the state who also had adult arcade games on their
premises. The bingo halls we visited that previously had operational adult arcade games took the
games out of play in order to comply with the new law.

The bingo operators with arcadanges had previously offered prizes that were essentially
free credits for regular bingo play. Many traditional bingo players would arrive well before the
scheduled start of regular bingo and play the arcade games hoping to win free credits (such as

25Wdzt AS WIE NB2Y I dal 26 52 --NGh JHaISVEIEStrdetduindgy&AdL, April  / 2 dzf R
10, 201http://online.wsj.com/article/SB100014241278824883604578398973682460716.html
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Abi hbgokso) toward the cost of bingo cards for

spent in the bingo hall usually resulted in
concession. Now, bingo players halitle incentive to arrive ey because therare noi g a mi n g
activitieso until the traditional bingo game

have driven many bingo players to casinos and racinos where gaming is basically around the clock.

The legal challenges tine new Floriddnternetcafes and adult arcaslgprohibition are
currently ongoing and the final remedy is unclear at this time. Local law enforcement authorities
now have enhanced tools to enforce the new law and recent published reports have documented
considerable law enforcement efforts throughout every part of the state.

Gale Fontaine, President of the Florida Arcade and Bingo Associsdioier trade group
currently hasbout 215 membeesd has been losing bingo members steadily over the pastadec
With all the recent developments regarding arcade games, she said the organization has over 50
new arcade members that joined gf@ar.The connection between bingo and adult arcades is quite
prominent with many bingo hall owners/operators also enaftade business or having arcade
games within the bingo hall itself.

Michael Wolf, theBingp As soci ati onb6s | egal counsel, s ai
seeking to halt enforcement of the new law in regard to adult arcades. He said the same types of
games are in bowl i ngsandthedaw s betng ehforced didcrininaanilp s ar

against the adult arcades.

I n regard to the new | awbdbs ef fBingotBugierma t r adi
monthly publicatiordistributedin metro makets throughout the United States (including several
Florida editions), pointed out that the new law may be a positive development for bingo in Florida.
He said he it is likely that there will be an increase in applications for traditional bingo game
opetions due to the new law and the end result would Ineca@asan overallbingo revenues

Fl orida also has one of -stakhsmdiank@mngoimarkeéssin mo s t
fact , most point to Floridabs 8ebmhplacelofehighCl as si
stakesindian bingo. TheSeminole Classic Casirne located across the street from the Seminole
Hard Rock Casino. The orstory building started as a high stakes bingo hall about 3@ ggar
however, the facility haslowly been trasformed mostly into a sleheavycasino with only about
15 percent of the gaming floor still devoted to bingo. On a recent tour &aimenole Classic
Casing Spectrum observed that the bingmm that once had over 1,500 seats is now down to
about 400 seat$Seminole Gaming advised Spectrum that its bingo revenue for 2012 was $4.1
million, %% continuing a steady decline from $24.6 million in 2001.

The Miccosukee Tribe of Indians of Florida, located in Miavperates 4,000plus seat
High Stakes Bingo Hall within its Resort & Gaming complex. The facijgratesdaily bingo
games from 9.a. to 11 pm. and has extensive bus service to thelifpdrom throughout the

216Bingo is currently offered at the Seminole Classic and Seminole Brighton casinos.
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greater MiamiDade area. The bingo hall advertises over $35,000 in daily bingo jackpots and has
a large email promotion system that caters to regular bingo players.

Most observer s a gsaretonetnbdalof chEitaerbingbisgbad fos t at e
Florida, in that ipprovidesn e eded funding for the stateds man
the bingo hall owner/operators have a genuine connection to the charitable organizations they help
support. As Chris Thomas, owngpérator of Bingo Magic in Lake Worth, said for the system to
work you havetibeii n your communityo through the chari
support.

Unlike the other forms of gaming available in Florida, bingo is distinctive in thatritly
a Asocial thingo that players often enjoy wit
organizations is well documented in the state. Policymakers and stakeholders need to closely
exanine the role bingo plays in Florida so it cdulfill the intent of the original enabling
legislation.

10. Lottery

a. Nationally

The first modern state lottery began in New Hampshire in $9@¥large number of states
began introducing lotteries in the 1980s, and currently, the only states without adtétgska,
Alabama, Hawaii, Mississippi, Nevada, Utah, and Wyan(athough Wyoming in March 2013
enacted lotteryegislation) By 2012, the Florida Lottery ranked third in the nation, behind New
York and Massachusetts, in total sales revenue (FY Z&BEpnch of these states had net receipts
(total sales minus prizes paid and administrative yagtever $1 billion?'® The following chart
shows the trend in US lottery sales between 1990 and 2010, in nominal dollars. Gross sales
(handle) represents total lottery sales for all states; net sales represents gross sales minus prizes
paid out and administrative costs, or the net amount of reviemuihe states. As thlahartshows,
the net revenue to states has increased modestly over this period.

A7 KNI Sa ¢ /f20FSEGSNI I YR t KA A LJowwdl of EBoROmME G hy GKS
Perspectivesvol. 4, 1990, p. 107

218Teresa Markle Ladur, Byron laFleuf, I  Cf SdzNR& HnamH p2Bf R [2G0SNE 'Y

21%Douglas M. WalkeGasinonomig2013), p. 68.
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Figure24: USlottery sales, 1992010
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As shown in thechart lotteries raised almost $18llion for state governments in 2010.
Lotteries are very popular among politicians
That is, even though lotteries represent a relatively high tax rateemwling, citizens can easily
avoid the tax simply by not purchasing lottery tickets.

Lotteries are, by far, the most profitable form of legalized gambling. For each $1 ticket
sold, the state keeps approximatelycgftsa s fi n e t 2°Reughly h0w 80ceits is directed
to administrative costs, and the remainder is paid out in prizes. Based on the dathanttimve
the proportion of net revenue to states wasgyhly 40 percenin 2010 (over $6 billion in gross
sales and about $Hllion in net revenue).

Despite the benefits
gamblingi has itscritics. A longrunning criticism of lotteries is that the revenues tend to come
disproportionately from loweincomei ndi vi dual s. As such, *ihe |
addition, studies have found that the benefits from lottery funded educational initiatives tend to
accrue to higheincome individual€?> When combined with the tax effect, this compounds the

t othetlottetyi likg otherlfe@mslofot t e r

ot 1

20¢K2YlF&a ! ® DFENNBOGGE a¢KS [SOAFGKFEY [200SNBEK ¢SadAay
Lotteries as EvidédS  F 2 NJ [PSuicAChdic&dl. D £2001, p. 104.

2l K NEFSa ¢ /f20FSEtGSNIFYR t KAt ALJoowwdl ofEBoRdmME ahy (GKS
Perspectivesrol. 4, 1990, p. 112.

2y23a wdzoSyadSay | yR . Sy el &nkfys: Exabinifighttie Distribdtiongl2 t & a |
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regressivity of the lotteryWwh i | e critics have ter med®duetat e | o

their unfavorable odds, lottery play remains the most broadly popular and regionally widespread
gambling activity both nationally, where 53 percent reportiptayhe lottery within the past
year??* and within Florida, where 60 percent of residents report having played the lottery at least
once in their lifetimes and 44 percent say they have played within the pa$tyear.

A 2005 report fronthe Brookings Institutin notes the following:

A number of studies have investigated the demographic predictors of lottery gambling and
have tended to find that, on average, state lottery products are disproportionately consumed
by the poor. é The daltrands. Frst,éotelty gambliag ektentlsl o wi
across races, sexes, and income and education groups. Second, black respondents spend
nearly twice as much on lottery tickets as do white or Hispanic respondents.

The average reported expenditure among black209 per year, $476 among those who
played the lottery last year. Black men have the highest average expenditures. Third,
average annual lottery spending in dollar amounts is roughly equal across the lowest,
middle, and highest income groups. This imptlegt on average, loomcome households
spend a larger percentage of their wealth on lottery tickets than other households.
Interestingly, the regressivity of the state lottery appears to vary across lottery products.

Low-income lottery players are morédly than other lottery players to bet on instant
games. Among NORC survey respondents who report playing the lottery, 38 percent of
those in the lowedhcome third report that they purchased an instant ticket the last time
they played the lottery, compat to 27 and 19 percent of players in the middle and highest
income third. Higheincome players are more likely to have purchased a ticket on a jackpot
lotto game 56 percent of those in the high@stome third, 49 percent in the middle group,
and 39 pecent in the lowesincome third.

The NORC survey also asks respondents about their favorite state lottery game. Instant
games are the most common reported favorite among those in the-ilogoest third,

while jackpot lotto games are by far the most canmtated favorite among those in the
higher income categorié$®

Spectrum has asked the Florida Lottery fdP Zode and other information related to
examining both the proportion of lottery purchases in poor neighborhoods, as well as the

proportion of tikets sold to noiirlorida residents. As of this writing, Spectrum has not received a
response.

223 James WalsITrue Odds: How Risk Affects Your Everydayll9és.
2242013 State of the States

25w 20 SNII WP w2 i dzyGRmbling ané Rdtem Gagnblifiglredalkeric€ Amang Adults in
Florida: A 2011 Replicatiané | yYAGSNBRAGE 2F 2Sa0 Ct2NARIZ WIydzZd NEZ Hn

265 St Aaal {OKSGOGAYA YSINySex ¢tKS 902yeaokigd® 2 AyySNAE
Institution, February 2005, p. 1&tps://www.documentcloud.org/documents/26697ihe-economicwinnersand
losersof-legalized.html
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Another criticism of lotteries is that, despite the fact that they are often earmarked for
programs such as education, it is not clear that the overall levaehdinfy for such programs
actually increases. For example, politicians could reduce other types of education funding as
lottery contributions to education increase. Thus, the lottery may result in a net increase or decrease
to educational funding in a state

A variety of research has examined the demographics of lottery players. Clotfelter and
Cook have provided what is regarded as the most important economic research on lotteries. They
find that fAthe most acti ve blperpeatrofdthe totalamotint [ | ot
wagered, while the top 20 p? nadliton, Cletielteeand a b o u
Cook (p. 112) summarize:

Men play more than women

Adults play more in their middle years than when young

Catholics play more thaRrotestants

Lottery play falls with formal education

46 percentof laborers play; 2percentof advanced professionals play
Retirees and students play least of all

= =4 4 -4 A4 -2 -

Hispanics in the west and blacks in the east play more thaHhlispanic whites

The Ipsos Riel study for the Florida Lottery discusses demographics specific to Florida
| ottery players. The study includes a variety
opinions of the lottery and attitudes toward gambling in general. Whited2ntof respondents
agreed that Al otteries ar e pecanindicatedticattirey wefeor m o
imor al |y opp o $&This finding pfectsbthe igengral differences in opinion that

exist across the states.

Overall, state lotteeis are the most common forms of legal gambling in the United States.
In aggregate, lotteries generate far more income for states than any other form of gambling.
Lotteries also provide employment and economic benefits, both from direct employment of
approxmately 440 employeé®, as well as assistance to a large and diverse network of retailers
throughout the state. The Florida Lottery provides local sales through a network of 13,138 retalil
agents who receive a 5 percent commission on ticket $alEsis saks network operates through

2IKIF NI Sa ¢ /f20FSEGSNIFYR t KAt ALJJommal of Reanprlic ahy G KS
Perspectives/ol. 4, 1990, p. 111.

28 1424 WSARZ aunmuH DSYSNIf t20LdzZFGAzy {S3aYSyidliArzy
http://flalottery.com/exptkt/ FloridaSegmentationFinalReport 30April2012.pdf

229F|orida Lottery, Lottery Insidéattp://www.lotteryin sider.com/lottery/florida.htm

20 Teresa Markle La Fleur, Byron La Flpur, Cf SdzNR& Hnami66.[ 20 GSNE ! fE Yy O
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a wide variety of establishments including convenience stores, gas stations, bars, restaurants,
grocery stores, drug stores, liquor stores, newsstands, etc. Spectrum research in Massachusetts
demonstrates the importance of logtesales to the continued operation of these many small
businesses providing entry level employment throughout the?8tate.

b. Florida
Florida is one of rany states that haslopted lotteriethatearmark the revenues for special
purposes, such as educatidnhe Fl ori da Lottery <contributed
Educational Enhancement Trust Fund during the

inception in Florida in 1988. Lottery revenues are used for scholarships for college student
construction and renovation on college campuses andlatd¢hools in the staté? Many states
have similar programs that use earmarked lottery funds.

As noted above, the Florida Lottery is one of the highest selling in the coiihiey.
following chartillustrates Florida lottery gross sales and per capita dates 1990 through 2012.

Figure25: Florida lottery sales, 1992012
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11. Retail Gaming

Seven states currently authorize what Spe
placement of a small number of electronic gaming devices (typically 5 to 10) in authorized retail
locationsi often liquorlicensed establishments. Electrogi@ mi ng devi ce (AEGDO)
term for slot machines, video lottery terminals, video poker machines, electronic bingo game, or
any other slotike gambling machine. At year end 2012, EGDs operated in 12,042 locations in the
seven state$? In the fivestates where fulyear data were reported for fiscal year 2012, the retail
EGDs generated $2.3 billion in gross gaming revenue.

In lllinois, Louisiana, Montana and Nevada, the retail gaming programs are regulated by
their respective gambling control boafalgencies. In Oregon, South Dakota and West Virginia,
therespective statettery operates the retail gaming programs. The states use a variety of taxes,
revenue sharing, franchise fees and/or device fees to collect revenue from the EGDs. The host
estabishments receive a share of the revenue based on a formula established by the state.

Retail gaming programs are seen as successful from a revenue standpoint because of their
wide geographic distribution and convenience. Howevey,dhe controversial beaae theeGDs
may be too convenient for those with soisceptibléo, gambling problems and because they may
be in plain view of children.

Following are the revenue restiltén net sales (i.e., gaming reventigpr the three retail
gaming programs operd by state lotteries:

Figure26: Oregon, South Dakota and West Virginia lottery retail gaming revenue, 20082
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2332013 State of the Statep. 4.
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Retail gaming is a crucial part of thehr ee | otteri es6é tot al rev

Video Lottery net sales accounted for 69 percent of total lottery sales; the Video Lottery accounted

for 88 percent o f sales in South Dakot a; an

accounted for26 percent of total lottery salésbut 52 percent when excluding the racetrack
casinos, which are also overseen by the Lottery.

The Oregon Video Lottery permits six EGDs in authorized lidio@nsed establishments
and 10 at racetracks. The South Dakaitidry permits 10 EGDs in liqudicensed establishments.
The West Virginia LVL permits six EGDs in ligudicensed establishments and 10 in fraternal
organizations.

As noted, four states authorize retail gaming that is independent of the lottery. Negada d
not report retail gaming revenue, and lllinois, which launched its program in September 2012, has
yet to report a full year of results. The following chart provides the retail gaming revenue for
Louisiana and Montana:

Figure27. Louisiana and Montanaetail gaming revenue, 2002012
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In some states, enterprising businesses have attempted to create-ikeasimoronment
by putting multiple authozied EGD locations side by side. In Oregon, residents and legislators

have become concernalouta concentration of 12 such estab

on Hayden 1[I sl and, near Portl and. AFor years

morph into Ol ott er y-focused eshablishments whene foadftakes & hackg a mi

seat to lottery games ?2¥@rdgorcHoupa Speaker Bna Katel thim | ¢ o
year sponsored bills fAthat dramaticthewgpowersto shutat e

B4 1 5Se tEFNyaz awklyidi Sy . SIOKUE Y[ 20GSNE w2s6U GAff
LINE LJ2 & S RhefOfegohiangugust 5, 2012
http://w ww.oregonlive.com/portland/index.ssf/2012/08/jantzen beachs lottery row wil.html
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down lottery outlets and bars that either gain most of their profits from video machines or become
known for violent crime?® drug dealing and exc

Other states have considered retail gaming programs over the yeg@peatrdim believes
that states will continue to consider implementing retail gaming as other forms of gambling within
their borders become saturated or difficult to legalize.

Key issues in considering the authorization of retail gaming include:

Whether theeasy accessibility could exacerbate problem gambling.

Whether the devices would be in sight of minors who patronize a host establishment.
Whether the EGDs would cannibalize existing casino or lottery play.

The types of EGDs that would be allowed.

The taxscheme/distribution of revenue.

Which state agency would be responsible for directing and/or regulating the program.

= =4 =4 A4 -4 -

12. Sports Betting

The 1992federalPr of essi onal and Amateur Sports Pr
sports betting while grandfathering the four states that already had authorized it in some form. The
four states are Delaware, Montana, Nevada and Oregon.

Only Nevada offers traditional sgs betting; i.e., the opportunity to wager on a single
event outcome, covering both professional and amateur sports, based on odds posted by the casino.
A sports book operator sets the initial Al 1 ne
line based on wagering patterns and/or event information, with the goal of attracting the same
amount wagered on both sides of the bet. The casino makes its money by effectively charging a
commission on the bets, although it can incur a significant win erifas lopsided amount is
wagered on the winning or losing team.

The Nevada Gaming Control Board regulates sports betting, as it does all casino games in
the state.

Over the last 10 years, the Nevada casino industry has retained between 4 percent and 8
percent of sports bettingwagers as net gaming revenue. Nevada casino operators generally
describe their sports betting operations as
betting attracts many guests who otherwise might not visit the pydpand who spend on food,
beverage, lodging and other amenities. Further, sports bettors often are accompanied-by a non
sportsbetting partner who will play other casino games.

B5 L NNE 9aGS0Sz a[200GSNE WOlFaAy243XQ LINPhéetSY o6 NE dzy
Oregonian March 20, 2013
http://www.oregonlive.com/politics/index.ssf/2013/03/lottery casinos problem bars u.html
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Over the last 10 years, Nevada sports betting revenue has accounted fenbétly
percent and 1.6 percent of all gaming revenue. At the major casino hotels on the Las Vegas Strip
over the same period, sports betting accounted for between 0.74 percent and 1.52 percent of all
gaming revenue.

Figure28: Newvada sports betting revenue performance, 202912
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Source: Nevada Gaming Control Board data

In 2012, 45 percent of the $3.4 billion wagers made in Nevada casinos were on football,
followed by basketball at 28 percent, baseball at 20 percent and othsratiopercent, according
to the Nevada Gaming Control Boaldevadads sports books do a
leading up to the Super Bowl and NCAA basketball tournament. The Nevada Gaming Control
Board reported that tOh3ecSuperBavil wafjess os$&9rntilliown abd o k s

won $7.2 million%36

The Nevada legislaturi@ May 2013 defeated two bills that would hassepan@d sports
betting:

1 One wouldhave allowedfi e n t i dsioppaseéd to individualsto place wagers. Such
entities coull be investment fundsr wther groups so long as they reebased in
Nevada.

1 Another wouldhaveallowedwagering on the outcome of federal elections.

In Delaware, sports betting is restricted to parlay bets on National Football League games
only. Theparlg requires a bettor to wager on three
win the bet, the player must win all the wagers in the parlay. If the player loses one wager, he loses

236 Nevada Gaming Control Board press release, February 4, 2013
http://gaming.nv.gov/modules/showdocument.aspx?documentid=7577
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the entire bet. However, if the player wins all the wagers in the pdmawins a higher payoff
than if he had pla®ed the wagers separately. o

Delaware in 2009 passed legislattomllow sports betting on all major sports, but a federal
appeals court ruled | ater that prePASPAdricare t he
of allowing only NFL parlay bets. As such, the sports betting takes place only during the NFL
season.

The Del aware Lottery is the statebs regul
of fered at bot h t hmossgatsadverséen bytthe Lottery) andy effective mc k ¢
2012, at 31 authorized retail locations.

In 2012, Delaware reported $19.7 million in sports betting wagers on 1.3 million wagers,
resulting in net gaming revenue of $4.6 million. Of the net gaming teve®6 percent was
generated in the three racetrack casinos and 14 percent in the 31 retail locations. The following
chart shows the Delaware sports betting results since its inception:

Figure29: Delaware Sports Lottery performarg 20092012
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Note in the chart abovéhat revenue has declined despite an increase in wagers. This is
because bettors were |l uckier/ more skill ful or
been poorly set. Delaware eqators say their sports books are barely profitable or hreak
enterprises. As in Nevada, the real value of the sports books is that they generate traffic for other,
more profitable segments within the gaming complex.

In Oregon, the Lottery offered 8p@s Action from 1982006, in which bettors would
wager on NFL parlays and, for a lesser time, National Basketball Association parlays. The state
ended all sports betting games as a condition of hosting NCAA basketball tournament§ames.

237 Delaware Sports Lottery ruldstp://www.delottery.com/games/sports/(accessed May 3, 2013).

28Anne Peterson® ¢ KS 1 aa20A1 4GSR t NBaaz ab/ ! ! (2 TeNAy3d o6Ad
RegisterGuard July 7, 2006
http://news.google.com/newspapers?id=SF1WAMBAJ&s|id=sfADAAAAIBAJ&Pg=4652%2C1191260

> SPECTRUM Florida Gaming Study, ParAl 105



http://www.delottery.com/games/sports/
http://news.google.com/newspapers?id=SF1WAAAAIBAJ&sjid=sfADAAAAIBAJ&pg=4652%2C1191260

Montana does natffer traditional sports betting.

The federal ban on sports betting is currently being challenged by the State of New Jersey,
whose voters in 2011 voted authorize the activity. If New Jersey is ultimately successful
Spectrunmbelievesother states woultbllow New Jersey in offering sports betting. Four stéites
Georgia, Kansas, Virginia and West Virgiiiiar e supporting New Jer seyos
out of support for the cause but because the
stateg>®

The four major professional sports leagues and the NCAA vigorously oppose sports
betting, believing it undermines the integrity of sports in two ways: It encourages fans to root based
on a team Acoveringo t he panewutconsepanctitaalldmake op p o
players susceptible to accepting bribes in exchange for-pdinaa v i n g ; i .e., ensur.i
team covers or does not cover the point spread. Nevada regulators and sports book operators argue
that by regulating anddcking bets, they are able to spot suspicious betting patterns that could
signify nefarious activity.

llegal sportsbetting towers overlegal sports bettingn size and scopeThe National
Gambling Impact Study Commission in 1999 reported that the dizkegal sports betting
nationwide ranges from $80 billion to $380 billion annudtfyys. $2.9 billion wagered in
Nevadatdés spor?ls books in 2011.

Globally, spors betting is projected to represent 10 percent of all-lzesed gambling
revenue in 2013, aocding to Londorbased H2 Gambling Capital. On the Internet, however,
sports betting is by far the most popular form of gambling, projected to represent 45 percent of the
2013 global totaf*?

13. lllegal/Unregulated Gambling

Unsanctioned and unregulated gamglihas long taken place in every state, dydits
nature as dpo & gdardbe difficgltdoassesshe Internet site Havocscope, which
profiles illegal activity globally, estimates that illegal gamblinghie United Stategenerates $150
billion annually?*® As in most states, illegal gambling has a long and storied history in Florida,

W2 KY . NBYYlFYy> allaisStt Ly@JAa(ThdiRecrday7, B023NAES NI} OS 3S
http://www.northjersey.com/news/Four_states back NJ challenge of federal ban on_ sports betting.html

0 GA2YLFE DFYOEfAY3 LYLI ObinaflRémmRene 1999Yp-#84a a A2y o6 abDL{/
http://govinfo.library.unt.edu/ ngisc/

241 American Gaming Association Sports Wagering fact gitgef/www.americangaming.org/industry
resources/researcifiact-sheets/sportswagering accessed May 7, 2013.

24242 Gambling Capital, Global Gambling Data summary, April 9, 2013.
23] | g2 04021353 aLtt A OA thitpy/Wiwth&ocschpe.daBtxg/uhitgdistiatésR { G G Sa ¢
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beginning with the genesis of Floridabés touri
Henry Flagler built, he also built a church and a gambiagnearby?**

Unregulated gambling is the broader definition for these activities and it includes
everything from slots and table games offered outside casinos, amusement or arcade machines,
sports betting through bookies, privatebin sweepstakes andumbers games, cock or dog
fighting, as well as private wagers between individuals. To catalogue and profile all forms of
unregulated gambling is a large study in itskdf the purposes of this report we will provide an
overview of the most prevalent typef nonsanctioned gambling and a brief description of the
most prominent and widespread illegal or unregulated gambling activities in Florida.

The participation rates of Florida residents in various formdledal or unregulated
gambling activities arelocumented in the 2011 survey sponsored by the Florida Council on
Compulsive Gambling Inc. for lifetime, past 12 months, and past 7 asysllows?*

Figure30: lllegal and unregulated gambling participation in Florida, 2011

Gambling Activity Lifetime % Past Yeafto Past Weel®o
Poker 221 12.0 3.4

Sporting Events Through a Pg 19.9 111 0.9
Cards/Dice/Dominos Not at Casin 19.4 11.9 2.2
Bingo 19.1 5.7 11

Slot/Poker Machines Not at Casini 18.7 7.2 1.2
Playing Sport&ames 13.1 7.3 2.0

Table Games Not at Casin| 9.9 5.0 0.2
Sporting Events Through a Book 8.2 5.0 1.0
PultTabs 7.4 29 0.3

Arcade or Video Game 6.8 3.8 0.8

Fantasy Sportg 5.0 3.6 15

Internet Gambling 4.8 3.3 0.8

Car Racey 2.7 1.2 0.6

Mah Jong 15 0.8 04

Cock or Dog Fightini 11 0.4 0.0

Policy, Numbers, or Boliti 0.8 0.5 0.1

Other 0.7 0.0 0.0

Source: Florida Council on Compulsive Gambling

The above table does not include playing the stock market, which was also profiled as a
gambling activity in the FCCG study, while it does include poker played privately and betting on
sporting events through a pool, which are genepalgeivedo be aceptable forms of wagering
even if they are not regulate@ingo is another generally accepted form of gamblibgt

3 NBE 9fftSy Yflas aDI Yo TanpaBaydimgddyembel 24, 2002 NBE Ay Cf 2N
http://www.tampabay.com/news/perspective/gmblingslonghistory-in-florida/1054214.

245Robert J. Rotunda, Terry L. Sch@imbling and Problem Gambling Prevalence Among Adults in
Florida: A 2011 Replicatipbniversity of West Florida, January, 2012.
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unregulated bingo wagering can compete with charitable and regulated bingo operations elsewhere
in the state. Unregulated gambling acti\stief more immediate concern include playing casino
style games outside the casinos, sports betting through bookies, and numbers games offered
outside the Florida Lottery.

It should also be noted that the 2011 FCCG survey, while carefully weighted amaledesi
to be representative of FI or i da 6its intehviewein si t vy,
Spanish or Creol&? which indicates that illegal gambling prevalence ambatinosand other
minority groups may be somewhat underrepresented in the ibdiveys. In addition, any survey
guestions regarding illegal or unregulated activities such as gambling are less likely to be openly
and honestly answered by respondesust is reasonable to assume that the prevalence of illegal
gambling activities mape higher than documented in sedported surveys

Until recently, Internet cafes offering sweepstakes gaandsarcades with gamblirgiyle
machines that offered caslguivalent prizes operated through real or perceived loopholes in
Florida lawi in either case without regulation and enforcemeniv they areexplicitly illegal.
Internetsweepstakes parlors constitute a shadow gambling category which is now receiving
increased attention across the country and has been banned in many states. Advocates contend that
this is legal activity because players simply purchase Internet accessltiche and are not
wagering money on the prospect of receiving a greater rewaidh isthe traditional definition
of gambling. Critics argue that there is little difference between the electronic gambling devices
employed and video slot machinasd thse players are incented by the opportunity to win prizes
with monetary value. In 201Businessweedstimated that there could be as many as 5,000 Internet
cafes operating nationwide generating $illon to $15 billion dollars in revenué!

On April 10, 2@.3, Florida Governor Rick Scott signed into law HB 155, which effectively
proscribed sweepstakes gamblfi§This action followed the wejpublicized Allied Veterans of
the World prosecution which resulted in the arrest of 57 people in racketeering indgfiore
illegal gambling*® and eventuallyed to the resignation of former Lt. Gov. Jennifer CarfSIAt
the time of the Dbilldés passage, the I nternet
operating 1,000 Internet cafes statewide throughout #te ptoducing approximately $1 billion

248 | pid.

27CSf AE DAfESGGS INIREgiNEsSSwWeLkhpdl Ay 2011b S EGd 522
http://www.businessweek.com/magazine/content/11 18/b4226076180073.htm

248 Mary Ellen KlagGov. RickScottsigns Internet café ban bilfiii 2  Thie Bliandi HeraldApril 10, 2013
http://www.miamiherald.com/2013/04/10/3334274/govick-scott-signsinternet.html.

937418 {OKYSARSNE apt LYRAOGSR Ay Cf2NARF DIFIYofAy3
http://www.wctv.tv/home/headlines/57-Indicted-in-FloridaGamblingScandall 97837441.html#.UZ5DrPANDS .

250 Aaron Deslatte, Amy Pavuk and Rene Stutzmiian Gov. Jennifer Carroll resigns amid federal Internet
café prob& ©rlando SentineMarch 13, 201ttp://articles.orlandosentinel.com/201®3-13/news/osjennifer-
carroliresigned20130313 1Internet-cafesjennifer-carroltfederalprobe .
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in annual revenue, according to the Florida League of Cittdhis legislation effectively banned
Il nternet cafes and the fimaquinitaso by includgd
gambling and closingobpholes which have existed in Florida for decades and had allowed the
earlier growth of unregulated wagering. Among other things HB 155 updates the definition of both
ill egal sl ot machi nes an damusengnrdames ormactizenusy a me s ,
operateo n | by méans of the insertion of a coinot swipe cards, and that, in order to be

di stinguished from Acasino style gameso they
chancée?®? Specifically, the new legislation stipulates thegal machines cannot be "casistyle

games in which the outcome is determined by factors unpredictable by the player or games in
which the player may not control the outcome of the game through3Kill."

The stricter interpretation of gambling in tHegislation cited abovealso potentially
impactstheappr oxi mat el y 2hatdffefiskotdstylé gamiding owsaia stade or
tribal-r egul ated sl ot machines as well as hundred
These unr eguelnatt esd oftasnmdu sreenpr esent a gray area
has been criticized both for taking advantage of seniors and for teaching minors and even children
to gamble. Most adult arcades offer video gaming machines very much like the videc device
found in Internet cafes but instead of buying time online players can win small prizes and gift
cards. Adult arcades were specifically prohibited from dispensing gift cards as prizes in the recent
legislation which also limits top prize values to no mibin 75 cent$*

Unsurprisingly, Internet ca$ adul t arcades, amusement
restaurants have fought the legislatféhinternet café alone have been estimated to employ as
many as 14,000 people who will now be unempla{é@he Florich Arcade & Bingo Association
has appealed in Broward County, so far unsuccessfully, the inclusion of arcades in the HB 155

BlyCt 2NARIF LYGSNySa /+F¥FSax [S3ratliAdS LYRSOAaAzZ2Y w
Florida League of Citiétp://www.floridaleagueofcities.com/Assets/Files/Pre
emptionThreatsInternetCafeDRussell. pdf

%2¢ KS Ct 2 NAGSHB 155 Prbhibian of éElectronic Gambling De¥iges ! LINAf Mn X HAMO
http://www.flsenate.gov/Sesion/Bill/2013/0155

253 bid.

254Kathleen HaughnéyGav. Rick Scott signs bill banning Internet caf@slando SentinelApril 10, 2013
http://articles.orlandosentinel.com/20184-10/news/osscottsignsinternet-cafeban20130410 1 florida
arcadeassociatiorgroup-allied-veteransgalefontaine.

255Mary Ellen KlagiGov. RickScotta A 3y a Ly 4§ SNy S OHe Wigmi BldrayflApdil Ad, 20134 y i 2 € |
http://www.miamiherald.com/2013/04/10/3334274/govick-scott-signsinternet.html.

256 Kathleen Haughney Gayv. Rick Scott signs bill banning Internet caf®slando SentinelApril 10, 2013
http://articles.orlandosentinel.com/201®€4-10/news/osscottsignsinternet-cafeban20130410 1 florida
arcadeassociatiorgroup-allied-veteransgalefontaine.
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legislation®®” So have trade associations for the restaurants, bowling alleys, skating rinks, etc.,
which also operate arcade styleahmes, sometimes using swipe cards. Companies such as Dave
and Buster 6s anich@htureakcadiyle gahtesfer yoaingsters, may also be
affected under the new legislation by restrictions on prize value and requirements that arcade
gamesot be games of chané®.

Internet café operators have previously sought injunctions to prevent local government
bans prior to the enactment of HB 155, particularly the unsuccessful fight against the ban in
Broward County. More recently, two arcade opemainorBroward CountyBoardwalk Brothers
Inc. and Play It Again FlaLLC, filed for an injunction to HB 155, claiming that the law is
farbitrary, irrational, not reasonably related to a legitimate governmental purpose, and void for
vagueness . This suit, filed 1 Michdes Safz, state atioroey forCo u r
Florida's 17th Judicial Circuit as defendasaw he Seminole Tribe of Floridantervene as a
defendantbefore U.S. District Judge Jamds Cohn refused to grant thercade plaintiffs an
injunction against the law? Additional legal action is expected to be filed in Tallahassee on behalf
of Internet café owners, gaming machine manufacturers, and software companies, according to
persons involved in the indust®f In additin, grass roots seniors groups, such as Seniors 4
Justice, are organizing in support of their local pastime, as well as legal teams from commercial
restaurants with amusement arcatiés.

Amusement arcade slots have long been a feature of many East Caastdseats and
can easily be found in states which already have legalized agembling,such afNew Jersey
as well as those which currently have not, such as New Hamp&ee primary issuaffecting
whether these types of establishments caterimdpitdren remain open in Florida is whether they
increase the chance for kids to become gamblers when they reach adulthood. Many gambling
opponents view youth arcades a-lown adiulsgambpnger y
behavior

BHh A O1 {SenitibléstalZo fighting suit filed by senior arcadésin SentineMay 17, 2013
http://articles.sunsentinel.com/201305-17/business/fiseniorarcadeappeal05171320130516 1 senier
arcadesarcadeassociatiorflorida-arcade

BBONRY {dzf t AL YyZ aLYyGSNYySO / ITheSTarpa Bay dihadayRd, 83 | y Ay i
http://www.tampabay.com/news/businesshternet-cafelaw-may-haveunintendedtargets/2121416

95 SaKFefl {dNY OKIyZXZ a! NOFRSa& ClChdrthohis¢ NewkSerdvi€e®e/ IS (i 2
6, 2013http://www.courthousenews.com/2013/06/06/58300.htm
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http://www.news-journalonline.com/article/20130428/NEWS/304289997?p=2&tc=pg
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http://www.miamiherald.com/2013/05/12/3394108/despitéaw-cities-quiet-on-kiddie.html

%2 26 {IYRSNEZ dabdl & !AdBi2Re ¢ IMNSIKHEHPsRIrG Busihess RAaviES &
May 17, 2013ttp://www.nhbr.com/May-17-2013/NHalreadyhasslot-machinesand-lots-of-them/.

> SPECTRUM Florida Gaming Study, ParAL 110
< GAMING GROUP



http://articles.sun-sentinel.com/2013-05-17/business/fl-senior-arcade-appeal-051713-20130516_1_senior-arcades-arcade-association-florida-arcade
http://articles.sun-sentinel.com/2013-05-17/business/fl-senior-arcade-appeal-051713-20130516_1_senior-arcades-arcade-association-florida-arcade
http://www.tampabay.com/news/business/internet-cafe-law-may-have-unintended-targets/2121416
http://www.courthousenews.com/2013/06/06/58300.htm
http://www.news-journalonline.com/article/20130428/NEWS/304289997?p=2&tc=pg
http://www.miamiherald.com/2013/05/12/3394108/despite-law-cities-quiet-on-kiddie.html
http://www.nhbr.com/May-17-2013/NH-already-has-slot-machines-and-lots-of-them/

The billclarified the illegality ofimaquinitas gray market video gaming machines similar
to arcade slots but also housed in gas stations, convenience stores, restaurants, cafeterias, and bars
throughout the state. The néaw caused a reversal of MiamidyorTomé Regaladd s at t empt e
policy initiative to regulatethe magquinitas through municipal licensing and permit &es.
Apparently Ma y o r Regal ado6s efforts to regulate t
adopting an ordinance more than two years ago neguach establishment to register for a $500
permit fee, not a single maquinita operator has appliethéolicens&®* The passage of HB55
has emboldened local law enforcement authexito take action against smadlalemaquinita
operationswhich are numerous in Florida. While no one knows exactly how many actually exist
and what revenue they produce, Miami Police Chief Manuel Orosa estimates that there are more
than 1,000 maquinitas active in his agne, and each ioncompliant with he city ordinancé®®

On June 4, 2013he US District Judge James I. Cohn for the Southern District of Florida
denied a motion by Broward County adult arcades Boardwalk Brothers Inc. and Play It Again FLA
LLC for an injunction against HB 155. The arcade ewgn argued that the law was
unconstitutionally vague and violatéaeir First Amendment right of associatickmong Judge
Cohnoés csavasahatubecaugengambling is a vice activity and can be banned altogether,
Athe State has @roisgmni biognt henbehasi ornregul
further found that 0ardunabletofteqguanbtheffiat | t h@d @Eamme
establishments will suffer any First KAnéndmen
forcing the arcades out of business, just limiting the types of games dffered.

Although bngo for money is legal in Florida if operated by charitable organizations and
veterans groups which qualify for 501(c) or 528 statostant bingo games the form of pull
tabs(except for those sanctioned organizatiarsglectronic bingan all formsare not sanctioned
under Florida law.

Another prominent illegal gambling activity in Floridalislita, a numbers game imported
from Cuba in the 1920s. Thamrmeb oAl it ao | i terally means dalitt)]l
lottery drawing which first became popular among Cuban immigrants in Ybor Witgre
originally players tossed a sack filled with numbered balls back and forth between them until the

263/ K NY S& wl damOS @dAIISYmwltAR yR {SAT S Wa [TheddlayiiA G & Q |
Herald April 18, 2013ittp://www.miamiherald.com/2013/04/18/3352109/miampolicemake-arrestsand.html

264 Charles Rabin and Melissa Sanéhezd a A | Y A -gaming rdaachih&sRrH@&n as maquinitas are
Aff£S8S3Lf Z¢ Rith:MNifihenal. B pepad.eom/nakedpolitics/2013/03/mianrsiaysvideo-gaming
machinesknownasmaquinitasare-illegal.html.

265/ K NI S& wlkoAyX daAil YA t2tA0S al1S wlARTheyR {SAT S
Miami Heratl, April 18, 201 ®ittp://www.miamiherald.com/2013/04/18/3352109/miampolicemakearrests
and.html

266 Boardwalk Brothers Inc., a Florida corporation, and RlAgain FLA, LLC, a Florida limited liability
company, vs, Michael Satz, State Attorney for th& Juticial Circuit, in and for the State of Floridatered June
3, 2013.
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round was called and the last person holding the bag withdrew a single ball with the winning
number. Bolitabs peak popularity occurred in
throughout the state. In 193Bampa featured approximately 125 ibmloperations grossing as

much as $20,000 per d&/.The game spread with Cuban immigration to the north into New York

and New Jerseywher e fASpani sh Raymondo Mar qu¥®tikebui |t
all privately run numbers games in tbaited Sates bolita gambling has been sidelined by the
evolution of state sponsored loffesperations over the past §8ars. However, the prospect of
superior relative odds, zero taxes, and cohesive immigrant community traditions have preserved
bolita gambling which still competes with the regulated Florida Lottery, and the game remains
popular today across the straits in Havana.

Other forms of illicit and unregulated gambling in Florida incledkctronic bingpcock
fighting and dog fighting, betting on spimg events, and Internet gambling. Pitting animals
against each other and wagering upon the outcome is an ancient human thetivéiynow so
unacceptable to mainstream society that the practice, while still occurring frequently, is deeply
undergroundand receives little public attention extdor law-enforcement actions.

14. Conclusion

Gamblinghasevolved to become a major US industigrgely because it is popular and
profitablei both for operators and for the states thattac regulaté. All but two states (Hawaii
and Utah) have some form of legalized gambling, although the size, scope, types, tandates,
regulatory schemesary by state. For reasons discussed in following chapters, the combination of
consumer acceptanctechnologichadvances (such as the Internatid government desire for
revenue will continue to cause further expansWe. return to the observation put forth by John
Sowinski of No Casinos: i T(ganbliagd|Isu ttioo rh atvoe hreowrie

Expansion comes at a cost, both internally to the industry and externally to society.
Expansion runs the risk of cannibaliziegrtain types of gambling notably the parmutuel
industry, which has long been in decline both nationally and in Floratadit will sharpen the
debate about how much is too much. Importantly, expansion will further place a focus on assessing
the societal and personal costs associated with gambling; we discuss this in general terms in
Chapter Il G) below.

267 Schwartz, p. 381.
268 | pid.
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C.The New US Frontieinternet Gambling
1. Nationally

Internet gambling has become a reality in theted State®nly within the past year. On
December 23, 2011he Department of Justice issuga opinion in response to inquiries from the
lllinois and New Yorklotteries reversiqits longheld position and declaring that the 1961 Wire
Act applies only to sports betting. This reversal opened the door to state by state legislation to
regulate Internet gambling and online lottery sales.

Since the beginning of 2012 three states hzassed such enabling legislation and each
one follows a different model. Delaware was the first state to pass enabling laws and will roll out
Internet wagering through a platform controlled and maintained by the Delaware Lottery. The
st at eds trécetrack casinoswalofferdochnded websites offering most casino games and
the lottery will offer Internet lotto sales. Nevada is the first state to actually regulate gambling
operations via the Internet on April 30, 2013, as Station Casinos openas @odirations through
its partner, Ultimate Poker. As of May 14, 20W&imatePoker.com hasurpassed 1 milliohand
of online poker® New Jersey quickly followed Nevada into legalized Internet gambling, with
GovernorChrisChristie signing legislationrdy five days after Governddrian Sandovadid.

At this time, statdegalized Internet wagering is available only to residents oroxss
currently located within asst at e 0 s bor der s-ocatiars softwae. inferstatel by
compacting is expected follow suit similar to US lotteries constructing interstate compacts for
multi-state lottery gamgsuch as Powerball and Mega Milliong) summary of US legal Internet
gambling jurisdictions is found in the following tablkst least10 stats are considering enabling
legislation in a variety of forms, including California, Pennsylvania, Michigan, New York, Illinois
and lowa

Figure31: Legal US jurisdictions for Internet gambling

Actual or Target
State Legalization Date | Operator GameDffered Implementation Date
Delaware July 23, 2012 Delaware Lottery Lottery September 30, 2013
Casino (some games)
Nevada February 21, 2013 | Nevada casinoand Poker only April 30, 2013
partners
New Jersey | February 26, 2013 | AtlanticCity casinos | Casino (all games) November 26, 2013

Sources: Delaware Lottery, Nevada Gaming Control Board, New Jersey Division of Gaming Enforcement

The Internet has revolutionized a wide variety of US economic sectors over the past decade
and a half as-eommerce has become firmly established as a major sales channel. One segment of

2695 |y 2 Suitim&d Pokerts legal online bettirfigray could be a game changerinthe 0.8, |, | K 2 2
Sports, May 15, 2018ttp://sports.yahoo.com/news/spt-ultimate-poker-slegatlonline-betting-foray-may-be-a-
gamechangefin-the-u-s---010335301.html
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the domestic economy where the Internet and mobile connectiwg/rdably not been major
factorsis in the field of gambling. Both commercial and tribal casinos irthieed Statesas well

as domestic lotteries find themselves in the same situation demographically. Their core player base
is aging and not being fully ptaced by a younger generation. In casinos this is particularly true

of slot machine patrons. For lotteries it is most prevalent among weekly instant ticket customers.
Mor eover, both casinos and | otterieRBrifmeiqulea t
that 80 percent of revenue often is derived from 20 percent of the customer base. For both of these
gambling industries, the prevalent demographic of the Internet user isnepdesented in their

own player base, thus the Internet and mobilannels constitute an opportunity for engaging
future customers. Also, with Internet distribution channels, the breadth and frequency of play will
often increase, thereby spreading the generation of revenue across a broader spectrum of the player
base.

A strong majority of Americans use the Internet regularly. According to the Pew Research
Cener, as of Decembe2012, 81 percent of US residents use the Internet and 65 percent have
broadband acced& Regular and frequent Internet users demonstrate the following demographic
traits: they are usually younger, better educated, more affluent, more likely to be working full time,
and more likely to be earning more income than the population as a wholeeecgaf Internet
usage tends to be consistently higher among younger demographic ranges. A nationwide Gallup
Poll conducted in December 2008 found that Americans below the age of 50 spend the most time
online: 62 percent of those under 30 spend moredharhour online per day, as do 54 percent of
those people 30 or older but under the age of’58. more recent Pew Post Election survey
confirmed these demographic statistics and indicated that Internet usage is broadening among
gender and racial demograpgiwhile remaining upscale in relation to income and educational
demographic$’?

21%pew Internet & American Life Project, Pew Research Center, Internet Adoptior20295
http://pew Internet.org/TrendData(Adults)/InternetAdoption.aspx

211 Gallup Poll, 2008ttp://www.gallup.com/poll/113638/nearlyhalf-americansfrequent-internet-
users.aspx

212pew Internet Post ElectidBurvey, November 1dDecembel9, 2012 Pew Internet & American Life
Project, December 20112tp://pew Internet.org/TrendData(Adults)/WhosOnline.aspx
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Figure32: Internet usage frequency by demographic grolgn12

$75,000 or more 98%
College or more 95%
Ages 18-29 94%
$50,000 - $74,999 90%
Ages 30-49 89%
Some College 89%
$30,000 - $49,999 86%
White, Non-Hispanic 84%
Women 82%
Men 80%
Ages 50-64 7%
High school grad 74%
Hispanic 74%
Black, Non-Hispanic 73%
Less than $30,000 67%
Age 65+ 54%
No high school diploma 51%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: Pew Internet Post ElectiSarvey, November 1dDecember9, 2012

Interng gambling also opens the door to new kinds of games not currently considered
gambling, such as monetized social games and betting on the outcomes-fgmsar and
massive multiplayer online gaas Social games are generally playeith others via a saal
network or on a social media platforfirhe potential size of this market is staggering. On October
4, 2012, Facebook reported that it had passed the 1 billion user thf&shtthalf of these users
are estimated to play some type of social g&th€hetopfive casino gameplayedon Facebook
are Double Down, Bingo Blitz, BestCaso, S| ot omani am.These lvedasinoas Ho
style gameson a single platform attract a total bf,240,000 dailyctive users?’® Social casino
sites throughout the Umitl States attracted a total of 35.4 million monthly players in 2612.

213Somini Sengupta and Nick Bilt@#, Billion Users Raise Stakes at Facebook for Re¥eftue New York
TimesOctober 4, 201http://b its.blogs.nytimes.com/2012/10/04/faceboabassesl-billion-active-users/.

274 Social Media Platforms for Gaming and Gamblidgine Casino ReporSctober 13, 2012
http://www.onlinecasinoreports.com/news/specialreports/2012/10/13/soci@ediaplatformsfor-gamingand-
gambling.php

275 |bid.

218 SuperDataResearchdSocial Casino Metrics: Industry Trends & Analggasyust 2012
http://www.superdataresearch.com/socialasineametrics/.
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The proportion of people who play for money on a social gaming site is fractional, usually
in the low single digits, but multiplied by the total number of players on the siteetkaue
quickly adds up. Monetized social gaming is estimated to have produced $1.6 billion in revenue
globally with $660 million being generated in North Ameriéa.

While leveraging the Internet can deliver a broader audience to commercial gambling
operatons, the 24/ 7 access from the comfort of
for problem gamblingssuesMultiple studies show a potentially higher rate of problem gambling
incidence for Internet gambling compared to Hoaged gambling, whal multiple competing
studies show identical problem gambling rate
Council on Compulsive Gambling survey conducted in 2011 documented problem gambling

(0]

S

prevalence within the .lsperaentdod lfetinteeoccernereeed angplo2p u |l a

percent for pasyear occurrenc&® These rates are generally consistent with the prevalence of
problem gambling within land based gambling, benchmarked at 2.3 percent in 2008 according to
the American Gaming Assiation,2’° but should be carefully monitored if Internet gambling ever
becomes legal in Florida

2. Internet Poker Evolution

Poker was first introduced to tHénited Statedetween 1810 and 1825 through New
Orleans and originally developed from the German g@mehenand its French derivative
poque?®® This card game evolved to include draws and jackpots as it spread throughout the
Mississippi valley and the American West during the second half dfatreGntury?®! By the
middle of the20" Century poker gamesall become part of American culture and a frequent
feature inresidencesDue to its long history and wide popularity poker had come to represent the
quintessentially American monetized social g&fiie.

While poker enjoyed tremendous popularity among casudlsacial gamblers in homes
and social clubs, it was not a popular casino game. In 1970 there were less than 50 poker tables in

270 dzZLISNB F G wSaShkNDOK:E a{20AFt /laAy2 aSiNROade
2’8Robert J. Rotunda, Terry L. Sci@iimbling and Problem Gambling PrevalenceagnAdults in
Florida: A 2011 Replicatipbniversity of West Florida, January, 2012.

279%Casino Expansion and Its Impact on Pathological and Problem Gambling Prevalenteé Ratesy S NR O y
Gaming Associatiomttp://www.americangaming.org/industryesources/research/faesheets/historyproblem
gamblingprevalencerates.

280chwartz, p. 249.
281 | pid.

282 Gambling Impact and Behavior Styueport to National Gambling Impact Study Commission, National
Opinion Research Center at the University of Chicago, April 1, 1999.
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the city of Las Vegas and less than 70 in the entire state of N&Jaktse reason for this low
importance of poker as a casinange was its lack of profitability. Poker tables must be staffed
with dealers and supplied with chips and amenities by the casino, rounds take a relatively long
time but the game is played in competition with the other players and usually for small stakes w
the casino only earning a rake of approximately-tam¢h of the pot at the conclusion of each
round. In 1970 it seemed certain that poker would remain a social game played for small stakes in
private homes around den or basement card tables

All that changed with the convergence of three sequential events: the establishment of the
World Series of Pokethe advent of television coverage, and the development of the Internet. In
1970 the first official World Sési ElersésRoke
Vegas, a casino which at the time did not even have a poker’f65rom humble beginnings this
competition grew to include the most wkilown poker players of the time and eventually featured
a million dollar prize for the winner,pramnent | 'y di spl ayed in a gl ass
year the WSOP Jack Binion changed the tournament format from an election to aofreeze
competitiort® where participants post an entry fee and losing players are eliminated until the
winner takesll. As interest in the tournament grew, television coverage was initiated in 1973 by

CBS Sports and commentary was provided by Ji
in the 1969 forerunner of the WSOP. The game which was favored touhisanent was ndimit

T e x as ndwHerg thedeaudience could watch the first three community cards dealt to the center
of the table’ the flopT and suspense would build along with the betting as the fourth dcaed

turni and the last community cardhe iiveri were dealt. This format was much more atirae
fortelevisionaudi ences t han draw games where inscrut

as to what was going on in the pl aybg2000¢shehe ads
teleM si on audience could also view playerso tw

surface which added even more suspense to the televised games.

The advent of Internet technology revolutionized poker tournaments by allowing huge
numbers of player® qualify for tournaments through the Internet via satellite rounds. The initial
WSOP competitions involved a dozen players in total. In 1982 the tournament drew 52 players
and by 2000 there were 450 play&&n 2003 the worldwide popularity of pokenigeneral and
the WSOP in particular exploded when an unknown amateur with a suitably relevant moniker,
Chris Moneymaker, won a seat at the tournament through a $40 satellite round on PokerStars and

283World Series of Poker, A brief History, From Moss to, Gloldn Dala
http://www.wsop.com/wsop/history.asp

284 bid.
285 Schwartz, p. 413.

286 Schwartz, p. 477.
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went on to beat out 838 other contestants and win $2iBmrin the final round®” One year later

a total of 2,576 players contested for a $5 million first prize. In 2006, the pinnacle of WSOP
popularity, a total of 8,773 players participat8tithe vast majority entering the tournament
through Internet satelétrounds.

This timely convergence of television and Internet technology had caused online poker to
skyrocket in popularity over the early portion of the last decade. However, in 2006 Congress
passed the Unl awful I nt er net ,wBichmuppressed Int&mett or c e
wagering by making it illegal for payment processors to handle gaming transactions. Internet poker
participation inthe United Statesrashed after passage of this legislation and many of the more
reputable offshore operatoracluding Party Poker and 888.com, voluntarily withdrew from the
US market. Despite UIGEA, a number of offshore sites continued to take bets from US players
unt il Apr il 15, 2011, now k nventhe WShDepatmeent ofn d u s t
Justiceentered indictments against Full Tilt, Abs@uwoker, and Poker Stars and seized their
assets and domain nanf&$The indictments alleged fraud and in the case of Full Tilt the creation
of a Ponzi scheme where player deposits were used to fund opeaattbsearies paid to celebrity
player spokespersons. After the Black Friday indictmdu& Internet poker participation truly
plunged as players lost confidence in many offshore sites and withdrew their deposits. Some
committed or professional players ewestablished foreign residences in order to continue playing
poker onling?°

After UIGEA, most major Internet poker operators turned their sights away finem
United Statesa trend which accelerated after Black Friday, resulting in the development of a
flourishing Internet poker in Europe. This market is dominated by Internet only operators based in
offshore jurisdictions. It is also characterized by high volumes of players (liquidity), and intense
competition among the top tier poker sites which resuliswy player retention, lucrative free play
bonuses, celebrity playsponsors, and due to all of the above, low operating profit margins. Since
Black Friday, global Internet poker revenues have declined worldwide as the former boom
continues to recede.

287 Toby BochanThe World Series of Poker ExplodeRdpularity About.com
http://poker.about.com/od/tournaments/a/wsophistory 2.htm

288 |bid.

289 Chad HollowayThe Black Friday Timeline: One Year Without Online Peékernews, April 2012
http://www.pokernews.com/news/2012/04/theblackfriday-timeline-one-yearwithout-online-poker12445.htm

2%0Bernard LeeQne Year After #Black Friday Indictment&SPN.com
http://espn.go.com/poker/story/ /id/7816101/oneyearblackfriday-indictmentsstevegboro/80-grossfound-

own-path.
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Figure33: Internet poker revenues globallyEurope and US
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However, this decline in the popularity of poker is expected to reverse dramatically in the
next few years as Internet gambling becomes lega state by state basisthe United States
On December 23, 2011, the US Department of Justice issued an opinion in response to a request
by the New York and lllinois state lotterjesversng ther previousposition held for more than a
decade thathe 1961 Wire Act prohibited Internet wagerif8ince then three states have passed
enabling legislation for Internet gambling the United Stateand all three follow different
models. Nevada will offer poker only gambling through commercial providezaded by the
state. Delaware will offer most games currently featured at the three racetrack casinos licensed by
the state through a centr al platform control]l
commercial casino operators to offer gélmes currently approved by the Division of Gaming
Enforcement over the Internet utilizing licensed providers. In addition, at the time of this writing,
California has multiple bills legalizing Internet poker before the legislature and other states,
including lllinois, Pennsylvania, Mississippi, lowa, and New York have considered various bills
to legalize Internet wagering.

3. Lotteries Online

Followingthe Department of Justice opinioh@ecember 23, 2011, reversing its long held
position that the 1961 WirAct barred state lotteries from participating in online gambli8),
states have introduced legislation regarding some form of Internet gambling. Illinois and Georgia
quickly implemented legislation permitting online lottery ticket sales and are thexanly$ state
lotteries currently leveraging the Internet sales channel.

Currently, lotteries in New York, Minnesota, New Hampshire, North Dakota, and Virginia
offer some form of online subscription for lotto ticketfie Delaware State Lottery will begin
selling tickets online as well as offering most casino games through a lottery controlled platform
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in September, 20134assachusetts, the most successful lottery in the nation based-ceppar
sales, commissioned Spectrum last year to examine the ifdontemet sales and develop a
strategy for implementatiorEarly this year Massachusetts introduced legislation authorizing
tickets sales via the Interndlaine has altered its gaming statute in response tetleealruling,

and Vermont hagommissioneda studyof the potential impactf Internet ticket salesvere
implemented®?

Florida has also introduced enabling legislation for Internet lottery sdeste Bill 266,
sponsored bytate Senator Gwen MargoliB-Miami) and cesponsored byRepresentative Joe
Gibbons (DHallandale Beach) through B1275 was filed on January 17, 201But never
advanced and has since dféglif passed, this bill wouldhave authorizel ticket sales over the
I nternet Avia a s%hMayr01p Michigan, aftee defeating iprehibitoty
legislation in 2012, announced that the Michigan Lottery will be offering online sales through a

system titled fAiLott®®ryo as early as spring,
4. Conclusion

The Internet offers great opportunitieationally and intarationally for all gambling
providers, be they commercial, tribal, state lottery, or illegalmgulated, to expand their reach
to a new audience that is often younger and more affluent than their current cushoraerst
access promises to take gamglbeyond the casino floor and into the living rooms and bedrooms
of Americans which opens a whole new range of opportunities as well as potential préldems.
boththe casinoindustryand state lotteries, Internet gambling and ticket s@jgesent théuture
of gaming,offering the means tbroaden their appeal, widen their marketing footprintemghge
the next generation of playeins order to replaceaging player basedt the same time, the
increased convenience of Internet play also poses the edannibalization of brick and mortar
sales for all gambling providers, while 24/ 7
the specter of increased problem gambling

The inability of the US Congress to debate and resolve the legalityevhet gambling
left a vacuum over the past decade which was filled by offshore operators whiadominate a
vibrant European Internet gamblingarket generating $15 billion in 2012 and an expanding global

2912012 Legislation Regarding Internet Gambling or LotteNedional Conference of State Legislatures.

292WS & a A O lLegBlat@sSil¢ Bill afiowing online lottery inEla. 2 ¢ - [ bSgasx W ydz NBE o n3
http://www.wtxl.com/news/legislatorsfile-bill-allowingonline-lottery-in-fla-poll/article _eb5c900&aff-11e2
8c880019bb30f31a.html

293 bid.

G aAOKATlLY [20§0SNE 9@&SAYy ThelnduisforpriBad, 291B t S& [ | dzy OK Ay
http://www.inquisitr.com/654782/michigadottery-eyeng-Internet-saleslaunchin-2014
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industry estimated at $34 billion last y&&tBy 2015, Internet gambling is expected to represent

10 percent of all gambling revenue glob&i§internet will likely continue to expand beyond the

three states currently permitting theagtice, absent passage of amddral legislation. A
completely lgalized US Internet gambling market would be estimated to generate $7.1 billion
after five years of operation. New York would the largest market ($1.02 billigridllowed by

California ($984 nillion), Florida ($786 million), Illinois ($652million), andNew Jersey ($570
million).2%” Ranking as the third largest potential markethia United Statedlorida would need

to carefully consider the pros and cons of Internet wagering and develop an effective strategy for
addressing the issue as more and more states can be expected to pass enabling legislation in the
future

D. Overview of Gambling Regulatory Schemes

A geneal description of gambling regulatory schemes, including: Siptrated, consolidated agency
oversight, multagency oversight, and the use of local and state commissions; authorizing and revocation
mechanisms; taxation schemes.

In this section we reviethe structure of the Florida gaming regulatory agencies as well as
those of a number of other states and also address how each state addresses the most critical points
of regulation.

1. Overview ofC f 2 NReBula@ri Structures

Preliminarily, we observehait each state hagsowni per sonal i t yo wi th r ¢
venue,laws, history of gaming, priorities, etdut there are alscommonthemes thaoften, but
not always, shine through regardless of differences. It is these themes of reghkitoam be
very instructive. Practices repeated aremfin place for a good reasbrbecause they have been
considered important in many locations over long periods. This is not to say that they should not
changef circumstances warrajtbut itisimportant tounderstand the primary principles of gaming
regulation.

The overriding regulatory interest that permeates all effective legislative schemes is the
recognized need to engender public confidence and trust in the integrity of the regulatory process
and gambhg operations. To this end, regulatory agencies are charged with the responsibility of
ensuring that unsavory and nefarious influences are prohibited from infiltrating the authorized
gambling industry. This mandate is especially important for an indingtyhistorically has been
susceptib e t o corr upt i nédxpenesca,the Isichpin ohefféstiveeregulationnsd s

29%5H2 Global Summary, H2 Gambling Capital, April 9, 2013.
2% |bid.

297US Regulated Internet Gaming Forecast, H2 Gambling Capital, April 9, 2013.

> SPECTRUM Florida Gaming Study, ParAL 121
< GAMING GROUP




a comprehensive licensing process designed to ferret out unsuitable persons and entities from
participating in this highly luctave industry. In order for the regulatory apparatus to succeed, it is
imperative that licensure be limited to those persons and entities that are able to demonstrate their
good character, honesty and integrity.

There are also significant differenceghie regulatory structurésrmulated to accomplish
this laudatory objective of effective oversigbt. coursestates have regulatory structures that are
designed to account for their particular population, location and statutory requirements. For
example in Ohio the location and even the owners of the casino locations were part of the
referendum initiative that was approved by the voters in 28hus the regulatory structure did
not have a component feelectingan applicant, like Massachusetts, Mand or Kansas. But the
referendum did have a component émaluatingan applicant like virtually all states/hich was
tied to an affirmative showing of integrity and financial suitahility

In another example, many statesich as Pennsylvania, Kansagl &daryland, have a
requirement for renewal of licenses, including the licenses of owners of casinos. Other states, such
as Nevada and (at this time) New Jefdeave no such requirement,
forwardo provisi on tolpiowde additompuinfarneason undemgedami e s
conditions, withsome discretioallowed by the persons in authority

Many regulatory structures have been created and are almost unchanged from the original
enabling legislation, some have had minor changied others have been radically altered since
first implemented. Sometimes the length of time that a regulatory structure has been in existence
has made a significant difference as to whether there have been changes. For, exsmuignt
expect New Jersey and Nevada to hanaelesome changes to their regulatory structures because
of how long the gaming industry has besperatingin those states. Indegtlew Jersey has
experiencedadical changes just in the last few years to thegulatory agencies: the Casino
Control Commission and the Division of Gaming Enforcemi&®n the other handNevada has
not had significant regulatory changes in many years.

Other regulatory structures have changed a moderate amount to accommodaiettie gr
of their gaming industry but much of the regulatory apparatus has remained. For exawgle
has changed primarily from a riverboat gambling state with considerablmparel gaming to a
state that has mostly lafmhsed casinos. Their regulatorsusture has primarily expanded but not
changed in form to take these changes into acé8taryland hageconstitutedts Maryland
Lottery to what is now the Maryland Lottery and Gaming ConBommission and Maryland

2% Ohio Ballot Board Final Language, Issue 3, 2009, p 9
http://www.sos.state.oh.us/sos/upload/publications/election/Issues 09.pdf

29 New JerseySenate Bil512 signed into law on February 1, 2011
http://openstates.org/nj/bills/214/S12/documents/NJD00021986/
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Lottery and Gaming ControAgencyandit now regulates casinos with slots and table games.
Kansas at one time had a Racing Commission but now that ageneydhasdinto the Racing
and Gaming Commissioari-mutuel gaming in Kansas has, at least for now, ceased

a. Florida Regulation of PaiMutuel and Slot Machine Facilities

Chapter 849, Florida Statutes, generally prohibits the condumrofmercialgambling,
unless expressly authorized by law. As aoegtion to the prohibitions irhapter 849, gaming is
permitted at licensed pamutuel wayering tracks and frontons, pursuanchapter 550Florida
Statues and also by the statperated lottery, pursuant tbapter 24Florida Stattes, There are
also Native Americanasinos in Florida andharitablebingo gamesFreestanding, commercial
casinos and slot parlors are not authorized in the state. Theestidier this yearenacted
amendments tohapter 849 Florida Statuteghat prohibit the operation dhternetsweepstakes
cafes.

Pari-mutuel wagering is authorized for horse racing, asnhorse racing, quarter horse
racing, greyhound racing, jai alai games and cardroom poker games. These forms of gaming
activity are permissiblenly at a licensed pamutuel facility. In addition, slot machine gaming at
parimutuel facilities is authozed in Broward and MiarriDade ounties. There a7 parrmutuel
facilities located in Floridgplus intertrack at Ocala)

Chapter 550/Florida Stattes provides for a comprehensive regulatory system with
specific licensing and other regulatory requirements for thenpatuel industry. The Division of
PartMu t u e | Wa g e ) is theyreg(ldtdPyMiyéacy exclusively entrusted with oversight
responsibiliy for these various authorized forms of gaming activity at-pariuel facilities. The
PMW is a program area of the Department of Business and Professional Regulation within the

Executive Branch of Floridaodos go20RrAsdewmited . ( An

below, the Florida regulatory design empowers the regulatory agency with broad oversight and
licensing responsibilities over all participants in the jpauntuel gaming industry.

The Division has also been designated by the Florida Legislagithe State Compliance

Agency with the authority to fulfildl t he st al

Gaming Compact between the Seminole Tribe of Florida and the Statmi§ 285.710, Florida
Statutes)The Seminole Tribe operatssven casinos in Broward, Hillsborough, Collier, Glades,
and Hendry counties.

Notably, PMW has no authority to regulate other forms of gaming activity ssdbttery,
bingo or secalledcruises to nowhere. The Florida Lottery regulates lottery opegatldounties
that permit bingo have their own individual ordinances which govern their opetgoalso note
that the Miccosukee Tribe does not hawgaaning compct with the State and therefore operates
exclusvely under federal jurisdiction as a Clakgaming entity.

The Director oPMW is Leon M. Biegalski. The Office of the Director is responsible for
such areas as budget planning; rule promulgation; policy development; legislative analysis of
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proposed legislation; strategic planning; and enforcemieadministrative actions. There are six
functional units which operate under the management of the Office of the Director: Auditing;
Investigations; Operations; Slot Operations; Revenue and Financial Analysis; and State
Compliance Agency.

The Office of hvestigations is responsible for conducting background investigations of
applicants for permits and occupational licenses and the enforcement and investigation of
suspected violations that occur in pamiutuel wageringcardroomand slot machine gaming
fadlities. PMW saystypical investigative cases include falsified license applications, criminal
history checks, animal cruelty, and the use of performance altering medications and/or illegal
substances during races. The Office of Investigations also cenitigpiections of all new pari
mutuel, cardroomand slot machine facilities prior to opening and all facilities are routinely
monitored by investigators to ensure compliance with the gaming statute and applicable
regulations.

The Office of Auditing performsannual compliance audits to verify that statutory
accounting procedures are utilized and to identify any fraudulent activity. The auditors reconcile
parimutuel wagering pools for more than 80,000 races and games annually toietesuity in
the wagemg activity.

The Office of Operations is responsible for ensuring that theéadgy operation of races
and games are conducted appropriately, consistent with the statute and regutaisoatso
responsible for administering the licensing proceskinélividuals and businesses who work or
conduct business at a racetrack, frontirdroomor slot machine facility or who have access to
money wagered, restricted areas and/or racing animals, are required to obtain an occupational
license issued bPMW. Slot facility occupations requiring a license include, but are not limited
to: slot operations managers; slot shift managers; floor supervisors; slot tech supervisors; slot
technicians; slot attendants; security and surveillance personnel; count rooagarnzecsonnel;
information systems managers; systems analyst supervisors; operations analyst supervisors; and
revenue audit managers and supervisors.

Every racing andardroomoccupational license applicant is fingerprinted, and then re
fingerprinted atlie time of license renewal five years after initial licensure. Every slot machine
occupational license applicant is fingerprinted and then again every three years at renewal. Slot
machine licensees pay an annual license fee of $2 million and a reguéatdi$250,000.

A slot machine business entity occupational license for slot machine management
companies, service companies, manufacturers, vendors, distributors and testing laboratories is
$1,000 for a ongear license and $2,000 for a thwewar license All officers, directors and
shareholders with 5 percent or more interest in the business entity are required to be fingerprinted.
Those persons who need to have access to the slot machine facility are also required to obtain a
Slot Machine Business Empglee Occupational License.
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Annual cardroomoperator licenses are issued to permit holders who opesiedeoons,
with a fee of $1,000 per tabl€ardroombusiness licenses are issued to eargiroomdistributor,
management company, supplier or vendor cotidgdusiness with &ardroom In addition,
cardroomemployee occupational licenses are required focaltiroomemployees except food
service, security, maintenance amatuelteller employees. Possession of this license does not
allow access to any restted area other than tloeardroom A parirmutueltardroomsupervisor
license is necessary for supervisors of food service, security, maintenance aet teflgtu
employees who require access to restricted areas of the track as weltagdtbem Finally, a
parkmutueltardroomemployee license is needed for food service, security, maintenance and
mutuelteller employees who require access to restricted areas of the track as wetbadrthem

The Office of Slot Operations oversees the jpautuel facilities that have slot machine
gaming. A key element of that regulatory oversight is to ensure that every slot machine has been
certified by an independent testing laboratory. The Office of Revenue and Financial Analysis is
responsible for safeguardj and accounting for state revenues derived from authorized pari
mutuel gaming activity.

The State Compliance Agency conducts inspectiomsdifingaming facilities.

Though it appearBMW addresses most areas of the regulatory process we note that full
commerci al casinos are not yet present in FI
been designed to encompass all regulatory aspects of a casino gaming regulatory agency.

Additional or more irdepth regulatory processes may be needed whéiif commercial casinos
are implemented.

Division Application Requirements

The following are the filing requirements of the Divisith:

1 License term: Florida Slot Machine Business Licenses are valid for the fiscal year
(threeyear licenses are also ailable). The application fee is $1,000 for a eyear
license, $2,000 for a threeear license.

i Officers and directors: No license is issued. All Officers, Bictors, and Shareholders
of 5 percent or more interest in the business entity who do not needsato a slot
machine facility in Florida, must submit a fingerprint card and the $40.50 fingerprint
processing fee upon submission of the Slot Machine Business Entity Oooabati
License Application, and aAuthorization for Release of Information formust be
completed Any Officer, Director, or Shareholder of five percent or more interest of a
business entity who needs access to a slot machine facility in Florida, must obtain a Slot
Machine Busines&mployee Occupational Licens@fficer/director/ shagholder(s)

301 Filing requirements provided by PMW.

> SPECTRUM Florida Gaming Study, ParAL 125
< GAMING GROUP

or




must submit fingerprint cards and pay $40.50 fingerprint fee the first year and $16.50
every three years thereafter.

1 An Authorization for Release of Information form must be completed for the business.

Note: Any business employee who neettxess to a slot machine facility in Florida
must obtain a Slot Machine Business Employee Occupational License.

The following is a detailed list of application requirements for a Slot Machine Business
Employee license:

1 AniIndividual Slot Machine Occupahnal License Application form must be completed

1 License term:Florida Slot Machine Business Licenses are valid for the fiscal Vaar
application fee is $50 for a ofyear license, $100 for a thrgear license, plus a $40.50
fingerprint processing fe@&n Authorization for Release of Information form must b
completed for each employeg&pplicants for Slot Machine licensing must Bg years
of age or olderApplicants must submit his/her fingerprints for a criminal history
background check and pay t#é40.50 fingerprint processing fee when submitting an
initial application. Everythree years after the initial fingerprint submission, upon
renewal, the applicant must pay $16.50

The disclosure forms required for natural persons require disclosure ofiggitse and
criminal history information among other things. Though the disclosure requirements are
substantial the forms that are used?W do not includea document on the order of thaulti-
jurisdictional disclosure form provided by the Internatiohssociation of Gaming Regulatoi®¥
which is utilized by manyasino gamingegulatory agencies. While this specific form is not
essential to the process the disclosure of information that is required on that form is critical to the
process of investigatics.

Some specific information such as a financial net worth statement for natural person
gualifiers is not required by the forms now utilizedRiMW.

Additional Functions of PMW

In addition to these functions of a typical gaming regulatory agency fomschine
facilities, PMW also has comparable responsibilities for jpawkuel wagering. The regulation of
pariFmutuel wagering also includes many other functions such as the collection of urine and blood
samples. PMW utilizes a racing laboratory underti@atthat collected over 86,000 samples in
FY 2012.

FIl orida thus has already adopted a ficonsol
agency addresses almost all the regulatory functions, includingnpduiel wagering(Later in

302 The multijurisdictional form is available online at several locations, includitig:/iagr.org/wp -
content/uploads/MultiJurisdictionalApplication.pdfaccessed May 28, 2013)
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this report we willr evi ew a number of ot her statesd reg
practices of regulatory models.)

Changes to the Division because of Slot Machine Licensing

The absorption bPMW of the licensing function has significantly addedsstaff. Before
the implementation aflot machine icensingthe agency had 62 fulime employees. IfFY 2013
there were 11@ppropriatecemployees, 50 of which were dedicated to slot machine licensing.
Fourfull -time-equivalent positioneere added for oversigbt the mmpact between the State and
the Seminole TribeThere would be significantly more staff added if full casinos wee
implemented.

Even with this increase in tHeMW budget it is apparent th#te agencys still heavily
dedicated, in staff, to the regulation of parutuel operations rather than slot operations, even
though the Stateds revenue ¢ o0 megafthégot mabhinse t i mg
operations. This is due to the numbers dfiliées 1 27 pariFmutuel operations vs. six slot
operations.

b. Lottery

The Florida Lottery requires submission of a company application form and a host of other
requirements for approval to be a lottery retaiféThe application requires identification thfe
persons associated with the company who havepgefdd@ntholding and the identification of any
criminal record for those persons. The disclosure form also requires a short explanation of the
business operation.

Retailers must agree to a seymge cotractthataddresses Public Entity Crime and the
maintaining @ certain bank accounts. Recétdeping and access to records by the Lottery is also
required. The following is a description of the vendor registration process provided by the Lottery:

The Flaida Lottery uses MyFloridaMarketPlace (the State of Florida's eProcurement
system) which includes a statewide enterprisdiran vendor registration process. This
system is designed to streamline interactions between vendors and state government
entitiesthat purchase goods and services, and provides-drigsetly Internet portal where
vendors can register, receive information on upcoming bids, post information on products
and services, and receive purchase orders electronically.

Section 24.103(6), Florda St atutes defines a AVendoro
proposes to provide goods or services to the department, but does not include an employee
of the department, a retailer, or a state agéffcy

303F|oridaL ottery http://flalottery.com/howToApply.do(accessed May 24, 2013)

304Florida Department of Management Services
http://www.dms.myflorida.com/business_operations/state purchasing/myfloridamarketplace
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c. CharitableBingo

Section 849.093Florida Statutesauthorizes the conduct, permitted uses of proceeds and
Il i mitati ons o thariablenagganizgfiamne §h éoye far e defi-ned as
profit and veterans' organizations engaged in charitable, civic, community, benevolent, efforts or
scholasic works and other similar activitieall charitable organizations must be qualified for
exemption from federal income tax as an exempt organization under the provisions of section
501(c) of the Internal Revenue Code.

The statute mandates that all prat®eesulting from the conduct of the bingo games are
donated to charitable organizations, less actual business expenses for the operation, conduct and
playing of bingo. The statute strictly prohibits the net proceeds from bingo games from being used
for any other purpose.

Section 849.0931, Florida Statutes, contains various other provisions intended to assure
that the primary benefactors of the authorized bingo games are actually the charitaplefibon
and veterans' organizations, and not private perddrese include requirements that the operators
must be bona fide members of the organization conducting the bingo game, must not be
compensated for the operation of the bingo game, and must be residents of the community where
the organization is locatedhe protective statutory provisions also include requirements that the
property upon which the bingo games are held must either be owned by the worthy organizations
or leased by worthy organizations for not less than one year, provided that the rent is no
unreasonable for the locatiéf.

Bingo is not regulated by the Statdowever, municipalities and/or counties that permit
bingo have their own local ordinances that govern its operation. Most municipalities require a
business tax license, or occupatioinanse, to conduct bingo. Some require a special exemption
waiver for that activity (bingo) in order to qualify for a business tax license. The licenses are issued
annually and require copies of IRS financial statements.

d. Native American Casinos

The gamingcompact between the Seminole Tribe #mel Statd 1 S e mCompakber
i C o mp)avastexecuted by the Governor on April 27, 2010 and ratified by $Bepartment
of the Interior on July 7, 2013° The Seminole Compadtas a term of 20 yeamsxpiring onJuly
31, 2030*7 although the expiration for housanked card games (including blackjack, chemin de
fer and baccarat) expires July 31, 20d/less renewed

305Report of the Twelfth Statewide Grand Jufpe Operation of Commercial Bingo Halls in the State of
Floridg October 25, 1995

306 Department of the Inteor News Release July 7, 2010.

307 Seminole Compact, p 49
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The Seminole Compacdiuthorized covergames at seven locatioaad also requirethe
tribe to regllate its casinos under specifiternal controlrequirements® The Gmpact names
the Seminole Tribal Gaming Commissiopni Ga mi n g C oasthe tabsligovarmmental
agency that has the aut hor ant gverdight respaibilities3®o ut t
The mpact also provides for the monitoring of thiédl casinos by thet&te3!° Licensing is
also addressed in theo@pact®*!

The Gaming Commission has established a regulatory strubatr&pectrum believes is
thorough and substantial. Beénkins is Director of Compliance and Regulations for Gaming and
has significant experience with the FBIdawith the gaming industry. He indicateshasworked
for the tribe since 2001 and has established a regulatory agkatyas designed to be
independent and capable. Perhaps an example of this independence is the requirement that
surveillance departments within the casinos are required to report to the GamingsSmn and
not to operations.

The surveillance department is critical to internal agistbecause it is designed to be the
eyes and ears to any crime that may be occurring at the casino floor. It is the last line of defense

against crimes committed by any patron or empdoe , including managemer

experienceoften casino managnent will balk at providing sufficient staff to the department and
argue against creating a reporting line which establishes a point of view which is free from
influence by casino management. Spectrum believes a reportinigdigees to casino operatis
leaves a casino vulnerable to a host of crimes, including collusion at the highest levels.

The fact that the Gaming Commission requires this independenoeeisign that
regulatory requirements are being taken seriously. There are other signs a&ameihg
Commissiorstaff ispresent at the casinos 24 hours a day, seven days aMedicense process,
including the licensing or registration of all employees, seems significant (though Spectrum notes
there is no renewal to a licensé&) The fact that someone of significant experience such as Ed
Jenkins was hired is another indication of the significdhaethe Seminole Tribe hasaced on
regulation It is also important h at 3 reporking fine @ppears also to be independent from
casino management influence.

308 |pid., p. 13 and 14.
309pid., p. 3 and 23.
310|hid., p. 25.
311pid., p. 31.

312phone interview with Ed Jenkins May 17, 2013. Jenkins did note, however, that if an employee changes
positions there is an additional investigation.
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2. Regulation in Other States

Spectrum reviewed and analyzed gaming laws and interviewed representatives from
several other states. In additjome reviewedhe Florida Senate interim report of October 2010
Review of Casino Gang in Other Stated'®Based on our experience workirfigr, with, and
studying, state regulatory agencies across the country, we selected several gaming commissions
for discussion in this report that we believe would be insightful into various regulatol®isn

a. Introduction: Establishment of Standards

All states and many foreign jurisdictions require companies to apply to be a casino
operator, and require companies to show qualification in such areas as good character, honesty,
integrity, the absence ofa@iminal recordand financial stability. There are variations in the extent
to which persons associated with the company and associated companies must file and establish
these standards. Mostnot all, stateghathave implemented casino gaming, or iarthe process
of doing so, such as Massachusetts, Maryland, Kansas and Ohio, require parent companies as well
as all those natural personith an ownership interest beyond a certain percepe(éents often
used)to file and establish these qualiftaans. In addition, those officers, board members and
executives deemed to be qualifiers due to their prominence in the company must demonstrate these
gualifications.Since these associated companies and natural persons can have an influence over
the casio operator it is incumbent upon a state to require the establishment of such standards.

The selection of casino operators is the starting point of establishing public trust in the
casino industry as one of integrityis critical that this step be congtéd carefully and thoroughly.
Through this process the state is not only establishing that the gaming industry is one of,integrity
but that the selection of who will be a casino operator has been done with integrity by the state. In
cases where the set@m process was called into questiced Chapter II[E][D] the expense to
the state of re@stablishing that trust can be enormous.

b. Bid Process or Ne@ompetitive Application

Beyond requiring of the qualification standarusted abovelicensing decisins depend
on basic policyThe state must decide how and in what way it wishes to limit the numbers of
operating casinos, or whether unlimited numbers of casinos may be iSkeeslare two primary
methods for awarding licenses: competitive bidding amdammmpetitive applications. The former
process occurs in situations where there are a finite number of licenses permitted in a particular
region, while the latter method is utilized in instances where an infinite number of licansees
permitted by law. &r both methods, there are still essential qualification requirements relating to
a persamedhmg idryds showing of good character, ho

313F|orida Senate, Review of Casino Gannr@ther States, October 2010
http://www.flsenate.gov/Committees/InterimReporf2011/2011-133ri.pdf
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If a gate determines the demand is great enpaighnlimited numbers of casinesaybe
appropriate, buthe state must address if that level of competition woplatentially saturate the
market andnegatively affect the financial viability of the businesses involved. Neaddws
unlimited numbers of casinos in unlimited locatipalk other states have some limitations.

Limitation to a specific area of the state can create a destination area. For exéanple
Jerseybs requirement that casinos be | ocated
areaStates such as Pennsyhia, Maryland, Kansas and Massachusetts limit the number and types
of casinos that are permitted and their location. Within those limits these states required a
competitive bid process that required applicants to show the value of their applicationanesasch
as economic development and job creation in the area.

c. Regulatory Structures Consolidated or Separated Oversight

Although generalizations can be made about regulatory maael$wo stateshave
regulatory agencgethataretruly comparablen all respects There aresimply too many unique
forums, too many different types of gaming venues, and too many unique legal strumctwesy
state. The states addressed belwile not intended to be a complete survey of every state, are
illustrative of boththe uniqueness of different staiesgulatory structuresna their similarities.

Massachusetts

The Massachusetts Gaming Commiss{orit MG C 0 ) , haswbbgurc the process of
awarding four casino licensewas createdy law in November 2011That law provided for
commercial casinos in the stateeated a provision which could allow fan indian casinoand
brought the parinutuel industry under the auspices of M&C 34

This law also created one agenayhose five members serve ftilne, andwhich
consoldated responsibilities and authorities for investigations, prosecution of violations, policy
formulation and decision makin@/ith the exception of the Massachusetts Lottery, the MGC has
wide reaching purview over gaming matters

Thus the MGC is aexample of an agency which has consolidated oversight. An important
part of this consolidation is the Investigation and Enforcement Bui@es8d ) |, the dApri
enforcement agent for regulatory matté¥$ The IEB has numerous responsibilities, including
the authority to conduct or limit investigatigi$ the decision on certain license matters and the

314 Massachusetts Expanded Gaming Act, Chapter 194 of the Acts of 2011
http://massgaming.com/about/expandedamingact/ (accessed May 28, 2013)

3151bid, Section 6. Althougthe IEB is part of the MGC it is also required to work in conjunction with the
PGd2NySe DSYSNIftQa hFFAOS 2y. ONAYAYILf YIFGGSNRARI LlzNEA dzF vy

316 |hid., Section 12b
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holding ofrelevanthearings’’ The IEB is a law enforcement agency and works directly with and

will include members of the Massachusedtaite Police. Becaus# its designation as a law
enforcement agency it can request fingerprint criminal records checks directly from the FBI. The
Massachusetts Expanded Gaming Act takes meas
investigations, specifyinthat the commsi on fAshal | not place any r
ability to investigate or prosecute violations of this chapter or the regulations adopted by the
commission 3¢

In many stateshere are agencies or burealigthave theresponsibilitiesof the IEBbut
which are separate from thgaming commissiodecisionmaking authority.Some of these
agencies are part of or connected to the State Police and many times they report to the Attorney
General of the state. In Massachus#tesIEB reports to the MGQvhich has ultimate authority
over license decisions and policy matters. And the IEB is only one of a wide range of consolidated
responsibilities under the auspices of the MGC.

Another consolidation that has taken place in Massachusetts is the fiscaltawhdri
responsibility which has been given to the MGC. The MGC is the trustee for the many funds
created by the Expanded Gaming Act and for all revenue collected by from the commercial
casinos’®® In many other states trustee responsibilities are under utierity of the State
Treasurer.

Still another responsibility under the MGC is that of the Racing Commission. The Racing
Commission was a separate agency until passage of the Expanded Gaming Act, but now is under
the authority of the MGC. Thus the MGC idhast racing commission and an-tfick betting
commission and also has responsibilities over simulca&iespite this, the MGC is primarily
a gaming commission, with the majority of its resources and staff devoted to casino gaming.

In Massachusettshe extensive responsibilities of the MGC can be represented in chart
form, as indicated below. All functions, relating to gaming, with the exception of the lottery, are
encompassed under the purview of the MGC, although the Attorney General also will have
investigative authority into casino criminal activities.

3171bid., Sections 30 and 31
318|pid., Section 34.
3191hid., Section 4.

320hid., Section 7.
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Figure34: Massachusetts gaming regulatory structure
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Source: Massachusetts state agencies, Spectrum Gaming Group
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321 0hioRevised Codes Chapter 37t#p://codes.ohio.gov/orc/3772.02(accessed May 25, 2013)
3221pid., Section 3772.07.

323 Ohio Department of Taxation websitettp://www.tax.ohio.gov/gross_casino_revenue.asfaccessed
May 20, 2013)
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Figure35: Ohio gaming regulatory structure
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$24Maryland Gaming Expaio® Question, Question 7 (2012)
http://www.elections.state.md.us/elections/2012/ballot_questions/Question_7_Summary(pdtessedlay 25,
2013)

35 dzZ3dza 0 wnamu {LISOALEt {Saaizy 2y DFEYAy3 Ay al NBEfl YR
http://www.governor.maryland.gov/session.agpccessed May 24023)

326 Baltimore Business Journadlovember 15, 2012
http://www.b izjournals.com/baltimore/news/2012/11/15/kirbyowler-named-chairof-maryland.html
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Figure36: Maryland gaming regulatory structure
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327 Senate Bill S12 and New Jersey Casino Control Act

328 New Jersey Division of Taxation website regarding New Legislation 2011
http://www.state.nj.us/treasury/taxation/newlegislation2011.shtnfaccessed Mag25, 2013)
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Figure37: New Jesey gaming regulatory structure
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330 pennsylvania Statutes Title 4 Chapter 14
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Figure38: Pennsylvania gaming regulatory structure
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http://krgc.ks.gov/images/stories/pdf/Statutes and Regulations/kansas expanded lottery a¢apodssed May
25, 2013)

3321pbid., New Sec. 35
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It is the Kansas RaciiiRG&tndade@d mirmg GCdmemibaud
typical regul atbey casnnoosopvnesr soofiga ¢ a stg n o oper
i nvestigations and | icensing. The KRGC al so

acknowl edged though minor overlap of function
i's not chaditdkRirmgl. aAccording to néapr sgyearnteat iwo
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The Kansas model is depicted below:

Figure39: Kansas gaming regulatory structure

Commercial Casinos

Source: Kansas state agencies, Spectrum Gaming Group

lowa

lowa has a primary agentlyatregulates the 18 commercial casinos in theedtat otler
agencies are utilized in more minor roles. The lowa Racing and Gaming CommitRiGICg)
performs most typical functions including licensing and the oversight of daily operations.
Employees and gaming related companies are licensed. Investigations, however, are primarily

333bid.

334Interview with representative of the KRGC.
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carried out by the Department of Criminal Investigatidit¥g10). The DOCl is also present at each
casino and play a major role in investigations of criminal activities and enforcéthent

The Department of Revenue is the trustee for the gaming revenoughhthe IRGC and
takes responsibility for assuring the internal contantsfollowed and auditi®3®

The IRGCis similar to theFlorida PMWin that it is also responsible for ppanutuel
wagering in the statdhe IRGC is responsible for tipgesently operating pamutuel facilities of
one horse track and two dog tracks in gtate. Though this agency does have -pariuel
wagering regulatory responsibilitiethere are also considerable differences with the Florida
PMW. The lowa parmutuel industrhassignificantlyfewerfacilities than Floridand there is no
requirement tdimit casino gamingn parikmutuel facilities

The organization of the agencies involved in lowdeapictedoelow:

Figure40: lowa gaming regulatory structure

Commercial Casinos AND Pari-Mutuel
Industry

Source: lowa state agencies, Spectrum Gaming Group

d. Regulatory Overght Critical Functions

Regulatory agencies that oversee commercial casinos have a number of typical functions.
While there are variations in the details as to the depth of regulation and the specifics of procedures,
thetypesof functions have beconstardard in almost all states.

335 Gathered from Interview with representative of the lowa Racing and Gaming Commis2(s208.3.

336 | bid.
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Some of the most critical of those functions include licensing, ongoing review of daily
operations, internal control requiremerasd auditing. Each of these is addressed helow

1 Licensing: All regulatory agencies investigate and make a determination regarding the
gualifications of companies and natural persons that apply to operate, work in or service
casinos. Some states have more extensive requirements than others. All states require
casinooperators and companies that supply gaming related equipment or services, such
as slot machines, to file for a licensBome states, such as Pennsylvania and
Massachusetts, require companies that supplygaomng goods or services to file for
a license nder certain conditions (in Pennsylvania a certification, which is similar to a
license, is required). In Massachusette MGC may require any vendor regularly
conducting over $250,000 of business with a gaming licensee withimadth perial,
or $100000 of business in a thrgear periogto be licensed as a gaming venddr.

The Pennsylvania Gaming Control Board requires companies that conduct over
$500,000 worth of business to be certifféd.

Without having some mechanism for a regulatory agenosnview all contracts with a
casino operator, even those that relate tegaming companies, the regulatory agency
may be unaware of the movement of large amounts of money or the infiltration of
organized criminal elements. The need for close examinatiomoorgaming
enterprisessuch as construction companiégcame evident in New Jersey in the
Bayshore Rebar matter, among oth&fs.

Similarly, almost all states require either licensing or registration of employees

work in the gaming areas. Some stagegh as Massachutg also require employees

who work in norgaming positions to be registeréd.Spectrumhas found that it is

good policy to require licensing or registration of such persons because of the potential
for such individuals to be involvedirectly or through collusion in theft or other crimes

in a casino operation.

The attention to detail of this process is critical as it is the first step in assuring integrity
of the casino industry in that state.

337 Massachusetts Expanded Gaming Act, Section 31 (d).

338 pennsylvania Gaming Control Boatth://gamingcontrolboard.pa.gov/?p=7faccessed May 29,
2013).

339 As indicated in the following article, which is a report of the final Bayshore Rebar hearingmpargo

sl a RSYASR I fA0Sy&aS Ay mMoyd YR mpprd DS2NES !yl adl aa

Philadelphia InquireMay 6, 201ttp://articles.philly.com/201005-06/news/24958581 1 hearingxaminer
mob-ties-joey-merlino.

340 Massachusetts Expanded Gaming Act, Section 30(c ).
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1 Ongoing Review of Daily OperationsVirtually all states also maintain a presence in
the casino. The extent of this presence varies from a 24/7 inspector cateaymiutilicly
visible level, such as exists in Pennsylvania, Massachusetts and Ohio, to a limited law
enforcement presence such asatvhow exists in New JerseVhe inspector or agent
presence includes greater scrutiny of ongoing gaming operations and transagtions.
happened in New Jersey, such requirements may be stringent in the early years and then
relaxed somewhat as both theustty and regulatory system matdfé.

1 Internal control requirements: Virtually all states have requiremeti&trequire the
casino operation to address internal controls within their operations. Internal control
requirementgnay mandateéhat certain departents such as surveillance and internal
audit are created. Internal control requirements may also regeparation of such
duties as income control and table games to prevent incompatible functions

1 Auditing: Regulatory agencies have an audit functmrer the casino operations,
though the extent and frequency of such audayg vary At a minimum best practices
demonstrate thahe casino regulatory agency must conduct random unscheduled audits
relating tothe collection of gaming revenue.

1 Underage gambling and problem gambling All jurisdictions are justifiably
concerned with the problems associated with underage gambling and
problemicompulsive gambling. Statutory schemes attempt to cope with such important
public policy concerns. One such endeamatails the formation of a sedxclusion list
whereby seHlproclaimed problem gamblers can voluntarily decide to be excluded from
gambling activity. Once a person is placed on theesaifusion list, the casino operator
is obligated to take appropriateeasures to enforce the exclusion from gaming activity,
including a cessation of direct marketing to the individual. With respect to underage
gambling, such activity is generally harshly punished, both as to the underage patron
and the casino operator.

e. Tabk of Organization of Regulatory Agencies

Organizations of regulatory agencies are largely divided by the functions detailed above
and by functions that allow for these actions, with some additional functions that are needed in
most government agencies.201Q Spectrum did a review of gaming agencies that address the
types of tables of organization. This report Witirrowfrom that earlier researcf?

The following are departments or offices that are typical in casino regulatory agencies:

311 1JISOGNHzY DFYAY3 DNRdzLJE aDIFYAYy3 wS3Adz I GA2YY hBSNDA
Hampshire, January 26, 20h@p://www.nh.gov/gsc/calendar/documents/201001 6spectrum_regulatory.pdf

342 bid.
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1 Investigations.Casino regulatory agencies have staff devoted tcstigagions, though
as detailed in SigectionC aboveinvestigatory functions are often separated from those
functions thatdecide licensing.

1 Licensing: The license function often has its own stadtaise the specific activities of
licensing are often most efficiently accomplished by those familiar with applications,
the review of investigatory reports and data collection relevant to the process.

1 Operational Review of CasinosCasino regulatory agensi®ften have an inspection
or agent staff that is devoted to the operations of casinos. In some cases there is both a
law enforcement and civilian presence. A civilian presence in a casino operation can
assist in the oversight of internal controls anegslexpensive than a law enforcement
presence. A law enforcement presence is necessary also for criminal purposes.

1 Internal Controls: There is typically a group of staff devoted to the review of the

casinobés internal c o nt rsdidtiens thal ipvolveclagderl vy ,
casinos, the internal control plans of a casino are submitted for review and approval by
this group

1 Financial Analysis: Casino regulatory agenciese responsible for the collection of
revenue, thus the analysis of trendsnicoming revenue is useful and possibly critical.

1 Auditing: Auditing of the considerablsums of revenue in a casino industry by the
regulatory agency is especially critical. Nearly all agencies employ staff devoted to such
functions.

9 Other functions: Casho regulatory agencies are in great need of services in
Information Technology since the management of revenue and license data is an
ongoing, regular and challenging process. There is also a need for the accounting for
and transfer of funds, as many reggoly agencies are the trustee of funds. There is also
a need for typical services such as administration, human resources, and public
information dissemination.

Regardless of theegulatory scheme employed, Spectrum has found that regulation is most
effective when it provides the following, as notedhe aforementioned 2010 repdft:

1 Providesfor sufficient regulatory oversight by creating a unit or team thiatguently
onthe casino floor, accessible to the public and visible to casino employees

1 Credes a license structure that addresses all those that participate in the gaming
industry, including the casino licensees, the companies that service those liegsees
the employees. It is only by examining the background of all those who seek to
participate in the industry that integrity can be assured.

343 1hid., p. 19.
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1 Creatsa decisioamaking structure that allows for independence fromrihestigatory
branch of the regulatory structure. In addition, sufficiently staffddesionmaking
agency to ensure it has adatpiresources to carry out its duties.

f. Fulland PartTimeDecisioaMaking Authorities

Agencies in all casino gaming states have-inlle staff>** However, as documented in
Subsection C aboyeio two states are the same in the composition of the staff or even in the
number of agencies that employ them. There is also a mixed bag regarding the decision making
authorities (often called commissions) in each state.

The argument for a full time gang commission can go back to the time of Abscam at the
start of the New Jersey Casino Control Commission (Commis¥fomdt that time the
Commission was patime (except for the Chairman who was ftithe). After Abscamthe law
in New Jersey was changemrequire full time commissioners. A full time commissioner, which
is allowed no other occupation, is likely to be more focused on their positions. The tradeoff may
be that full time commissioners should be paid a full time salary.

Two of the most recelytformed commissions, the Ohio Casino Control Commission and
the Massachusetts Gaming Commission, went in different directions when they formed their
agencies? As is also documented in the aforementioned Spectrum report of 2010, there is no
specific trem on this issué*” The appropriate answer for a state forming a new gaming
commission would depend in the size and complexity of the gaming industry. Surely the larger
gaming industries would require more license making decisions andtarfelposition mg be
more appropriate.

3. Application Forms

a. Form of Application and Background Investigations

The basic application form that is used by many casino regulatory agencies for natural
persons is the mudurisdictional personal history disclosuréorm3*® This form is often
suppl emented with an additional form that i

344In addition to the information in this report also see Ibid., p. 17.

345The following is an article provides a summary of the Abscam sting:
http://socyberty.com/government/abscaroperation/ (accessed May 29, 2013).

S
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Massachusetts Expanded Gaming Act, Section 3.
347 Spectrum New Hampshire repop,17.

348 The multijurisdictional form is available on the web on several locations, such as at:
http://iagr.org//wp -content/uploads/MultiJurisdictionalApplication. pdf
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requirements. The muljurisdictional form requires disclosure of information on family
background, offices and positions, employment anehbong data, testimony before a license
agency, company ownership information, civil and criminal arrest history, financial data, and a net
worth statement.

Gaming agencies also often require a Business Entity Disclosure“®arhich typically
requires inbrmation about the business, the directors and trustees, officers, voting owners,
compensation, contracts, transactions, testimony, violations, bankruptcy proceedings and licenses,

Other forms are often used by casino regulatory agencies for other fyggglioations
including for employees in lower level positions and companies that are not gaming related. Pari
mutuel agencies commonly use a smaller form than the-patikdictional form.

It is a universally accepted practice for casino gaming regylatgencies to conduct
background investigations, either by its internal staff or by retaining thecesref a thireparty

investigative firm, to evaluate an applicant @

authorization to operate a caasi facility or to be employed in a gambling establishment,
commences with the filing of a license application by the applicant, to be followed by the requisite
suitability background investigation.

The costs of the investigation are usually paid by tipdicant. An application for a casino
' icense will necessarily include individual

a

of ficers, directors, parent companies and sha

equity securities.
b. Corfidentiality of Information

When crafting a specific license application that requires certain background information
to be provided by the applicant, in advance of the requisite suitability background investigation,
an important consideration for any ugtory agency involves a determination of whether material
provided in an application is to be treated as confidential or whether it would be made available
upon request to the public. Generally, most gaming jurisdictions consider personal information
contained in an application, especially financial data, to be confidential. Some jurisdictions, most
notably Ohio and Massachusetts, which have broadtagkhow laws, have narrowly drawn rules
governing confidentiality of material received. By contrast,wNdersey affords broad
confidentiality protections for information submitted as part of the application process. The
procedures that govern confidentiality wusual
access to government agency documents.

349 An example are the Massachusetts forms listed on this weldsities/massgaming.com/licensing
regulations/applications/
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4. Enforcement Proceedings

Casino regul atory agencies are empowered t
gaming operations. This regulatory oversight includes periodgitennspections, investigations
of suspected wrongdoing, examination oemial control procedures to ensure compliance, and
the imposition of disciplinary action for violations of applicable regulatory requirements.
Sanctions vary from stern warning letters to the imposition of fines, to suspension of licenses for
a finite term and in the most egregious cases, to the revocation of licenses. Depending on the
gravity of the accusation, there may be a disciplinary adjudicatory hearing to resolve the matter.

It is noteworthy that a gaming license is considered to be a revocablega; rather than
a right of entitlement. Common violations applicable to the operating entity intladellowing:

1 Impermissibly permitting underage gambling
fFAiling to properly exclude a person who

1 Failing to adhereo internal control procedures governing the operations of the games
and the movement of money

1 Failing to notify the regulators about operational or organizational changes

1 Failing to detect criminal conduct or to take appropriate action when learning of
criminal activity on the casino premises

1 Failing to provide adequate surveillance or security for casino operations.
a. Enforcement of lllegal Gambling

We spoke to officiadin Florida, lowa, Kansas, Maryland, Massachusetts, New Jersey and
Pennsylvania and fodrthat he investigation of illegal gambling is handled by law enforcement
officers (as opposed to regulators)hether the state gaming regulatory agency regulates illegal
gambling or not depends primarily on whether they are authorized to do so bageetioer they
have law enforcement authority, in most cases. Even when the state gaming regulatory agency has
such authoritythe actual prosecution of such matters is normally referred to the county or local
prosecuting authority.

Ohio is one suclkxample The Ohio Casino Contr&ommissiorhasauthority under the
casino control aét to levy and collect penalties for some noncriminal violations. Criminal
violations are referred to the Attorney Gener
matter the casino control act is a fairly new law and the actual prosecution of criminal matters
depends on the circumstances. Internet cafes have been of major concern in Ohio. The addressing

350The Ohio Casino Control Act, 3772. 99 (e).(12)
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of the legality of these cafes has been taken up bystmeral Asembly*>! however we were
informed that there was recently a further complicat®omelnternet cafes, in addition to using

the normal internet machines in the cafes, were employing the equivalent of slot machines. The
At t orney Gener é&ioGasinocCbntrol Coemissiamtaff dodperate@® in the matter

T which we found to be a common theme among stitegal gambling often comes in forms that

are not completely anticipated. In this cabe Casiro Control Commissiomstaff was used to help
determine the nature of the machines and whether they met the definition of slot m&hines.
There are law enforcement agents with @&sino Commissignbut prosecution for criminal

illegal gambling would come from othestate offices. Internet cafes are subject unto
themselves®?

In Masschusetts the State Police handle illegal gambling investigabang is importan
to note that the Massachuse@aming Commissiohas a Statedfice unitassigned to it. Either
the Gaming Commission unit of the StR@ice or another branch of the Sta#kes responsibility
for the matter, dependent tme nature of the type of illegal gambling.

New Jer s e pdnewhatdferent. Théresare two primary agencies in New Jersey:
the Casino Control Commission arek tDivision of Gaming Enforcemertaming Enforcement
is the prosecutorial arnof civil matters, and also has Stat#i€ assigned to it, under the purview
of the At t 90ffte VThe Satavhee imGading Enforcementiould be involved in
investigating illegal gambling.

In Pennsylvaniathe Gaming Control Board has no authority over illegal gamblihg.
State Blice would take the lead on those matters and likely would work with local law
enforcemenand prosecuting authorities, dependinglmnature of the illegal gambling

In Maryland the Lottery and Gaming Control Ager&s ncauthority over illegal gaming.
Matters are turned oV e r,ildga gamihgamat&ts aré rottaddregsedt o r n
by the lowa and Racing Commigai Instead such matters are turned over to the Division of
Criminal Investigation.

In Kansas however the Racing and GaminGommissiondoes take the lead on such
matters. There are enforcement agents atRfeing and Gaming Commission tran make
arrests on such issues. Prosecution, as is the case in many states, rests with the local prosecutors.

351Seefor example this article addressing the mattetp://www.wkbn.com/2013/06/04/ohio-governok
signsinternet-cafe-crackdown/

352 5ee this article on thewolvement ofdifferent offices:
http://www.ohioattorneygeneral.gov/Media/NewsReleases/Jun2013/SearchVarrantsServedat-lllegatCasito-
Locations

358 American Gaming Associatibttp://www.americangaming.org/governmesraffairs/priority-
issues/internetsweepstakesafes
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Also in Kansascontrovesy and court chall enges surrounding
matters>>*

In Florida, the Department of Law Enforcemeativised us thatocal or county law
enforcement and prosecutors are gssd seh matters. The Division of PaMutuel Wagering
does not have authority over illegal gaming, though as in other gtatag obtainnformation on
such matters. If such informationabtaned, the Division of ParMutuel Wageringvould work
with local officials and followup as needed, though they would act more in an information sharing
role than investigatory.

5. Costs: How Regulaterare Addressing Expansion of Gaming

The regulatory model that has been accembethany jurisdictions is that the cost of
investigations should be paid for by applicarts Spectrum noted in it38010 report for the State
of New HampshirefiA subcomponenof this category is that those companies and individuals
applying for a casino or vendor license should be required to pay for all costs asseitiatbd
conduct of their background investigations. This requirement allowsetpdatory agency to
undetake what are often complex and mifidtceted entity and othervestigations without having
the taxpayers of the state pay for these typésvestigations &°

6. Gaining an Expertise in Casino Gaming

The regulation of casino gditing is uniquerom other ypes of business activityecause
of the speed of the transactions, the amount of money that changes hands and the way in which
transactions are completed. Unlike any other type of business money changes hands in some cases
with no documentation. For exatepat table games the allocation of chipsthe dealer to the
customerafter the playing of a handor the throwing of dice, or the spinning of a wheel, etc.)
permits no documentation

The types of transactions at slot machines are comparable in sgpretssto transactions
in other businesses but it too is challenging in a regulatory semsze §an be multiple
transactions over short periods between a machine patt@involving whatmight be a great
deal of moneyJackpots worth seven figures aamginate from the risking of a very small amount
from the patron.

Because of the nature of the business there are unique types of crimes that will be attempted
in the gaming industry. Criminals can be attracted simply because of the large amountsyf mon
involved, but there are also ample unique ways to commit crimes in casinos. Two examples, of

354 See this dicle summarizing the gray machine isshp://cjonline.com/news/local/2016010-
25/gray_machine_clarity_soughflsothe state Supreme d@urt ruling: http://www.kscourts.org/casesand
opinions/opinions/SupCt/2011/20110408/102786.pdf

355 Spectrum New Hampshire report, p. 4.
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many, are card cheats at table games and attempts at altering the computer chips in the slot
machines.

The regulatory structure that a state adopts, andeafltictions involved in that structure,
including investigations, audits, licensing, etc., are all ultimately designed with one purpose in
mind: to create an approptgagaming and business activity @odninimize any criminal activity.

The state§colledion of gamingrevenue depends on the fulfillment of this purpose, but just as
i mportant i s t he mtedityandfairmespobtigmmeng industryr of t he

While gaining an expertise in the types of transactions in casino gaming is critical to
regulation of the gaming industry, so too is gaining an expertise in the types of investigations
necessary in the examination of applicants for casino operators ardarisparency of the
licensing process. Casino gaming operators are sometimes parts of multinational companies. The
awarding of a license to operate a casino can be lucrative for a company. Thus the investigation,
the consideration of the investigatorydings by the licensing authority and the awarding of the
license are regulatory matters that must be addressed with thorough understanding and
considerable deliberation.

While it may be argued that there are malyantagesind disadvamiges to expanding
gaming we believe there is no valid argumdat the expansion of gamingithout taking the
properregulatory measures. While a strong regulatory structure may be expensive to implement,
this expense is typically borne by the gaming industry and notyasga® On the other hand, a
weak or flawed regulatory system will invite nefarious and criminal activity, will faddsure
integrity of operationsand will not maintain the public trust and confidence in the regulatory
system. Weak or flawed regulat®is neither a model which is acceptable tosthge nor a model
which is an acceptable business practice to the casino industry that is regulated.

7. Other Critical Factors in the Regulatory Structure

There are advantages to creating a consolidggatdngagencysuch as the maximum use
of resources and the prioritization of functions. The danger in a consolidated agency is illustrated
in the early Pennsylvania model. As explained in the grand jury finding® was a bias created
in the agency toward ¢éhawarding of licenses and the minimizing of investigative findings that
could delay such licenses. The present Pennsylvania model incorporates a more independent
reportingline for the investigative functions

Spectrumhas foundhere can be advantagesseparate agencies whihave some built
in and intentional overlap of functions. In the Kansas model, for example, there is little if any
expense in any overlapping functions, but there is a greater assurance of integrity in having more

3% The norm in the regulation of casino gaming isdquire the payment for investigations and other
regulatory functions through fees and billings paid by casino applicants and operators.
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thanone agencywnol ved i n the over si ght,anpdverlaptsteouldsbe at e 6 g
clearly defined and be designed to complement the functions of each agency.

8. Conclusion

Regulatory structures are almost impossible to place into a few modets;lastage las
unique features relating its gaming industry. Spectrum believes that a consolidated regulatory
agency or a group of agencies which share responsibility can both complete their functions in a
competent manner. However there are a number of impodasiderations. There are a number
of themes of regulation which almost always shine through regardless of the state, the gaming
venues, or the number of casinos or where they are located in the state. These are not themes of a
consolidated model of all retatory issues or a model that is divided between numerous agencies.
The theme of regulatory models over casino gaming have to do with the types of regulation that
casino gaming demands.

E. Trends and Best Practices in Governance and Regulation

A general dscription of trends and best practices in governance and regulatigamibling activities.

AEffective regulationd can be defined as
policies while protecting the overall public interest. While the entire sodpgolicies to be
advanced willil and arguably shouldl vary from jurisdiction to jurisdiction, certain goals would
be considered universal. Such goals would include:

1 Promoting public confidence in gaming as both a leisure actmitthe public,and as
an investment opportunitynat would generate interest from casino operators seeking
an attractive return on invested capital.

1 Fostering public confidence and trust in the integrity of the regulatory process and
gaming operations

1 Ensuring that individualand business entities involved in gaming meet universally
accepted standards of good character, honesty and integrity.

1 Ensuring the prohibition of unsuitable persons and entities from participating in the
gaming industry.

1 Developing, overseeing and momittg programs to address problem gambling,
including reviewing responsibigaming policies and practices, while maintaining and
enforcing exclusion lists, including sedkclusion.

1 Addressingpthercritical public policy concerns, such amderaggambling, or casino
related demands on law enforcement and other public services.
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1 Optimizing financial benefit to the jurisdiction from multiple revenue streams, including
gaming taxes, employment taxes and tax revenue generated from other sources, such as
expanded tourism and purchases of goods and services.

1 Maintaining flexibility in writing the rules that govern gaming to make sure that
regulators are able to adapt to changes in technology and to revise and reform
regulations as circumstances change, asdregulators become more familiar and
comfortable with evolving industry practices.

Individual states, as they develop and customize their own statutory and regulatory
governing structures, can layer on additional goals that are specific to their ononmeco
political, demographic and competitive landscapes. Such ancillary goals can vary, but often
include the following:

1 Promoting tourism

1 Reviving or improving urban areas

1 Creating employment opportunities

1 Enhancing the conventions and meetings business

1 Creating opportunities for other businesses within the jurisdiction
i Attracting additional capital investment

Establishing such goals is relatively straightforward. Achieving them is often difficult for
the following reasons:

1 Once a license is issued, thewer of regulators and lawmakers to effect change
diminishes.

1 Sometimes, goals can conflict with each other. For example, a goal of maximizing
license fees can conflict with a goal of maximizing capital investment.

1 The market does not always cooperate.

Still, jurisdictions that have the ability to establish a competitive bidding process would,
with all else being equal, be more likely to achieve goals, since applicants for licensure have more
incentive to establish ambitious plans to achieve goals.

We have witnessed that in various states with competitive processes, including
Pennsylvania and Massachusetts. At this writing, Massachusetts is pursuing a competitive bidding
process, and various applicants have made it clear that they are developing robiest {oolic
achieve goals that range from promoting tourism to training existing Massachusetts adults for the
jobs that will be created.

Absent a competitive bidding process, gaming tends to evolve either as a system in which
parrmutuel facilities are grandfa¢red in, sometimes with requirements for significant capital
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investment, or witmo statutory limit on the number t€enses in specific geographic regions
such as the Gulf Coast of Mississippi, Las Vegas or Atlantic City.

Whether a licensing processcismpetitive or not, however, the ability of regulators to take
action after a license is issued diminishes quickly and dramatically. Absent specific violations that
would warrant fine®r either the revocation or neanewal of a licenseegulators have lanited
ability to prod operating licensees in specific policy directions. The larger goal then in the effective
regulation of gaming is to align the goals of the public and private sectors.

Some of these goalsotedabove may seem to be contradictoryr Egample, a single
licensing jurisdiction would be tasked with developing a positive investment climate while
addressing serious policy issues, such as crime and problem gambling. Such seeming
contradictions can be best addressed by adheringto whatecoaat s r ef er t o as fig
a system in whiclthe interests odll stakeholderare parallel

Such a system is quite achievable in gaming, but is by no means assured in all instances.
For example, both the state and the casino operator havesarstaklizing an attractive return on
investment. The stateceivedax revenue, among other benefits, while investors are rewarded for
the risks they have undertaken. Similarly, both the public and private sectors have an abiding
interest in promotingyblic confidence, and in maintaining high standards for integrity. Operators,
who are often licensed in multiple jurisdictions, would not want to risk their gaming liceasg in
jurisdiction as that would put their licensure at rislkeveryjurisdiction.

Where goals are not congruent, legislators and regulators would have an obligation to
ensure that the publicds goals are dominant .
disparate interests into parallel goals. The most illustrative examphesgblienomenon can be
traced back to 1982, when a bank clerk from Toronto, Brian Molony, was regularly embezzling
funds from his employer and gambling with those dollars at Caesars in Atlantic City.

The Molony casé which was widely publicized and becaitiee subject of both a 2002
book,Stung: The Incredible Obsession of Brian MoldmyGary Rossand a 2003 movithat was
inspired by the events but changed the name of the chief suDyecing Mahowny was viewed
by many, including regulators, as a story of greed run amok. Gaming operators were willing to
bend rules and not ask questions about a bank clerkyctgaribling over his head, and without
paying any heed to issues ranging from the potential of pathological gambling to the issue of
gambling with stolen funds.

The New Jersey Division of Gaming Enforcement, the prosecutorial arm of the dual
agency regulaty structure in the state, negotiated a settlement with Caesars for various violations
of regulations in the Molony matter, with the casino being required to close itsidabite still
paying its staffi on the traditionally busy Friday following Thargiging, on November 30,
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19852’ The matter was summarized Tine New York Timdsllowing a decision by the quasi
judicial agency of the state to approve the settlement:

The Casino Control Commission today ordered Caesars to close its Atlantic City casino
for a day as a penalty for violating credit, deposit and reporting regulations to cater to a
heavy gambler. The closing, the first ordered by the commission, could cost Caesars nearly
$1 million in lost revenues. Thomas R. O'Brien, director of the Neveyddgsision of
Gaming Enforcement, said it was the harshest penalty to be imposed in theyessven
history of the Atlantic City gaming industfy®

Nearly 30 years later, that penalty of shutting the casino downlaosyadayremainsas
one ofthe harshegienaltesimposed by regulators in that stéeort of an outright license denial)
and we are unaware of a similarly harsh penalty imposed in any other gaming jurisdiction.

Six months after that unprecedented closing, Caesars reached a settlemeanadtiaiC
banker s, who were the wvictims of Mol onyds ¢
summary in thé>hiladelphia Inquirer

Molony was arrested April 27, 1982, a day after he lost $1 million gambling at Caesars.
He got the gambling money by wng loans in the names of both real and fictitious
companies.

In court papers filed in Canada, Caesars said it never asked Molony for credit information
and had never asked what he did for a living. The papers said Caesars supplied Molony
with tens of thosands of dollars in hotel rooms and airfare by private Lear jet.

Although he plunked down thousands at the gaming tables, Molony led a modest lifestyle
in Toronto, where he wore inexpensivesfitlting clothes and left carefully calculated 7
percent tipsn restaurants.

Court documents also show that Molony was able to transfer millions of dollars out of the
Imperial Bank of Commerce through a company called California Clearing Corp., a wholly
owned subsidiary of Desert Palace, a Las Vegas casino. Theratiop's only purpose,
according to records, was to let people deposit sums of money into a casino without
detection.

As a result of Molony's activities at the casino, Caesars was forced to close for the day
Nov. 30, the (Friday) after Thanksgiving, agdiaciplinary measure for gamblidgw
violations. The closing was part of an agreement worked out between Caesars and the state
Division of Gaming Enforcement.

357 presentday Spectrum Gaming Group Managing Director Fredric Gusten,New JerseyAssistant
Attorney General an®eputy Director of the Dision of Gaming Enforcement, participatedfie settlement
negotiations with Caesars.
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October 10, 198http://www.nytimes.com/1985/10/10/nyregion/caesarsrderedto-closefor-dayfor-violations
of-gamblingrules.htmI?n=Top%2fReference%2fTimes%20Topics%2fSubjects%2fG%2fGambling
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The Casino Control Commission approved the agreement and $36,500 in fines against six
Caesar'smaployees.

Industry analysts estimated that the casino stood to lose between $700,000@&00058
because of the shutdoviy.

The Molony case offers the highest profile, but was hardly alan example of casinos
having goals that were not parallel witle goals of the state in which they operated. In Atlantic
City alone, the record includes numerous matters in which casinos ignored policies ranging from
preventing underage gambling to minimizing problem gambling. Notably, such violations have
declined n recent years. While it may very well be that regulatory oversight has diminished, thus
leading to fewer violations being revealed, our experience suggests that much of the decline in
violations can be attributed to goal congruence: Casinos are inciigasiagting their policies to
be more fully aligned with the goals of the states in which they operate.

1. Best Practices and the Political Process

The term fAeffectived i s not synonymous Wi
funderstandabhseijiveficoompdehhdefensible.d I n oth
gaming statutes, regulations or policies should have a clear and legitimate purpose that can be
readily communicated and understood. Indeed, while the perceptiinsof r i ct ne,ss 0 wi

depending on the vantage point, fAstrictnesso

Typically, gaming regulation stautstrict and then allogfor reforms as circumstances
change, and as regulators become more comfortable with the processes involved in the governance
of gaming. To move in the opposite directibrmoving from a relatively relaxed regulatory
regimen to a more restrictive onevould be difficult to implemenpractically andpolitically. In
large measure, the inherent difficulty in moving toward a moret segulatory system if one is
needed can be attributed to the relationship between gaming and politics. By its nature, gaming is
inextricably intertwined with the politicalprocesa r ei t er ati on of one of t
Ga mi n g 0 s encet asywelleaxits ability to generate profitslepends on its ability to be in
the good graces of elected and appointed officials, and to remain there

In understanding and in governing the relationship between the gaming industry and
politics, certan trends and observations should be considered, based on our experience in other
markets:

1 The ability of elected and appointed officials to shape and guide the policies that govern
gaming, and that are designed to marshal the economic and social bdrgitsmm,
are at their zenith prior to the issuance of gaming licenses.

359 Jane M. Von BergenCaesars Reaches Accord with Bank In Molony €Rk#adelphia InquireiMay
15, 1986http://articles.philly.com/198605-15/news/26048451 1 gamin@blesgamingenforcementcaesars
officials
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1 To whatever extent is reasonable and appropriate, steps should be taken to insulate
gaming from politics, and to limit the ability of the gaming industry to directly influence
the poltical process.

1 Over time, regulators and the regulated are likely to grow closer to each other. Left
unchecked, a real risk exists that regulators can become cheerleaders for the industry
they govern.

Much of this can be described as common sense, arda@gnition of reality. While public
confidence in gaming demands that controls be put in place to restrict the ability of the industry to
influence the political process, such controls are clearly limited, and gaming can never be fully
insulated from polits, or vice versa.

Starting with New Jerseyds enactment of th
been identified that establish some level of insulation. These include:

1 Limiting, or eliminating, the ability of gaming licensees and their kapleyees and
qualifiers’® from making political contributions at the state and/or local levels.

1 Appointing regulators to fixed terms that are not tied to the terms of the elected officials
who make such appointments.

1 Establishing guidelines for regulatohat limit their ability to participate in the political
process.

1 Limiting the ability of regulators to secure outside income.

1 Establishing strict postmployment restrictions for regulators and top staff that limit
their ability to work for the industry #y govern once they leave public employment.

The presence of any or all of such policies can help establish and maintain public
confidence and provide some level of independence for regulators, but true independence is clearly
chimerical in established gang jurisdictions.

While we can identify benefits for the public and private sectors to share common goals,
the shared goal of a successful gaming industry can turn regulators into cheerleaders. This risk was
identified quite early in modern gaming redida by the late Martin Danziger, one of the first
appointed fultime members of the New Jersey Casino Control Commisgioan interview
conducted in 198%* Danziger observed a number of industries that had been regulated in the
1970s, from securitie®tair transportation, and suggested that it is quite fis&gd that public

0qvdzZ t AFASNE A& | gARSE @ dzarStRindiviBudly with tyfe aBilityYok y 3 NB 3 dzt
AYyTFtdzSyOS I ftA0SyasSsSQa LRtAOASazr adzOK a 26ySNERX 2FFAQ
license unless all of its qualifiers are deemed to be licensable as well.

361 Interview was conductetly Michael Pollock, researching his bobkstage to Fortune: Atlantic City

and Casino Gamblind987. That portion of the interview was not directly cited in the book but is relevant for
purposes of this analysis.
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policy might suffer as a resuiltif regulators get to the point where they are willing to overlook
transgressions or endorse shortcuts as a means of advancing success.

In1987, $ectrum Managing Director Michael Pol
noted, is not confined to the regulation of casinos. In the October 15, 1982 ited\Ns#w Yorker
Dani el Ford wrote é O6Thus, t he acgaehnandyumpire,s t o
of partisan and judgewas supposed somehow to be both the champion and the disciplinarian of

the industry. This dual mandate |l ed to a cont

Ford was not writing about the New Jersey @asfontrol Commission. He was writing about the
Atomic Energy Commission in the 19562

The problem of balancing dual roles remains, and is arguably a permanent concern that
will require a permanent balancing act. In gaming, the issue of dual masyplkaiésally translates
into a risk of sending a message to licensees that revenue maximization is a primary goal, often at
the expense of such other policies as addressing problem gambling, or of maintaining standards of
character, honesty and integrity.

This risk is exacerbated and enhanced by another very real phenomenon in gaming
regulation: Once a casino is licensed and operating, the aifiliggulators to change its course
or, in the most extreme instance, remove its operating license is dramalicaithyshed. An
operating casino is employing hundreds or, in many instances, thousands of employees and
generating significant revenues for the state. This means that, on the very day it opens, a casino
gains political stature, while the political will oégulators to enforce the rules declines.

This phenomenon is not uniform across states, and states have taken steps to.dddress it
states in which the number of licenses is not fikesich as New Jersey, Mississippi or Nevada
(which were the three esest adopters of commercial gaming in the United Stateise risk is
less severe, as other gaming properties can open, or expand, to address any unmet market demand
and increase employment.

New Jersey |l aw all ows f or inwhick aniemitycaa si n o
purchase a casino prior to a full investigation and determination of suitability, based on the
approval of regulators, by appointing a trustee entrusted with the preservatioras$ete of the
gaming operatorSuch trustees often retired judges, former casino gaming regulators, or other
individuals who have the clear appearance of independence and iritdgnty no responsibilities
or role in the operation of the casino whatsoever, unless the New Jersey Casino Control
Commisson determines that the operator is not suitable for licensure.

At that point, a conservator is appointed, again usually a retired judge or government
official, who assumes full control of the operation, including managing the property, with the goal
of preparing the casino for sale to a third party. In the aforemrmattioase involving the license
denial of the Tropicana, the trustee of the ICA was appointed to be the conservator. The

362Hostage to Fortunep. 196.
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conservator has a fiduciary responsibility to obtain the highest and best price for the property,
although the original ownérthe entiy deemed not suitable for licenstreannot be allowed to

profit from such a sale. Any money paid for the property over and above the level of original
investment goes to the state.

That process is far superior to one in which the state has limitetieshtit fully distance
an unsuitable owner from the operation. However, experience has shown that the concept of
conservatorship can be less than perfect in practice.

A rare use of the conservatorship provision occurred in New Jersey in 2009, when the
Commission determined that the neawnerof the Tropicana was not fit for licensure. A pre
approved conservatammediatelytook control of the property with the intent of readying it for
sale, asaquired by the ICA regulation3he conservatohoweveryaised questions and criticism
by the fees he charged for his services. AsAtssociated Presgported at the time:

As many gamblers know, things can get expensive in a hurry in Atlantic City.

The latest proof is the Tropicana Casino and Resort, wheré®4mo2th effort to sell the
business has racked up nearly $7.7 million in legal and consulting fees, with still more to
come.

On Wednesday, the state Casino Control Commission will consider additional bills totaling
nearly $50,000.

Those fees, some billed $970 an hour, are paid by the casino. They represent more than
nine full days' winnings for the Tropicana, which is struggling to regain market share while
threatening to lay off employees because of economic pressures.

The Tropicana was sold last mbnfor $200 million to a group of investors led by
billionaire Carl Icahn; the deal could close by year's end. When the dasieldirst went
on the market over a year and a half ago, it was expected to fetch about $1 billion.

The mounting fees have pnpted casino regulators and state lawmakers to consider
limiting the time and cost of similar efforts in the future. And with several distressed
casinos struggling to survive, one or more additional gambling houses could find
themselvegoing the way of th Tropicana®®

The lesson here is that the best designed and crafted laws and regulations fegricstill
meet expectations in practicBerfection in gaming regulation will remain elusive, and no
regulatory agency is immune from negative publicity, didecgn public confidence or, at worst,
a scandal. The New Jersey Casino Control Commission endured a severe scandal of national
proportions in its earliest years, when one of its first appointees was embroiled in the Abscam
scandal, in which FBI agentstablished an elaborate schemenc | udi ng a phony A

(0p))
(N>

3\Wayne PalBE = dabPTdc aAffAzy [ G§SNE AshdRiatdd Oresdily 13, 20A% y 2 C
http://www.law.com/jsp/article.jsp?id=12024322568440s=ataglance&slreturn=20130409215343
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in a corryption investigation that snaredUS senatoisix members of Congresseveral state and
local officials and ayaming regulato?®*

The most immediate result of that scandal was &iecby therGov. Brendan Byrne of
New Jersey to dismiss the four pame commissioners (including the indicted commissioner)
and replace them with four fulime commissioners who joined the filne chair, who had
survived the scandaf® That move proed to be an important means of savingnd ultimately
restoringi public confidence and trust ithe regulatory process.

As noted in the previous sectiomet Pennsylvania Gaming Control Board endured a
scathing State Granblry report in 201%%¢ Spectrumwhich had been a consultant to the board,
held a critical vantage point in observing that agency in acfioa.essence of that report, and its
implications, were summarized in a column in Bagriot-Newsof Harrisburg:

A recent grand jury investigation into the
Control dBdarnd séa culture of &édnoncriminal n
turned a blind eye to potentially criminal activity, but commanded tigatsrs to do the

same.

When they didndét, administrators O6scrubbed

before handing them to the board, the grand jury report states. The grand jury suggests the
game was fixed before the gambling law wasspéds

Accordingtothe 10page report, OEven prior to the p
considering candidates$b to sit on the powe
The grand juryodés report vividly illustrat

political congderationsé

There was the sense inside the agency that every legislator was pushing to have someone
hired. Lists of applicants, with the names of their sponsoring legislators, were compiled
and passed around.

One Gaming Control Board administrator testie d t ha't Omore ti mes
political favorites o6fell on their face d
given preference over qualified people who

g ¢ KS C. L { {TNnfeFabruarg28, 3988 4 & > ¢
http://www.time.com/time/magazine/printout/0,8816,921807,00.html

¥Sa | NIIAY 2FfRNRYyZ a! f 2y 3 | YR NEWAYOR KinfeRpriNZ 11980 (12 OF aAy
http://travel2.nytimes.com/top/reference/timestopics/subjects/g/gambling/index.ctx?offset=180&field=des&mat
ch=exact&query=POLITICS%20AND%20GOVERNMENT&

366 pennsylvania grand jury repotittp://enews.attorneygeneral.gov/uploads/GamirQontrotBoard
GrandJuryReport.pdf
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According to the grand jury, the hirifgy patronage resulted in an inept administrative
staff, lacking the qualifications to supervise a multibilkdwllar industry®®’

The history of scandal and controversy in gaming regulation shows that agencies can
survive, sometimes following dramatic ste@nd sometimes simply by appointing new people
over time who fully understand the delicate relationship between maintaining public confidence
and advancing public policy.

Gaming, and its regulatory oversight, has been guided by certain principles ktrekrea
that we have observed in our work over the past several detad08, Spectrum wrote the
following in a report for the Commonwealth of Massachusetts:

Our experience over the past decades has led us to develop certain cautionary notes to help
engire that expectations are realistic. While no two gaming markets can be precisely alike,
there are some commonalities, including:

1 Gaming should never be viewed as a panacea to cure social ills or solve fiscal
problems. It is a tool that, if effectively maged, can generate capital
investment, employment anikitation that in turn would provide resources that
can help address a variety of other issues.

1 Casinos, by themselves, cannot turn unattractive or unappealing neighborhoods
or communities into attraige magnets. To effect such a potential change often
requires significant amounts of planning, financial capital and political capital.

i Casinos, by themselves, cannot turn former industrial areas or otheyurist
sites into tourist attractions. Thatqueéres a concomitant investment in
developing a necessary tourism infrastructure.

1 Neither the challenges nor the opportunities created by a casino industry stop at
municipal or even state boundaries.

1 The heart of the competitive bidding process will be the establishment of
guidelines that delineate the criteria for evaluating kitilse stateneeds to be
as expansive and comprehensive as possible in its guidelines.

In our experience in various marketncluding as participants and close observers in the
30-year history of casino regulation in New Jersey, we note the following:

1 A regulatory system should start out strictly, and then be modified as
circumstances change, and as the regulators beconeecorafortable and gain
confidence that the process is moving in the right direction. In most cases,
political and economic realities will be quickly established, making it difficult
to move in the opposite direction, toward a system of stricter regulatidn
tighter controls. This would be particularly true in this instance, where the

52yl f R DAfEAfTlIYR at Syyaeft @l gukdre oDrlonérimyha miscAnductNE f
grand jury report says the PatriotNews June 12, 2011
http://www.pennlive.com/midstate/index.ssf/2011/06/grand jury report describes cu.html
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legislation contemplates a competitive bidding process. In such instances, the
most important rules are the ones established at the outset to determine the
successful bidder Once those criteria have been established and a successful
bidder has been named, the system would not allow lawmakers or regulators to
go back and alter those initial criteria.

1 (Once)a casino is established and is generating tax revenue, employiolg peo
and attracting visitors, it cannot be easily undone in any practical sense.

1 The public sectoé has broad discretion and powerful leverage at the outset to
ensure that the successful bidder takes whatever steps are necessary to advance
the public inteest on a wide variety of fronts. Such leverage would be at its
zenith during the pricensing phase, in which applicants would recognize that
they must compete against each other in their zeal and in their creativity in
developing strategies to advance thublic interest. Once licenses are issued,
and casinos are operational, we caution that such leverage would largely
disappear.

1 Using that leverage to require that all bidders submit comprehensive, credible
plans that are in congruence with public pokaan be justified by the proposed
legislation, which essentially creatés regional monopolies. No other private
businesses that targets consumer discretionary spending, from hotels to
restaurants, could reasonably expect (tiad statewould protect tem from
potential instate competition. We suggest that such protection requires a
corresponding commitment to ensure that marketing, human resources and other
policies put forth are designed to promote the public intét@st.

2. Conclusion

The modern historyfeefforts to establish effective gaming regulatiobeginning with the
adoption of the New Jersey Casino Control Act in 10parallels the interest of Wall Street in
gaming as an investment opportunity. In our experience, that is no coincidence. Aceabke
effective, stable regulation adds risk to investments, and risk translates into a higher cost of capital.
The reverse is also true. Confidence lowers risk, which lowers the cost of ¢apitecessary
ingredient for the development of a succesgérhing industry.

The ability of policymakers to push through changes and establish policies declines over
time. With that in mind, policies can be established from the outset that are designed to ensure that
both the state and the licensees share commmails.g

368 Spectrum Gaming Grou@omprehasive Analysis: Projecting and Preparing for Potential Impact of
Expanded Gaming on Commonwealth of Massachuskttgust 1, 2008, p. 21
http://www.mass.gov/hed/docs/eched/megaminganalysisfinal.pdf.
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F. Gambling as Public Funding Source

I ASYSNIf RSAONARLIIAZ2Y 2F 3JlLYofAy3a & | Lddzmf A0 ¥Fdzy
and uses of gambling as a public funding source; reliability and predictability of gambling revenues; direct
and indirect costs to the state.

1.{Gr0SaQ wSOSALXia FNRY DIYotftAy3d wS

States choose to legalize gambling to raise revenue for public programs or for economic
development, ofor both. The amount the states collect from gambling revenues is a function of
several factors, including:

T The revenue performance of a statebds vari
1 The types of gambling allowed and their availability to key population centers.
1 The tax rate on gambling revenue, or other fees and obligations.

1 The public policyi or underlying purposef why gambling was established. In Nevada,
for example, the low casia@venue tax rate has spawned the development of
multibillion-dollar resorts, which in turn collect sales and lodging taxes that do not show
up in gamblingspecifc revenue reports

For data in this section, Spectrum relies on (and has the permission to use) reports by The
Nelson A. Rockefeller Institute of Government at the University at Albany (NY), which annually
tracks state receipts from gambling. Its most such recent repadt, i n t he Bl ack:
Gambling Revenues Rose in 206i0by Lucy Dadayan and Robert B. Ward, provides
comprehensive data and analysis on this important subject.

For some states, gambling is an integral part of their fiscal health and hence their
governments closely monitor the performance of their various gambling se@oncsmay help
explain the economic need by some states to expand to either sustain or grow revenues. As noted
later in this section, gambling receipts accounted for more thprcent of owrsource general
revenue for five states in FY 2089.

First, we present the dollar amounts that gambling in four primary sectoesinos
(commercial; i.e., noiNative American), racinos (racetrack casinos), lotteries anehpstueli
generged for its host states:

39| ucy Dadayan and Robert B.Ward O1 Ay GKS . fFO1Y {GF GSameDt Yof Ay 3
2011 http://www.rockinst.org/pdf/government finance/20106-23-Back in_the Black.pdThe authors expect
to release their updated version in mRD13.

370 bid.
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Figure4ly { G 3S&aQ 3AFYoftAy3d NBGBSydzS TF-MRBués FY220lDSNA Sas Ol

In $ millions Lottery Casino Racino| Parimutuel Total
Alabama 2.1 2.1
Arizona 141.9 0.3 142.1
Arkansas 82.8 4.7 87.5
California 1,089.7 155 1,105.3
Colorado 112.9 107.7 0.5 221.1
Connecticut 285.5 7.1 292.6
Delaware 36.9 237.7 0.1 274.7
Florida 1,246.8 138.1 11.5 1,396.4
Georgia 883.9 883.9
Idaho 36.5 0.9 37.4
lllinois 657.9 483.0 7.0 1,147.9
Indiana 189.7 752.4 120.3 4.5 1,066.9
lowa 57.9 209.8 100.8 3.9 372.4
Kansas 69.0 5.6 0.0 74.6
Kentucky 214.3 0.0 214.3
Louisiana 133.7 426.1 58.7 5.3 623.7
Maine 52.2 28.2 2.4 82.8
Maryland 510.6 15 512.1
Massachusetts 903.5 2.1 905.6
Michigan 713.7 250.8 6.7 971.1
Minnesota 122.2 0.6 122.9
Mississippi 287.0 287.0
Missouri 259.7 474.7 734.4
Montana 10.6 0.1 10.7
Nebraska 32.0 0.1 32.1
Nevada 829.3 829.3
New Hampshire 66.2 1.6 67.8
New Jersey 924.2 327.3 1,251.5
New Mexico 43.6 65.1 0.0 108.8
New York 2,214.7 464.0 22.5 2,701.1
North Carolina 432.2 432.2
North Dakota 5.7 0.3 6.0
Ohio 728.6 8.4 737.0
Oklahoma 70.0 13.9 13 85.1
Oregon 536.0 3.0 539.0
Pennsylvania 915.7 319.6 871.0 17.5 2,123.8
Rhode Island 55.6 289.1 15 346.1
South Carolina 272.4 272.4
South Dakota 119.8 17.0 0.4 137.2
Tennessee 288.9 288.9
Texas 1,094.6 10.3 1,104.9
Vermont 21.6 21.6
Virginia 430.3 430.3
Washington 142.5 2.0 144.5
West Virginia 39.8 529.2 8.3 572.3
Wisconsin 143.8 0.3 144.2
Wyoming 0.2 0.2
US Total 16,389.9 4,490.3 2,916.0 149.6| 23,945.9

Source: The Nelson A. Rockefeller Institute of GovernniRantinoVLT revenues are includedlinttery.
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Next, we rankhe states by total gambling receipts for FY 2010. The states with the highest
gambling revenues do not necessarily generate the highest state tax receipts because their tax rates
may be lower and/or they may have fewer types of legalized gambling. Nggadeates more
than three times the casino revenue than any
ranked only 1% besti because it has the lowest casigoenue tax in the country (6.75 percent)
and because it has no lottery and no-partuel. Note that Florida ranked third, behind New York
and Pennsylvania.
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Comprehensive data for state recgiffom Native American gaming operations are not
available, either becausieey arenot taxed or the data are proprietary. The Rockefeller Institute
did collect data from nine states that have the largest collections of Indian gaming receipts:
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Figure43: State receipts from largest Native American casino states

$ millions FY 2008 FY 2009 FY 2010
Arizona 111.2 97.5 89.0
California 244.7 408.8 411.0
Connecticut 411.4 377.8 359.3
Florida n/a n/a 287.5
Michigan 53.9 55.7 38.8
New Mexico 65.5 63.7 62.7
New York 148.0 70.4 129.6
Oklahoma 71.6 92.8 14.2
Wisconsin 45.1 121.8 52.2
Subtotal 1,151.3 1,288.7 1,444.2

Source: The Nelson A. Rockefeller Institute oféBoment

Now we look at the US trend in state receipts from gambling, by sector, from FY 1998
through 2010. Note in the following chart that receipts declined after the Great Recession began
in 2007. The gambling industry had until that time proven to be reststasbnomic downturns,
but the two largest sectoirscasinos and lotteriésexperienced revenue declines coinciding with
the recession. The racino industry was still very murathergoing widespread expansemd thus
remained in a growth modRegardingacino revenue, it is important to note that The Rockefeller
Institute groups VLT revenue from racetracks with lottery revenues, impacting the classification
of racino receipts from Delaware, New York, Rhode Island and West Virginia (and, going forward,
Ohio). The parimutuel industry continued its long, steady decline, with state revgrhueging
from $554 million in 1993 t&150 million in 2010
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Figured4: Trends in state gambling revenue, FY 198®810
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As noted previously, some states are more reliant on gambling receipts than others.
Nevada, which has 265 casinos and in 2012 reported gross gaming revenue of $10.9 billion, in FY
2009 relied on gambling receipts for 12.5 percent of its-saurce gemal revenue. Rhode Island
and West Virginia, whose lotteries operate racetrack casinos (with video lottery terminals in lieu
of bona fide slot machines), each relied on gambling receipts for 8.4 percent of their FY 2009 own
source general revenue, as shamwthe followingtable(on two pages). The total for all states was

2.4 percent.
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Figuredsy { G 1SaQ

Gambling Percent change
revenue as share in gambling as
of share of own share of own
source revenue,| source revenue,

FY 2009 FY 1998009
Nevada 12.5 -3.3
Rhode Island 8.4 39
West Virginia 8.4 6.0
South Dakota 6.2 -1.9
Indiana 5.1 1.1
Oregon 4.9 2.1
Delaware 4.9 -1.8
Missouri 4.8 1.1
Louisiana 4.6 0.9
Pennsylvania 4.5 1.9
Georgia 4.0 0.2
Mississippi 3.6 -1.0
lowa 3.6 0.7
New Jersey 3.5 -1.1
Florida 3.3 0.3
Michigan 3.1 0.7
lllinois 3.0 -0.2
New York 3.0 -0.3
Massachusetts 3.0 -1.0
Maryland 2.4 -0.9
Ohio 2.0 -1.8
South Carolina 2.0 2.0
New Hampshire 1.9 -1.2
Tennessee 1.8 1.8
Connecticut 1.8 -0.6
Texas 1.8 -1.5
Virginia 1.6 -0.1
Maine 1.6 -0.1
Colorado 1.6 -0.5
North Carolina 15 1.5
Kentucky 15 -0.4
New Mexico 1.3 0.9
California 0.9 -0.2
Idaho 0.9 0.1
Arizona 0.8 -0.1
Oklahoma 0.7 0.6
Kansas 0.7 -0.3
Wisconsin 0.6 -0.3
Vermont 0.6 -0.9
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Gambling Percent change
revenue as share in gambling as
of share of own share of own
source revenue,| source revenue,

FY 2009 FY 1998009
Minnesota 0.6 0.1
Washington 0.5 -0.3
Nebraska 0.5 0.0
Montana 0.3 -0.1
North Dakota 0.2 0.2
Arkansas 0.1 -0.1
Alabama 0.0 0.0
Wyoming 0.0 0.0

Source: The Nelson A. Rockefeller Institute ofgboment. Three states ndisted: Utah and Hawaii have no legalized gambling, Alaska has only
Class Il Indian gaming, which is not taxed.

2. Reliability of Gambling Revenues

As shown in Figurel4, legalized gambling generally provides a reliable revenue stream
for governmentspn aholistic leve| except in times of severe recession. At the individual state
level, however, gamblingevenue receiptare subject to rapidi and sometimes dramatic
declines when a neighboring state introduces a competing product that is within easy neac
is most notable irDelaware and New Jersewherethe introduction of competing casinos in
neighboring states haaused casintax receipts to deitle 6 percent and5 percent, respectively
from their peak collection years of 2011 and 2006, respey.

Nationally, n 2011 (the most recent period available for both sectors), commercial and
Native American casino@ncluding VLT racinos, which in Figurdl are instead grouped as
Lottery revenue}hroughoutthe United Stategenerated $63.1 billioof gross gaming revenue
This is depicted in the followinghart(the dotted line indicates overall linear trend in US gross
gaming revenue).
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Figure46: US GGR tren@0022011
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Source: American Gaming Associatiort, & A Yy AndianAGanding dndustry Report, 2013 Edition

In total, over the 1{§ear period (ended 2011), yeawrer-year growth occurred in eight of
the 10years, with the Great Recession causing revenue declines in 2008 and 20b@&arthh
and depth of the recessieffectively shattered the truism that casino gambling was recession
resistantTotal growth in US gross gaming revenue (from 2002 to 2011) was 46 percent, or average
annual growth of 4.3 percent. This growth was considerably greater than overall grdiwh in
Consumer Price Indé% i which grew by 25 percent over the entire period, or average annual
growth of 2.5 percent’?

For 2012 as noted earliegommercial casinos had gross gaming revenue of $37.3 billion,
a 4.8 percent increase over 2011 figié€omparable data for Native American casinos will not
be available until later this year; however, assuming there is no decrease in Native American
gaming revenue (i.e.., 2012 vs. 2011) will equate to total US gross gaming revenue posting at least
a 2.7 pecent yeafoveryear increasé marking the third consecutive year of revenue growth.

The followingchartshows gross gaming revenue (and a dotted line indicating overall linear
trend) from US casinos juxtaposed with the diaginerevenuetaxes paidrom calendar year
ended 2002 through 2012.

31 Thesedata represent changes in prices of all goods and services purchased for coisubypall US
urban households.

S72UsDepartment of Lhor, Bureau of Labor Statistidsttp://www.bls.gov/data/inflation_calculator.htm

3732013 State of the Statep, 5.
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Figure47: US GGR and direct taxes trend, 200211
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In total, over this 1dyear period, yeaoveryear growth in direct taxes stemming from
casinorevenue occurred in 10 of the 11 years (as 2008 was down 0.6 percent versus prior year).
Total growth in direct taxes stemming from US commercial gaming rev@maune 2002 to 2012)
was 84.7 percent, or average annual growth of 6.3 percent. This growth was considerably greater
than overall growth in the Consumer Price Intdgk which grew by 25 percent over the entire
period, or average annual growth of 2.5 peréént.

The aforementioned direct taxes reflect results of commercial casino operations in 23
states. Importantly, netting out new casinos and/or jurisdictions (i.e., those not having casinos at
start of the aforementioned period), of the 15 stateh#wtasnos (and diect taxes) in both 2002
and 201 the direct taxes stemming from casino revenue were up 19.9 percent, or average annual
growth of 2 percent.

3. Direct and Indirect Costs to the State

The costs that legalized gambling may impose orestat local gvernments are both
direct and indirectDirect costs, such as specific transportation infrastruatypeovements or the
costs of additional law enforcement officers, are easy to identify and quantify. Indireca@sts

374 Seehttp://gaming.unlv.edu/reports/direct_taxes_casino.pdf

375 Thesedata represent changes in prices of all goods and services purchased for consumption by all US
urban households.

876 United States Department of bar, Bureau of Labor Statiss
http://www.bls.gov/data/inflation _calculator.htm
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not. These costs may be somewleatoved and tangential to the precipitating cause. For example,
consider an individual who loséss job due to problermgamblingrelated behavior and goes on

unempl oyment. The connection between this per

notberedi 'y established. It may remain fhidde
Ascribing indirect costs to legalized gambling also presents another challenge. Where do you draw
the line? Can anything that can even be remotely linked to gambling be ereaseh indirect
cost?’’

The proliferation of legalized gambling and the apparent strong public support for it may
understandably lead one believe that the social costs ghmbling exist within an acceptable
range or are sufficientlgffset by itsbenefits.As recently as March 5, 2018early62 percentof
the voters in Linn Coaty, 1A, an economically vibrarend white collararea, approved a new
casino despite a strong opposition movement that emphasized the negative costs of §&mbling.
Currently all but two states, Hawaii and Utah, have some form of legalized gambling. However,
opponents might argue that the proliferation of gambling is attributable to financially pgwerf
politically influential pregambling forceghathave successfully defed and manipulated public
understanding of the issue.

According to the American Gaming Association, a 2013 poll found public acceptance of
gambling to be at the highest level of the past dealme 85ercentof Americansview casino
gambling as an accigble activity for themselves or othersvedall acceptability is above 80
percenfor all age groups and is highest among younger individuals, #ga2d to 39, and lowest,

82 percentamong those age 60 and oVér.

The national experience seems to tadie that while more accepting of legalized gambling,
the public wants it to be contained within a strict regulatory framework. As the 1999 National
Gambling | mpact Study noted, ARnGovernments
permitted and which wlilnot; the number, location, and size of establishments allowed; the
condition under which they operate; who may utilize them and under what conditions; who may
work for them; even who may own them. And because governments determine the level and type

ofcompetition to be permittedéthey are al so a

and |%®sses. o

5 2dAt L& a® 2Ff1SNE at NBofSYa Ay vdz yiAmdieahy3d (KS
Journal of Economics and Sociolafyyy 2007, p. 615.

WA Ol {YAGKI G[AYyyYy [ 2dzyie @2GSNB 20SNBKSt YAyt e
March 5, 2013http://wcfcourier.com/news/local/linncounty-votersoverwhelminglyapprovecedarrapids
casino/article 7759975861511e2923f£0019bb2963f4.htm|13

3792013 State of the Statep.2.

IONGISCp. 4.
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Many state and local governments are in a conflicted position when it comes to legalized
gambling. They are often the beneficiaries of increasedeteenues, but they must also bear the
financial burden of any social dysfunction caused by gambling. States that operate lotteries are
actually gambling providers and maintain an exclusive monopoly on that service

No responsible public official wants harm s community. The challenge public officials
confront is knowing what gamblingelated course of action will produce desired results given
strong and conflicting public opinion and data

Debate over the benefits and costs of legalized gamblimts stéth the definition of
exactly what is a social 0cos t3¥nowsithhtresearchesnef i
fail to agree on the appropriate way to conceptualize and quantify how gambling may affect
society. He identified the need for astlardized methodology for measuring the costs and benefits
of legalized gambling and believes that public policy debate is hampered by the lack of such a

model®®2Measuring and comparing fisocial costso a

present chilenges. For example, if one community elects to commit considerable funds to battle
problem gambling and another similar community does not, is it reasonable to assume that problem
gambling is greater in the former commufi

According to Walker, it igmportant to understand this distinctibecausdhe level of
government expenditures may not necessarily reflect the magnitude of a social pAoinémar
aspect of this is that a welinded, effective public program located in one community, maycattra
clients from outside that community and thereby inflate the local extent of the prablgood
example of this is services provided to homeless persons.

Economist Earl Grinols has written extensively on the benefits and costs of legalized
gambling. Acording to Grinols, lte social costs of gamblingainly fall into nine categories:
crime costs, business and employmewsdts, bankruptcy, suicide, illnessdated to pathological
gambling, sociaservice costs, direct regulatory cosgsnily costs, andbused dollar®*

a. Crime

Of the costs associated with legalized gambling, crime is usually a foremost governmental
concern. It has a direct i mpact on a communi
require the allocation of additional resoescthat could offset the potential revenue benefits of

381walker has worked on various Spectrum projects, and participated in the research and writing of this
report. Walker is referenced as a thipairty in this report in areas where we are citing his work that was
performed independently of Spectrum.

2\Walker,dt N2of Sya Ay vdzZ yiATFTFeAy3a (GKS {2qk45f / 2adGa | yR
383 |bid. p. 617618.

384Earl L. Grinolsihe Hidden Social Costs of Gamblidgnter for Christian Ethics Baylor University, 2011,
p. 21.http://www.baylor.edu/content/services/document.php/144584.pdf
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legalized gambling. Crime may also lower the quality of life in a given area, causing residents and
businesses to leave and result in urban blight. Of all the arguments against legalized casino
gamblirg, the concern that casinos will bring more crime into a community is among the most
common. On the other hand, casino gambling is believed by some advocates to help reduce crime
by providing good employment opportunities and reducing poverty.

In 2005, Mayland Attorney General J. Joseph Curran Jr. issued a report to a legislative
commi ttee on the potenti al i mpact of casino
fiction to delude ourselves that it is possible to have casinos without more Casieos would

bring increases i n e Vhetypes oferime loefcitedinciuded wolert a ¢ t

crimes, crimes against property, insurance fraueenile crime, drug and alcohol related crime,
domestic violence and child abusEhese dmes are driven by pathological gambling and
organized crime element® According to Curran, this increased crime wolltpose
fitremendo Mar g b a¥ dlevwmmeddegislators that if they allowed themselves to
become dependent on what he desciibeas fa s mal | percentage of
become ®®rapped. o

When the Massachusetts legislature was considering a casino proposal in 2008, the
Massachusetts Distt Attorneys Association wasore reserved and less stridéfrite group took
no official position on the issue but made available a fact sheet that quoted a state legislative
commi ssion report . Jamdingexpangon is tikelf tohuing dn attdmdant 0 é
increase in crime volume, as is consistent with increasesdtimgipopulations seen in other large
developments across the country. There is no evidence conclusively pointing to an increase in

crime rates fromPexpanded gambling. o

The 1999 National Gambling Impact Study Commission took a similar position when
examning the relationship betweemime and gamblingDue to inconsistencies in the types of
crimes studied, the Commission noted that it was not surprising that the proponents of both views
are able to advance research to support their views. Therefor&othenissionfound the

g

reliability of such studies questionablEhe Commi ssi on concl uded, A

BWawSLR NI 2F GKS '
to the Joint Executivkegislative Task Forfe2  {
2005, p. .

YSNI £ Wd W2aSLIK /[ dzZNNI y
SN

386 |bid., p. 1
37 |bid., p. 3.
388 |bid., p. 3.

389 Report of the Massachusetts Commission to Study the Potential Expansion of Legalized Gaming,

Prepared for Governor Jane Swift, 2002dz2 G SR Ay &/ I aAy2 DI YoftAy3d FyR / NRYSZ

Association, March 12, 2008, p. 1.
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literature shows that communities with casinos are just as safe as communities that do not have
. 3 Y
casi®os. 0

In a 2005 study published ithe Revievaf Economics and StatistidSrinols and Mustard
examinel the relationship between casinos and crime usingtylevel data for the United States
between 1977 and 199%heir sample coveredll 3,165US countiesand focused on the seven
FBI indexed crims: aggravated assault, rapebbery, murder, larceny, burglary, and auto theft.
They found that most factors that reduce crinoecur beforeor shortly after a casino opendiose
that increaserime, such agproblem and pathological gambling, occur otiere. Theconcluded
that the &ect on crime isdw shortly after a casino opens aestalates over tim&! Although
Grinols and Mustard considered their study to be one of the most comprehensive in terms of the
counties covered and the variables usedag not without its critics.

Walker faulted the Grinols and Mustard study for not adequately addressing the issue of
c a u s a Theiroresults drénvalid because of a variety of serious problems in their data and
analysisThe authors simply compared casio norcasino counties. But they diobt control for
the volume of tourists, so the crime effect they found heaye been caused by tourism generally
rather than casino tourisspecifically. To show a valid link between crime and casinos, the authors
would have needed to compare casino counties to other counties witasiowtourismo>?
Walker believes that sindew, if any, of the researche@inols and Mustard citecknowledge
this issue or account for, the result isan overstatement of tle®cid costs of casino gambling on
government and society?

In a 2011 studyGrinols, Mustard andstahastudied the issue of how the type of visitors
may affect crime. In an exhaustive study that analgz¢d on National Park visitors between 1979
and 1998n every county irthe United Stateshey concluded that the type of visitor and the nature
of the attraction have significantly different effects on crime r&fes.

Obviously, conflicting studies and interpretations of data present a huge challenge to state
and local policy makers attempting to accurately gauge how casino gambling related crime might

ONGISCp. 714.

¥ NI [® DNAYy2ta& YR 5F@AR . @ adml HINRSE wiS @ AaShgy 225F>
and StatisticsFebruary, 2006, pp. 24b.

W5 2dz3tla ad 2Ft1SNE a4/ KFfftSyasa GKFdG /2yFNRyd wS
DI Yo f Ay ®ah&aning AsBdkiation 10th Anniversary White Paper Series, January 20@eaBko
52dAtra ad® 2Ff{SNE at N2ot Sya Ay vdz yAmdicah JodnaiokS { 2 OA
Economics and Sociolqghuly 2007, pp. 66845.

393 |bid. p. 9.

S4EarlL.Grinolg F AR . ® adzaldl NR yR aSftAiaal Juddl = ol 24
Quantitative Criminologyol.27, 2011, pp. 36378 Accessed at
http://files.campus.edublogs.org/blogs.baylor.edu/dist/0/221/files/2011/11/Hedo-VisitorsAffect-Crime2011-

1mb82v1.pdf

> SPECTRUM Florida Gaming Study, ParAL 172
< GAMING GROUP

9 ¢

as

I €

R 2



http://files.campus.edublogs.org/blogs.baylor.edu/dist/0/221/files/2011/11/How-Do-Visitors-Affect-Crime-2011-1mb82v1.pdf
http://files.campus.edublogs.org/blogs.baylor.edu/dist/0/221/files/2011/11/How-Do-Visitors-Affect-Crime-2011-1mb82v1.pdf

affect their communitiesAnother complication in analyzing the crime related costs of legalized
gambling is that costs are often dispersed among various |dvgtsr@nment federal, state,
county and municipal. For example, the costs of criminal investigations and prosecution may be
borne by county government and the costs of imprisonment by the state.

b. Public Health

Public health is another area in which stael local governments are both directly and
indirectly impacted by legalized gambling. The World Health Organization, which established
standardized definitionfor community health caye br oadl y d e fThenstate offi h e a |
complete physical, mentagnd social wetbeing andnot merely the absence of disease or
infirmity.0*® Advocates of casino gambling often cite its potential to improve the overall wellness
of the community in many ways. Chief among these is the potential to create employment with
tangible benefits such as good incomes, adequate health insurance, and access to quality health
care. Such positive outcomes would improve the quality of life, vitality and overatbeseit) of
a community.

Opponents are quick to point out that negatbeenmunity health impacts may also
accompany the advent of legalized gambling. Many of these would be related to pathological and
problem gambling, which have been associated with unhealthful behaviors and outcomes such as
drug and alcohol abuseicotine cependence, depren and insomnia. It has also been associated
with higher rates of child abuse and neglect, domestience, unsafe sex and family break up.
Such adverse outcomes weaken a communitydés vi

How effective the response to a public problem will be depends on how accurately the
problem is understooédddressing the challenge of problem and pathological gambling is difficult
since an individual may be plagued by othergxisting disorders suclsdrug and alcohol abuse
or mental illness. Again, the question of causation must be addr8gsgdly because certain types
of behaviors are associated with gambling does not necessarily mean that gambling caused them
This condition is known as emorbidity.

Co-morbidity was cited as a consideration by the 1999 National Gambling Impact study
Commission | t not ed: APat hol ogi cal gambl i ng of te
psychological problems, including substance abuse, mood disorders, and persomatigrslis
The joint occurrence of two or more probleintermed cemorbidity i is an important, though
complicating factor in studying this disorder. Is problem or pathological gambling a unique

gl Df2aalNBE 2F ¢SN¥Ya F2N/ 2YYdzyayiasd S1EHK/ SYRBBIY
Health Development Ageing and Health Technical Report Volume 5, 2004,
http://www.who.int/kobe_centre/ageing/ahp_vol5_glossary.pdEmphasis not in originl.
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pathology that exists on its own or is it merely a symptomanframon predisposition, genetic or
otherwise, that Whderlies all addictions?090

Wal ker pi c ks Iwamblongwete hatan opian,apdrson wio is predisposed
to apathological disorder may manifest his disorder in other unhealthy Wiys; pahological
gamblers have other behavioral disordérsif pathologicalgambling is simply a symptom of
some more basic disorder, then, it isthere basic disorder rather than gambling itself that is the
underlying causef the adverse consequences andadaosts of the pathological gamblifgy’

He notes that according to tBesSM-IV criteria,a persorcoping with lpolar disorder, who may
meetall of the criteria for pathological gamblinig not considered pathological gambler if the
individual also mets the criteria for a ManiEpisode, and the Manic Episode is responsible for
excessive gamblingf®

Similar questions arise if an individual is both an alcoholic and a compulsive gambler who
abuses and neglects his family. To what extent is his alcohofisponsible for the harm and
distress he causes his wife and children as opposed to his compulsive gambling?

The data do suggest that individuals who are afflicted with these sorts of behavioral
disorders may be more inclined to problem gambling. Howexem if opportunities to gamble
were not readily available, government would still need to cope with the various manifestations of
these other problems. The failure of policy makers to take@didity into account may lead one
to overstate the negativenpacts of legalized gambling and lead to sub optimal government
policies and programs designed to respond to those impacts.

How to manage any negative health impacts of gambling is clearly a concern to many state
and local officials. As with crime, theyilvfind little definitive guidance in the literature, which
is often conflicting and ambiguouBraming the problem with adequate precision to shape and
enable an effective public policy response may be difficult

A further complication is that what idten perceived as benefit of casino gambling may
have some inherent gative health aspects as wélbr instance, family sustaibe employment
is good, but employmernm a casino can exposgorkers to longperiods of secontiand smoke
of which the advese health effects are well knowi.Shift workers and those required to work
long hourscan experience considerable disrupsiohfamily and social activities sina@aany of
these aréayoriented. Weekend work schedutssmimpedenvolvement infamily sportingevents
or religious activities and diminish supportive social connections with those whose daily schedules

SBNGISQ. 43.

B2 I £ {SNE &/ KFffSyasSa GKIFG /2yFNRYyGd wSaSlkNOKSNa 2y

398 bid.
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http://www.cdc.gov/tobacco/data_statistics/fact_sheets/secondhand_smoke/health_effe@stessed May 18,
2013)
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are no longer similar. Family relationship strain can occur when one can no longer adequately
assist with child care, shopping and housewdvliany of these negative aspects may be
ameliorated by a better understamyd of them andadaptationsand accommodations the
workplace?®

It is critical that state and local governments considering or already affected by legalized
gambling evaluate andnderstand all its potential aspects. Many communities impacted by
legalized gambling respond to public health concerns by conducting a community health impact
assessmenftifllA0). An HIA is an informatioml tool designed and implemented by the local
communty to enabledecisiormakersto consider the health implications of pased policies,
especially policies that do nappear to havadirecthealth connection. It has threere functions:
assessment, policy development and assur@hce.

An excellent example of a HIA for a community considering legalized gambling is the
Kansas HIA Project? It was conducted by the Kansas Health Institute, and funded in part with
grants from the Health Impact Project, a collaborative effort by the Robert Wood Johnson
Foundaion and the Pew Charitable Trusi®ie Kansas HIA Proje¢horoughly &amined how the
presence of bocal casinocouldaffect health, both positiyeand negatively. It examingmbtential
risks, suchas secondhand smokexposuretraffic accidents, proleim and pathological gambling
divorceand suicide. It also analyzgubtential community benefits, such as job creatiocreased
tourism,increasedstate and local revengieand health insuranc&he goal of the assessment was
to bring allhealthimplicationsup for informed consideration and debate. The Kansas HIA believe
they succeeded in that gd&t.

c. Traffic and Transportation Infrastructure

There are several pathways through which casino gambling magire state and local
governmentranspatation infrastructureThe roadway system nesdito supporincreased leve
of traffic may already be old, at capacity, or inadequately designed eonatadate new traffic
patterns. The cost to bring the infrastructure up to requ@tatedards can deundreds of milliors
of dollars.Impacts may also extend to pubifiensportation. State and local governments may see
train, bus or subway traffic increase to uncomfortable levels on certain routes requiring that they

WG KATGE2NLY 1SIHEGK 9FFSOdGa s { 2f dalorkersyng. Jrévised OO dzLI G A

2005http://www.nupge.ca/files/Shiftwork(accessed May 18, 2013)

Wlg/ 2YYdzyAGe 1SHEGK ' 23aSaaySyd FyR LYLNR@GSYSyd ttlty

Health Official$http://www.naccho.org/topics/infrastructure/CHAIP/index.cffaccessed May 18, 2013)

gt 20SYdArE ISFEOGK 9FFSOGa 27F / | dHesftRInstuBed@dbe LIY Sy (i
2012http://media.khi.org/news/documents/2012/10/23/Complete HIA Report.pdf

403 |hid., p. 100.

> SPECTRUM Florida Gaming Study, ParAL 175
< GAMING GROUP

A



http://www.nupge.ca/files/Shiftwork
http://www.naccho.org/topics/infrastructure/CHAIP/index.cfm
http://media.khi.org/news/documents/2012/10/23/Complete_HIA_Report.pdf

increase service levels. They may aleel pressure to establish unprofitable routes in order to
transport workers who might otherwise be unable to get to.work

In many casesa casino developer may agree to share some of the estimated costs of
improvementor public transportation servicas part of his approval procesk other cases
government may assunaeportion ofthese costs in ordeo geta casino project going to enjoy
other economic benefits

In New Jerseyn the mid1990s under Governor Christie Whitman, the state agreed to
fund $275 million in major roadway improvemsetb facilitate the development afnew casino
resort proposed blirage Resorts and its CES{eve Wynnlt is currently the site of thBorgata
Casino Hotel & Span Atlantic City. Donald Trump, who owned a ¢as on an agjcentproperty,
strondy fought against theroposar® He withdrew his opposition after the state included in the
plananaccess improvement tme of thecasins his company operated at the time

One of the more immediate impacts state awdllgovernment may feel upon opening a
new gaming facility is an increase in traffic on local roadways. The degree of the impact is subject
to many of the aforementioned variables as well as the scale and location of the new facility.
Sometimes, the impacbf traffic are felt regionally, in nearby communities that may have had no
say in the development proce€onnecticut was one of the first states to have Indian gaming, as
it was faced upon it by a federal court decision. It can serve as an impox@ampke for two
reasons. It demonstrates how the impact of a casino can transcend municipal boundaries and it
shows how the lack of good regional planning can exacerbate their more challenging impacts.

Concerns regarding the impact of traffic were subgtad in an impact study Spectrum
did for the State of Connecticut in 20888 Foxwoodsopened its resottasino in Ledyard in 1992
on Mashantucket Pequot Indian tribal lamsccording to Mayor John Rodolicoi The mo st
immediate effect wa the increase of traffic ono a d s ,lico stReddid hey édve had t 6
thousands of peopl e goi nd®incleaseddraffic voumesausece d ay
serious deterioration on old farm rodtat were not up to handling the heavraiffic.

d. Law Enforcement and Emergency Services

Emergency services are those services provided by various levels of government such as
police, fire and emergency medical responders that protect citizen lives and ensure public safety.

WED2PSNYYSY(d &dzLILI2 NI F2NJ ! Gf | Ll AlgustR@) 899701 A Ay 2 NI A a
http://www.cnn.com/US/9708/26/tunnel/

405 Gambling in Connecticut

W AyRale / 2ND2NIyI 4[] Saazya TTheEVetroWesyDAIS Raiviabatiei U & O a
24, 201http://www.metrowestdailynews.com/news/x1522344116/Lesseimem-Connecticutsasine
experience?zc p=0
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Collectively, theyareoftenef erred to as Afirst responderso
to arrive at the scene of a crime, emergency or disaster.

The impact ohoncriminal demands on local law enforcemamnid other first responders
is often overlooked or given secomgaonsideration in gambling impact studi&ghat impact
will an attraction that operates on af2dur basis, seven days a week have in terms of additional
service calls to the local police departmi@nt911l emergencies, motor vehitdleeakdowns, traffic
accidentsdisorderly persons, lost missing property, missirend dispute resolutions?

Within the first year after the Horseshoe Casino Cleveland opened in Ohio, the city
incurred $3.1 million in additional expenses related to the police departmeelylahge to
increased visitors and activity in its downtown at®aAccording to theMaryland Gazettethe
creation of a special county police unit for the areanezessaryo keep a lid on problems the
vicinity of the new Maryland Live Casino in Hanave

Spectrumbés Connecticut g a teéb City nfgNorwichfela c t st
significant impacts from Indian gaming casinos eight miles a®@dy.officials estimatd casine
related costs to be anywhere from $1 million to $2.5 million a year. iflohyde: A 27 percent
increase in motor vehicle accidents from 1991 to 2004. An increase in police overtime from
$85,000 in 1991 to more than $280,000 in 2008. A 76 percent increase in caisvioe from
people needing policeom 1992 to 2004%

In some communities, local police and fire departnsemiay be required to purchase
additional equipment and provide specialized training for their worl&rgernment may reduce
these costs by requiring gambling establishmenthéoe the costs. To minimize thepact on
local police, gambling establishments may be requirethamtain certain levels of in house
security personnel or establish fee for service arrangemetat coverwhen additimal police
servicemay be desired or required. Governments may impaghtional tax assessmeras
gambling establishments to offset additional law enforcement costs.

e. Driving Under the Influence

Do casinos increase the number of drunk drivers on local r@&sdt@r in this report, we
noted that destination resorts can increase demands on law enforcement, a subject we will explore
in more detail hereCasinos are thown for their faspaced environments where customers are
encouraged to let loose and have adytime This often means enjoying alcoholic beverages that
may be provided complementarily to the customer while gambling or enjoyed at a casino lounge
or restaurant. The anecdotal evidence would indicate a connection between an increase in drunk
drivers and casinosDrunken drivingarrests were reported to havearly doubled in Bethlehem

WeK2YlF A hiGz a/ t SBOSNBFRY 08 alaNe2e SKiTaeRaae Dénlgiiay R NI g a LI
12, 201ttp://www.cleveland.com/metro/index.ssf/2013/05/cleveland casino short of reve.htm
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PA, after theSands Casino Resapened in 2009 while they have remained consistent in a nearby
non-casino county®®

In 2009,Norwich, CT, located near two Indian gamidj casinos, reported that DUI arrests
had more than doubled since 199Zhe towns of Montville and Ledyardlso experienced
significant increases. Roughly 20 percent of the motorists in Montville, Ledyard and North
Stonington arrested for DUl acknowledgedoolice that their last drink was at a casino. One such
motorist was charged with manslaughter in March 2009 for allegedly causing a fatal accident by
driving the wrong way on-895:10

In what is considered one of the first empirical studies on the $ugjeadD. Cotti and
Douglas M. Walker exploredhether there is a link between casino expansion and atcelatéd
fatal traffic accidentsThey foundthat in urban areas, casinos actually reduce the rate of DUIs,
while the rate for suburban andaliaras increases. Théelieve the difference may be that in
urban areas the shortiving distancs, availability of public transportation, and substitution of
gambling for bathoppingmight account for the deeased rate, while the rate increase in less
populated areais caused by the increase in distance driven by aldatpdired driverg!!

There are several ways in which governments respond to the problem of intoxicated
driving. Public education campaigns can make people more aware of the dangerkafroiing
and the severe penalties for it. Strict enforcement and police tactics such as drunk driving check
points are also effectiveEnsuring that the proprietors of establishments that serve alcoholic
beverage properly train their staff on how to detend handle intoxicated patrons is also necessary
to reduce the problem.

f. Social Service Costs

Legalized gambling is believed to impose higher costs on governments by attracting more
people to the area who may sooner or later need assistance from gouepnogeams. These
individuals may have come as patrons of the gaming facility or in search of work. The energy and
24-hour activity attendant with casieaas a special attraction for the homeless or otherwise
financially destitute. It offers opportunitig® panhandle and to seek temporary respite and
accommodation in the public areas of facilities that may be dpdrourgaily.

A survey conducted by the International Union of Gospel Misdmunsd what they called
ficompelling evidence of a link betwegambling and homelessnass.céordingto their survey,

01 OK [AYR&ESEST G{lyR& /F&Ay2 tAYy]1SR (HheBxpf@NBI 4S8 Ay

Times July 22, 2012
http://www.lehighvalleylive.com/bethlehem/index.ssf/2012/07/sands _casino_linked to increas.html
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nearly 1 in 5 homeless men and womenccgembling as a cause of their conditithid A 2005
study found clear links between gambling and homelessness but acknowledged that other factors
such as mental illness and drug and alcohol abuse may also be ¥sctors.

The 1999National Gambling Impact Study Commissiéound thatindividuals with
gambling problemsppeared to account farhigher perceage of the homeless populatidrne
commission notedhe Atlantic City Rescue Mission reported that 22 percent of its clients are
homeless due to a gambling probléfiThe Atlantic City Rescue Missismay s t hat hal f
homeless population turns to it for services. The homeless problem in Atlantic City, received
widespread attention recently when a mentally ill homeless woman randomly killed two Canadian
tourists in the®tityds shopping district

The presence of a greater number of homeless individuals who are either attracted by, or
adversely impacted by, a gambling facility may impose additional public costs for psychiatric and
mental health counseling, public welfare, food stamps, emergaradier operations, traveler
assistance and indigent medical care. These costs would be in addition to any increase in any
related law enforcement costs. The impact on the quality of life in a given area caused by vagrancy
and aggressive panhandling i€ neadily quantifiable.

Atl antic City has begun to address its sub
Point of Entryo model. AlIl agencies that serv
clients to a single point of entry where yhare evaluated, assigned a case manager and if
appropriate, returned to their point of origin.

g. Schools

To the extent that legalized gambling and related economic development attracts more
workers with families to an area, an impact on local schoolshis expected. Casinos will mostly
hire service workers who will be lower paid and ethnically diverse

In its Connecticut study, Spectrum found thaliorwich, CT, public £hool administratcs
identified annual cost ofiearly $2 millionrelated to casir® In order to handle the influx of

W5dzy Oy wd az22ys abS¢g {iGFiGAadAda { dehdsGaalcimeAy| . Sl g
Monitor, March 16, 1998&ttp://www.csmonitor.com/1998/0316/031698.us.us.1.html
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Deparment of Families and Communities, 2005. p. 2
http://www.dcsi.sa.gov.au/pub/LinkClick.aspx?fileticket=aEsxvsdVasY%3D&tabitke663sed May 19, 201.3

H4NGISQp. 7-27.
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immigrant workers attracted to casino jobs, the district had to caed#english for Speadrs of
Other Languageésprogram because students speak nea@lydBferent languages. Students
originated fromHaiti, Peru, thedbominican Republic and Eastern Europe. In addition, thousands
of Chinesespeaking workers were recruited from New York City in late 2001 to work at the
casinos. Norwich Public Scbts reported to Spectrum that1999 it enrolled 40 ESOL students.

Some juisdictiors address the impact on schools by requiring that a portion of casino
revenues be dedicated to education. In 2@8p voters amended the state constitution to allow
casinos in Cleveland, Toledo, Columbus and Cincinnati. The state levies acgdtpax on
adjusted grossagnbling revenueSchool districts in Ohio will share 34 percent of that tax
revenue*® However, some Ohio education officials think that any casino related funding, while
still desirable, would be too small to have any meanirigfpact?'’

h. Workforce Training

The workforce required by a new gambling establishment may vary depending on its size,
nature and amenities. Casino development may spur other nearby development and create even
more employment opportunities. To the extent tie local latent workforce may adequately
possess the skills and training necessary meet the new demand, the project can be easily assimilated
into the community with little or no governmental assistance. If the local workforce is inadequate,
then trainng and importation of workers may be necessary

A report to the Massachusetts Gaming Commission estirtregesost of developing and
training a workforce for its neveasino industry at $9 million dollaf$® Responsibility for
workforce training usually coes under the local Workforce Investment Board. These entities
were established throughout the United States by the Workforce Investment Act of 1998. Their
role is to coordinate and direct state, local and federal funding into appropriate employment
training programs.

g NH2 wdzif SRIS YAaaSttsRa! NFI Oa @KBaZdn BBINBWNS @S E OS
November 23, 2018ttp://www.daytondailynews.com/news/news/areagchoolsto-receivethousandsin-casino-
revenu/nTCZd/
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4. Conclusion

Gambling is a reliable and predictable funding source for governments, except in times of
pronounced recession and when competition arises in neighboring Bte¢estates in FY 2010
relied on gambling receipts for more than 5geert of their owrsource state budget revenue.

Gambling, however, costs governments in both direct and indirect ways in such areas as
crime, public health, infrastructure, law enforcement and emergency services, social services,
schools (in those areas tvifarge, highemployment casinos) and workforce trainidd¢hether the
economic benefits brought by gambling receipts outweigh its economic and social costs has been
the subject of considerable reseairdmd considerable debate.

G.Impacts of GamblingSocial, Criminal, Personal, Fiscal

A general description of gambling impacts, including: Social, criminal, and personal asidddngterm
fiscal.

Legalized gambling can affect society in a variety of different ways, positive and negative.
Among the moscommon forms of legalized gambling, including lottery, patituels such as
horse and greyhound racing, and casinos, the spread of legal commercial casinos has generated the
most interest, concern, and debate during the past two decades. Indeedydhetiotr of casinos
has been a controversial subject in Florida for years; as a result, the State endeavored to study
casinos back in 1998°

In this section, we provide a general description of impacts from gambling, including
moral/ethical concerns; sotiariminal, and personal impacts; as well as loagd shorterm
effects of casinos development. As commercial casinos are the most controversial form of
gambling expansion currently being considered in Florida, our analysis focuses on the literature
andevidence on the impacts of casinos.

The economic and social impacts of legalized gambling have been widely written about
and studied. Studies generally focus on the effects of gambling as they relate to quantifiable metrics
such as employment, crime, teevenues, and problem gambling. Analyzed lessmapacts that
are somewhat subjective and not readily quantifiable.

1. Moral and Ethicaldsues

Some people oppose gambling in all its forms, such as lotteries, race tracks, angl casino
According to a May 201&allup Poll survey, 64ercentof Americans find gambling morally
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acceptablé?° From these results one may infer thap8écenof Americarsdo not. Those morally

opposed cite its negative impacts on edentper son
t hat more people gamble more readily, soci el
weakened.

Irving Kristol, a Professor of Urban Values at New York University, articulated this point
of view at a time when legalized gambling was just beginning its national proliferation in America.
In 1974, he wrote an epd piece forThe Wall Street Journalppasing the spread of legalized
gambling. At the time, a movement to legalize gambling was underway in New Jersey. Kristol

wrote that in a gambling environment, a perso

for nothing. 0 He erhired dlassicdl sotial virtaes suthi as modenatiak, self
reliance, seldiscipline, thrift, and diligence. At the same time, it encouraged classical vices such
as extravagance, avarice and the lack of social responsibiligristol believed that state
sypported gambling was antithetical to a capitalist society. It subverted the values capitalism
needed to thrive.

The same year that Kristol wrote his-eg, Congress established the first Commission on
the Review of National Policy Toward Gambling. The ms® of the Commission was to study
all aspects of gambling that existed in America at the time and to develop recommendations for
the states to follow when establishing policies. In its final report, the Commission began with a

direct, straightforward obsev at i on: @ Ga mb 4?ilnaviabilitys howewveg did nota b | e .
mean that the Commi ssion was insensitive to w
of the moral debate. The Commission acknowledged that to a significant number of Americans,

Agambéliismngabsol utely wrong on both religious afi
in sanctioning gambling, Afstates may be intr
et hical dbHowevreérons mor al c 0 n ¢ scepilde towabjective il ar
analysis. o Therefore, the Commi ssion, while r

issues somewhat beyond their purvit.
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Kristol expressed the secular moral arguments against gamlolitegstimony submitted
testimony b the Commission, clerical leaders expressed the religious argutfiefitey held

gambling was wrong because it encouraged sl ot

man It also fostered a desired to achieve wealth without work. It distractedt@mepursuing
activities that brought one closer to God.

As public acceptance of gambling as a leisure activity increased, arguments based on its
moral costs lost ground. Accordingttte Rev. Tom Grey, spokesman for the National Coalition
Against Legalizd Gambling, church opposition to gambling has not been widely effective. Grey,
who railed against gambling for years as a United Methodist pastor, said the argument that
gambling is sinful does not adequately counter strong public unwillingness to restiain
personal freedoms. Consequently, Grey's-gatnbling coalition now avoids explicit mentions of
religion, and presents more economically based arguments that focus on addiction, bankruptcy and

crime 426427

Focus on the Family, a politically influeatiChristian organization dedicated to protecting
and strengthening families, strongly opposes all forms of legalized gambling. In their official
position statement they write: AGambling 1 s
activity is morally bankrupt from its very foundation. Gambling is also an activity which exploits
the vulnerablé the young, the old and those susceptible to addictive behaviors. Further, gambling
entices the financially disadvantaged classes with the unrealigiee tloescape from poverty
through i nstant richeségambling under mi nes

6somet hing for nothing,d a concept that sanct

instead Jd%® initiative. 0

In Florida, the Ethics and Religious Liberty Commission of the Southern Baptist
Convention has been a leading voice in warning about the effects of widespread gambling. The
commission notes on its website:

Among the arguments advanced to justify gambling is the one whighthat all of life is

a gamble or a risk. But ristaking in gambling is different from the risks involved in the
normal routine of life. The risks in gambling are artificially created. In other ventures, the
risk is part of the creative process. Faample, the contractor risks labor and capital to
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427The National Coilon Against Legalized Gambling is now called Stop Predatory Gambling
(http://stoppredatorygambling.org).
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build a house and make a profit. Unlike the gambler, he assumes a risk that is necessary to
societybs economic | ife, and he relies on

It is also argued that se people like to spend their recreation money betting on horses or

playing slot machines, just as others prefer to spend theirs for a round of golf or a movie.
Gambling obviously provides a kind of recreational excitement for some, but the cost to
individuals, families, the economy, and society is too high to justify it.

Seen in this light, gambling is personally selfish, morally irresponsible, and socially
destructive. Therefore, gambling must be vigorously resisted. Such resistance requires an
understading of the problem, a workable plan of attack, and a personal commitment to
work against gambling.

The gambling problem results from two interrelated factors: (1) Many people have a desire,
often a compulsion, to gamble. (2) Most of these people havesado gambling
opportunities. The ultimate goal of a plan of action is to control the desire to gamble and
eliminate the access to gambling opportunities.

When the desire to get something for nothing and the opportunity to gamble go hand in
hand, resistace to one requires resistance to the other. To attempt to eliminate the desire
without abolishing the opportunity is to invite failure. It is a matter of record that as
gambling becomes more accessible, more people gamble. Thus, legalization is not the
arswer to the gambling problem. Instead, it is one primary cause of the gambling problem.

Any adequate plan to deal with gambling must be both extensive and comprehensive. It
must be extensive enough to include the spiritual, educational, and legal apprdach
must be comprehensive enough to incorporate the family, the world of work, community
clubs and organizati, the church, and governméti.

Moral opposition against gambling is not limited to the Christian community. In Maryland,
both the Baltimordewish Council and the Baltimore Board of Rabbis officially came out against
expanded gamblindgrabbi Gila Ruskin of the Harford Jewish Center and first vice president of
the Baltimore Board of Rabbis stated she believes expanded gambling preys on treneveak
encourages addiction. AYou are exploiting peag
name of raising money for causes like education. But what do you tell those kids about where the
money for their school came from? That we raised the fungisbye yi ng on peopl eds
and temfpt ations. 0
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The lateWilliam Eadington, who wrote extensively on the castd benefits of gambling,

notedt hat some opposition to | egalized gambling

but does not examénthat aspect furthés?

Notably, the successful 1976 campaign to legalize casinos in Atlantic City, NJ included
religious leaders in its army of proponents. A local rabbi and the monsignor of a parochial high
school in the Atlantic City region were usedadio advertisements that claimed morality was on
the side of i ncreasing employment, reducing

religious | eaders believe this is the r&al mo

In sum, maeality has historically been a factor in shaping public policy. Capital
punishment, pornography and gay marriage are some examples where much weight is placed on
moral perceptions and concerns when shaping policy. It is a challenging factor since it may be
di fficult to reach an agreement on what i s A
from one community to another, as well as over time.

2. Opportunity sts

In economics, an opportunity cost is defined as the cost incurred in forgoing dfésden
of one course of action while pursuing the benefits of another. For example, one might decide to
take a job right out of high school rather than go to college. In the short term, one reaps the benefits
of not paying tuition costs and losing four yga¥ wor t h of sal ary, but i
pay the cost of earning less incomeera period of many working years

Those opposed to legalized gambling sometimes argue that it is pursued as an economic
development policy becausei & easier ands financial benefits are more immediate. However,
they argue that those benefits are offset by its social costs and may not be sustainable in the long
term. According to opponents, while casino gambling might make local sense, especially in
financially distressed communities that have few, if any, viable alternatives, the collective long
term costs of its proliferation are significant and have a national impact. Thousands of workers
and billions of dollars in capital are directed into investments that attggie, do little to increase

m

n

Americabds overall economic st r en gdsihooppongntsc o mp e

argue that casinos invest little, if anythingjmprove worker skills and training and capital could
arguablybe better investeth more productive industries.

The problem with assessing opportunity costs is that knowing the outcome of any course
of action with any degree of certainty is not possible. A tegih startup company may fail and
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leave a community less well off than tfhad a stable, profitable casino. Ironically, choosing the
best path to achieve desired economic goals is itself basically a gamble.

3. Social, Criminal, Personal Impacts

a. Negative Impacts

We now turn to a discussion of specific negative impacts that ara dftught to
accompany legalized gambling. The goal in this section is to provide a brief review of those
impacts that have been studied and quantified in the academic literature.

Disordered Gamblers

Most of the negative socioeconomic impacts often assatiaith gambling, and casino

gambling in particul ar, are the result of pra

are people who gamble to an extent beyond recreational gambling such that it disrupts their career
and/or personal/professional lagonships’®® Psychologists estimate the prevalence rate of
disordered gamblers to be betweengiedcent an@.0 perceniof the general populatigii® 43°

However, prevalence rates may be greater or lower in areas. In discussing this issue with
representatives from the Florida Council on Compulsive GambfirgC &), it appears that the
prevalence rate could be significantly higher, depending on where one attempts to identify problem
gamblers. The 0.gercent 2.0percentrate is based on theyzhology literature, much of which
is based on clinical diagnoses of problem gamblers. However, as mpolelira Letson at the
FCCGhe® questions should be asked at pl aces
see a much higher prevalenceerdtthe diagnosis was attempted at +olinical settings, such as
in homeless shelters, in social service environments, or at correctional facilities. Letson suggests
thatundert h e F @nal@is,pased on a preliminatwo-question problem gambling een
of the arrestee population, the prevalence rate may be oyardént Other FCCG data indicate
that prevalence rates for adults and adolescents may be in the same rapgecébfio 18
perceny. 43¢

Disordered gambling is a condition which is usualiggnosed in a clinical setting. The
Diagnostic and Statistical Manu&iDSM0), published by the American Psychiatric Association,
is the standard for the diagnosis of problem/disordered gambling. ThelYd§M94; 2000) lists

433Walker,Casinonomic£013 p. 111.
434 bid, p. 112.

435 pgychologists classifiambling problems into different categories, including problem gamblers,
pathological gamblers, and the newest term, disordered gamblers. We do not differentiate among these different
levels of severity in this overview of the impacts of gambling.

436 auraletson, Florida Council on Compulsive Gambling, phone interview, May 24, 2013.
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a set of 10 criteria that @nndicators of disordered gambling. A person may be diagnosed as a
pathological gambler if they endorse at least five of the following indic&tors

1. Is preoccupied with gambling (e.g., preoccupied with reliving past gambling
experienceshandicapping oplanning the next venture, or thinking of ways to get
money with which to gamble)

2. Needsto gamble with increasing amounts of money in order to achieve the desired
excitement

3. Hasrepeated unsuccessful efforts to control, cut back, or stop gambling
4. Isrestless or irritable when attempting to cut down or stop gambling

5. Gamblesas a way of escaping from problems or of relieving gpldgsc mood (e.g.,
feelings ofhelplessness, guilt, anxiety, depression)

6. After losing money gambling, often returns another dayetoevenfichasingo n e 6 s
losses)

7. Liesto family members, therapist, or others to conceal the extent of involvement with
gambling

8. Hascommitted illegal acts such as forgery, fraud, theft, or embezzlement to finance
gambling

9. Has jeopardized or lost a sigmtant relationship, job, or educational or career
opportunity because of gambling

10.Relies on others to provide money to relieve a desperate financial situation caused by

gambling
I n the new editi o®mo)of ttchebeDSpMubIiAiDsShived i n
ter mi nol ogy changes from fpathological gambl g

criterioni related to illegal acts to finance gamblingas been dropped. The diagnosis will require
at least four of the nine remaining indicattt.

Disordered Gambling and the Proximity of Casinos

One important question for any government jurisdiction considering the expansion of
legalized casinos is whether the prevalence of disordered gambling is related to the proximity of
casinos. In other words, is the mdiuction of casinos to an area likely to increase the prevalence
of disordered gambling? Several studies have examined this issue. While the odds of a person
being a disordered gambler are aboyteicent for people within 10 miles of a casino the odds

437 American Psychiatric Associati@iagnostic and Statistical Manyaf" edition, 2000.
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increase by 9percent(to 1.9perceny, according to one study® However, it is unclear whether

an increase in this risk is the result of new people in that area developing gambling problems, or
whether a casino attracts existing disordered gamblers tareélae Another study on adolescents
found that the number of different forms of legal gambling in a state is related to an inctease
proportion of problem gamblers in the stéfte.

Hence, the evidence suggests that the negative impacts from casinasethasociated
with disordered gambling would likely be worse in Florida if casino gambling is expanded there.
Indeed, epresentatives from theCEGindicate that, since 2005, hdipe calls in the state have
increased over 50ercent This is during dme period in which the amount and types of legalized
gambling increased dramatically in the stateamely with the introduction of racetrack casinos
in South Florida and the development of two Seminole Hard Rock destination resort.casinos
FCCG Executie DirectorPat Fowl er n o tpersentof heldbne eallets idantify 5 0
sl ot machi nes as t heir pgaentideatified capds asbtheie maino An o
problem; this has increased aslimit poker has increased in availabilit§

At the same time, however, psychologists have not found significant differences in
prevalence rates across jurisdictions or across time. So, even though casinos have spread across
the United States, the prevalence of disordered gambling has not increaseshatdhrate. Since
Florida already has several legal types of gambling, including tribal casinos, it is unclear how the
introduction of commercial casinos would affect the prevalence of problem gambling. But if help
line call data are an indication, gamblimgpblems would likely increase with expanded gambling
in Florida.

Negative Social Impacts Associated with Casinos (and Gambliphg

Social scientists have been studying the economic and social impacts of legalized
gambling, particularly casino gambling, stnthe early 1990s. Such research was frequently cited
in debate over the expansion of casinos into new states, especially when the research offered a
monetary estimate of the fisocial costs of gam
of reseach, the National Gambling Impact Study Commission discussed the various social costs
of gambling, and t he Pallolbgical GanblingReusseatnie@adade@io u n c i
research in detail, although these resources are somewhat dat&d now.

BWW2 Ky 20 2St3GSs SG IftdX a¢KS wSEFiA2yaKALl 2F 902f 2
YR t | (X@raldEGambing Studiegolume 20, 2004, p. 418.

“ow2 Ky 2@ 2SSt (iS3 Siailabiitypand Rkobl@&HGambling IArdahg AdgfeScerits@nd
. 2dzy 3 linkRedrtidnal B@mbling Studie¥olume 9, 2009, p. 94.

441 pat Fowler, Florida Council on Compulsive Gambling, phone interview, May 24, 2013.

442 National Research Coundfathological Gamirlg, 1999.
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Amongthe many studies that examine the negative social impacts that are often associated
with gambling in general, and casino gambling in particular, the paper by Thompson, Gazel, and
Rickman represents one of the most careful anaf§)d€Bhese authors surveye@amblers
Anonymous members, people who might be expected to be more likely than the general public to
be diagnosed as disordered gamblers. Based on the survey responses, Thompson et al. estimate the
annual social costs per disordered gambler to be aro@&D@& This amount includes the
following types of social cost: employment (including lost work hours, unemployment
compensation, and lost productivity and unemployment; $2,941), bad debts ($1,487), civil court
($848), criminal justice (including theftsfrasts and trials, and incarceration; $3,498), therapy
($361), and welfare ($334).

There is no doubt that disordered gamblers sometimes engage in socially costly behaviors.
However, such monetary social cost estimates have been criticized in the lit¢fe@me of the
key problems with estimating the monetary value of social costs is that most disordered gamblers
also have other behavioral problems, such as alcohol or drug use préBl¥mis.most social
cost studies simply attribute all of the social sosteated by these individuals to the gambling
problem. There is no researtiiat successfully partitions the costs among the various behavior
problems experienced by the individd4.

While it is not possible to offer an objective social cost monetanyat# without making
a variety of arbitrary assumptions, it is informative to discuss the different types of problems that
are most commonly associated with disordered gambling. In other words, a qualitative, rather than
guantitative, discussion of soc@bsts is more useful.

Casinos and Crime Rates

One of the most common concerns people have with the expansion of gambling is that it
may cause an increase in crime rates. Such concerns are often voiced by members of the law
enforcement community. For exarep) Sarrah Carrol | of t he FI @
indicates that she believes there is a link between gambling and crime. Her organization is opposed
to any expansion of gambling in Florida because of concerns that crime problems would be
exacerbate®’ Certainly each community may have different experiences with gamigliated

2 At EALY bd ¢K2YLIA2YS wAOFINR2 / & DIl StGaminglBw 51y wA
Review Volume 1, p. 889.

44§85y F2NJ SEIFYLIE ST 52daftra ad 2FE1SNIIFYR !'d & .| N
t S N& LISJQindl & Sambling Studie¥olume 15, 1999, p. 18112,
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446 Douglas M. WalkeGasinonomic2013, p. 178.81.
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crime, depending on the types of gambling available and other characteristics of the community in
guestion.

Over the past three decades numerous researchers have examiakdidmship between
casino gambling and crime rates. One of the most commonly cited studies is the 2006 study by
Grinols and Mustar&® These authors examined coutgyel crime data from 1977 through 1996.
As do most studies on the subject, GrinolsandMua r d f o ¢ ulnifoomCrimenReposB | 6 s

| ndex | cri mes, which include Nstreet cri mesb?o

burglary, and auto theft. They argue that approximatgdgr@entof casino county crime can be
attributed tahe existence of casinos. Several studies confirm the Grinols and Mustard results; yet
others find no relationship between casinos and crime rates.

Although the Grinols and Mustard paper received a lot of attention, it has also received a
significant amouhof criticism because the authors calculated the crime rate in a way which
overstates the impact of casinos. Crime rates should reflect the risk of an individual being
victimized by crime**® In a county with no tourism, for example, calculating the criate s
simple; itis the number of crimes committed divided by the population at risk (or county residents).
But if there issignificanttourism in a county, then the crime rate should be calculated as the total
number of crimes committed divided by courggidents plus tourists. Since Grinols and Mustard
divided crimes by county population orilyand excluded tourists from their population measure
T their calculations almost certainly overstate the effect of casinos on crime.

The 2010 study by Ree®@significantly improved on the Grinols and Mustard study, as
Reece controlled for the number of tourists and also the number of casino cu$tontecsitical
adjustmentsabsent n t he Grinols and Mustard study. Al
thoroughthan the Grinols and Mustard analysis, he examined only Indiana. Nevertheless, his
findings are an important contribution to the overall understanding of casinos and crime. In
summary, Reece finds that burglaries increase in a county a few years adi®n@ apens.
However, car thefts and aggravated assaults decreased. Increased casino volume reduces larceny,
car theft, aggravated assault, and robtey.

A recent, fairly comprehensive review of the castnione literature shows that almost all
studies that find a relationship between casinos and crime calculate the crime rate by excluding the
tourists from the population at risk. Those studies that dodiecthe tourists in the population

“89 | NI DNARy2fa YR 5F @AR adza il NRReviewofEdohgmksiahd /| NX Y S X
Statistics Volume 88, 2006). 2845.

YWELe {o !folySasSsy a4/l airy2 DIFEYofAy3a FYyR / NAYSZé (Sa

191-198. http://govinfo.library.unt.edu/ngisc/meetings/ 1Gpt98/p230910.pdf
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451 Reece (2010), quoted in Douglas M. Walksinonomig2013, p. 212.
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measure find no casino effect on crime raté&iven the best available evidence, it seems unlikely

that the existence of casinos causes an increase in crime rates, properly calculateday there

a relationship between casinos and crime, but there is no good evidence, as yet, to support such
claims.

Problem Gambling and Crime

Thereis solid evidence that disordered gamblers are more likely thargaroblers to
engage in crime. This connection maketuitive sense. For example, a person who has difficulty
controlling his gambling may have to take drastic actions to obtain money to satisfy a gambling
habit. A variety of studies that rely on Gamblers Anonymous members confirm that these
individuals ae more likely to commit crimes. For example, the study by Meyer and Stadler finds
that 89percenbf their sample of pathological gamblers admitted to having committed at least one
crime in their lifetime®>3 This rate is much higher than for the generadwation.

Even when analyzing a sample of people from the general population, the link between
gambling behaviors and crime seems to exist. In one study of adolescents, researchers found that
individuals who indicated gambling behaviors consistent withsehérom the DSM were
significantly more likely to indicate that they had also engaged in crime, compared to individuals
who did not exhibit disordered gambling behavifddowever, the study also found that it was
notcasino gambling that imostlinked tocrimei rather it wasgambling on horse racing, sporting
events, and card gam@mtwere found to have the link to crime.

It is difficult to predict whether or not the increased crime committed by disordered
gamblers has a meaningful impact on overathe rates, since disordered gamblers make up such
a small portion of the population. Aside from that, as noted above, results from crime rate studies
are inconclusive as a group. Nevertheless, the literature seems to confirm that problem gamblers
are moe likely to engage in crimes than nproblem gamblers.

Casinos and WhiteCollar Crime

Over the past two decades, there have been numerous suggestions in the academic literature
and in political debate that gambling is associated with wialiar crimessuch as embezzlement,
forgery and fraud. The motivation for such crimes, especially on the part of disordered gamblers,

252dAta ad® 2Ff1SNE G/ Faayz2za yR /I NAYS Ay GKS | of{ @
Handbook on the Economics of Crjipe488517.

SDSNKIF NR aSeSNIFYyR aAOKIFESE ' d {GFRfSNE &/ NAYAYL f
Journalof Gambling Studigd/olume 15, 1999, p. 248.
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seems obvious. If one is accumulating significant losses at a casino, one way to finance such losses
woul d be t o u stmsttocomniita fimamcialicrime.on o f

A link between casinos and gambling and wAgibdlar crime has been cited in countless
reports, newspaper articles, and even in the
American Insurance Institute estimatéhat 40 percent of whieollar crime has its root in
g a mb | Thgproblem is, as explained by Joseph Kelly, the American Insurance Institute does
not exist. The citation to this statistic often appears in@gino writings, some dating back to
1980, even though no one has apparently ever seen the report from which this statistic is said to
come?*® Nevertheless, there is likely a motivation for individuals, particularly with gambling
problems, to engage in whitellar crime to finance their gamblin§ h e F G-QnBeéssggests
that whitecollar crime is a problem associated with gambling in Florida, although it has not
received adequate research attention to tate.

Indeed, there has been very limited research on a link betweenoshée crime ad
casinos (or gambling, generally). A review of the literature finds one recent study. The 2008 study
by Jay Albanese specifically examines the impact of the intrmatuot casinos on certain white
collar crime arrests. Albanese provides national arst for embezzlement, forgery, and fraud,
between 1988 and 2005. (He excluded juvenile arrests from his data.) Embezzlement arrests
increased by about 3fercentover the period, forgery arrests increased bpéi@ent and fraud
arrests decreased by abaddatpercent*8

Since casino gambling, particularly by disordered gamblers, may be a motivatiayaige
in white-collar crimes (for example, in order to gain money with which to gamble), Albanese also
examines arrest rates before and after the introduatioasinos in several markets: Atlantic City,
NJ; Connecticut; Detroit, MI, and St. Louis, MO. Albanese also considers Las Vegas; even though
casino gambling has existed there since the 1930s, Las Vegas grew dramatically during the 1990s.
Albanese summaes his findings on these markets:

The pre and postcasino arrest trends in these large casino jurisdictions were remarkably
consistent, but unexpected. Embezzlement arrests increased in Connecticut (and
nationwide), but declined in the other casino jicdons. Forgery arrests dropped in the
casino jurisdictions despite a general increase in forgery arrests nationwide. Fraud arrests
also dropped in casino jurisdictions, reflecting nationwide trends. These results indicate

BSW2aSLIK ad YSEftes da¢KS ' YSNAOIY Lyadz2NFyyOS LyadAaddz
D 2 A ¥y FcamingLaw RevieWwolume 1, 1997, p. 2e®12.

458 | pid.
457 pat Fowler, Florida Council on Compulsive Gambling, phone interview, May124, 20
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that there have been mostly nieicreases in average annual arrests for these white collar
offenses in these large casino jurisdictitiis.

Thereard i mi t ati ons to Al banesebs dat a. For e
arrest counts, not arrest rates (i.e., they are not péaaapest rates). However, given the large
number of tourists that visit casinos, this omission is likely to cause an overstatement of the crime
rates in casino jurisdictions. In addition the picture may look different if convictions, rather than
arrestsyere considered. Finally, as Albanese notes (p. 342), it is impossible to determine whether
gambling was the motivation for these crimes.

Albanese focuses hissdiussion of the causes of whdellar crime on embezzlement, since
thosearrest numbers ineased nationwide during the period he studied. He cites evidence from
interviews of prisoners who were convicted of embezzlement. Althoughisteexariety of stated
causes for embezzlement, gambling is not one of the more common suggested causes. Rather,
Al banese summari zes, néf emal es appear to embe
together when threatened with financial problemsnehs men engage in staigeking or status
maintaining behavior resulting in financial problems that they do not feel they can share with
ot hé} s. o

Although evidence from prisoner interviews may not seem entirely convincing, evidence
that supports Albaree 6 s doubt of &olldrcrim&kandcasinesean e fouhdiint e
the fact that the DSM has dropped the diagnos
acts such as forgery, fraud, theftter ioon einsb efzrz
endorsedo in attempts t% diagnose disordered

Political Corruption

Aside from crimes that may be committed by disordered gamblers, or others who may be
seeking money to fund their gambling, historically there has been a camrhgambling and
political corruption. The lat&JS Senator Paul Simon wrotd gambling i We have an i n
that i s growing rapidly. It i's an industryétHh
corruption t hafCasng ontalye haivedastrepundadi bachas
of Las Vegas in the early days. However, as most casinos in Las Vegas and elsewhere are now
corporate ownednd rigorously regulated at the state lewtedaises doubt as to whether the mob

459 |bid., p. 341342.
460 |bid., p. 344.

®lp I yO& b o t SitNdogicallg@ning shd\thelDEMIrterhational Gambling Studiep.
113, Volume 10, 2010.
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has any involement in the industry, and whether politicians systematically engage in corrupt
activities with respect to the casino industry.

As with white-collar crime and street crime, there may seem to be an obvious motivation
for corruption related to the gamblingdustry, and casinos in particular. First, the casino industry
is growing very rapidly and is largely a cash business. Perhaps this would make it easier for the
industry to corrupt the casino industry. More importantly, the casino industry needs pol#tidia
consent to exist. Since state governments control almost every aspect of the casino industry
perhaps the spread of casinos across the United States is due, in part, to corrupt politicians.
Alternatively, there could be a link whereby, once casinoseged and operating, they contribute
to the corruption of politicians in an attempt to win favorable regulatory changes.

Spectrum has significant experience in New Jersey, where the possibility of political
corruption was first addressed in the Casino @bmict of 1977, in which Sec. 138cludes the
f ol | owi n gNolagplicgnufer gréalderidf a casino license, nor any holding, intermediary
or subsidiary company thereof, nor any officer, director, casino key employee or principal
employee of an apipgant for or holder of a casino license or of any holding, intermediary or
subsidiary company thereof nor any person or agent on behalf of any such applicant, holder,
company or person, shall directly or indirectly, pay or contribute any money or thuaduef to
any candidate for nomination or election to any public office in this State, or to any committee of
any political party in this State, or to any group, committee or association organized in support of
any such candidate or political part$®

In our experience, that provision was designed to help ensure public confidence in the
governance of gaming, and was inator could it have beeh expected to hermetically seal the
industry from politics, or vice versa. Indeed, as noted earlier, the prowsibnot prevent
corruption, but it might have reduced it, and arguably achieved its principal goal of fostering
confidence in the governance of gaming.

Since 2006, the casino/gambling industry has spent roughly $30 million per year on
lobbying federal pdlicians; it employs over 400 lobbyist¥ Of course, it is legal for individuals

or groups to make contributions to politician

influence on the government that regulates it.

It would be ncredibly time-consuming to analyze individual corruption arrests to
determine whether they are directly linked to casinos. However, there have been sepneftiggh
arrests that were linked to gambling. Former lllinois governor Rod Blagojevich was convicted for
a vaiety of crimes; one was for wire fraud in an attempt to stubken a racetrack owner in return

463New Jersey Casino Control Attp://www.state.nj.us/casinos/actreg/act/

464 Center for Responsive Politiogp://www.opensecrets.org/lobby/indusclient.php?id=N07&year=2012
(accessed May 10, 2013).
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for the governor s supp o mpercemtdsubsidizz hé®r8cettack® t h a't

The paper by Martz provides a description of the anecdatdé®ee that purports to show a link
between casinos and corruptith.

We are aware of only one empirical analysis of the link between casinos and political
corruption in the United States. The recent paper by Walker and Calcagno analyzes federal
corruption convictions and casino adoptions/revenues using data from 1985 to 2000. Their
statistical analysis focuses on whether changes in one variable (e.g., corruption convictions)
improve the prediction of the other variable (e.g., casino revenues), and vaelfvérare is such
a relationship, it is called ®Granger causal

The authors explain that their anal ysi s
corruptiono explanati on wher ddnsinox Rather,uheytfindo n |
evidence that predicted casino adoptions lead to corruption convictions. This suggests that casinos

may be complicit i n Aregul atory captureo dur

regul at or s ar e dustoydhpytatersgpposed to yegutate. eAnecdotal evidence of
regulatory capture by the casino industry can be seen in a variety of states. For example, several
states that initially had casino loss limits (for example, $500 per casino cruise) have since
eliminated those limits. Some states which used to require casinos to be on boats no Itiger do.

While such examples of regulatory changes favorable to the casino industry may be
examples of regulatory capture, it should also be noted that the regulatossliresmay benefit
when regulations benefit the industry, as many state casino regulatory agencies are funded directly
from taxes on casinos6é operations. Al t hough
empirical analysis to suggest a statisticat lnetween casinos and corruption, one could criticize
the study because it does not directly link casinos or the gambling industry to particular corruption
convictions. In any case, a carefully designed regulatory framework for the casino industry can be
the best way of preventing any corruption associated with casinos.

Bankruptcy

Non-business bankruptcy filings increased dramatically during the 1990s, doubling
between 1990 and 199%. Yet, theUS economy did relatively well throughout this period. The
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trendin bankruptcies coincided with the expansion of commercial casinos outside of Nevada and
New Jersey during the early 1990s, so the increased availability of casinos and spike in
bankruptcies could be related. Several studies have been published thakeetkesmielationship.

Key findings of these studies are described.

Nichols et al. studied bankruptcies from 1989 through 1998 in eight casino jurisdictions
and control jurisdictions without casinos. They found that perdmar@truptcy rates increased in
seven of the eightasino communities they studi#¢d.The study by de la Vifia and Bernstein
examined 100 counties in 36 states, from 1989 through 1994; they did not find a relationship
between the introduction of casinos and county bankruptcy¥atdewever their lack of results
may be because their study only went to 1994, only five years after casinos began to spread outside
of Nevada and New Jersey. A more recent study found that bankruptcy rates in casino counties are
initially higher than nofcasino canties, but then casirmunty rates actually fall below nen
casino counties four to eight years after casinos are introduced. But rates again start to rise, and
thirteen years after the introduction of casinos, bankruptcy rates in casino countiepeneehb
higher than in nofmasino countie$’?

Barron et al. examined data for over 3,008 counties. Their results suggest that
bankruptcy rates are higher closer to casinos, and that if casinos were eliminated there would be a
5 percentdecline in 1998iling rates in casino countié§Finally, the study by Garrett and Nichols
indicates that individuals who visit cof-state casinos have a fp@rcenthigher chance of filing
for bankruptcy back in their home states, compared to individuals who didsitobwtof-state
casinogt’™

There have been several other journal articles that examine bankruptcy rates and their
relationship to casinos. Considering those studies discussed above and the others in the literature,
the majority of the evidence suggesitsit the existence of casinos does cause an increase in
personal bankruptcy rates, especially in close proximity to casinos. It is likely that disordered
gamblers are disproportionately responsible for the bankruptcy effect, as they are more likely than
others to experience financial problems because of their gambling.

g N] 2® bAOK2f&X .® DNryd {dGAGHT FYR 5F@AR DAl O2 L]
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Drunk Driving Fatalities

Many casinogprovide their patrons with free alcoimlbeveragess long as they are
gambling. Indeed, like bars, casinos represent an increasingly popular fornghafinm
entertainment. To the extent that alcohol is relatively cheap at many casinos, then one reaght exp
there to be a link between casinos and drunk driving.

There has not been published work that has studied the relationship between casinos and
DUI arrests in the United States. However, one study examined casinos andiadzabdltraffic
fatalities lARFAs0). The 2010 study by Cotti and Walker examined data from 1990 to 2000, a
period that covers much of the recéis commercial casino expansiomitside of Nevada and
New Jersey. Their findings indicate that there is indeed a relationship between the existence of
casinos and ARFAY?> However, the relationship appears to be related to miles driven. In short,
the study finds that ARFAs increase by p&xcent for casino counties with average population.
However, the effect declines as county population as@e. Specifically, they write:

[R]ural or moderately sized counties will likely see an increase in aleceladed fatal
traffic accidents when cams are present, but urban or gredlemaverage populous
counties may be expected to see a decrease in aleated fatal traffic accidents when
casinos are present.

This relationship is explained tesondrumkthe r
driving fatalities are likely to increase in rural casino counties is that the average patron must drive
more miles to get to and from the casino. This increases the likelihood that an individual will be
in a traffic accident. At the same tima,trban or more populated casino counties, patrons do not
have to drive as far, and they often have alternatives to driving, such as taking a cab, bus, or other
public transportation. In addition, the authors suggest that urban casinos may serve @sit& subst
for bars and nightclubs, at which the average patron may consume more alcohol than at’€asinos.

Negative Personal/Professional Impacts from Gambling

Much of the discussion in this section thus far has focused on potential negative impacts
associatedvith gambling for which there are solid, publicly available data. Such data facilitate
academic studies on the effects. Yet, a variety of negative social impacts from problem gambling

are not easily quantifiabl e persondllfeeBecabbthatteen o c c
definition provided earlier of Adi sordered g
i mpact on a personods career, professional rel

are a variety of potential professial and personal problems that may result from a gambling
disorder which are not wetlocumented in public statistics.

5 KFR 5@ [/ 20GA YR 52dz3ftla ad 2| f-ReaedTraffic AcSdentsY LI O
in the United States dournal of Health Economjdgolume 29, 2010, p. 78R6.

478 pid, p. 795.
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Nevertheless, there is solid anecdotal evidence that such problems exist. For example, the
National Gambling Impact Study Commissign®i G| S Glidcusses suicide, divorce, and
homelessness rates, among other social problems often attributed to gafiiimg.NGISC
describes a variety of individuals who testified that their lives had been shattered because of their
own gambling problem ordbc ause of a family memberds or sy
Grinols dedicates 21 pages in his book to reproducing newspaper headlines and quotations that
provide anecdotal evidence of social problems and gambfindpwever, such cases may grab
the attetion of newspaper reporters and readers precisely because they are unusual or
extraordinary cases.

One must look at academic research to determine whether a statistical link between
gambling problems and these other problems exists. The National ReSeanutil provides a
review of research, prior to 1999, on many of the social impacts of gamibliEgen then,
however, the research on these issues was still relatively sparse.

As with the crime discussion from above, there is quite likely to be a distinottween
the results from research that examines individuals (such as through survey research on Gamblers
Anonymous members) and research that examines aggregates (such as studies on divorce or crime
rates at the countyr statelevel). We review somef the evidence from each of these types of
studies.

The study by Thompson et al. (1997) examined data collected from a survey of 98
Gamblers Anonymous members in Wiscorf$ffhey report that 21 of their respondents indicated
they had lost or quit their s, and attributed it to gambling. Of this group, 18 reported being
unemployed for an average of over 12 months. Sody of the respondents indicated missing
work because of gambling. Thirgight of the respondents had been arrested, only 14 of which
were attributed directly to gambling. Among the 98 respondents, 57 had sought professional help
for their gambling problem; 15 had been hospitalized. Many of the survey respondents had other
behavioral problems: 30 were alcoholics; 25 were compulsive stg@2compulsive overeaters;
and 14 drug addicts.

Twelve of the respondents indicated they had marriage and family problems. Among the
30 respondents who were separated or divorcegei@ntindicated that gambling was a cause.
These effects of gambliynare likely to have a significant impact on children. Problem gamblers
are also probably more likely than the general population to consider or commit suicide. The

41TNGISC, p. 288.
478 Earl L. Grinolszambling in America: Costs and Benefits146167.
479 National Research Counddathological Gambling: A Critical Revjé®99.

BOWiliamNP ¢ K2 Y LA 2y X wWAOFENR2 /& DIT Sts | yRGaminglawi Ol YI Yy
Review Volume 1, p. 8B9. Data reported in the following paragraphs are from p886
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survey of Gamblers Anonymous members indicated that 69 respondents had thought abeut suicid
59 indicated they planned how they would commit suicide, and 23 had actually attempted suicide.

The survey statistics reported by Thompson et al. are indeed startling. However, as they
represent GA members, they perhaps represent the extreme endlisfribation of individuals
in society with the most serious gambling problems. A variety of other studies reports on similar
social impacts of disordered gambling. Thatiinal Gambling Impact Study Commissiamd the
National Research Courftprovide canprehensive discussions of many of these social impacts.
The following table illustrates some problems commonly associated with disordered gambling.
The table indicates the percentage of individuals among those surveyed who experience such
issues, sortedyltheir gambling classification.

Figure48: Percentage of individuals reporting various problems associated with gambling

LowRisk At-Risk Problem Pathological
Non-Gamblers Gamblers Gamblers Gamblers Gamblers
Past Past Past Past Past

Problem Lifetime Year Lifetime Year Lifetime Year Lifetime Year Lifetime  Year
Health poor/fair, past 228 210 14.0 123 15.7 13.2 16.3 22.6 311 29.6
year
Mentally troubled 10.7 14.6 159 171 265 285 423 242 419 66.5
(currently) (RDD only)
Mental health tx, past 5.1 6.9 6.8 6.3 6.4 10.1 12.8 5.4 13.3 12.9
year
Emotionally harmful NA 0.5 0.1 0.3 0.8 6.8 15.8 10.5 53.1 65.6
family argument about
gambling
Manicsymptoms ever NA 0.7 NA 1.6 113 176 16.8 134 325 40.1
Depressive episode NA 0.1 NA 1.0 86 174 16.9 5.2 29.1 20.0
(RDD only)
Alcohol/drug 11 0.9 1.3 1.8 56 133 12.4 139 9.9 20.0
dependent, ever (RDD
only)
Drug use 5+ days, pas 2.0 24 4.2 5.1 9.2 135 16.8 16.1 8.1 13.9
year
Any job loss, past year 2.6 4.8 3.9 3.6 5.5 2.1 10.8 0.0 13.8 25.0
Bankruptcy ever 38 3.3 5.5 6.4 46 109 10.3 138 19.2 10.7
Arrested, ever 4.0 7.0 10.0 11.9 211 257 36.3 25.0 323 264
Incarcerated, ever 0.4 _ 3.7 _ 7.8 _ 10.4 _ 21.4 _
(RDD only)

SourceNational Gambling Impact Stu@ommission, Table-Z, p. 7#21.

Other studies confirm the variety of personal, family, and career problems that often
accompany a gambling problem. For example, th
effectso of pat hodlionggi ciadi vgoarnchel,i ndjg meisntcilcu a b u

481 National Research Coundfathological Gambling: A Critical Revj@®99.
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friendship/ family loss, and the psychological and educational development of the children
included in*t hose families. o

Studies that focus on disordered gamblers find that such individuals often trere o
behavioral problems and issues. Similar results have been found with respect to crime, although
there is not clear evidence that casinos affect crime rates. There is an important distinction between

Ami croo studies which dxamilde ,prambdl dmaga Dl ert

aggregate statistics. Although the studies cited above point to a variety of problems experienced
by disordered gamblers and their surrounding society, these results do not always hold at an
aggregate level. Forxample, one study examined cowyel rates of suicide and divorce in

eight new casino jurisdictions, comparing them to similarcasino control jurisdiction®3 The

results are summarized:

Suicide rates are not statistically different between casimb @ntrol communities.
Divorce rates are lower in three casino counties, higher in one, and not statistically different
in four. Overall, the results suggest no widespread, statistically significant increase in either
suicide or divorcé®

These results atd be interpreted as meaning that casinos do not contribute to suicide and
divorce. However, since the study relies on codetel data, one may not expect statistically
significant results, especially since only aboupercentof the population is likg to have a
gambling disordef®®

Despite the lack of results in macro studies of the negative impacts of gambling,
jurisdictions should be aware that such problems are likely to occur, even if they affect a relatively
small number of people.

NIMBY

One gewral concern that many people have with respect to legal gambling (and expanded

gambling) is that i1t changes a communityds Anf

can simply be summarized as NI MBY (biingowith i n my

it more traffic, perhaps more crime, and a variety of other changes that may fundamentally change
a community. A person may not necessarily be opposed to the activity of gambling, but they would
prefer that it not be located near their home.

Bal NOKF /& {KFIgx SG Ifodr a¢KS 9FFSOG 2F tICNK2f23A0

Spectrums: The International Journal of Neuropsychiatric Medimlame 12, 2007. 615622.

483 Mark W. Nichols, B. Grant Stitt, and David Giacopass ¢ / K y3Sa Ay {dzA OARS I yR
WdzNJX & R JoGriiahoRGasmdidy Studiegolume 20, p. 392404.

484|pjd, p. 391.

485 However, this is not necessarily to say that divorce and suicide only happen among the population of
disordered gamblers.
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More generally, and with respect to Florides Bill Lupfer of the Florida Attractions
Associationnoted earlier in the report, expanded gambling would dariagh e F 1 o ofi d a
wholesomefamily-oriented tourism.

According to one poll, most Americam® not support having a casino in theiwvn
community. The Saint Consulting Group, a Hingham, MA, consultancy that specializes-in land
use politics, every year or two conducts a nationwide poll (The Saint Index) asking Americans
whether they would support a certain type of facility or land useiet r communi t y.
routinely ranks among the secerat thirdmost opposed category. This stands in contrast to the
Ameri can Gaming Associationdés annual pol |,
say that casino gambling is acceptabletfemselves or othé® i demonstrating the NIMBY
factor. The following chart shows the results of the most recent Saint Index:

Figure49: Saint Index 2011: Support and opposition to land us\Nils & LJ2 Yy R Sobriinfudity, 2 & Y
nationwide
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Source: The Saint Consulting Group

Florida Council on Compulsive Gambling: Overview of Issues, Concerns

As part of its research, Spectrum asked Pat Fowler, executive director of the Florida
Council on Compulsive Gambling, to detalle issues that are of particular concern to her
organization and to the constituents whom the council sé8pestrum recognizes that the council

486 2013State of the State2013, p. 32.
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T like its counterparts in other stafieprovides a vital service that would largely go unattended if
such a nonprofit organization did notexisAs a resour ce, the counci l
tandem with any potential expansion of gamifgwler noted, ira memo to Spectrum, that:
In 2011, the State nearly eliminated all prevention, education angaobtmonies for
problem gambling related programming. Moreover, State government withheld monies
collected from parmutuel facilities with slot machines (i.e. $250,000 per facility),
statutorily earmarked for compulsive gambling programming, which wapeimely
awarded (per an RFP) to the Florida Council on Compulsive Gambling.

Overall, the role of government within the gambling equation has grown exponentially, has
significantly impacted upon expansion, has resulted in social impacts, and hasidfiect
publicés perception of gambling, and assoc

In-state research among adolescents, colegestudents, adults and senior citizens all
confirm that gambling is a problem for a significant percentage of these populations. They
also cafirm that problem gambling has social and legal consequences and exists in all
groups of society, appears in all social strata and ssmmoomic levels, as well as across
race and ethnic group$he same is true for incarcerated juveniles in Floridayelbas
among adult arrestees, in which a significant percentage suffering from gambling problems
are engagingn illegal activities*®’

Il n response to Spectrumds request, the Cou
that its leadership believeseus to be addressed. The following list of challenges and solutions is
provided verbatim from Fowlerds memor andum:

Challenge:

Florida currently lacks a clear and consistent State policy on gambling that addresses both
regulatory and public health issues.

Solutions:

Support legislation and other public policy initiatives that recognize gambling as a public
health issue and respond to the link between problem gambling and comorbidity, as well
as social impacts.

Design State policy that addresses the regofa public health and related aspects of
gambling.

Influence public policy on the requirement for the gambling industry to more formally and
consistently address responsible gambling.

Collect and share utilization of data across State and comrrhasgdorganizations
related to gambling.

Challenge:

Problem gambling is not currently viewed as a public health issue and is not overseen by
a designated entity at the State leMdloreover, while the FCCG has served as the
statewide advocate on issues related problem gambling prevention, education,

487 Memorandum from Pat Fowler to Spectrum Gaming Group, June 27, 2013.
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treatment, and research for nearly 15 years, the Statgslaturehas never authorized a
governmental agency to address problem gambling from a public health and harm
reduction perspectiveequally important, the two State agencies deemed responsible for
oversight and regulatory issues relating to gambling operatiarthé State are also the
designated entities to oversee initiatives and industry programming relating to problem
gambling (i.e. Florida Lottery and the Florida Department of Business & Professional
Regulation).

Solutions:

Explore the assignment of respinlsty for problem gambling as a public health issue,
and for comprehensive policy analysis related to problem gambling.

Provide ongoing information and support regarding the benefits of designating one
organization with responsibility for problem gamlgiias a public health issue.

Challenge:

Although Florida State government has and continues to promote gambling expansion, at
no time has it ever establisheddadicatedfund for problem and compulsive gambling
prevention, education, research, and treatment

(Note: Existig State funding to the FCCG is:

9 Limited in scope,

1 Substanially reduced from years past

1 Was lowered despite enalgitegislative requirements

1 Provides no support for treatment
In fact, this absence of Staftended treatment hasecessitated that the FCCG
identify another funding source willing to subsidize free treatment in instances
when compulsive gamblers or concerned persons lack adequate insurance or
havendt an.Huwkever, if the Stateds gpirg yo promote angsort
gambling expansion, it needs to provide adequate supports for those negatively
impacted.)

Solution:

Legislatively establish a dedicated fund for problem gambling prevention, education,
research, and treatment, based upon a percentage of Stateesegenarated by Florida
based gaming operatianghis will resolve existing and longstanding voids within the
problem gambling community and result in appropriate widespread awareness and
treatment for Florida residents.

Challenge:

Currently, private andmanaged care providers do not furnish appropriate, consistent
and/or comprehensive insurance coverage for pathological diagnoses in problem
gamblers, or for persons adversely affected by gambliigy also do not facilitate
treatment for problem gamblindpr persons presenting with eoorbid psychiatric
illnesses.
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Solution:

As the American Psychiatric Associationos
reclassified as an addictive disorder (i.e. DSMue to be issued shortly), thegislature

coud take steps requiring insurance providers to furnish coverage for persons with positive
diagnoses or for those adversely affected (e.g. family members and other loved ones).

Challenge:

Few substance abuse, mental health, medical, and other health desgionals ask
clients about their gambling habit&s a result, the early signs of a gambling problem are
overlooked, particularly in conjunction with other addictive, mental health or medical
conditions So, while nearly all patients presenting indiwal offices, drug and treatment
programs, mental health facilities, emergency rooms, and elsewhere are subject to
screening for tobacco, alcohol and other substances, they are not preliminarily screened
for gambling Yet, more than onthird of compulste gamblers in treatment experience
other addictive or mental health disorders, and a significant percentage suffer from an
array of medical conditions.

Solution:

Educate a broad array of existing health care professionals and institute programming
within medical universities and other academic institutions to assure awareness and
competency to systematically assess for gambling related difficulties.

Challenge:

Problem gamblers in Florida do not currently have access to therapeutic justice as is the
case or those experiencing substance abuse, mental health and domestic violence
difficulties. In particular, Florida does not currently have a system that identifies those
with gambling problems at all levels within law enforcement and criminal justice fesiliti

As a result, problem gamblers are not identified nor are the protocols for sentencing,
release or reintegration into communities considering the nuances directly impacting this
population and/or the potential ramifications to families, communitiestbedbtate as a
whole.

Solutions:

Develop screening mechanisms to identify problem gambling at appropriate points, from
the initial investigation through arrest, booking to arraignment, and trial and sentencing.

Train law enforcement personnel, defense @mosecuting attorneys, and Judges on
screening, identifying and responding to problem gamblers, both in traditional and
therapeutic justice settingé T h e F A& Ch@ntesfor Change Program: A Guide for
Legal, Criminal Justice and Court Professiondishded by Florida State government, has
already been developelet, these professionals and organizations are not required to
utilize.)

Encourage existing drug, mental health and domestic violence courts to screen current
participants for problem gamhbly and establish a process for those who fall outside the
scope.
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Develop gambling courts, like the model program in Amherst, New York, in jurisdictions
where the level of problem gambling related cases warrant such specialized approach.

Develop statewideasource networks for Judges and probation officers to support offender
access to education and treatment.

Establish Gamblers Anonymous groups in prisons and jails, and increase the number of
certified gambling counselors who are available to work wittcthminal justice system.

Utilize the Florida Council on Compulsive Gambling programs for the juvenile justice
population and for the offending population in jails and prisons.

Build evaluation mechanisms into all programs and expansion efforts. (Eventiden
FCCG provides free training and programming within criminal justice facilities, and
supplies sethelp materials for inmates, requests for outcome data by these institutions is
not forthcoming.)

Challenge:

Public school students are not being exposgatbgramming related to problem gambling

despite research sponsored by the FCCG based upon the findings from the Florida
Department of Children and Families' Youth Substance Abuse Survey, revealing that more
than half the students reported gambling in plast year, 13% have done so once a month

or more, and 4% bet weeklyn addition, 15 % admitted to having arguments with family

or friends due to gambling (which is a problem gambling indicatdth e FCCGO s
independent study, Gambling Among Florida Medand High School Students, revealed

(per the DCF Youth Survey) that gamblers are over two times more likely than non
gamblers to be drunk or high at school and
during the past year.

Furthermore, although # Florida Departments of Lottery, Education, Health, Office of
Drug Control, and Children and Families al
public school system, to date, nothing has been requikate: A joint letter from these
organizations wee sent to every school superintendent but no action has been
systematically taken. Since this time, the FCCG has also devised programming for
elementary school (Smart Choices) and college students (SAGAidents Against
Gambling Addiction).

Solution:

Require the use of problem gambling programming as a natural extension to existing
dialogue about tobacco, alcohol and substance use, abuse, prevention and treatment.

Challenge:

Responsible gaming programs by Florida gaming operators vary, as do practices regarding
seltexclusionPresently, not all gambling venues implement responsible gaming programs
and in other instances where protocols are established, they often reflectrr@mum
provisions which are deficient in providing necessary training to employees, safeguards to
protect the patron population, and/or strategies for aiding a person in need of assistance
for a gambling problem. And while there are establishments adhév high standards,

the State lacks consistency throughout the industry.
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Further, selfexclusion is intended to preclude patrons from returning to a facility for a set
period of time, up to a lifetimélowever, it is not working effectively throughthe State,

lacks uniformity statewide, allows excluded persons to return to excluded properties
because facility employees are not enforcing provisions (which is also a liability for the
gaming operator), and requires that these patrons travel to diffggambling facilities to
seltexclude versus implementing a statewide clearinghouse).

Solution:

Legislatively mandate implementation of a comprehensive responsible gaming program
that requires minimum standards, assures adequate employee training, casspicuo
disclosure of the statewide helpline, and develops and oversees a statewsdelssibn
registry that reflects the spirit of sedkclusion and serves as a disincentive for patrons to
return to a property or to attempt to gamble elsewtiére.

b. Positivelmpacts

Legalized gambling has expanded in the United States quite dramatically since the 1960s.
The lottery was introduced in New Hampshire in 1964, and now 43 states haveapstated
lottery. Horse and greyhound racing are also very common. Casimick,began to spread outside
of Nevada and New Jersey in the late 198fispaw legal in 43tates.

State governments and voters tend to approve the legalization of commercial casinos for
economic reasons. That is they expect significant economic itsefrein the introduction of
casinos. These benefits may include increased employment and an increase in average wages,
economic growth (i.e., increases in per capita income), and increased tax revenues. These effects
are discussed iGhapter 11} here weprovide a brief introduction to the literature on these economic
benefits, particularly from casinos.

Employment and Wages

The casino industry promotes itself by publicizing employment data. Casinosroanaig
employment through the construction of théacilities and then throughher dayto-day
operatios. The casinoindustry is very labemtensive. As an example of this, the American
Gami ng As State df thet Stamnnualseport lists the number of casino employees in each
state with commeral casino$®The report also | ists fitewwlsi no
aggregate. There is certainly an effect on local labor markets when a new casino is built and
operating. In general, one can think of the new casino as causing an increasgeimaie for
labor. As a result average wages should increase as employment increases.

However, casino critics often argue that casino jobs areqlmdity, lowpaying jobs.
There are no academic studies of which we are aware that confirm this conteetfapdthe

488 | bid.

4892013 State of the Statep. 1222.
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most comprehensive, best analysis of the labor market effects of casinos was written by Chad Cotti
in 2008%°° Cotti analyze$JS countylevel data, comparing counties with and without a casino. He
finds that casino counties see an increase in@m@nt after a casino opens. Further, his analysis
shows that casinos create modest benefits to both employment and wages, but that the employment
growth is negatively related to county population. (That is, there is a smaller impact on
employment growthn more populous casino counties.)

Since Cottids anal ysi s ¢ coaginacoenses,ardbecausesi no
he controls for other economic variables in his analysis, we can be confident that his analysis
isolates the impact of casinos.hét his analysis does not show is the net effect of casinos
compared to some other specific rasino industry. In order to analyze the effects of gambling
in Florida, jurisdictions in which casinos or panutuels are operating should be compared ta othe
nortgaming jurisdictions, while controlling for other economic variables.

These results should not be surprising, as a casino represents hew economic activity in a
local economy. As with other new businesses, one should expect that a new casinateijbbse
However, measuring the impact of casinos on employment requires a consideratiometf the
impact That is, simply because a casino employs 1,000 workers does not necessarily mean that
the casino created 1,000 new jobs. Some jobs may have tstém ddbher competing industries.
Nevertheless, the available empirical evidence suggests that casinos have a positive impact on the
labor markets in which they operate.

Economic Growth*?!

The casino industry does not typically promote itself as generatorpenic growth. This
is probably because, as a political matter, how a casino would generate economic growth is a more
abstract concept then, say, the creation of jobs. However, politicians often claim that casinos can
be used as a tool for redevelopment.

Casinos can lead to economic growth simply because they represent new economic activity
in a region. Joseph Schumpeter discussed it he
of economic developmefit? This proposition has been tested with respecasinos.

The most recent evidence on the issue uses Granger causality analysis. Bakiattlyis
statistical test does is determine whether the use of one variable (casino revenues) can improve the
prediction of another variable (per capitaincme | f it can, then it is
ot her vari abl e. This is as <c¢close as economi
variables. The Granger causality analysis uses datali®states with commercial casinos, from

W/ KFR 5 [/ 200AX a¢KS 9FFSOG 2F /L aArAydéumaoy [20Ft [ I
Gambling Business and Economiéslume 2, 2008, p. 141.

41 This section draws from Douglas M. Walkeasinonomic2013, chapters-B.

492 J0seph A. Schumpetéfhe Theory of Economic Developmd®93, p. 66.
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1990 through 2010The analysis indicates strong statistical evidence that casino revenues do
Granger cause economic growtf?

If we step back and consider what causes economic growth (increases in per capita income)
to occur, it boils down to mutually beneficial transacioThat is, whenever a market transaction
occurs between buyer and seller, both parties are expecting to benefit as a result of the transaction;
otherwise they would not agree to trade.

The benefits of such transactions can be easily seen, especialhe feellers. Profit is
simply the difference between the selling price and cost of production. This is the net benefit to
the seller, which is the amount of money that remains after paying for the inputs to production. On
t he buyer 6s shem s a @nhilar benefit fromatime kransactiont but it is a little more
abstract. Consumers typically receive more in benefits from consumption than they had to pay for
it. For example, if a person is so thirsty thatwouldbe willing to pay $5 for a s@&j buthe has
to pay only $2at the neighborhood grocetyereceives a $3 net benefit from the transaction. In a
sense, the consumer has a fAprofitd anal ogous

Any business that provides a good or service for which people are willing to pay helps to
foster this process of mutually beneficial exchange. This is simply economic activity, which is the
basis of economic growth. It matters little what type of busiiteiss as long as the customers
receive benefits from the product at least as great as the amount they must pay.

As new businesses are formed, workers must be hired to produce the goods and services.
This creates increased competition for workers; ihahere is greater demand for workers, and
wages are likely to be pushed up as a result. The new firm must offer a salary and/or benefits in
excess of -bestroftienr ctherwise ehe new firm will not be able to find suitable
employees. It is psible that the new firm would simply hire individuals who are currently
unemployed. In this case, the new job still presumably represents an improvement over the
unempl oyed workerdéds current situation.

Tax Revenues

Legalized gambling, in general, and casinin particular, can have a significant impact on
state government budgets. Yet, the effect is not as large as many observers believe. In 2004,
legalized gambling accounted for less thgmePcentof state revenues in most states. In Nevada,
casino taxesepresented 10.dercentof state revenues. In Florida, the lottery represented about
1.7 percenbf state government revenues during 2684We discuss this in more detail in Chapter

NAI2] )

493Walker,Casinonomig2013), p. 5%6. It should be noted that a similar study performed in 2007 did
not find a Granger causal relationship between casinos and economic growth. However, as noted above, the most
recent evidence suggests there is such a relationship.

4% pid, p. 68.
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Although legalized gambling is usually taxed at relativelgh rates, this does not
necessarily mean that tlegistence of gambling industry necessarily results in a net increase of
state tax revenues. For e x a mp I’ away ffom dthee r e i s
consumption, legalized gambling cowadtually result in a decrease in tax revenues. This result is
unlikely in most jurisdictions, however, since tax rates on gambling are typically much higher than
tax rates on other goods and ser vipaceThe For e
effectivetax rate on grossasinorevenueranges from 7 percentin Nevada to over 5fercentin
several states

Several researchers have examined the impact of legalized casinos and lotteries on state
government revenues. For example, Siegel and Arf@i8@9) examine how Missouri county sales
tax revenues were affected by the introduction of riverboat ca&itibsey studied 19986 data,
and found that a 1percentincrease in gambling tax revenue leads to abouperdentdecrease
in taxes from otherrausement and recreation sources. The study by Borg et al. (1993) found that
$1 in lottery revenue has a cost ofA% cents in other types of government revetilielowever,
the Il ottery still |l eads to a neéeftf eicntcor efarsoem itnh ¢
IS not very great.

The study by Walker and Jackson (2011) is probably the most comprehensive tax study in
the United States, to dat® They found statistical evidence that lotteries do lead to an increase in
state net tax receiptbyt that the positive effect diminishes as sales increase. Their casino result
was interesting, that casinos have a mildly negative impact on state tax receipts. However, their
analysis also finds a positive impact on state tax revenues from increasesapiga income (i.e.,
economic growth) and hotel employees (as a proxy for tourism). If casinos generate economic
growth and are a significant component of a §
positive impact on statievel tax receif. So, although their analysis suggests that the direct effect
of casinos on taxes is probably not positive, the overall impact of casinos may be positive when
the economic growth and tourism effects of casinos are account&d for.

4% The substittion effect is discussed in more detail in Chapter 11(G)(5).

W52yl fR {AS3St FYR DINEB ! yRSNAEAZ atdzofAO t2fAde FyR
Riverboat Gambling in Missoudipurnal of Gambling Studiegolume 15, 1999, p. 1a6B21.

al NB . 2NHI tldA alaz2zys FyR {GSLKSY {KFLANRBI d4a¢KS
¢ E wS 8l &a%aBcé Quarterlyolume 21, 1993, p. 12B340.

W52daAt LA ad 21 f 1SN FYR W2Ky 5@& W O] 6&sfrinerdt ¢ KS 9FFSO
w S @ S yCdeflemporary Economic Polisfolume 29, 2011, p. 1em14.

49 Walker,Casinonomicep. 84.
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4. GamblingSpecific vs. NoiGambling Impacts Job Creation and
Wage Changgs

For any of the impacts discussed in the previous section, understanding the specific effects
of gambling is more complicated than it may initially seem. This is because the relevant
comparison for understdimg the changes in society caused by gambling is not just between the
situations before and after gambling is introduced. Rather, the relevant comparison is between the
situation with gambling and/hat otherwise would have happenedlled theicounterfatual 0

Consider an example in which there is a single plot of vacant land in a city, and the land
owner is deciding whether to allow a casino
is eventually built. Then there will be employment andjevaffects, for example, resulting from
the building and opening of the casino. The jobs created by the casino, the wages paid, and taxes
paid will likely be reported as the effect of the casino on the local/regional economy. The reported
benefits of the &sino are those compared to the situation prior to the casino being built. But this
assumes that if the casino had not been built, nothing else would have been. But in our scenario, a
shopping mall would have been built. Then to determine the net impaciest casino, the effects
of the casino should be compared to what would have likely happened had the shopping mall been
built instead.

For the practical analysis of the impacts of casinos, it is difficult to always know what
would have otherwise happenddne way of isolating the impact of casinos is to compare the
situation in casino communities with those in f@sino communities. As an analysis of
aggregates, this type of analysis can isolate the marginal impact of casinos, as long as other
variablesare controlled for in the analysis.

Perhaps more importantly, in considering the impacts of casinos, it is important to
distinguish those effects that are specific to the nature of gambling (such as crime committed by
problem gamblers), and those that alssult from a casino, but are simply economic impacts
caused by a new firm/industry entering a local economy.

By way of example, if wages increase in a community because some of its previously
unemployed and und@mployed adults are working at a casiti@gt would increase spending
power in that region. That increased spending power could potentially result in increased
investment by nolgaming businesses.

Hypothetically, such investments could include, say, a regional supermarket chain or a
national plarmacy outlet in an area that previously did not warrant such investments. This
economic growth would be casHnelated, but it is not the result of gaming, in particular.
Alternatively, consider if a local food store or local pharmacy is adversely intpartd
hypothetically goes out of business, it is clearly an impact of the casino. But it is not necessarily
gamingrelated, but is rather related to general economic growth. Moreover, such an impact is
adverse to that pharmacy owner, but may not be adi@tbe community.
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Similarly, if a casino raises the prevailing wage in an area, particularly for unskilled or
semiskilled work, that could have an adverse impact on a number of small businesses, such as
small hotels, restaurants or fdsbd franchisesSome may find that they cannot afford to pay the
prevailing wage rate and still be profitablhat is an impact of casinos, but is not related to the
specific nature of gambling, nor is it clear whether that is adverse or beneficial to the larger
communit.

Historically, Atlantic City and the Miami region, particularly Miami Beach, have had much
in common, starting with their histories as East Coast tourist destinations. At various times, both
endured economic downturns and experienced rebdusadetimesvith the same resulisbut
clearly the catalysts were different. At |l ant
casinos, while Miamidéds rebound has had multip
detected, as noted in a 2012 blog

There is a flipside to Miami's rebound. While the supe&h are buying, locals continue to
suffer. Wages and income levels are low, and the metro has a high level of income
inequality. Miami's housing market and broader economy remains highly unaden a
divided. While South Beach and the downtown corridor may be booming, the area inland
is rife with housing misery, foreclosures and homelessness. The economic and social
distance between the global supieh and suffering locals is substantial and groyv°

Atlantic City clearly offers parallels, as noted in this excerpt fidostage to Fortune:
Atlantic City and Casino Gambling

In the precasino world, Atlantic Avenue was Main Street USA, where the appliance dealer
knew the insurance broker and bkittew the barber and the shoe salesman. George Babbitt
would have been quite at home in that Atlantic City.

What casino gambling did to that world was turn it upside down by injecting the world of
Wharton econometrics and advanced marketing techniqueissim@jor arteries.

Prior to casinos, the hotels and utilities
employers of more than a handful of people.

Before gambling became a component in the economy, all the workers in the region who
bore the titleof vice president could have squeezed into the laundry room of the
MarlboroughBlenheim hotel.

Now, the MarlborougBlenheim is gone, and Atlantic City has a banquet room full of vice
president$ real vice presidents who grew up in a world of competitdow, they manage

big banks and casino firms and national drug store chains, and they often outclass and
outdistance their local counterparts.

Most of the fasfood outlets and the new drug stores and appliance dealers opened in the
suburbs. To the cityaame new law offices and new bank branches and other businesses

S0WwA OKI NR Cf2NARI ST a2 Keé aAl YHe@tantiovQtiedMarchd 20121 S Aa . 22Y
http://www.theatlanticcities.com/jobsand-economy/2012/03/whymiamisrealestate-boomingagain/1396/
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that would likely not have considered Atlantic City as an ideal location in itsgsi@o
days have opened up. é

There are only so many ways to spend or save a single dollar, and the brikeagad
the banks, and the haberdasheries, and the restaurants are in competition with each other
for that dollar.

The available outlets for the dollars, it seems, expanded as rapidly as the supply of
dollars®?

The economic patterns are the sametheitauses and arguably any potential solutions
T would be different, yet it must be noted that, while the presence of casinos was the proximate
cause of Atlantic Cityods disruption, tottHate nat u
disruption.

5. The Substitution Effect

The introduction or expansion of legalized gambling, in particular casino gambling, raises
a variety of concerns. Although casinos are often introduced in order to raise tax revenues, create
jobs, and spur economic developmentany observers have a concern for the potential
Asubstitution effecto of casinos. That i s, t
casino(s) will be redirected from other local or regional businesses, with the end result that the
casinos havemm r e a | net benefit on the | ocal econom
Predatory Gamblingo shows a variety of conce
industries®?

Fundamentally, the substitution effect is not unique to the casiostiydIndeed, anytime
any new business opens, there is the potential that an addition to the local economy will be harmful
to incumbent firms and industries. This is because the substitution effect is essentially synonymous
with market competition. As sh¢ from an economic perspective, the substitution effect is not
necessarily a cause for concern. Casinos compete for a share of discretionary incomes within their
respective markets, as would be expected from any segment of the entertainment or leisure
industries. When adults elect to visit a casino, rather than the theater or a museum, the casino wins
and the alternative loses. Quite often, however, the reverse it &mé the number of precise
alternatives competing for a share of discretionary spensdiag vast, even in smaller markets,
that it would defy any efforts to track precise winners and losers.

Such efforts are further complicated because, not only are there many options for
discretionary dollars, we point out that overall discretionary spgndiso competes against
savings. A dollar saved is a dollar not spent, and vice versa.

501 Michael PollockiHostage to Fortune: Atlantic City and Casino Gamhligg7, p. 166161.

502 Stop Predatory Gamblirfatp://stoppredatorygambling.org/blog/category/researebenter/economie
impacts/ (accessed June 13, 2013)
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Notably, Spectrum suggests there is a potential negative correlation between the savings
rate and gaming spending. For example, in 2006, @emession period that waat or near the
high-water mark for gaming revenue in both Atlantic City and Nevada, the national savings rate
had sunk to a sevetecade low, as reported in early 2007heNew York Times

Americans once again spent everything they made and then astmeéar, pushing the
personal savings rate to the lowest level since the Great Depression more than seven
decades ago

The Commerce Department reported é that th
1 percent, meaning that not only did peoplensi&ll the money they earned but they also
dipped into savings or increased borrowing to pay for purchases.

The 2006 figure was lower than a negative 0.4 percent in 2005 and was the poorest showing
since a negative 1.5 percent savings rate in 1933 dimnGteaDepression.>%3

Notably, that original estimate of a negative savings rate was since revised U the
Commerce Department, taking it out of negative territory. Yet the principle that low savings
equates to increased disposable income, which bereditsin leisure industries, remains
unchanged. The Federal Reserve Bank of New York published the following in 2007:

By definition, personal saving is the difference between actual cwdodlar aftertax
(disposable) income and curreddllar spendingMany have observed that increases in
wealth (assets such as stocks and homes, less debt) relative to disposable income, both over
the last generation and during the more recent rise, could have worked to boost spending
relative to income and reduced trergonal saving rate. This is especially true to the extent

that these rises in wealth are linked to increases in expected future income, thus elevating
permanent income relative to disposable incéffie.

Our analysis and experience suggests that the suctgasning in destination markets
such as Las Vegas during periods of low savings is not coincidental. This was generally a period
in which both the stock and housing markets were robust, creating a general feelingoafingel|
in which household net worthias increasing by itself, without the need for additional savings, and
much of that increased spendinthe flip side of decreased savirigsenefited the casino industry,
as evidenced in the following chart, which tracks data in Las Vegas through ibeé pelow
savings, right through the first, most traumatic months of the Great Recession:

Bg! df{ @ al GAyIaA NI GS &AYy] &Nelw York TlngsSebriiary1i20970S DNBF G 58S
http://www.nytimes.com/2007/02/01/business/worldbusiness/01Hsave.4436274.html

04 KIF N S&a {GSAYRSt>X al2g¢ 22NNRaz2YS LA | bS3aFGABS {1}
May 2007http://www.newyorkfed.org/research/current isses/ci134/cil3-4.html.
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Figure50: Personal saving as a percentage of disposable personal income vs. Las Vegas Strip Revenue

Yearover-year chainges in Las Vegas Strip GGR, in percentag
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which affects the gaming industry and, presumably, other leisure industries as well, further

complicating any analysis regarding sutogsion.Spe ct r umé s 2h6 Cognmonwealthr t f o
of Massachusetts noted the following:

As the chart shows, an increase in the savings rate shrinks the pie of discretionary dollars,

We note a very important point that was articulated rather well by Michael E. Porter who
makes the point that substitution is an omnipresent issue that must be ueavenuch
larger context:

O0Substitutes are al ways present, but t}
appeartbevery di fferent from the industryods
a Fatherdés Day gi ft, neckt iltéassa substitdte p owe r

to do without, to purchase a used product rather than a new one, or to do it yourself
(bring the service or product-mo u € ) . 6

With that in mind, we caution that any analysis of the substitution effect defies
simplification. If a casal dining establishment loses customers to casino restaurants, it is
easy to identify a competitive culprit. But what if patrons of kegld restaurants decide to

alter their spending patterns, and shift more dollars to casual restaurants to free up more
discretionary income to visit a spa at a destination casino. Who benefits? Who suffers?

January 2008, p. 84.
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What if income levels rise in a community, thus allowing more households to spend less
money at supermarkets to prepare harmeked meals while they increase spendirayes
restaurants? Again, in such situations, it is difficult to identify the competifon.

Casino advocates might argue that casinos should not be treated differently than other
businesses; as long as they generate a profit, it implies the casino figngatise wants of

consumers and is a fAproductiveo industry. Il nd
expenditures away from other industries to ca

is of higher value than alternative piects; otherwisé according to such economic logic
consumers would not have changed their spending patterns. Two exceptions to this may be argued:

1 To some extent, casinos derive a portion of their revenues from problem or
disordered gamblers, who do metlly exercise free choice if they have a gambling
problem.

9 Casino licensure is largely viewed as a privilege that often comes with some level
of exclusivity. As such, casinos have a concomitant obligation to act in the public
interest, which can transg&into policies that minimize substitution and focus more
on attracting business from outside the region or state.

There have been a few academic papers that have addressed the substitution effect, either
directly ar in a roundabout way. Figure 54ummaizes some of these studies. Most of the studies
examine data from the 1990s.

506 Spectrum Gaming Grou@omprehensive Analysis: Projecting and Preparing for Potential Impact of
Expanded Gamg on Commonwealth of Massachusetts 155 August 1, 2008
http://www.mass.gov/hed/docs/eohed/magaminganalysisfinal. pdf.
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Figure51: Review of literature on interindustry relationships

States/
Paper Years counties Findings
Anders Siegel, 199;96 | 1 county (AZ) Indian casinos harm other entertainment
and Yacouty”
Elliot and Navip® 19895 | All states Casinos and pamutuels harm lotteries
Kearney® 198298 | All states Lotteries do not harm other forms of
gambling
Mobilia®0 19786 | Allracing states Lotteries harm horse and dog racing
Popp and Stehwien! 199(;97 | 33 counties (NM) Indian casinos harm other entertainment
Ray'? 1991¢98 | All dog racing states | Horse racing and casinos harm dog racing
Siegel and Andets 199496 | 1 state (MO) Casinos harm other entertainment
Siegel and Andet¥ 199398 | 1 state (AZ) Slots harm the lottery; horse and dog racin
do not affect the lottery
Thalheimer and A#® 1960;87 | 3 tracks (OH,KY) Lottery harms horse racing

Source: Douglas M. Walk&asinonomicéNew York: Springer, 2013), p. 236.
Note:2a h Gt KSNJ Sy i SNI | A gambliigiirdustgs B&Ns restairants hftels, and bars.

The 2008 paper by Walker and Jackson is the most comprehensive study to date on
gambling intesindustry relationship$® They studied data on all states for 198%0. Their
results indicate that casinos and lotteries are substitutes, that lotteries complememityairi
racing (and viceversa), and that horse racing and casinos are complementary. Tédraidostry

BT 52yFfR {AS3StX YR adzyiKSNJ , | O2dzo > «a

S’DF NB ! YRSN
A R SGoAEnparaEEdonomidRdlisfolime>16, 1998, p. 34355.
A2
p.

wS@SydzSaK 90
852y f R 9f f
Finance Reviewwolume 30, 2002,

200 YR W2KYy / ® bl Opguai8NE ARUBIOSFUBRE G
23T

SWaStAaaal {® YSINYySes af{ il d Souna af BublinEcSnomidsjuRe 89,2 v & dzY' S N
2005, p. 2262299.

S0t | YSE I a2o0Af Al T ac¢ NBikERadingndUBtry ¥ral Effedf & Btate Listteries, B NA
bSé al NJ Si Jdu@a of guktuiah E2ghamidsolume 16, 1992, p. 542.

S yiK2y e t2LI) YR [/ KFENISa {(iSKgASYT GLYRALY [ aAy?
9 ¥ A R SRGMliSHFNance ReviewWolune 30, 2002, p. 32830.

23 NHIF NBli whkex dal2g¢g adzOK 2y ¢KFG 5233AS G GKS 2y
wl OA Yy 3 ReligRffR8gIbAal Studjdsolume 31, 2001, p. 16576.

W2yl ftR {AS3Stf | yR DI NE / dlaceryeRt EffetsSof Gasindzo A Gade Studyf A O &
2F wA@GSND 2 G DI IoaraliofyGAmbiing StadiégolaniedZ) R9S% p. 10B21.

M52yl fR {AS3St FYR DINE /@& ! yYRSNAZ a¢KS LYLIOG 27
I NX T Public Bhénce RevieyWolume 29, 2001, p. 13947.

SBWwA OKIF NR ¢KFEEf KSAYSNI YR adzZl KiIFNJ ad 'fAZ a¢KS 5SYIy
I GG Sy RMayaQesnEnt Sciengd/olume 41, 1995, p. 12B43.

S52dz3fFa a® 21t 1SN YR W2KWRSA IWKRGHRAZYY yaubliz t Ad{Sd 9D
Finance Revieywolume 36, 2008, p. 36833.
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(intrastate) rsults are summarized in Figure.52 For exampl e, the ACasi
increases in casino revenues within a state have a negative impact on dog racing and lottery
revenues/handle within a state, but a positive impabibose racing handle within the state. Since
Indian casino revenue data are generally not public, Walker and Jackson instead use the square
footage of Indian casinos in a state as a proxy for Indian casino revenues.

Figure52: Summary of intrastate industry relationships the United States

Dog Horse
Model Variable Casino| racing | racing | Lottery
Casino q + q
Dog racing (© q +
Horse racing + C +
Lottery G + +
Indian square + (+) + q
footage

{ 2dzNDOSY 52daAtla ad 21t 1SN IYyR W2KYygmowt D SPuicrRhaEnsciRéie® N é DI
Volume 36, p. 325.

Note: ()indicates statistically insignificant at normal levels.
Walker and Jackson also examined tdlationship between an industry in one state and
the availability of gamblingn neighboring states. Figure 8Ristrates these relationships. Figure

53 shows that, for example, the greater the availability of casinos in neighboring states, the lower
thecasino revenue and lottery revenue in the particular 3fate.

Figure53: Summary of adjacenttate competition

Dog | Horse
Model Variable Casino| racing | racing | Lottery
Adjacent Casinos C (+) + q
Adjacent Dog racing| () + + G
Adjacent Horse racin + C + +
Adjacent Lottery (© q + q

{ 2dz2NDSaY 52dzaftl a a® 2Fft{1SN IyR W2 K WA $ad  /WIHyO AadkytsA T & 529 |
Public Finance Revigw +2f dz¥Y$S oc 2 HAny X Ll oHHT {LISOGNHzY DIYAy3
Potential Impact of Commercial Casinos on New York Lottery Ticket Sales and Video Gaming Machine
Revenues (Linwood, NJ, June 2013), p. 16.

Note: () indicates statistically irgmificant.

As shown in the above table, not all industries appear to act as substitutes across state lines.
However, the availability of casinos tends to harm casinos and lotteries in neighboring states.
Lotteries also harm lotteries in neighboring states.

Three other studies offer some insight into the substitution effect. One is a-toeity
study that examines the labor market effects (employment and wages) of casinos. The 2008 study
by Cotti analyzes the effects on labor of counties that have a dasicasinos), relative to those

STg 1 @l AfFoAfAGeE 2F OFraAyz2aé Aa YSIadaNBR Fa GKS LISN
particular year. Hence, this measures the ease of accessitisdn nearby states, rather than the casino
revenues in neighboring states.
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that do nof8 Cotti finds that, generally, casino counties fare better, in terms of employment and

wages, relativetoneoasi no counties. Cotti summari zes hi
significant role in incresing both employment, earnings, and promoting economic development
in a countyo (p. 15). The results are more si

a casino represents a relatively large business in a smaller community. The ewidgestsshat,
on net, there is no net negative impact of casinos on employment or wages. This is not to say,
however, that some industries may not see a negative impact from the introduction of casinos

Another study examines the effect of casinos aalrptoperty values. In their 2011 paper,
Wiley and Walker examine how casinos in Detroit have affected property values, based on
commercial property sales datd.Their results suggest that the casinos tend to have a positive
impact on property values, paularly for some sectors related to tourism (e.g., service stations,
restaurants) and on fAgeneral freestandingo re
the only published papers to directly examine the effect of casinos on otheasimnbusinesses.
Of course, not every community will see the same relationship to casinos that Detroit does.

Finally, the 2007 paper by Wenz examined the impact of casinos on residential property
values2?*Wenz found that casinos have a net positive impahbasing prices, of about 2 percent,
in the same geographic area as a casino. At the same time, property values in bordering areas see
an even greater effect, of about 6 percent. Notably, most of the casino areas analyzed are tribal
casi nos, s ©maybaduepartiallydosthe fact that tribal casinos may be more likely
to be located in relatively depressed local economies. Indeed, Wenz finds that the positive impacts
of casinos decline as population density incre@e3everal other studies (ona étlantic City,
and one on Windsor, Ontario) suggest, when the effect of crime is considered, the net impact of
casinos on property values may be negafive.

We caution that such studies, no matter how rigorous they may be in developing their
models or agsmptions, should never be taken at face value, particularly as authors rarely take into
account the full complexity of issues. In Atlantic City, the notion that casinos had a negative effect
on property values might comport within the parameters of a fgpecodel, but we would

S8/ KIR 5 /200AYX a¢KS 9FFSOG 2F /Ll arydaundef [ 20t [ I
Gambling Business and Economiéslume 2, 2008, p. 141.

S9Jon A. WileyanB 2 dz3t & ad 21 f {SNE a/FaiAy2 wS@SydzSa FyR wS
Journal of Real Estate Finance and Econoimsime 42, 2011, p. 9914.

0 A0KIF St 2S8yT s a¢KS LYLIOG 2F /FaiAyz2 DIoumblafyd 2y |
Gambling Business and Economiéslume 1, 2007, p. 1e120.

521Douglas M. WalkeGasinonomicé H T Mo 0 X LIJP HmMdpd ¢KAa RAAOdzAaaAAZY 27
discussion.

2] yRNBH Wao . dz01 = SiG Fftodx a! 2y ¢KNzBRY Ae/2 RSB VB NE IS
Urban StudiesVolume 28,p.678 yo® ! f Iy D® t KALILIAZ &/ NAYS YR 5A&a2NRSN
I Fary2 {ASa Ay 2 ATHeRCarmhddh GépgraphakillindeX8, 2004/ . #OBZ. £
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respectfully point out that, in 1978 when the first casino opened, the entire assessed valuation of
all property in Atlantic City was $308 million, a number that actuadigbeen declining in tandem
with Atl anti c i@liintyedears grecedngvgambdifid.gvighin two years, the
assessed valuation grew by more than 182 petéenphenomenon that we would attribute almost
entirely to the presence of this new industry. That growth, of course, did not dispel concerns about
the impact of casinos, and created new sets of problems for those property owners that faced
steeper tax bills.

When dealing with complex issues such as substitution, both facts and perceptions must be
considered and addiged.In the case of casino gambling, it becomes an understandable concern
for business owners, voters, politicians, and others because the introduction of casinos requires a
positive act by government. Therefore, while there may be relatively little interesay, the
economic impacts of opening a new restaurant in a particular neighborhood, that would not be the
case with casinos.

Nevertheless, we can begin to identify the impacts of a new casino in Florida by
considering the possible sources of spendirtigeahew casino. Those revenues would come from
a combination of these sources:

1 New spending from Floridians
1 New spending from owf-state tourists

1 Existing spending on other Florida rgambling industries (by Floridians and tourists)
1 Existing spendingn other Florida gambling industries (by Floridians and tourists)

1 Existing spending by Floridians on eoft-state purchases, including gambling

The evidence suggests that casinos are likely to Aanegative impact on lotteries, and

some other businesseeay see decreased revenue as a resul

different from what happens when any other business opens. Certainly some of the revenues for a
new casino would come at the expense of other, existing gambling firms in Flogidenues are

likely to come from all five of the sources identified above, but it is very difficult to predict the
exact percentage from each source. In any case, the substitution effect is relevant for any new
business that opens.

a. Conclusion

To be sure, ew casinos create a substitution effect, but it is much less clear what the
significance of it will be and which industries would be most affected by it. The academic studies

523 George Sternlieb and dges W. Hugheg he Atlantic City Gambl@wentieth Century Fund, 1983, p.
97.

524 bid.
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that have been performed suggest that, at least fegambling industries, casos are more likely

to act as complements than substitutes. This suggests that the concern over the substitution effect
may be greater than is justified. After all, the casino industry has expanded across the United States
over the past two decades, andréhis no evidence to suggest that this expansion has led to any
long-term negative economic impacts for cashusting regional economies.

Still, we do not discount the importance of concerns regarding substitution, nor do we
dismiss the notion that casism compete. Indeed, they compete against any other option that seeks
a share of discretionary income. While it is difficult to determine with any level of precision which
businesses will win and which will lose in such competitive battles, there is onaroheng
certainty with respect to substitution, and that holds true for tourism in general, as well as for
gaming: The dollafor-dollar substitution with local businesses will be less pronounced and less
impactful if new businessésbe they casinos ather attraction$ help attract visitors and dollars
from outside Florida.

6. Short and LongTerm Fiscal Impacts of Government Policies

In an increasingly competitive global economy, casino gambling is seen as a quick and
easy way to create jobs, increasewention and tourism business and stimulate development of
additional visitor attractions and amenities. However, to maximize the economic benefits of casino
development and to minimize any potential negative impacts, it is vital that state and lagal poli
makers have a clear understanding of how different implementation scenarios and community
variables may affect short and long term outcomes.

Landuse planningand zoning power is the most effective tool that state and local
governments have to plan fand control development related impa€&ssinos are unlike other
types of development projects such as an office park or a shopping. €agero development
may potentially have a greater impact on traffic, housing stock, the labor force and municipal
services. Newer, more sophisticated planning tools such as geographic information systems and
economic modeling enable government planning to have a better understanding of the potential
impacts of projects and thereby plan more appropriately.

A study ofthe impact of casino gambling in Connecticut by Spectrum found that the
absence of regional planning had significantly impeded state and local officials in their efforts to
address the impact of two Indian casinos on traffic, public safety and edu@ation.

Atlantic City is a classic example of how poor land use planning, particularly in the
formative period immediately following the passage of casino gaming, greatly impeded orderly
devel opment and>%Ramnpant unchedkes repl estate rspeicuiabecame an

525 Gambling in Connecticut

S26By5 @2 ® bl dzaa> ! Gt yadAO /AGe tfyyWhyhigd, BR®a b2d t |
1981, p. 613.
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i mmedi ate and enduring problem for the <city.
casino made potential casino developers willing to pay almost any price to get their projects started.
Slum neighborhoods suddenly took on new valle real estate speculators, only the land had
value. Buildings and businesses did not. Thousands of lives were disrupted when buildings were
sold and tenants evicted. Orstable neighborhoods suddenly became vacant and desolate.

Atlantic City governmendid little to tame speculation and in many ways encouraged it
Its master plan was deemed unrealistic and local officials did little to adhere to whatever guidelines
it did offer. Nearly everyone who applied for a variance got one. In effect, everywhie gity
was a potential casino si#.

The national experience with legalized gaming has matured to the point where policy
makers have a much better idea of what may or may not work effectively in a particular
community.

Prior to 1978, casino gamblingas only legal in Nevada, where it was implemented in

1931. Il n 1976, New Jersey became the nationo:
New Jersey, |l egali zed gambling was speci fi c:
redevel 8 Mooringot o its enabling | egislation, lF:

major hotel convention complexes, permitted as an additional element in the hospitality industry

of Atlantic City, will facilitate the redevelopment of existing blighted areas and thebisfing

and expansion of existing hotel, ¢E*oThesstatet i on,
constitution | imited casino gambling solely t
distressed communities.

For a number of years, lantic City was the only legal casino gaming venue in the eastern
United States during a period when the public
spectacul ar profitability of At |l antconstrucont yo s
and permanent jobs that paid good salaries and provided good benefits, fostered widespread
interest in casino gambling as an economic development tool. Although the urban redevelopment
aspects of New Jer seyods ca@hersmhes tak pote rofi casno t w e
gamblingds economic i mpact and wanted to get
approved legalized gambling, initiating a new era of casino expansion. Currently, commercial
casinos (nofindian gaming) operate irBxtates$>°

By 2008, Atlantic Cityds remarkable financ
national recession and, more ominously, to growing competition from nearby states with new

527 bid.
528 New Jersey Casinofitrol Act, N.J.S.A. 5:12
529 bid.

5302013 State of the Statep.2.
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casinosin 2012, among all states with casino gaming, Neweleexperienced the largest drop in

both gross gaming win and gaming tax reveti@ne of its newest and largest casinos, the $2.4
billion resort, Revel, which opened in May 2012, filed for bankruptcy less than a ye&fiater.

one recent observer notedl, T he Revel iI's a hulking reminder
gambles not paying oué City planners and state legislators looking to casinos as sure ways of
generating revenue shoul & take note of this

The financially ailing Revel isat alone. The $2.3 billion Foxwoods Casino Resort, owned
by Mashantucket Pequot Tribal Nation in Connecticut, is also struggling finamfallike
Atlantic City, with new competition coming on line in Massachusetts, Connecticut too can expect
to see dectiing revenues and a more competitive gaming environment.

The dramati c ri se and fal/l of Atl anti c Ci

other jurisdictions considering casino gambling. Casinos must be right sized and properly
integrated into thie host communities. Neither exists in a vacuum and both must be able to respond
quickly to changing consumer tastes and market conditions. By establishing itself largely as a
convenience destination, failing to plan for gaming competition elsewhere, adlihth fto
responsibly incorporate casinos into the social and economic fabric of the city, the prognosis for
both Atlantic City and its casino industry is an open question.

Workforce development is another area where proper planning can have positvarghort
long-term impacts. Casino resorts dabor intensive and require a variety of skill levels to operate
efficiently and meet the expectations of their patrddgpending on the magnitude of their
workforce demands, a new casino could cause a majaptien in the regional labor market.
Getting unskilled and low skilled workers into the workplace can be a challenge.

In Massachusetts, where casino development was recently enacted, it is anticipated that
over 30,000 individuals will need to be considkefer employment in order to fill the 10,000 jobs
that are expected. To meet this objective, the state recently ramped up its workforce recruitment
process and employment infrastructure. To accomplish this, a collaboration of workforce
stakeholders joinedtogether. These include ostop career centers, community based

31 1bid.

532 Donald WittkowskigRevel takes steps to restructure finances, ownershie Press of Atlantic City
May 8, 201ttp://www.pressofatlanticcity.com/business/revebkesstepsto-restructurefinances
ownerstip/article 8e43888eBb71-5f9d-a2d8f14fe62018e8.html
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2013http://www.theatlanticcities.com/jobsand-economy/2013/05/atlantiecitysincrediblybad-gamblerevek
casino/5541/
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organizations, organized labor, community colleges and other public and private educational
entities®®

The past three decades provide policy makers with an abundance of data drahdirst
examples of how casino gambling impacted a community and what the role of policy makers
should be. However, a clear, compelling understanding of the costs and benefits remains elusive
and the academic literature is contradictory.

The 1999National Gamblingimpact Study Commission Report noted that social and
economic impacts are not as easily severable as those responsible for policy making would
prefer®®® Quantifying gambling related social costs and benefits can be extremely difficult. The
Commission went on to note that the economic benefits of casino gambling appeared most
powerful in more financially distressed communities where economic developnpanrtwopties
were fewer.

In a 2005 study, Phineas Baxandall and Bruce Sacerdote compared the experience of
counties in the United States that have casinos with counties that do not. They found that casino
development appears to produce both modest posttigets as well a modest negative effects as
well no statistically significant effects at all in some areas. They analyze the effects of casinos at
the county level rather than the state level because entire states are simply too large to discern a
c a s $ infloedices on outcomes such as employment or Site Gambling in AmericaCosts
and BenefitsEarl Grinols found that when all relevant factors were considered, the social benefits
of casino gambling were outweighed by the social cB8ts.

The national experience with casino gambling has led policy makers, urban planners, social
scientists and casino developers to recoghni ze
properly sized and blended into the host community. The types aadl format of a casino will
inevitably be a factor in what impact it has upon the community.

lowa was an early adopter of casino gambling and Dubuque is often cited as a community
where casino gambling has begsuccessful component of an overall eaoimdevelopment
strategy. A 2011 report noted that one would be hard pressed to find someone opposed to casinos

535 Massachusetts Gaming Commissiér? 2 NJST SMIBSt 2 LIYSy G | yR 5A@SNARAGR Z¢
http://massgaming.com/about/diversity(accessed May 20, 2013

SBNGISC.

87t KAYSIFa . N})EFYRFfE FyR . NHzOS {I OSNR2(Sz a&. StiAy3
DI Y 0 f Ragpapor Institute for Greater BostdPolicy BriefsJanuary 13, 2005
http://www.hks.harvard.edu/var/ezp site/storage/fckeditor/file/pdfs/centesgsrograms/centers/rappaport/
policybriefs/betting_final.pdf

538 Earl L. GrinolGambling in America&Csts and Benefits2004
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among local resident8® Dubuque Assistant Chief of Police Terry Tobin noted that his department
does not have any concerns about organized cprostitution, robbery or oth@redatory crimes.

City Manager Michael Milligerstated that poverty was not a problem and that local wages have
increased?’lowa is unique among states with casino gambling. In every county that has a casino,
voters must pss a referendum approving casino gambling to confitile Dubuque, the last such
referendum passed four years ago wittp&fcentof county voters approving?

David G. Schwartz, Director of the Center for Gaming Research at the University of
Nevada Las \Vegas notes how casino resorts have undergone significant transformations since
they first appeared in Nevada in 1931. In their early form, they consisted afslwnotel
buildings with 200 to 800 rooms centered a casino/theater/restaurant area. Ottesign
elements included spacious grounds and swimming pools. Beginning in tHEQ&fld, casino
operators developed larger, thousghas room hotel towers atop vast, lwise buildings
containing the casino, lounges, theaters, convention facilitiesemtaurants. All the amenities
were integrated into a casino resort complex. In the 1990s, casino operators took these design
elements further by dewging elegantly appointed 3,0000m plus hotel complexes.h&se
facilities, often costing $billion or more, had distinctive architectural designs, elegant spas and
pool areas, gourmet restaurants associated with world recognized chefs aaddigkail. They
also placed a greater emphasis on thegaming aspects of the facilitf®

Eadington of Universyt of Nevada Reno wrote extensively on the social and economic
impacts of casinos anis credited for almost sindlandedly establishing the economics of
gambling as a field of stud§* He noted that it is commonplace in a community considering casino
gambling that the forces for and against actively debate the pros and cons of the proposal by
focusing on the impacts they believe it will have on the community. Such debates are usually
extremely emotional and contentious. However, according to Eadingtondshakegoo often

¢ FaAy2 LYLI Ol WHR.conzpaApdass, 20012 ¢ | 3 £
http://www.wifr.com/home/headlines/Casino _Impact in Dubugque lowa 123869.html

540 | bid.

SL2gl DFYAYy3 ! 3a20WE% 8 RY YR dy dARa@minghRy dO& & = ¢
http://www.iowagaming.org/aboutus/publicpolicy.aspXaccessed May 6, 2013

542 bid.

¥DavidG.&w I NI T I t KO5d3 a4/ aAy2 wSae NIpNMYeehtdeiohA 2y Y ¢ KS
Gaming ResearcRctober 2005ttp://gaming.unlv.edu/media/Casino_Resort Emtibn.pdf.
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reflect little or no understanding of the different types of casinos models and legislative
frameworksand how these factors may affect desired community outcdfies.

a. Different Casino Models

Eadington believed that in terms of increasihg €conomic potential of casino gaming
while minimizing the costs, the modern integrated resort cgsinother term for a destination
casinoresor) mo d e | of fers the greatest potenti al
casinos. These are placesandone mostly goes to play slot machines and table games. This type
of facility generally will provide limited food and beverage options along with limited hotel
accommodations, or none at all. Usually,@@@centor more of their revenues come from gagin

activities>*®

Conversely, integrated resort casinos offer a wide variety of leisure and entertainment
options other than just gambling. They all have iconic architecture and require significant capital
investmentBy offering superior diningentertainment and shopping, they often become popular
attractions that appeal to both domestic and international tourists. They appeal to a broader market
and compete more effectively for the highd visitor dollar than gamblirgentric casinos. The
employment potential of integrated resort casinos is also greatezir R4hour operations,
diversity of offerings and specialized services, require that they employ substantially more highly
skilled and professionally trained employees than gasoamgric casos>*’

Integrated resort casinos pose more potential for convention related growth. Convention
and conference organizers prefer to have their event in a venue that attendees will find attractive
and appealing in order to achieve maximum attendance. Comveoers often want adult forms
of entertainment. Integrated casino resorts with their vibrant nightlife, ample room supply,
conference facilities and host of amenities can help fulfill that.need

Gary Loveman, Caesars Chairman and CEO, identified adhgindel. He contends that
the conventional view of casinos being either convenient neighborhood based slot parlors or as
integrated resort casino destinations is incomplete. He states that over the past decade another

model has emerged for policy makér® consi der which he c&d 1 s #dt

According to Loveman, its defining -dxistag ur e
businesses and attractions. In this model, the casino serves as a hub whose spokes extend out

545William R. Eadington and Meighan R. Dayled 9 @S NI 6 KR SBEHGAmINLYy Business
Magazine February 3, 201ttp:/ggbmagazine.com/issue/ve-no-2-february-2010/article/everythingto-

everyone
548 |bid.
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beyond its owm amenities to established restaurants, shops, hotels and cultural organizations in the
adjoining area. Its outward, rather than inward, focus renders it distinct from the integrated resort
casino model while capturing many of that mod

In May 2012, a city integratestyle casino, Horseshoe Casino Cleveland, opened in
Cleveland, ®1, and may offer helpful insights to policy makers. Financially, its first year has
produced mixed results. Profits have been lower than anticipated and the ciylwiteceive
$13.4 million ingaming taxeswell below earlier estimates that assumed additional construction

and ranged as high as $29 milidho we ver , the cityds share 1is
additional expenses related to the police departmdrich had to triple staffing in its downtown
unit. Overall the casinobés I mpact on the down

saying the area is far more active and livelier. Crime did not soar as some predicted and the casino
did notcauseany adverse impact on local bars and restaurants. The casino employs 1,60¢locals.

The new Horseshoe Casino in downtown Cincinnaki, 3 following the same model
The casino, which does not have its own hotel, has entered into partnership atgeeithen
several nearby hotels and restaura®ts.

7. Conclusion

The academic research reviewed here suggests that casinos can have a variety of significant
social and economic impacts, both positive and negative. Perhaps the most important question is
whethercasinos generate more benefits than costs. Unfortunately, the answer to this question is
not obvious, and probably depends on the jurisdiction under consideration. Certainly in some
jurisdictions, casinos have had a large positive impact, such as in gas &ed in the Gulf Coast
of Mississippi. But casinos may bring their own problems. Most of the negative social impacts
studied in the |literature come from fAdisorder
about 1percentof the general populatio These individuals experience a variety of problems,
including marital and career problems. They also sometimes engage in crime in order to deal with
the financial problems caused by their excessive gambling.

It is important that any jurisdiction cardifu consider these possible impacts prior to
introducing or expanding legalized gambling. Although there may be obvious benefits from
casinos, such as job creation and a new source of tax revenues, research confirms that there are
some social harms that@mmpany the economic benefits of casinos.

When considering the economic and social impacts of a casino, we must consider the
effects of the casino relative to what otherwise would have happened (or what business might have

e K2YlLa hdagz a/ftS@StlyR OFaiAy2 &KdIheRlaikDealgNBydSy dzS LIN
12, 201ttp://lwww.cleveland.com/metro/indexssf/2013/05/cleveland casino _short of reve.html
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otherwise opened). In additiome must consider whether the observed effects are related to
economic changes, in general, or are due to the nature of gaming specifically.

The experiences in a variety of casino jurisdictions confirm that careful planning is
important for the success ohd casino industry. Casinos should be integrated with their
surrounding communities; they should be introduced in appropriate sizes and numbers for the
current and potential future markets. The benefits of introducing casinos can be maximized, and
the negtve impacts minimized, if their development and regulation is carefully considered.
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Industry

As discussed throughout this report, Florida has an extensive gambling industry,
principally through itsstate lottery, Native American casinos and 4pauituel facilities. Each of
these gambling sectors generates revahae contribute to the Florida economy through tax
payments, direct employment, indirect employment and induced employment. This chapter of the
reportquantifies the economic impact of the industry.

A. Gambling Sectors: Size and Importance

An analysis of gaming subsectared their size and economic importance.

In Chapter I(B) we discuss the size and extentFof or i dadés pri mary ga
including the revenues. Here we provide more detail as to the revenue performance of each sector
and, where available, the anneahployment and wages, as well as purse, handle and attendance
data for the panmutuel secbrs. Spectrum endeavored to obtain, on a sector basis the desired data
going back to 199(utonly the pardmutuel performance data were available going backidnat

1. ParrMutuel

The Division of ParMutuel Wagering does not colleitte numberof people employed at
parikmutuel faciliteso ut upon request we did receive 2012
exclusive of payroll taxes and benefitsd compengen paid to directors, were $148xllion.

Following are analyses of key performance and econordicatorsfor each parmutuel sector.

It is important to note that wages and jobs for the racing sectors represent direct facility
employment only; theyalnot account for the jockeys, trainers and others who provide economic
impact but are not track employees.

a. Racetrack Slots

As of 2012, the six Florida racinos collectively had 3,319 employe®san average of
553 employees per racino in both gamietgted and norgaming capacities! The folowing
table shows slemachinerelated operating results for tex racinosfor year ended 2012

5512013 State of the States
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Figure54: Florida racino slot performance (2012)

Casino Magic Gulfstream Mardi | Pompano

Racino Miami City Calder Park Gras Park | FL TOTAL

Slot Revenue $59.3 $79.0 $90.2 $59.9 $61.9 $138.9 $489.2

Promo Credits ($6.4) ($2.2) ($17.8) ($9.0) ($8.8) ($17.2) ($61.4)

Net Slot Revenug $53.0 $76.8 $72.4 $50.9 $53.1 $121.7 $427.9

Promo Credits, % of Slot Re 10.7% 2.7% 19.7% 15.0% 14.2% 12.4% 12.5%
Slot RevUnit / Day $165 $273 $204 $194 $161 $261 $211

Net Slot RewUnit / Day $147 $266 $164 $165 $138 $229 $185

SourceFlorida Department of Business aRdbfessional Regulation

As i | | ust r sixtraeinbs gertetated slotdevaénge 4842 million in 2012. Net
slotrevenué or FI| or i dwa8 $27.9milkon in 20t2ianddl tmillion of revenue was
in form of promotional credits. Promotional credits averat@d® percent of slot revenue for the
six racinos.The averagedaily win per slotvas 11, however, netting promotional credits reduced
this average tolB5over the annugeriod.

The followingchartshows annual slot revenue (both gross and net) from inception through
calendar year ended 2012.

Figure55: Florida racino slot performance20062012
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Sourceflorida Department of Business aRdbfessional Regulation
From inception through 2012, FIl ori dads

revenue and $1.79 billion in net slot reventibe following chartshows annual average slot
revenue per slot machine per day (both grossnatdthrough 2012, along with average number
of slots in operation annually.
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Figure56: Florida racino slotevenue/machine/day and counts, 20068012
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The currentax on slot revenue is 35 percéno r
imposed on net slot revenue (i.e., net of promotional credits and unclaimed figkeshever,
at inception the applicable tax rate was 50 percent and has since been redadddion to the
tax on slot revenue, each parutuel location having slot machines is subject to $2 million annual
Slot License Fee, along with an annual $250,000 Compulsive or Addictive Gambling Prevention
Program Feé&>3

The followingchartshows annal revenue due to the state from inception through calendar

ir evenue ,whileghistso

he

year ended 2012, along with effective tax rate by year (expressed as a percentage of gross and net

slot revenue).

552 Florida Department of Business and Professional Regulation, Division-bfuiRael Wagering, 8%

Annual Report Fiscal Year 202012
553 bid.
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Figure57: Florida racinadirect tax on slots, 200€012
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From inception through calendar year ended
million in revenue due to the state, from the direct tax on slot revenue.

b. Greyhound

Greyhound raing, whichi s F | mast widaspread form of pamutuel racing, is
clearly in serious decline. In the following two charts, note that the numbers of performances and
purses have held relatively steady despite dramatic decreases in handle and attalsdanute
that most tracks no longer charge for admission.

Nonetheless, the greyhound trackest more than $70 million in 2009 on goods and
services purchased and had more than 5,400 employees on their ihaynaths in excess of $98
million. They pad direct state taxes of more than $26 millféh.

Jack Cory, a lobbyist for the greyhound ownwsk Spectrunthat the greyhound industry
has anestimatedoverall economic impact of more than $50 million when the spinoff costs of
caring for the dogs is aluded a claim that Spectrum could not independently verliiyose
spinoff costs wouldncludeveterinarycare transportationand feeding the dogs.
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Figure58: Florida greyhound purses and handle, 199012
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Source: Divisionf PariMutuel Wagering

Note: Total handle numbers are understated as PMW does not collect data onfestate generated handle, which is the dimg

largest component of handle.

Figure59: Florida greyhoundgaid attendance and pgormances, 1992012
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Source: Division of Pautuel Wagering

Note: Most tracks no longer charge for admission.

c. Thoroughbred

There were 6,48 Floridalicensedthoroughbredowners from1,352 Floridalicensed

stablesthat participated in Florida racingluring 20122013. These owners employed more
than 1,467 thoroughbred trainers &1 o r i d ahwreughbred teekdn turn, these trainers
employed about 4,000 backside (stable) employees consisting of foremen, exercise people,
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grooms, hot walkers andfeers.It is estimated that the equivalent of about 3,000 thoroughbred
horses reside fulime in Florida and that each horse generates about $25,000 in expenditures,
resulting in an economic impact of $75 million. Some of those costs include moneyrspent®
transport, stall bedding, grooming, and vet serviées.

Florida is home to more than 60tbtoughbred farms and training centessering 70,000
acres of land. Mre than 75 percent of thwrse farms are locatedar Ocala in Marion County.
Ocalaimal so home t o tShlesCa@mpany, whicB stages thaar ldoddstock auctions
for thoroughbredghroughout the yeait operates a training facility that includes a anide
racetrack. It had net sales of $4million and a payroll of $2.3 million in FY 20%2° Ocala
Breedersd also operates a simul castTheHRoridaor
Thoroughbred Breeder so and doonondcr imdact Afs#s o C |
thoroughbred indstry in Marian County is more than $1.3 billiprwith an nvestment in
operations is $3.5 billiopr’

For thoroughbred racing, note in the following charts that that the numbers of performances
and purses have held relatively steady despite dramatic dexhedsendle and attendance.

Figure60: Florida thoroughbred racing handle and purses, 192@12
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Source: Division of Pautuel Wagering

Note: Total handle may be understated as PMW does not collect data omfawmack generated handle, the single largest
component of handle.

555 |bid.
556 Florida PMWL y R S LIS vy R S yRéportfod BRAMuR el EeEmitholdersEY 2012

S7Cf 2 NA Rl ¢ K2 NP dz3Ko NBR
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Figure61: Florida thoroughbred paid attendance and performances, 198012

2,500,000 - - 450
S* - 400
2,000,000 - o - 350
3 o
g - 300 2
8 1,500,000 - g
2 - 250 £
o o
< : - 200 ©
T 1,000,000 - | ===Paid Attendance o__
& - 150 S
= NO0. Performances Z
500,000 - - 100
- 50
0 T T T T T T T T T T T T T T T T T T T T T T O
O 4 AN M < IO O 0 00 O d N MO IO O~ 00O O O +H
O OO OO OO OO OO O OO OO O O O O OO OO 0O OO d dA -
OO OO OO OO OO OO OO OO OO O O O O O O O O O o o o o o
I A A A d 4 " N AN N AN N AN N N AN N AN NN

Source: Divisioof PariMutuel Wagering

d. Harness

In harness (or standardbred) raciag seen in the following chartee purses and number
of performance$avebeen relatively steady while the live handle has declitgd.Casino at
Pompano Park, the only track wherariess racing takes place, has stopped charging for
admissionlts 2012 payroll was $19.1 millioR.ompano had a payroll of $19.1 million in FY 2012.
It had an operating profit of $1.9 million but sustained a loss of $2.4 million from itsnpewiel
operdions while it had an operating profit of $4.3 million from slot machines and $90,000 from
cardroom operations®

Purses have declined slightlyy 0.5percent, from FY 2006 (the last full fiscal year that
Pompano did not have a casino) to FY 2012. Ther&ilo increase purses has put Pompano in a
position where it is not competitive with other racino states, Pennachio said, noting that breeding
has seen a significant reduction in activity. In 2011, there were 40 foals. In 2006, there were 163,
according ® Joseph Pennachio, president of the Standardbred Breeders and Owners Association.

558 Florida PMWL y R S LIS y R S yRéportfodBRAMuR el EeEmitholdersEY 2012
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Figure62: Florida harness racing handle and purses, 129012
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Note: Total handle may be understated as PMW does not collect data orfewack generated handle, the single largest

component of handle

Figure63: Florida harnespaid attendance and performances, 19912
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Note: Pompano has not charged an admission fee since 2002.
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e. Quarter Horse

Steve Fisch, president of the Florida Quarter Horse Racing Association, reported that more

than 2,300 horses have raced at Hialeah since it reopened asa quarterdr t r ack i n 19 ¢

organization has set up an accredited breeding program with the state Department of Agriculture,
which rewards Floridé@red quarter horses with additional purse awards for finishing anywhere
from first through fourth in races

Already, Florida has seen some significant impact in breeding activity from the return of
guarter horse racing. The number of starters foaled in the state in 2008 was 24. In 2012, the number
increased to 96. During the same period, the number of ownstartdrs who reside in Florida
increased from 68 to 247° Each horse contributes nearly $35,000 to the GDP in Florida,
according to Fisch. Eventually, Fisch expects quarter horse racing to expand to other tracks. The
result would be yeamund racing. Whemand if that happens, he envisions a significant increase
in breeding activity, handle and purses. Florida, he said, will become one of the top breeding states
of quarter horses in the country. The number of starters foaled could exceed more than 2,000, he
said.

Fisch noted that in just a few years, the Florida quarter horse inchesirgained a
reputation for qualityace horses and breeding stock, so much so that owners have begun to export
mares and stallions to Brazil and Australia. He expectswihhtthe expansion of quartéorse
racing to other tracks, the export of quarter horses to foreign countries will become a major
industry.

Quarter horse racing returned to Florida in 2010 aftergedr absence. There are limited
data points fromi99192, as seen in the following chanthich is inclusive of barrel racing

Figure64: Floridaquarter horseracing handle and purses, 199012
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Note: Quarter horse racing was haltedi892 and returned to Hialeah in 2009 after it received permission to open a slot machine
casiro.

559 American Quarter Horse Association, custom report, May 21, 2013.
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Quarter horse racing attracted paid attendanceaifly36,000 in each of 1991 and 1992,
but upon its return in 2010 did not charge for admission. The nuofilparformancestatewide
for the last three years were 40 in 2010, 24 in 2011, and 76 in 2012.

f. Cardrooms

The foll owing chart shows cardroom recei
percent tax.Cardroom laws were changed in 2003 and then agai@010 that encouraged
professional poker players to play in Florida. The result, as the table shows, was a significant
increase in gross receipts and tax revemae that the revaue and tax lines follow ideical
paths, as the tax rate has stayedstrae since inception.

Figure65: Florida cardroonreceiptsand state tax, 19972012
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g. Jai Alai

Jai alaiis in rapid decline and, effective in 2012, stopgednting admissiondts 2012
payoll was $14.2 millionwith 70 pecent of it at two frontons, FoRierce and Miami.
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Figure66: Floridajai alaihandle andplayer awards, 19962012
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Figure67: Florida jai alaipaid attendance and performances, 19%D12
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2. Indian Casinos

Through 2011, the Native American casinos collectively had approximately 8,358
employees in both gaminglated and nogaming capacities or an average of nearly 1,200
employees per locatiofi® This estimate was reported by a third party, althowghknowthis

560 Alan MeisterCasino City's Indian Gaming Industry Re@01.2 Edition.
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figure may be considerably greatedaydue to various facilityelated expansion activities that

have occurred since 201h.fact,the Seminole Tribe of Florida advised Spectrum that in 2012 its
gaming facilities employed 9,562, or 7,725 ftithe-equivalent employees. fdther 4,000 are
employed bySeminole casintenants, such as retailers who operatsiteoutletS! The operator

of FI or i dtizsedAmerioan tasino, thd Micsokee Tribe, decled tocooperate wittihis
study, though an employee there advised us th

We estimate that Native American casinos in Florida had $ti¢hlof GGR in calendar
year ended 2012. We estimate GGR comprised approximately 94.8 percent of total revenue;
therefore, we estimate total ngaming revenue of $120 million in 201Z.

We note that the Seminole Gaming enterprise, whipbratessix Florida casinos,
generatd $1.96billion in GGR®®and based on Sp emorethandhisbiliendsnt i mat
EBITDA annually, an estimate that was confirmed in our interviews with management.

The folowing table shows estimated GGR results for Nafiagerican casinos in Florida
over the last 10 calendar years, through 2012

Figure68: Florida Native American casino GGR, 2132
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Over this 1@year span, Nativdmerican casinos in Florida have generated nearly $16.4
billion of GGR 3% Additionally, and even with the emergence of racinoSauthFlorida, year

561 nterview with Seminole Gaming CEO James Allen, May 1, 2013.
562The averag from 20092011, asreportedih  a Ay 2 [/ Al @ Q& Ly RA2A3MBMitoRAY 3 LY R
563 Figure provided by Seminole Gaming.

564 AlanMeister, Casino City's Indian Gaming Industry Re&fX12 Edition.
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overyear GGR growth occurred in nine of the 10 periods illustrated (with exception of 2007 when
GGR was dwn 0.3 percent).

The followingchartshows annual average GGR per gaming position per day (estimated)
from calendar year ended 2003 through calendar year ended 2012, along with an estimated average
number of gaming positions in operation annually.

Figure69: Florida Native American casino GGR/position/day and counts, 20032
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The following is excerpted fron€a s i n o Indian Ganing Industry Repor2013
Edition, and provides an explanation of the taxes and/or payments associated with Native
American casinos in Florida:

In November 2007, the Seminole Tribe and the Governor of Florida entered into-a tribal
state gaming compact. Upon federal approval in January, 2088Tribe began making
required compact payment to the State. However, the compact was challenged by the State
Legislature, and in July 2008, the Florida Supreme Court ruled that the Governor did not
have the authority to enter into the Seminole gamompmact without the ratification of

the State. Following this ruling, the Tribe entered into a new gaming compact with the
State on April 7, 2010. This compact was ratified by the State Legislature, and became
effective when published in the Federal Registe July 6, 2010. The 2010 compact calls

for several types of payments by the Tribe to the State (note that the State also kept all
payments the Tribe made under the original 2007 compact). The new payments consist of
(i) annual revenue sharing paymer#g,percent of which goes to the State and 3 percent
goes to local governments; (ii) an annual oversight assessment not to exceed $250,000 per
year (indexed for inflation); and (iii) an annual donation to the Florida Council on
Compulsive Gambling in the aoant of not less than $250,000 for each of its seven gaming
facilities. The revenue sharing payments, which are made in exchange for exclusivity
within the local region, are as follows in the first five years: Years 1 an#il%0 million

per year; Years and 4i the greater of $233 million per year or a percentage payment
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based on Class Il net win (i.e., amounts wagered minus prizes/payouts and free
play/promotional credits); and Yeari5$234 million or a percentage payment based on
Class Il net win. Brcentage payments are based on a sliding scale: 12 percent on net win
up to $2 billion; 15 percent on net win over $2 billion and up to $3 billion; 17.5 percent on
net win over $3 billion and up to $3.5 billion; 20 percent on net win over $3.5 billion and
up to $4 billion; 22.5 percent on net win over $4 billion and up to $4.5 billion; and 25
percent on net win over $4.5 billion. The Seminole Tribe also makes fixed annual local
revenue sharing paymento the City of Coconut Creek.

The same report indicateotal direct payments in 2011 (from the Seminole Tribe) were
$154.4 million, of which $147.3 million (or 95.4 percent) was for state revenue shRring.
note for the most recent fiscal year (ended June 2012) the state collected $150 million in revenue
sharing from the Seminole Tribe, of which $3.75 million was distributed to local governments,
including both counties and municipaliti®®8 The State subsequently collected $163.8 million
from the Seminole Tribe in FY 2012 and for FY 2013 through June 113, 2@llected $174.8
million.

Any assessment of the economic impact of Indian gaming should also consider the
alternative: In the absence of this revenue stream, how would tribes such as the Seminoles be able
to provide necessary services and fundingheirtfamilies? Seminole General Counsel Jim Shore
told Spectrum that the 3,800 members of his tribe would be living in abject poverty with little hope
of escapé®’

3. Lottery

The Florida Lotterysuppliessubstantial economic benefits and is dedicategraviding
assistance to education throughout Florildn e L o rigsien, s defined in the 2012 annual
r e p o rTo maximige fuinding for the Educational Enhancembmntst Fund by responsibly
providing innovative an@ntertaining Lottery products aquiomotionstoF|l or i dadés ci t i

visitors 6 The Fl orida Lottery has alingbasinkss lmBa012 e mar

the Lotteryodos sales totaled $4. 45 **bandrdnkingn, s
the Florida Lotterythird in the nationn total sales revenu@Y 2011), behind New York and
Massachusetf®® This record beating performance enabled the Lottery to transfer $1.32 billion to

565 Meister.

566 Florida Department of Business and Professional Regulation, Division-MRael Wagering, 81st
Annual Report Fiscal Year 264012 p. 5
http://www.myfloridalicense.com/dbpr/pmw/documents/AnnualReport2092012-81st-revised201303-29.pdf

567 Interview with Jim Shore, May 1, 2013.
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http://www.flalottery.com/exptkt/annualreport11-12.pdf
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the Educational E n h an cTaenkomda Lofferyus @lso ofewta dhord A EE T F
efficient state lotteries inhe United Statesranking consistently in the top quartile by the
measuremeratio of administration as a percentage of ticket salits

The Florida Lotteryds contri buti otiorsthet o edu
Lottery has provided a total of $24 billion to the EETFIn the past fiscal year the EETF has
allocated $317 million for construction bonds, provided $271 million for public school finding,
$130 million for state colleges, and $254 million ftate universitie$’2 Since 1997 th&lorida
Lottery has also provided scholarships to more than 600,000 students through the Bright Futures
Scholarship Program, funded primarily through Lottery financial transfers. These contributions
yield subsequent reduls , tangi ble and intangi bl e, I n the
impossible to fully quantify yet undeniali@netheless

Beyond sales revenue, and transfers to educational assistance the economic impact of the
Lottery within the state of Floralis substantial. The Florida Lottery directly employs 420 full
time-equivalent employees. Thettery isa critical partner to the widespread sales network of
13,300 lottery retailers. Most of these retailers are small independent businesses employing
thousands of Florida citizens and providing essential goods and services to local communities. As
part ofits recent work with the Massachusetts State Lottery, Spectrum conducted a survey among
lottery retailers which showed that, on average, each of thé veddilers in the Commonwealth
employstwo or threepeople, often at the entry level, in a very wide range of small business
enterprise$’® From an economic perspective, lottery revenue was estimated by retail sales agents
to account for a median 25 pertefitotal business revenug$.In Florida, retail lottery sales are
generated primarily from convenience stores with gas pumps (48 percent), supermarkets (27
percent), convenience stores without gas pumps (17 percent), package liquor stores (3 percent),
small grocery markets (1.5 percent), dollar/discount stores (1 percent), and newsstand/
tobacconist/sundries (1 percerWith the exception of supermarkets, the great majority of these
establishments are local small business enterprises

570 ottery Revenue and Design by Statetiddwml Conference of State Legislatures, 2006,
http://www.ncsl.org/issuesresearch/econ/lotterypayoutsandstate-revenue.aspx

SICE 2NARE [ 200 YNDOXSINENR I KVEAACC -VSLIZ NI Z HAMM
http://www.flalottery.com/exptkt/annualreport11-12.pdf

572 | bid.

573Spectrum Gaming Grou,F OAy 3 ¢ KS [Dedeib@mMNp2012, AQezdedzMigua, 2013
http://www.masslottery.com/lib/downloads/leadership/pdfs/SpectrumGamingGroupFinalRepe#:l 2
12Ammended.pdf

574 bid.
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4. Charitable Bingo

As discussed in Chapter Il (B)(®ingo conducted for charitable purposes is regulated at
the county or municipal level and no state agency or organization aggregates the gross or net bingo
revenue. Spectrum is unaware of even credible estimates as to the dollar size of the Florida
chari@able bingo market. As noted, there isdi@ctemployment associated with charitable bingo,
as the activityis operated by volunteers who are members of the recipient charity. In the bingo
hallsweobserved, the facil ity pensatedemployerpaecpadtby r an
revenues derived from f adbdritebletbingosis chptuedl in theo nc e s
fundraising and grarnmnaking activities of the recipient charitj@ghich is outside obur gaming
impactanalysismodel.

5. AssessingF2 NA RF Q&4 9EAa&AGAY3 902y2YAO0

As noted in the Introduction, Spectrum works with Regional Economic Models Inc.
(AREMI 0) to calculate the economiThe exisipgact s
gambling industry sparacrosghreesecors within the REMI modelAmusement, Gamblingind
Recreation Industries (North American Industry Classification SystemdNAICSfi &13)
Accommodation (NAICS 72]1)and Retail Trade (NAICS 445). The following tables show five
main economic indicators thesethreeaggregate sectofom calendar yea 2000 throug060,
in five-year increments.

Figure70: Past, presentfuture economic indicators of Amusement, Gamblingnd Recreation
Industries (ncluding racinos, parmutuel, lottery)

NAICS 713 Units 2000 2005 2012 2015 2020 2025
Employment Thousands (Jobg 139.944| 157.519| 175.462 | 184.931| 198.716 | 208.514
Output | Billions of Fixed (2012) Dollay  11.993 | 11.779| 12.028| 12.824| 14.077| 15.257

Value Added| Billions of Fixed (201®)ollars 8.071 7.576 7.596 8.089 8.946 9.805
Wage & Salary Billions of Current Dollarg 3.14 4.078 5.269 6.129 7.763 9.967

Compensation Billions of Current Dollary  3.617 4.69 6.019 7.014 8.982 | 11.559
NAICS 713 Units 2030 2035 2040 2045 2050 2055 2060
Employment Thousands (Jobg 216.153 | 221.982 | 224.191 | 224.105 | 221.768 | 218.112 | 213.268

Output | Billions of Fixed (2012) Dollaj 16.338 | 17.332| 18.078| 18.659 | 19.057| 19.331 19.48
Value Added| Billions of Fixed (2012) Dollaj 10.497 | 11.052| 11.433| 11.697| 11.834| 11.886| 11.853
Wage & Salary Billions of Current Dollargy 12.374 | 15.118| 18.125| 21.485| 25.124| 29.193| 33.655

Compensation Billions of Current Dollarg  14.377 1759 | 21.111| 25.041| 29.288| 34.028| 39.218
Source: Regional Economic Models Inc., Spectrum Gaanowp
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Figure71: Past, presentfuture economic indicators of Accommodatiorincluding Indian casings

NAICS 721 Units 2000 2005 2012 2015 2020 2025
Employment Thousands (Jobg 162.766 | 167.140 | 177.415| 184.386 | 189.593 | 191.554
Output | Billions of Fixed (2012) Dollaj 15.755 18.85 | 22.056 24.01| 26.708| 29.508

Value Added| Billions of Fixed (2012) Dolla 9.465| 11.064| 14.686| 15.988| 17.954| 20.079
Wage & Salary Billions of Current Dollary  3.566 4.585 5.382 6.156 7.431 9.158

Compensation Billions of Current Dollary  4.078 5.312 6.273 7.186 8.767 | 10.828
NAICS 721 Units 2030 2035 2040 2045 2050 2055 2060
Employment Thousands (Jobg 195.676 | 200.905 | 203.795 | 205.729 | 207.060 | 208.440 | 210.048

Output | Billions of Fixed (2012) Dollaj 32.977 37.06 | 41.156| 45.487| 50.112| 55.192| 60.811
Value Added| Billions of Fixed (2012) Dollaj 22.425 2499 | 27.482| 30.041| 32.702| 35.556| 38.637
Wage & Salary Billions of Current Dollary 11.176 | 13.623| 16.372| 19.561 23.22 | 27.566 | 32.695

Compensation Billionsof Current Dollars| 13.236 | 16.155| 19.433 23.23 | 27.577| 32.732| 38.806
Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure72: Past, present, future economic indicators of Retail Trade (including retail lottery)

NAICS14-45 Units 2000 2005 2012 2015 2020 2025

Employment | Thousands (Jobs) 1,071.790| 1,149.132| 1,153.883| 1,199.357| 1,244.712| 1,228.356
Billions of Fixed (2012)

Output Dollars 65.668 83.901 85.927 95.702 111.673 125.167
Billions of Fixed (2012)

Value Added | Dollars 44,918 57.692 62.064 69.026 81.117 91.933

Wage & Salary| Billions of Current Dollars 21.183 27.006 29.526 33.752 41.068 49.285
Compensation| Billions of Current Dollars 24.856 32.663 35.253 40.358 49.633 59.681

NAICS 4415 Units 2030 2035 2040 2045 2050 2055 2060
Employment Thousands (Jobs 1,204.670| 1,174574| 1,123.288| 1,060.127 990.560 920.639| 848.663
Billions of Fixed (2012 139.374 154.272 167.443 179.274 189.930 200.043| 208.829

Output Dollars
Billions of Fixed (2012 102.344 112.439 121.063 128.511 134.910 140.717 | 145.392

Value Added Dollars

Wage & Salany]  Billions of Current Dollary ~ 57-483 66.200 74.607 82.881 90.824 98.982| 106.767
Compensation|  Billions of Current Dollary ~ 69-704 80.353 90.608 | 100.668| 110.283| 120.119| 129.465
SourceRegional Economic Models Inc., Spectrum Gaming Group

Combined with data from the County Business Pattéi@BR0) by the US Census Bureau
andanassessment of the gambling industry in Florida by Spectrum, REMI was able to estimate
the historicalandcurrent share of the gambling industry within theeeaggregatesectors. The
CBP publishes patdmployees and payroll data for bd@ambling Industries (NAICS 7132)
Casino Hotels (NAICS 72112fFood and Beverage Stores and Convenience Stores (NAICS 445
and NAICS 445120, respectivelyyhichwe categorizedssubsectors of Amuseme@ambling,
andRecreationndustries Accommodationand Retail TraderespectivelyREMI and Spectrum
divided the casino gaming industry intour main groups: racinggarirmutuels, lottery, retail
lottery,and Native American casinoBheracinos/parimutuels and lotteR/® have been assigned
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to the Amusement, Gamblingnd Recreation Industriesthe Native American casinos to
Accommodationand retail lottery’” to Retail Tradebased on the nature of the subsestor

The Census Bureau withholds data for certain industries to avoid disclosing data for
individual companiescasino hotels in Floridaompriseone of the industries heavily affected by
nondisclosure. The following téds show historical data for the gaming industries.

Figure73: Historical data for Gambling Industries (including racinos, parituel, lottery)

NAICS 7132 Units 2000 2001 2002 2003 2004 2005
Employment Thousands (Jobg 3.582 4.474 4.861 5.079 5.754 6.691

Payroll (Wage and Salary Thousands of Current Dolla 72,448 99,951 98,203 | 108,508 | 140,762 | 166,403
NAICS 7132 Units 2006 2007 2008 2009 2010 2011
Employment Thousands (Jobg 6.286 6.134 4.284 3.984 3.271 3.071
Payroll(Wage and Salary| Thousands of Current Dollar 182,141 185,584 | 109,674 | 106,806 88,094 95,493

Source: Regional Economic Models Inc., Spectrum Gaming Group, US Census Bureau, County Business Patterns {NAICS) 2000
2011

Figure74. Historical data for Casino Hotels (including Indian casinos)

NAICS 72117 Units 2000 2001 2002 2003 2004 2005
Employment Thousands (Jobg 0.004 a a b C g
Payroll (Wage and Salary Thousands of Current Dollar 114 D D D D D
NAICS 72112 Units 2006 2007 2008 2009 2010 2011
Employment Thousands (Jobg g g 4.392 6.374 i i
Payroll (Wage and Salary Thousands of Current Dollar D D 174,224 249,294 D D

Source: Regional Economic Models Inc., Spectrum Gaming Quoitpd StatesCensus Bureau, County Business Patterns
(NAICS) 2002011.

Note: D: Withheld to avoid disclosing data for individual companies; data are included in higher levelao€l® employees
b: 2099 employeesc:106249 employeesf: 500999 employeesg: 1,000-2,499 employees: 5,0009,999 employees

Figure75: Historical data for Food & Beverage Stores and Convenience Stores (including retail lottery)

NAICS 445 and NAIC

447110 Units 2000 2001 2002 2003 2004 2005

Employment Thousands (Jobs) 248.085 243.538 236.07 240.927 238.916 242.212
Thousands of Current

Payroll (Wage and Salary Dollars 3,618,168 | 3,715,863 3,711,384 | 3,893,294 | 4,088,928 | 4,484,231

NAICS 445 and NAIC

447110 Units 2006 2007 2008 2009 2010 2011

Employment Thousands (Jobs) 245.601 232.16 224.011 214.701 215.802 217.032
Thousands of Current

Payroll (Wage and Salary Dollars 4,549,470 4,379,388| 4,434,397 | 4,401,704| 4,359,217 | 4,326,674

Source: Regional Economic Models Inc., Spectrum Gaming Ghoitgd States Census Bureau, County Business Patterns (NAICS)
2000-2011.

The $ectrumcasino gaming assessment providagroll data angross gaming revenues
at racinofpari-mutuels in 2012; paoll data,gross gaming revenues and employaesavailable
for Native American casinds 2012; and payroll, revenue, and employee data for the lottery are
available for 2012, as are the estimated employment and revenue data for retail lottery in 2012.
The Florida Department of Business & Professional Regulation also provided the FY 2012
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regulatory costs (in total) for pamutuels (includes pamutuel racing, cardrooms, slots, and
gaming compact oversight expenditures).

We estimated the number of emoptes in racinos/pamutuels by dividing the total
payroll amount by the average annual wage and salary irAmnmgsement,Gambling, and
Recreationndustries Having both the gross gaming revenue and employee nuatiberss us to
calculate a baseline fohe labor productivity (ogut per employee) for racinos, lottery, retail
lottery, and Native American casinokhe following tables show the various data collected and
estimated for the gaming industry2012.

Figure76: Racino enployees, gross gaming revenue, wage and salary, and regulatory costs 2012

Racinos/PariMutuels (NAICS 713290) Units 2012
Racina/Pari-Mutuels Employees Thousands (Jobs) 4,954
RacinofPari-Mutuels Gross Gaming Revenue Millions of Fixed (2012) Dollars 527.6
Racina/Pari-Mutuels Wage & Salary Millions of Fixed (2012) Dollars 148.777
Racin@/Pari-Mutuels Regulatory Costs (FY 2012) Millions of Fixed (2012) Dollars 17.927

Source: Regional Economic Models Inc., Spectrum Gaming Group, Florida Departmigusiobss Professional Regulation.

Note: Wage and salary isxclusiveof payroll taxes, benefits, etc

Figure77: Lottery employees, gross gaming revenue, and compensation, 2012

Lottery (NAICS 713290) Units 2012
Lottery Employees Thousands (Jobs) 0.408
LotteryGross Ticket Sale$ Millions of Fixed (2012) Dollary ~ 4449.896
Lottery Compensation Millions of Fixed (2012) Dollarg 25.164

Source: Regional Economic Models Inc., Spec@aming Group.

Note: Compensation igclusiveof payroll taxes, benefits, etc.

Figure78: Retail lottery employees and revenue, 2012

Retail Lottery (NAICS 445 & NAICS 447110) Units 2012
Retail Lottery Employees Thousands (Jobs) 39.900
Retail Lottery Revenue Millions ofFixed (2012) Dollars 247.690

Source: Regional Economic Models Inc., Spectrum Gaming Group.

*Note: The Florida Lottery retail network totals 13,300 establishments. We assumed an average of three employees per lottery
retailer who were hired as a result of the establishment selling lottery tickets, based on our 2012 Massachusetts retaifer su
(n=3,98).

Figure79: Native American casino employees, gross gaming revenue and compensation, 2012

Native American Casinos (NAICS 721] Units 2012

Native American Casinos Employe Thousands (Jobg 10.387

Native American Casinos Gr@saming Revenug Millions of Fixed (2012) Dollar 2,200
Native American Casinos Compensatj Millions of Fixed (2012) Dolla 348.986

Source: Regional Economic Models Inc., Spectrum Gaming Group

578 | ottery gross ticket sales shown in this table is the dollar valtiekets sold; the lottery revenue used
in TaxPI for this study represent the net sales (after prizes are paid out)
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With this information, we were able to establish the gangblini ndustryds shar
threeaggregate sectors. This information is essentighéofollowing sectioras we carry out a
counterfactual analysis that involves removing the employment and its associated wages and
output to determine the total econenand fiscal contribution of the gambling industry. The
gambling industry is unique because it typically has higher labor productivity than its aggregate
sector. This is evident in the following table, showing Reeinos/Parmutuelsemployment is
approximately 2.8percentof the total employment and wagad salary in the Amusement,
Gambling,andRecreation Industries. However, tRacinos/Parmutuelsoutput is 4.4oercentof
the totalAmusement, Gambling, and Recreatlodustries output. We ke to take into account
this higher labor productivity of the gamisglsectos when we do the counterfactual analysis.

The Casino Hotels shows a similar pattem which the employment rad associated
compensation makap about 5.percentof the Accommodation stor, but its output is over 10
percentof the Accommodation output.

The Lottery sector (excluding retailers) has uniquely high labor productivity due to its
operation design. Lottery revenues make up nearly 38 percent of the Amusement, Gambling, and
Receation Industriesé6é total out put but | ess th
Amusement, Gambling, and Recreation Industries. Typically, a lottery control board oversees the
operation and sells lottery tickets through sales agents (rejai@nce the lottery operation is
established, the administrative cost remains largely the same. The marginal cost for producing an
additional dollar of lottery sales is very low compared to other goods and services, hence the high
productivity. That beingaid, in this report we do not adjust for labor productivity in the Lottery
sector because the entirety of lottery sales (after prize payouts) transfers to state revenues. Instead,
we remove the net lottery sales through the revenue moduleiRITayeform the counterfactual

analysis for the Lottery sector.

Spectrum has studied the lottery business model in multiple states, including its retail
distribution model. We noted the following in a 2012 report for the Massachusetts State Lottery:

Many sales agents are figeéneration immigrants to the United States. They view retailing

in general, and the Lottery in particular, as important rungs on the ladder toward economic
success and independeneeWhile we suspect that the present Lottestritbution system

was not designed as an economic ladder for retailers and their families, it has nesethele
evolved into precisely thaf®

The Retail Lottery sector, on the other hand, behaves differently than the Lottery sector.
AccordingtoL a F | 61 kofiesy Ananae®® over 95 percent of the lottery sales occur at gas
stations with convenience stores, standalone convenience stores, supermarkets, and liquor stores.
These businesses primarily engage in providing other goods and services aside faitarthe
Lottery sales are a supplement to these businesses, and commission on lottery ticket sales makes

579Spectrum Gaming Grou@, OAy 3 ¢ KS [p27h.0 SNE Qa Cdzi dzNB
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up only a fraction of their total revenue, which would explain why lottery sales make up just 0.3

percent of the output of the Retail Trade industry.

Figure80: Subsectors as percentages of respective aggregate sectors

2012
Racinos/Parmutuels Employment as Percentage of NAICS 713 Employment 2.82%
Racinos/Parmutuels Wage and Salary as Percentage of NAICS 713 Wa§aland 2.82%
Racinos/Parimutuels Output as Percentage of NAICS 713 Output 4.39%
Lottery Employment as Percentage of NAICS 713 Employment 0.23%
Lottery Compensation as Percentage of NAICS 713 Compensation 0.42%
Lottery Output as Percentage of NAICS @Qu8put 37.00%
Retail Lottery Employment as Percentage of NAIC&Hmployment 3.46%
Retail Lottery Compensation as Percentage of NAIES €2bmpensation 3.46%
Retail Lottery Output as Percentage of NAIC&5Output 0.29%
Native American Casin@nployment as Percentage of NAICS 721 Employment 5.85%
Native American Casinos Compensation as Percentage of NAICS 721 Compensation 5.56%
Native American Casinos Output as Percentage of NAICS 721 Output 9.97%

Source: Regional Economic Models I8pectrum Gaming Group

a. Historical Tax Revenue by Gaming Sectors

The Office of Economic and

collection, dating from FY 2000

Demographic
provided REMI with historical tax revenue information, allowing us to examine the historical trend
of tax reveaue collection from each of the gaming sectors. The following table displays the tax

Units EY 00 EY 01 EY 02 EY 03 EY 04 EY 05 EY 06
Indian Gaming Millions of Current Dollars 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Partmutuel Fees, Licenses,
Taxes Total Millions of Current Dollars 57.5 34.7 35.1 324 32.1 32.0 33.6
Slot Machine Total Millions of Current Dollars 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Lottery Total Millions of Current Dollars 1,159.5| 1,157.3| 1,181.0| 1,327.6| 1,361.9| 1,393.4| 1,639.3
Units EY 07 FY08 | FY09 | FY10 |FY11 FY 12
Indian Gaming Millions of Current Dollars 0.0 0.0 0.0 287.5 140.4 150.0
Parimutuel Fees, Licenses,
Taxes Total Millions of Current Dollars 33.9 33.8 29.2 26.6 26.0 26.9
Slot Machine Total Millions of Current Dollars 61.6 132.3 114.0 153.0 149.4 156.5
Lottery Total Millions of Current Dollars 1,681.0| 1,602.5| 1,590.8| 1,550.7 | 1,506.9 | 1,671.3
Source: The Office of Economic and DemograiRk&arch of the Florida Legislature
Note: The Lottery Total excludes lottery prizes, which is consistent with the calibrated budget used witlih Tax
;> SPECTRUM Florida Gaming Study, ParAL 248
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B. Discussion of Components of Economic and Fiscal Impacts

A description of the direct, indirect, andduced 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.

Using the employment, output, waged salary, tax revenue, and regulatory costs data
from Chapter IlI(A) above, we performed a counterfactual analysis using the RENAITaadel
to evaluate the contribution of the gambling industry as it existed in Florida in 2012. For this
modeling effortt he Legi sl atureds EDR provided REMI Wi
Global Insight June 2013 Control Forecast, a state benchmark based upon population estimates
from Fl oridads February 2013 Economic Esti mat
September 2012 US BEA historical 282 data in order to correctly calibrate model baseline.
EDR also provided REMI its latest customized budget for-Fhto ensure the fiscal module of
the TaxPl is properly calibrated.

To create a customized budgeftTiax-Pl, a user begins by including at least one year of
revenue and expenditure into the budget. EDR included its FY 2013 budget data for its current
Tax-Pl model. Next, each revenue item must be assigned an economic indicator. For Indian
Gaming revenueDR established a time series forecasting the growth of the revenue. For pari
mutuel fees, licenses, and taxes, EDR elected to drive the revenue forecast by the demand of the
Amusement, Gambling, and Recreation Industries. The slot machine fees, licekdaxes
revenue forecast is also driven the by the demand of the Amusement, Gambling, and Recreation
Industries. Lastly, EDR chose to use personal consumption expenditure on gambling to drive the
lottery revenue forecast.

The user can choose whether éxpenditures will be determined by revenues or demand.
FIl orida has a balanced budget requirement and
by Revenueso option in its budget. EDR then
categories to eachf the expenditure categories. It specified the percentage of each revenue source
that is associated with each expenditure category. For example, EDR has 77.8 percent of the lottery
revenue mapped to education expenditures and the remaining 22.2 pencappésl to general
government spending. All revenue sources must be mapped to expenditure categories, so by
definition the sum of all expenditures will equal the sum of all revenues. (For further information
about the methodology of the T-#t model, pleassee Appendix Il.)

The REMI model forecasts the economy out to 2060 to allow analysts to evaluate any
changes to the baseline. The gambling industry is already presented in the baseline forecast
because it is a component in the current Florida economthidnstudy, we are not trying to
measure the contribution of the gambling indusimytop ofthe existing gambling activities in the
Florida baseline. Rather, the objective is to understand the impacts of the gaasbiirexists
currently. In other wordswhat are the impacts to Florida if the gambling industry did not exist?
Employing the counterfactual requires that reeove the employmemissociated outputvage
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&salaryy, tax revenue, a ofstate jamingssgendity imulatd tie bbss 6f6 o0 u t
the gambling industry in Florida. This approach allows us to measure the direct, indirect, and
induced contribution of the existing gambling industry to the overall economy in 2012.

It is also important to consider the substitution effect of ggnspending in this
counterfactual analysis. If households did not spend orblijagrrelated expenses, this spending
would not simply disappear from the economy. Rather, we asthese consumessould have
spenthose dollar®n other goods and services. In this analystsassume 95 percent of the GGR
to the parimutuel casinos was from Florida residents, 85 percent of Native American Ga3io
was from Florida residents, and 98 percent of total lottery sales were froitaHlesidents. The
full amount of GGR attributable to Florida residents is available for redistribution to various
consumption categorieslowever, some of this money will also leak out of the state due to
residentsd conti nued acdidties. The follbwong feva pagea duttine the
methodology used to account for the substitution effects.

gam

To estimate how much Floridians would be spending in other gaming markets were casinos
not available in Florida, we look back to data from 2005,rgadhe authorization of racinos and
Class Il gaming. AccordingtBr of i | e of the American Casi
the percentage of adults who gambled at least once in a casinopreti@us12 months (or in
2005) was approximately 25g&rcent®! Importantly, this figure includes atif the US adult
populationi those who lived nearby to casinos, as well as those who did not.

no G

AccordingtotheHa r r a h 6,%f tie top 20 ¢aggest feeder markets (to casinos) in the
US, three were in Flada: Miami-Ft. Lauderdale, Tamp&t. Petersbur§arasota, and Orlando
Daytona BeaciMelbourne>®? These three areas were aggregated by Designated Market Area
( A D M Aadeym that generally refers to mediamarkets,d i ncl uded 22 of FIl o
ard approximately twa hi r ds of FIl oridads popul ati on. Bas
participation rate in Florida for these three DMAs, and aggregated, was approximately 23.1 percent
in 20051 as illustrated in the following table.

Figure81: Florida 2005 casino participation rate in three largest designated market areas

Casino
2005 Population & Casino Participatio Participation Casino
figures, by DMA Population Adults (21+) Rate Participants
Miami-Ft. Lauderdale 4,214,836 3,073,237 30.0% 921,971
TampaSt. Petersburgsarasota 4,108,872 3,047,370 17.0% 518,053
OrlandeDaytona BeactMelbourne 3,405,849 2,451,383 22.0% 539,304
Total (he threeDMAS): 11,729,557 8,571,990 23.1% 1,979,328
{2dz2NOSY | | NN} KQXenSugBugedlli | Ay YSYy (X | of{ @
811 | NNJ KQa O9OMAItSMEFARAYY ST (GKS ! YSNAOIY /LaAy2 DIFYofS
582 | pid.
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Importantly, although this period was before the expansion of casinos in Florida, we do see
that the MiamiFt. Lauderdale DMA had a much higher casino participation rate than the other
two DMAs in Florida, as well as a rate higher thanrtagonal average.

AccordingtotheHar r ah 6,s tShue vAetyl anta DMA ( Georgi a)
feeder markets and had a casino participation rate of 15 péf¢€nerewere nocasinos operating
in Georgialand still are not)The closest casinds the Atlanta DMA at the time were well beyond
atwohourdriveit he most recogni zable being Harrahos
Class Il gaming). Similarly, the WashingtadC,D MA was one of the nati on
and had a casinapticipation rate of 17 percefft! The closest casino to the Washington DMA at
the time was beyond a oheur drive from the bulk of the Washington DMA (in West Virginia),
while there were no other casinoseagting within a reasonable threeur drive athat time.

Using the Atlanta and Washington DC DMAs as a benchmark, we assume the remainder
of FIl oridads adul t s -F Labhderdade, TampBtsHetdrsburdparasotah e Mi
and OrlandeDaytona BeaciMelbourne DMAS) had a casino participatiate of 15 percent in
2005. Combining this population, and casino participation data, with the actual casino participation
rates for the MiamFt. Lauderdale, Tamp&t. Petersbur&arasota, and Orlandaaytona Beach
Melbourne DMAs yields an overall casinarticipation rate for Florida of approximately 20.3
percent in 2005as shown in following table.

Figure82: Florida 2005 casino participation rate in three largest designated market areas and
statewide

Casino
2005 Population & CasinBarticipation Participation Casino
figures, by DMA Population Adults (21+) Rate Participants
Miami-Ft. Lauderdale 4,214,836 3,073,237 30.0% 921,971
TampaSt. Petersburgsarasota 4,108,872 3,047,370 17.0% 518,053
OrlandeDaytona BeactMelbourne 3,405,849 2,451,383 22.0% 539,304
Total (DMAs- 22 counties): 11,729,557 8,571,990 23.1% 1,979,328
Balance of FL (45 counties 6,048,599 4,609,766 15.0% 691,465
Grand Total Florida 17,778,156 13,181,756 20.3% 2,670,793
{ 2dz2NOSY | I NNJ RS @enduyBursadJUnhiversity & ¥ldridla, Bureau of Economic and Business Research (May 2011),

Florida Demographic Estimating Conference (November 2011)
Note:Cf 2 NARI Q& | Rdzf G L2 LIz | GA2Y 0 H-pudinbbetd®MNA0® yind 2AGS Cérsus Bifdaili SR F2 N
data.
F | o r Nafive &merican casinos in 2005 had estimated GGR of $1.29 billilbwere
Class |l operations at the tirf&.We assumehat 90 percentf this GGR came from Florida
residents, or $1.16 billion.

%83 | bid.
%84 bid.
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Fast forward to 2012y which timethe US casino landscapadexpanded considerably
The reported US casino participation rate was 32 peremdtoverall GGR at casinos (both
commercial and Native American) was approximately $65 bififéhis total GGR divided by
number of adults who were active gamblers translatesimimage annu@GR of $904 per casino
gambler in 2012.

If we assume that slots Rtorida pariFmutuels would not exist todagnd thatF1 or i da 6 s
Native American casinos meined limited to Class Il operations, and we apply the 2005 casino
participation rate to the estimated 2012 number of adults in Florida, this would translate into
approximately 2.96 million active casino gamblers in Florida in 2012. Further applyingsthe U
average GGR per casino gambler (of $904 in 2012) to Florida gamblers yields $2.67 billion of
GGR (casino only) that we believe could have been reasonably generated by Florida adults in
2012. Assuminghe statusquo for Native American casinos in Floriflae., GGR remains at 2005
level for 2012), this translates into $1.514 billion of potential GGR that we assume would have
been exported outf state in the absence of Florida racinos or Class Il casinos.

We estimated that approximately $500 million of &G already being exported to other
states by Floridiangsee Chapter 11I[B][1), so we can assume that $1 billion in additionatafut
state gambling by Florida adults would occur annually in the absahcacinos or Class lli
casinos.

We believe it isreasonable that casinos along the Gulf Coast of Mississippi, as well as
those in Las Vegas, Atlantic City, and the Bahamas/Caribbeard bethe primary beneficiaries
of this GGR stream from Florida adults.

In addition to ouof-state gambling spendinggsidents would have other gamblitmgp-
related spending as welf.we assume that Floridians would be gambling moreobstate in the
absence of Florida casinos, we can also assume that the overwhelming majority would be flying
to distant destinationgFor the Floridians who drive to casinos in nearby states, thosé state
casinos would largely still be the most convenient option.)

With that in mind, we suggest the following would account for additionalgaoming
spending that would accompanychuwisits by air. These estimates are based on the most recent
visitor profile published by the Las Vegas Convention & Visitors Authgfityhich we suggest
would reflect spending patterns in other distant locales as well. These would be, in addition to
gambling budgets, dollars that would not be spent in Florida:

586 2013 State of the States

587as Vegas Visitor Profile 20i2p://www.lvcva.com/includes/content/images/media/docs/20%12
Las_Vegas Visitor Profile.pdf
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Figure83: Estimated norgaming trip expenditures by Floridians in absence ofsitate casinos

Average spend (2012

Air/lodging package $743.65
Shopping, shows, sightseein $175.52
Food and beveragg $323.05

Local transportation $223.05

Total $1,465.27

Source: Las Vegas Visitor Profile 2012

Of our estimated GGR for Florida in 20I&séumindhere were no casinos in Florida aside
from | imited Class Il gaming at Native Amer.
border (based on our aforementioneestaite vs. oubf-state split) and further apportion our
estimated 2.96 milliofrlorida gamblers accordingly, we would yield 1.675 million gamblers who
would have gambled outside of Florida. Assuming-bak of these Florida adults who gambled
out of state would have mimicked the rgaming spending as indicated (based on Las Viegas
2012), we would yield $1.227 billion of negaming spending this is spending associated with
the $1 billion of GGR that would have been exported from Florida in the absence of racinos or
Class lll casinos. The negaming spending exceeds the gamingnsiing in this scenario largely
because of the additional cost of airfare, lodging, meals and other attractions that would occur
under such a scenario.

From the above sectionse find that the total amount of money that would leave Florida
in the absencef Class IIl and racingambling opportunities is $2.227 billion. This total amount
is then split in two for the purposes of entry into FRIx Since parmutuels and racinos are
modeled separately froiative Americarcasinos, the outf-state spending nstibe apportioned
appropriately among the two sectors. We used the proportion of GGR of each sector to allocate
the total spending. This spending is then used to offset the reallocation of consumer dollars that
would be freed in the absence of gaming. Mgpecifically, if gambling opportunities were no
longer availablethen the money that Floridians spent on those activities would become available
for other purposes. One of those purposes iobatate gambling and related expenditures. The

remainder i@ssumed to be spent on the normal basket of goods and services of a Florida resident.

It is worth noting that the lottery scenario does not receive an allocation of thé siate
spending. This assumption is based on the nature of participatinginmlgtt ga mbl i ng i n
state compared to traveling to popular gambling destination and participating in all the activities
available. In short, in the absenckaostate lottery program we do nagsume thasignificant
numbers of Floridians would travel eot-state to participate iatherlotteries,so in this scenario
the consumption reallocation goes entirely to othestate spending.

We selected five policy variables for the counterfactual simulations: Indusiploment;
Industry Sales without Employment, Investment, and Compensation; Wage Bill; Compensation;
and Consumption Reallocation.

The Industry Employment variable allows us to remove the total number of direct jobs in
the gambling industry (recall thatis is acounterfactualanalysis, so we reduce the amount of
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employment instead of adding to it); the Industry Sales without Employment, Investment, and
Compensation variable is used to account for the higher labor productivity in the gambling industry
in comparison to the Amusement, Gambling, and Recredtidustriesand Accommodation
sectors; the Wage Bill variable is used to adjust the wage & salary differences between the
gambling industry and its aggregate sectors; and the Compensation variabtets adgist the
compensation differences between the gambling industry and its aggregate sectors; and the
Consumption Reallocation variable is used to capture the spending of Floridians on gambling
outside of Florida and to capture the substitution efiegaming spending within Florida.

The tax revenue of each gaming subsector is taken out directly through the revenue module
in Tax-Pl. Regulatory costs for pamutuels are not explicitly modeled in T-&t because the fees
paid by pardmutuels fund theasts. When we eliminate the direct tax revenue and fees collected
from partmutuels, we also eliminate the expenditure (e.g., regulatory costs) associated with the
revenue

Note in the following tables that the values for employment, wage, compensatibn,
productivity adjustments amegativebecause this is what we are removing from the economy;
the reallocation amount is positive because it represents the substitution effect of money spent on
other goods and services if it were not spent on gambling:

Figure84: Inputs for Racinos/ParMutuels

Amusement, Gambling, and Recreatidndustries- Racinos/Pari

Mutuels 2012
Industry Employment (Industry Sales / Exogenous Production) (numb¢ Thousands (Jobs) -4.954
Industry Sales Exogenous Production without Employment, Investmen

and Compensation (amount) Billions of Fixed (2012) Dollars -0.188
Consumption Reallocation (amount) Billions of Fixed (2012) Dollars 0.070

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure85: Inputs for Lottery

Amusement, Gambling, and Recreatidndustries- Lottery 2012
Industry Employment (Industry Sales / Exogenous Production) (numb{ Thousands (Jobs) -0.408
Compensation (amount) Billions of Currenbollars -0.011
Consumption Reallocation (amount) Billions of Fixed (2012) Dollars 0.861

Source: Regional Economic Models, Inc., Spectrum Gaming Group

Figure86: Inputs for Retail Lottery

Retail Trade Retail Lottery 2012
Industry Employment (Industry Sales / Exogenous Production) (numby Thousands (Jobs) -39.900
Industry Sales / Exogenous Production without Employment, Investmg

and Compensation (amount) Billions of Fixed (2012) Dollars 2.489

Source: Regional Econonhilbdels, Inc., Spectrum Gaming Group
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Figure87: Inputs for Native American Casinos

Accommodation- Native American Casinos 2012
Industry Employment (Industry Sales / Exogenous Production) (numb¢ Thousands (Jobs) -10.387
Industry Sales / Exogenous Production without Employment, Investme

and Compensation (amount) Billions of Fixed (2012) Dollars -1.397
Compensation (amount) Billions of Current Dollars -0.102
Consumption Reallocation Billions of Fixed (2012) Dollars 0.074

Source: Regional Economic Models Inc., Spectrum Gaming Group

Each gambling subsector was modeled as a discrete simulation to determine the economic
and fiscal impact of each swdzdor. The inputs from Figure &4 Figure 87rovided the following
results:

Figure88: Economic and fiscal impacts of Florida parutuel sector in 2012

Summary Units 2012
Total Employmerg8 Thousands (Jobs) 9.488
Population Thousands 2.621
Gross State Product (GSP) Billions of Fixed (2012) Dollars 0.683
Personal Income Billions of Fixed (2012) Dollars 0.397
State Tax Revenues (fiscal year 2013) Billions of Fixed (2012) Dollars 0.207

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 88 exhibits the total economic and fiscal impacts generated from the existence of
the parimutuel sector in 2012. The pamutuel sector supports a total @#88jobs in Florida.
The associated gr os s683nileon &d ipgemechtedc3®7 miflichGS P 0 ) i
personal income. The tax revenue generated from the direct, indirect, and induced impacts of the
parimutuel industry in FY 2013 is2D7 million.

Figure89: Top 12 Florida industries with largest employment impdobm pari-mutuels in 2012

Industry category, with NAICS code Units 2012
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 5.003
Construction (23) Thousands (Jobs) 0.402
Retail trade (445) Thousands (Jobs) 0.358
Services tduildings and dwellings (5617) Thousands (Jobs) 0.2
Real estate (531) Thousands (Jobs) 0.164
Food services and drinking places (722) Thousands (Jobs) 0.162
Offices of health practitioners (6286213) Thousands (Jobs) 0.128
Wholesale trade (42) Thousands (Jobs) 0.12
Business support services; Investigation and security services; Other supp
services (5614, 5616, 5619) Thousands (Jobs) 0.11
Employment services (5613) Thousands (Jobs) 0.074
Monetary authorities, credit intermediation, anelated activities (521, 522) | Thousands (Jobs) 0.07
Accounting, tax preparation, bookkeeping, and payroll services (5412) Thousands (Jobs) 0.062

Source: Regional Economic Models Inc.

588 Total Employment includes private néarm employment, geernment employment, and farm
employment.
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Figure 89 shows the private nefarm industries that are dependent on the-pauel
sector Amusement, Gambling, and Recreatilnlustries). Many of these industries, such as
Services to Buildings and Dwellings, Business Support Serviaed, legal services, are
intermediate input suppliers to the gaming industry.

Figure90: Employment by demand source from pamutuels in 2012

Breakdown of Direct, Indirect, and Induced Employment | Units 2012
Private NorFarm Employment Thousands (Jobs) 7.922
Intermediate Demand Employment Thousands (Jobs) 1.659
Local Consumption Demand Employment Thousands (Jobs) 0.880
Government Demand Employment Thousands (Jobs) 0.179
Investment Activity Demand Employment Thousands (Jobs) 0.208
Exports Employment Thousands (Jobs) 0.042
Exogenous Industry Sales Employment Thousands (Jobs) 4.953

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéfitermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdaxtssl Consumption Employment
Employment needed to satisfy demand for consumer goods; Government Demand EmpleyBraptoyment needed to satisfy
demand for goodsind services by government expenditur&syestment Activity Demand EmploymentEmployment needed
to satisfy demand for residential and neoasidential capital good€xport Demand EmploymentEmployment needed to satisfy
RSYFIYR T2NJ I N&iEdsombatsida Bi&ida | y R

Figure90above provides a breakdownmfvate norfarm employment by demand source
The Exogenous Industry Sales Employment represents the plreotutuelemployment. It can
also be interpreted as the direct input we mateinto the model. The direct pamutuel
employment impact is,853 jobs in 2012 and the indirect employment (Intermediate Déman
Employment) supported by the panutuel sector is1,652 The induced employment (sum of
Local Consumption Demand, Governmhé&emand, Investment Activity Demand, and Exports
Demand Employment) impact as a result of pae-mutuelindustry is1,309°%° The sum of the
direct, indirect, and induced employmen?i922

Figure91: Economic and fiscal impacts of Florittgtery sector in 2012

Summary Units 2012
Total Employment Thousands (Jobs) 12.490
Population Thousands 2.926
Gross State Product (GSP) Billions of Fixed (2012) Dollars 0.860
Personal Income Billions of Fixe@2012) Dollars 0.727
State Tax Revenues (fiscal year 2013) Billions of Fixed (2012) Dollars 1.882
Government Employment Thousands (Jobs) 9.926

Source: Regional Economic Models Inc., Spectrum Gaming Group.

589Where negative inducefbb figures are noted throughout this economic analysis (i.e hénaverage
annual Local Consumption Demand Employmaurttich is the main component of induced employment), this is
primarily because for every doll@oridians spendn a gambling sectqiit means a dollar less they can spend
elsewhere Households hava fixed amount of disposable income and this negative number represents the jobs
their spending could have supported if ieve not for therelevant gamblingector.
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Figure 91 exhibits the total economic and fiscal impacts generated from the existence of
the lottery sector in 2012. The lotteggctor (excluding retailersypports a total df2,490jobs in
Florida. The associated GSP B86® million and it generated &7 million in personal income.
The tax revenue generated from the direct, indirect, and induced impacts of the lottery in FY 2013
is $1.88 billion.As mentioned previously, the lottery revenue is linked to education expenditures,
thus any changes to the lottery eaue will affect government jobs in Floridaut of the total
12,490 jobs, 9,926 of them are government employment in.2012

Figure92: Top 12 Florida industries with largest employment impact from lottery in 2012

Industry category, with NAICS code Units 2012
Construction (23) Thousands (Jobs) 1.464
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 0.401
Services to buildings and dwellings (5617) Thousands (Jobs) 0.219
Business support servicdayestigation and security services; Other support

services (5614, 5616, 5619) Thousands (Jobs) 0.161
Architectural, engineering, and related services (5413) Thousands (Jobs) 0.133
Wholesale trade (42) Thousands (Jobs) 0.094
Food services andrinking places (722) Thousands (Jobs) 0.084
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.078
Employment services (5613) Thousands (Jobs) 0.063
Real estate (531) Thousands (Jobs) 0.063
Accounting, tayreparation, bookkeeping, and payroll services (5412) Thousands (Jobs) 0.061
Legal services (5411) Thousands (Jobs) 0.059

Source: Regional Economic Models Inc.

Figure 92shows the private nefarm industries that are dependent on the lottery sector
(Amusement, Gambling, and Recreatiadustries)and the reallocation of consumer spending
Many of these industries, such as Services to Buildings and Dwellings, Business Support Services,
and Legal services, are intermediate input suppliers to the gamainstry.Others such as Food
Services and Drinking Places, provide goods and services to consumers whose income is
dependent on the direct or indirect jobs.

Figure93. Employment by demand source from lottery in 2012

Breakdown ofDirect, Indirect, and Induced Employmen| Units 2012
Private NoAFarm Employment Thousands (Jobs) 2.564
Intermediate Demand (indirect) Employment Thousands (Jobs) 2.267
Local Consumption Demand (induced) Employment Thousands (Jobs) -1.462
GovernmentDemand (induced) Employment Thousands (Jobs) 1.154
Investment Activity Demand (induced) Employment Thousands (Jobs) 0.262
Exports Demand (induced) Employment Thousands (Jobs) -0.065
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 0.408

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéhtermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdamtsal Consumptio Employment=
Employment needed to satisfy demand for consumer goods; Government Demand EmpleyBraptoyment needed to satisfy
demand for goods and services by government expendituresstment Activity Demand EmploymentEmployment needed

to satisfy demand for residential and nemesidential capital good€xport Demand EmploymenrtEmployment needed to satisfy
RSYFYR T2NJ I NB3IA2yQa J22R aSNWAOSa FTNRY 2dziaARS Cf2NRARLI
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Figure B above provides a breakdowngfvate noafarm employment by demand soar
The Exogenous Industry Sales Employment represents the direct lottery employment. It can also
be interpreted as the direct input we entered into the model. The direct lottery employpeesit i
is 408jobs in 2012 and the indirect employment (Intermed@emand Employment) supported
by the lottery is 2,267 The induced employment (sum of Local Consumption Demand,
Government Demand, Investment Activity Demand, and Exports Demand Employment) impact
as a result of the lottery is min@g1 The sum of theidect, indirect, and induced employment is
2,564

Figure94: Economic and fiscal impacts of Florida retail lottery sector in 2012

Summary Units 2012
Total Employment Thousands (Jobs) 59.959
Population Thousands 15.875
GrossState Product (GSP) Billions of Fixed (2012) Dollars 1.922
Personal Income Billions of Fixed (2012) Dollars 2.258
State Tax Revenues (fiscal year 2013) Billions of Fixed (2012) Dollars 0.124

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 94 exhibits the total economic and fiscal impacts generated from the existence of
the retail lottery sector in 2012. The retail lottery supports a total of 59,959 jobs in Florida. The
associatebSPis $1.92billion and it generated $2.26 billion in personal income. The tax revenue
generated from thimdirect andnduced impacts of the retail lottery industry in FY 304 $124
million.

Figure95: Top 12 Florida industries with largest emplment impact from retail lottery in 2012

Industry category, with NAICS code Units 2012
Retail trade (445) Thousands (Jobs) 42.361
Construction (23) Thousands (Jobs) 5.673
Offices of health practitioners (6286213) Thousands (Jobs) 1.000
Foodservices and drinking places (722) Thousands (Jobs) 0.892
Real estate (531) Thousands (Jobs) 0.673
Wholesale trade (42) Thousands (Jobs) 0.595
Private households (814) Thousands (Jobs) 0.502
Services to buildings and dwellings (5617) Thousandg{Jobs) 0.442
Hospitals (622) Thousands (Jobs) 0.347
Business support services; Investigation and security services; Other sup

services (5614, 5616, 5619) Thousands (Jobs) 0.343
Personal care services (8121) Thousands (Jobs) 0.319
Architectural.engineering, and related services (5413) Thousands (Jobs) 0.307

Source: Regional Economic Models Inc.

Figure 95 shows theprivate norfarm industries that are dependent on the retail lottery
sector (Retail Trade). Some of these, such as Wholesale Trade and Business Support Services, are
intermediate input suppliers to the gaming industry. Others, such as Food Services and Drinking
Places, ppvide goods and services to consumers whose income is dependent on the direct (retalil
lottery) or indirect jobs.
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Figure96: Employment by demand source frometail lottery in 2012

Breakdown of Direct, Indirect, and Induced Emphaent | Units 2012
Private NorFarm Employment Thousands (Jobs) 58.146
Intermediate Demand (indirect) Employment Thousands (Jobs) 4.206
Local Consumption Demand (induced) Employment | Thousands (Jobs) 8.085
Government Demand (induced) Employment ThousandgJobs) 0.188
Investment Activity Demand (induced) Employment Thousands (Jobs) 6.381
Exports Demand (induced) Employment Thousands (Jobs) -0.612
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 39.900

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéhtermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdamtssl Consumption Employment
Employment needed toadisfy demand for consumer goods; Government Demand EmploymEntployment needed to satisfy
demand for goods and services by government expendituregstment Activity Demand EmploymentEmployment needed
to satisfy demand for residential and neesdential capital good€xport Demand EmploymertEmployment needed to satisfy
RSYFYR FT2NJ I NB3IA2yQa 3IJ22R aSNWAOSa FTNRY 2dziaARS Cf 2NRRI
Figure96above provides a breakdownmfvate noafarm employment by demand source
The Exogenous Industry Sales Emyieent represents the direct retail lottery employment. It can
also be interpreted as the direct input we entered into the model. The direct retail lottery
employment impact is 39,900 jobs in 2012, anditiikrect enployment (Intermediate Demand
Employmen} supported by the retail lottery sector is 4,206. The induced employment (sum of
Local Consumption Demand, Government Demand, Investment Activity Demand, and Exports
Demand Employment) impact as a result of the retail lottery industry is 14r@iPne ceated
through both direct and indirect employment is spent on consumer goods, which supports
employment in industries providing these goods and services (typically retail and restaurants).
These jobs are referred to as Local Consumption Demand Employmitiet REMI modelThe
sum of the direct, indirect, and induced employment is 58,146.

Figure97: Economic and fiscal impacts of Florida Native American casinos sector in 2012

Summary Units 2012
Total Employment Thousands (Jobs) 23.736
Population Thousands 5.773
Gross State Product (GSP) Billions of Fixed (2012) Dollars 2.555
Personal Income Billions of Fixed (2012) Dollars 1.123
State Tax Revenues (fiscal year 2013) Billions of Fixed (2012) Dollars 0.293

Source: Region&conomic Models Inc., Spectrum Gaming Group

Figure97 providesthe total economic and fiscal impacts generated from the existence of
the Native American casinos in 2012. The Native American casinos support a B8al26jobs
in Florida. The associate@dSPis $.56billion and it generated1$12billion in personal income.
The tax revenue generated from the direct, indirect, and induced impacts of the Native American
casinos in FY 2013 isZR3million.
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Figure98: Top 12Florida industries with largest employment impact from Native American casinos in
2012

Industry category, with NAICS code Units 2012
Accommodation (721) Thousands (Jobs) 10.144
Retail trade (445) Thousands (Jobs) 1.241
Construction (23) Thousand4Jobs) 1.142
Services to buildings and dwellings (5617) Thousands (Jobs) 0.952
Food services and drinking places (722) Thousands (Jobs) 0.905
Offices of health practitioners (6286213) Thousands (Jobs) 0.49
Real estate (531) Thousands (Jobs) 0.414
Wholesale trade (42) Thousands (Jobs) 0.361
Business support services; Investigation and security services; Other support

services (5614, 5616, 5619) Thousands (Jobs) 0.338
Employment services (5613) Thousands (Jobs) 0.242
Private households (814) Thousands (Jobs) 0.227
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.217

Source: Regional Economic Models Inc.

Figure98 shows therivate noafarmindustries that are dependent on the Native American
casinos industry (Accommodation). Some of these, such as Services to Buildings and Dwellings
and Business Support Services, are intermediate input suppliers to the gaming industry. Others,
such as Foodervices and Drinking Places, provide goods and services to consumers whose
income is dependent on the direct (Native American casinos) or indirect jobs.

Figure99: Employment by demand source froMdative American casinois 2012

Breakdown of Direct, Indirect, and Induced Employment Units 2012
Private NorFarm Employment Thousands (Jobs) 20.308
Intermediate Demand (indirect) Employment Thousands (Jobs) 6.137
Local Consumption Demand (induced) Employment Thousands (Jobs) 3.573
Government Demand (induced) Employment Thousands (Jobs) 0.386
Investment Activity Demand (induced) Employment Thousands (Jobs) 0.668
Exports Demand (induced) Employment Thousands (Jobs) -0.842
Exogenous Industry Sales (direct) Employment ThousandgJobs) 10.387

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéfitermediate Demand Employment

employment needed to satisfy demand for material inputs to the production of final gdods] Consumption Employment

Employment needed to satisfy demand for consumer goods; Government Demand EmpleyEraptoyment needed to satisfy

demand for goods and services by government expendituregstment Activity Demand EmploymentEmployment aeded

to satisfy demand for residential and neoasidential capital good€xport Demand EmploymentEmployment needed to satisfy
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Figure99 above provides a breakdowngfvate noafarm employmenby demand source

The Exogenous Industry Sales Employment represents the direct Native American casinos

employment. It can also be interpreted as the direct input we entered into the model. The direct

Native American casinos employment impact is 10,388 jn 2012, and the indirect employment

(Intermediate Demand Employment) supported by the Native American casinos sé¢i@7is

The induced employment (sum of Local Consumption Demand, Government Demand, Investment
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Activity Demand, and Exports Demand Bloyment) impact as a result of the Native American
casinos industry i8,785 The sum of the direct, indirecihé induced employment is 20,308.

1. Ct 2 NA R Aof-State Gantindgz8pending

Spectrum estimates that casinos along the Gulf Coast of Missisagpn sAlabama, as
well as those in Las Vegas and Atlantic City, are generating at least $411 million of GGR from
Florida residents annually. Additionally, there are hundreds of other casinos in the US and a short
distance away in the Bahamas and Caribhekmds that Florida residents are visiting (and
exporting GGRJuring such visifs Therefore, we believe it is well within reason that at least $500
million of GGR annually is being generated at casinos outside of Florida by Florida residents.

Figurelo0Y 902y 2YA O YR TFA aOl-df-stategadtingspandidg™ 2@ 2 NA RA | y 4 Q

Summary Units 2012
Total Employment Thousands (Jobs) 4.116
Population Thousands 1.012
Gross State Product (GSP) Billions of Fixed (2012) Dollars 0.313
Personal Income Billions of Fixed (2012) Dollars 0.18
State Tax Revenues (fiscal year 2013) Millions of Fixed (2012) Dollars 15.406

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 100 exhibits the total economic and fiscal impacts that would have been generated
if Floridiansd out-of-state gaming spending were brought back to Florida in 2012. The total
employment impact is 4,11 ditionaljobs in Florida. The associated GSP is $313ioniland it
would have generated $180 million in personal income. The tax regameratedrom the
indirect and induced impacts of the -@fitstate gaming spending in FY 20i5315.4 million.

Figurel0l Top 12 Floridaindustia ¢A G K f I NBS&aG SYLX 2@ Y Sffstater YLI O
gaming in 2012

Industry category, with NAICS code Units 2012
Retail trade (445) Thousands (Jobs) 0.858
Offices of health practitioners (6286213) Thousands (Jobs) 0.439
Food serviceand drinking places (722) Thousands (Jobs) 0.235
Private households (814) Thousands (Jobs) 0.221
Construction (23) Thousands (Jobs) 0.215
Wholesale trade (42) Thousands (Jobs) 0.167
Personal care services (8121) Thousands (Jobs) 0.136
Real estate(531) Thousands (Jobs) 0.135
Hospitals (622) Thousands (Jobs) 0.105
Services to buildings and dwellings (5617) Thousands (Jobs) 0.101
Monetary authorities, credit intermediation, and related activities (521, 522 Thousands (Jobs) 0.085
Securitiescommaodity contracts, and other financial investments and relatec

activities (523) Thousands (Jobs) 0.082

Source: Regional Economic Models Inc.

Figure 101 shows theprivate nonfarm industries that would have been impacted if
F1 o r i altofastate gaming spending were brought back to FloNdmy of these industries,
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such as Retail Trade, Food Services and Drinking Places, and Private Households, are supported
by local spending.

Figure102 Employment by demad source fromC f 2 NJ& R Jofksthtd gamifgigpendingn 2012

Breakdown of Direct, Indirect, and Induced Employment | Units 2012
Private NoAFarm Employment Thousands (Jobs) 3.836
Intermediate Demand (indirect) Employment Thousands (Jobs) 0.693
LocalConsumption Demand (induced) Employment Thousands (Jobs) 3.033
Government Demand (induced) Employment Thousands (Jobs) 0.031
Investment Activity Demand (induced) Employment Thousands (Jobs) 0.193
Exports Demand (induced) Employment Thousands (Jobs) -0.114
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 0.000

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéhtermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdamtssl Consumption Employment
Employment needed to satisfy demand for consumer goods; Government Demand EmpleyBraptoyment needed to satisfy
demand for goodsind services by government expenditur&syestment Activity Demand EmploymentEmployment needed
to satisfy demand for residential and neesidential capital good€xport Demand EmploymertEmployment needed to satisfy
RSYIFYR F2NJ I N&HdnRoviske FI@d2 R a SN

Figure 102 above provides a breakdown pfivate norfarm employment by demand
source The Exogenous Industry Sales Employment represents the direct employment. It can also
be interpreted as the direct input we entered into thdeim@he direct employment impactis 0 in
2012 because we did not use any employment policy variables to model this ptosum
reallocation of Floridiasdout-of-state gaming spending. The indirect employment (Intermediate
Demand Employment) is 693. Theduced employment (sum of Local Consumption Demand,
Government Demand, Investment Activity Demand, and Exports Demand Employment) impact is
3,143. The sum of the direct, indirect, and induced employment is 3,836.

2. Impact ofHialeah Park Construction (2012)

Construction of Hialeah Park in 2012 was modeled separately from all of the gambling
subsector economic impact assessments. The total cost of construction for Hialeah PaBkis $63
million, with anaverage annualonstruction employment of 210. The constion durationwas
estimated to be 24 months starting in summer of 2011.

Figurel03: Economic and fiscal impacts of Hialeah Park construction in 2012

Summary Units 2012
Total Employment Jobs 364
Population Individuals 125
Gross State Product (GSP) Millions of Fixed (2012) Dollars 29.602
Personal Income Millions of Fixed (2012) Dollars 18.311
State Tax Revems (fiscal year 20)3 Millions of Fixed (2012) Dollars 0.9219

Source: Regional Economic Models Inc., Spec@aming Group

The construction activity in 2012 generates a total 364 jobs, $29.6 million in GSP, and
$18.3 million in personal income. It also induces $0.92 million in state tax revenue for BY 201
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C. Assessment of Economic, Fiscal Impacts over Time

An assessment of the changes in those impacts over time until the present day, histoacally,
projections for the future.

For this section, we employed the same policy variables@sapter 11I(B) above and ran
a counterfactual analysis for years 20through 2060 to observe the impacts of éxesting
gambling industry over time. In addition, we established two alternative national forecasts: one
with 5 percent slower economic growth and the other with 5 percent stronger economic growth,
relative tothe state benchmark baseline in the model. The new national forecasts generated new
regional forecasts for Florida. We then ran the same set of inputs against the three regional
forecasts to quantify the impacts of the gambling industry under differembexotrajectories.

REMI and Spectrum assume that, over time, the employment in the overall existing
gambling industry will expand at half the growth rate of its aggregate sectors in the REMI model.
Given the regulations and restrictions imposed on tinebfjag industry, it is difficult to justify
that the industry can expand at the same rate as a typical entertainment/recreation, retail trade, or
accommodation industry. On the other hand, assuming no growth in the next 50 years is an
excessively conservae assumption. We believe it is reasonable to choose a growth rate in
between the two extremes. We assume wages and labor productivity will both grow at the same
rate as the respective aggregate sector.

The following are tables showing the forecasted leympent, output, wage and
salary/compensation, and consumption reallocation for each of the gambling subsectors.

Figurel04 Racinos, parimutuels forecast

Racinos/Parmutuels Units 2012 2015 2020 2025 2030
Employment Thousandg{Jobs) 4954 | 5.086| 5.273| 5.402| 5.500
Output Billions of Fixed (2012) Dolla] 0.528 | 0.548| 0.580| 0.614| 0.646
Wage & Salary Disbursemen| Billions of Current Dollars 0.149| 0.173| 0.219| 0.281| 0.349
Consumption Reallocation Billions of Fixed (2012) Dollaj 0.070| 0.099| 0.142| 0.187| 0.233
Racinos/Parimutuels Units 2035 2040 2045 2050 2055 2060
Employment Thousands (Jobs) 5574| 5.602| 5.601| 5571| 5.525| 5.464
Output Billions of Fixed (2012) Dollaj 0.676| 0.702| 0.724| 0.744| 0.761| 0.775
Wage & Salarisbursements| Billions of Current Dollars 0.427| 0.512| 0.607| 0.709| 0.824| 0.950
Consumption Reallocation Billions of Fixed (2012) Dollaj 0.280| 0.322| 0.362| 0.398| 0.433| 0.465

Source: Regional Economic Models Inc., Spectrum Gaming Group
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Figurel05: Lottery forecast

Lottery Units 2012 | 2015| 2020 | 2025| 2030
Employment Thousands (Jobs) 0.408 | 0.419| 0.434 | 0.445| 0.453
Net Revenue Billions of Current Dollars 0.861| 1.755| 1.876| 2.332| 4.199
Compensation Billionsof Current Dollars 0.025 | 0.029| 0.038 | 0.048 | 0.060
Consumption Reallocatiol Billions of Fixed (2012) Dolla 4,361 | 4.529 | 4.797 | 5.076 | 5.339
Lottery Units 2035| 2040 | 2045| 2050| 2055 | 2060
Employment Thousands (Jobs) 0.459| 0.461 | 0.461| 0.459 | 0.455| 0.450
Net Revenue Billions of Fixed (2012) Dolla 5.118| 6.343 | 7.772| 9.187 | 10.665| 6.058
Compensation Billions of Current Dollars 0.074| 0.088 | 0.105| 0.122| 0.142| 0.164
Consumption Reallocatiol Billions of Fixed (2012) Dolla 5.589 | 5.801| 5.988 | 6.148 | 6.288| 6.409
Source: Regional Economic Models Inc., Spectrum Gaming Group
Figurel06: Retail Lottery forecast
Retail Lottery | Units 2012 | 2015| 2020| 2025| 2030
Employment | Thousands (Jobs) 39.900| 40.681| 41.445| 41.172| 40.774
Output Billions of Fixed (2012) Dolla 0.248| 0.271| 0.310| 0.350| 0.393
Retail Lottery | Units 2035| 2040| 2045| 2050| 2055| 2060
Employment | Thousands (Jobs) 40.262 | 39.375| 38.255| 36.983| 35.659 | 34.242
Output Billions of Fixed (2012) Dolla 0.441| 0.489| 0.539| 0.591| 0.646| 0.702
Source: Regional Economic Models Inc., Spectrum Gaming Group
Figurel07: Casino Hotels forecast (including Native American casinos)
Native American
Casinos Units 2012 2015 2020 2025 2030
Employment Thousands (Jobs) 10.387 10.590 10.710 10.794 10.910
Billions of Fixed (2012)
Output Dollars 2.200 2.350 2.530 2.833 3.133
Compensation Billions of Current Dollars 0.349 0.400 0.468 0.602 0.736
Consumption Billions of Fixed (2012)
Reallocation Dollars 0.074 0.191 0.373 0.578 0.816
Native American
Casinos Units 2035 2040 2045 2050 2055 2060
Employment Thousands (Jobs) 11.055 11.134 11.187 11.223 11.260 11.304
Billions of Fixed (2012)
Output Dollars 3.474 3.831 4.214 4.628 5.080 5.576
Compensation Billions of Current Dollars 0.899 1.081 1.292 1.534 1.821 2.159
Consumption Billions of Fixed (2012)
Reallocation Dollars 1.089 1.374 1.682 2.015 2.381 2.784
Source: Regional Economic Models I8pectrum Gaming Group
Figurel08Y Cf 2 NA-dt-dtdteyfanting Spdriding forecast
FL Resident Oubf-State
Gaming Spending Units 2012 | 2015 2020 | 2025 | 2030
Consumption Reallocatiof Billions of Fixed (2012) Dollarg  0.500 | 0.500 | 0.500 | 0.500 | 0.500
FL Resident Owbf-State
Gaming Spending Units 2035| 2040 | 2045| 2050 | 2055| 2060
Consumption Reallocatiof Billions of Fixed (2012) Dollar§  0.500 | 0.500 | 0.500| 0.500 | 0.500 | 0.500
Source: Regional Economic Models Inc., Spectrum Gaming Group
;> SPECTRUM Florida Gaming Study, ParAL 264

- GAMING GROUP.




1. Resultsg Slow Economic Growth (2012060)

Figure109 Economic and fiscal impacts of pariutuel sector, 2012060, slow growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 9.804
Average Annual Population Thousands 13.132
Cumulative Gross State Product Billions of Fixed (2012) Dollars 47.939
Cumulative Personal Income Billions of Fixed (2012) Dollars 49.26
Average Annugbtate Tax Revenues (fiscal y2ad3 to

2060 Billions of Fixed (2012) Dollars 0.587

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the pardmutuel sector is projected to support an annual average
of 9,804jobs inFloridaunderslow economic growth assumptianThe cumulative GSP i4$.9
billion andpersonal income i$49.3billion. Theaverage annuahx revenues generated from the
direct, indirect, and induced impacts of the patituel industrybetweenFY 2013andFY 2060
are$587 million.

FigurellQO Top 12 Florida indusies with largest average employment impact from pamutuel,
20122060, slow growth

Industry category, with NAICS code Units 2012-2060
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 3.009
Construction (23) Thousands (Jobs) 0.596
Retail trade (4445) Thousands (Jobs) 0.299
Nursing and residential care facilities (623) Thousands (Jobs) 0.197
Offices of health practitioners (6286213) Thousands (Jobs) 0.167
Services to buildings and dwellings (5617) Thousands (Jobs) 0.150
Food services and drinking places (722) Thousands (Jobs) 0.137
Hospitals (622) Thousands (Jobs) 0.126
Wholesale trade (42) Thousands (Jobs) 0.124
Business support services; Investigation and security services; Other su

services (5614, 5616619) Thousands (Jobs) 0.096
Real estate (531) Thousands (Jobs) 0.093
Home health care services (6216) Thousands (Jobs) 0.085

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 110 shows theprivate norfarm industries withthe largest average annual
employment impact. Aside from the Amusement, Gambling, and Recreation Industries, which is
the direct impact for this subsector, the rest are the top industries that are reliant onrtheysri
industry in FloridaMany of these industries, such Bssiness Support Servicasd Services to
Buildings and Dwellingsire intermediate input suppliers to the patituel industry.
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Figurel1l Average annual employment by demand source from parutuel, 20122060, slow
growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average

Private NorFarm Employment Thousands (Jobs) 5.907
Intermediate Demand Employment Thousands (Jobs) 1.757
Local Consumption Demand Employment Thousands (Jobs) 0.483
Government Demand Employment Thousands (Jobs) 0.398
Investment Activity Demand Employment Thousands (Jobs) 0.289
Exports Employment Thousands (Jobs) -2.469
Exogenous Industry Sales Employment Thousands (Jobs) 5.449

SourceRegional Economic Models Inc., Spectrum Gaming Group

Figure 111 is a breakdown ofprivate norfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the gagehutuelemployment. It can also
be interpreted as the direaput we entered into the model. The average annual direanpéuiel
employment impact is 5,449 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by trei-mutuel sector is 1,757he average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employment) impact as a result glathmutuel industry is
minus 1,298 The sum of the average annual direct, indirect, and induced employrb@@is

Figurel12 Economic and fiscal impacts of lottery industry, 202260, slow growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 28.205
Average Annual Population Thousands 39.044
Cumulative GrosState Product Billions of Fixed (2012) Dollars 117.801
Cumulative Personal Income Billions of Fixed (2012) Dollars 156.939
Average Annudbtate Tax Revenues (fiscal year) Billions of Fixed (2012) Dollars 3.452
Average Annual Government Employment Thousands (Jobs) 23.430

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206€the lotterysector (excluding retailersg projected to support an
annual averagef 28,205 jobs in Florida under slow economic growth assumptianThe
cumulative GSP isH#L7.8billion andpersonal income i$156.9billion. The average annuaax
revenues generated from the direct, indirect, and induced impacts of the lottery ibdtsegn
FY 2013andFY 2060 areb3.45billion. As mentionereviously, the lottery revenues are linked
to education expenditures, thus any changes to the lottery revenues will affect government jobs in
Florida. Out of the average annual 28,205 jobs between 2012 and 2060, 23,430 of them are
government employment.
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Figurell3 Top 12 Florida industries with largest average employment impact from lottery, 2012
2060, slow growth

Industry category, with NAICS code Units 20122060
Construction (23) Thousands (Jobs) 2.865
Amusement, gamblin@nd recreation industries (713) Thousands (Jobs) 0.561
Services to buildings and dwellings (5617) Thousands (Jobs) 0.478
Business support services; Investigation and security services; Other su

services (5614, 5616, 5619) Thousands (Jobs) 0.390
Architectural, engineering, and related services (5413) Thousands (Jobs) 0.338
Wholesale trade (42) Thousands (Jobs) 0.336
Food services and drinking places (722) Thousands (Jobs) 0.294
Management, scientific, and technical consulting servi¢e$16) Thousands (Jobs) 0.259
Real estate (531) Thousands (Jobs) 0.182
Employment services (5613) Thousands (Jobs) 0.173
Accounting, tax preparation, bookkeeping, and payroll services (5412) | Thousands (Jobs) 0.145
Legal services (5411) ThousandgJobs) 0.134

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 1B shows the private nefarm industries with largest average annual employment
impact. Aside from the Amusement, Gambling, and Recreation Industries, which is the direct
impact for this subsector, the rest are the top industries that are reliantlotietyandustry in
Florida Many of these industries, such as Services to Buildings and Dwellings, Business Support
Services, and Management Consulting, are intermediate input suppliersaietygndustry.

Figurell4: Average annal employment by demand source from lottery, 2042060, slow growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average

Private NorFarm Employment Thousands (Jobs) 4.775
Intermediate Demand Employment Thousands (Jobs) 5.295
Local Consumption Demand Employment Thousands (Jobs) -2.053
Government Demand Employment Thousands (Jobs) 2.425
Investment Activity Demand Employment Thousands (Jobs) 0.479
Exports Employment Thousands (Jobs) -1.820
Exogenous Industry Sales Employment Thousands (Jobs) 0.449

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 114 is a breakdown ofrivate norfarm employment by demand sourcehe
Exogenous Industry Sales Btayment represents the direct lotteammployment. It can also be
interpreted as the direct input we entered into the model. The average annualotizect
employment impact 149 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by tludtery sector is5,295 The average amwal induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employment) impact as a result tdttiwey industry is minus
969 The sum of the average annual direct, indirect, and induceldymgnt is4,775
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Figurell5s Economic and fiscal impacts of retail lottery industry, 202060, slow growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 78.073
Average Annual Population Thousands 128.361
Cumulative Gross State Product Billions of Fixed (2012) Dollars 368.241
Cumulative Personal Income Billions of Fixed (2012) Dollars 358.951
Average Annudbtate Tax Revenues (fiscal y2ad 3 to

2060 Billions of Fixed (2012) Dollars 0.581

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the retail lottery industry is projected to support an annual average
of 78,073obs inFloridaundersloweconomic growth assumptiarrhe cumulative GSP i3$8.2
billion andpersonal income ipersonal income i8359billion. Theaverage annuahx revenues
generated from the indirect and induced impacts of the retail lottery inchettmeenFY 2013
andFY 2060 arep581 million.

Figurell6 Topl2 Florida industries with largest average employment impact from retail lottery,
2012-2060, slow growth

Industry category, with NAICS code Units 2012-2060
Retail trade (4445) Thousands (Jobs) 42.780
Construction (23) Thousands (Jobs) 9.373
Foodservices and drinking places (722) Thousands (Jobs) 2.283
Computer systems design and related services (5415) | Thousands (Jobs) 2.255
Offices of health practitioners (62%6213) Thousands (Jobs) 1.677
Architectural, engineering, and related serviggsl13) Thousands (Jobs) 1.540
Nursing and residential care facilities (623) Thousands (Jobs) 1.453
Hospitals (622) Thousands (Jobs) 1.204
Educational services (61) Thousands (Jobs) 1.186
Wholesale trade (42) Thousands (Jobs) 1.179
Home health carservices (6216) Thousands (Jobs) 1.026
Real estate (531) Thousands (Jobs) 1.011

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figurell6shows theorivate norfarmindustries with largest average annual employment
impact. Aside from Retail Trade, which is the direct impact for retail lottery, the rest are the top
industries that are reliant on the retail lottery industry in Florida. Some of these, such as Wholesale
Trade and Computer Systems Design Services, are intermediate input suppliers to the gaming
industry. Others, such as Food Services and Drinking Places, provide goods and services to
consumers whose income is dependent on the direct (retail lottery) @cindios.
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Figurell?: Average annual employment by demand source from retail lottery, 2€A@0, slow
growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NorFarm Employment Thousandg¢Jobs) 78.164
Intermediate Demand Employment Thousands (Jobs) 10.148
Local Consumption Demand Employment Thousands (Jobs) 16.625
Government Demand Employment Thousands (Jobs) 0.032
Investment Activity Demand Employment Thousands (Jobs) 17.612
ExportsEmployment Thousands (Jobs) -5.351
Exogenous Industry Sales Employment Thousands (Jobs) 39.099

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figurell7providesa breakdown oprivate norfarm employment by demand sourdée
Exogenous Industry Sales Employment represents the direct retail lottery employment. It can also
be interpreted as the direct input we entered into the model. The average annual direct retail lottery
employment impact is 39,099 jobs and the averagaia indirect employment (Intermediate
Demand Employment) supported by the retail lottery sect®,i48 The average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employmdampact as a result of the retail lottery industry is
27,674. The sum of the average annual direct, indirect, and induced employ#&h64

Figure118 Economic and fiscal impacts of Native American casinos industry, 2068, slow growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 21.123
Average Annual Population Thousands 32.394
Cumulative Gross State Product Billions of Fixed (2012) Dollars 185.557
Cumulative Personal Income Billions of Fixed2012) Dollars 112.21
Average Annudbtate Tax Revenues (fiscal y2ad 3 to

2060 Billions of Fixed (2012) Dollars 0.401

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the Native American casinos industry is projected to support an
annual average 021,123 jobs in Florida under slow economic growth assumptianThe
cumulative GSP is#85.6billion andpersonal income i$112.2billion. The average annuahx
revenues gnerated from the direct, indirect, and induced impacts of the Native American casinos
industrybetweerFY 2013andFY 2060 areb401 million.
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Figurell9 Top 12 Florida industries with largest average employment impact friiative American
casinos, 20122060, slow growth

Industry category, with NAICS code Units 20122060
Accommodation (721) Thousands (Jobs) 11.463
Food services and drinking places (722) Thousands (Jobs) 1.028
Construction (23) Thousands (Jobs) 0.974
Services to buildings and dwellings (5617) Thousands (Jobs) 0.869
Retail trade (445) Thousands (Jobs) 0.510
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.333
Nursing and residential care facilities (623) Thousands (Jobs) 0.296
Business support services; Investigation and security services; Other su

services (5614, 5616, 5619) Thousands (Jobs) 0.262
Employment services (5613) Thousands (Jobs) 0.260
Hospitals (622) Thousands (Jobs) 0.238
Wholesale trade (42) Thousands (Jobs) 0.220
Real estate (531) Thousands (Jobs) 0.197

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure119shows theorivate norfarmindustries with largest average annual employment
impact. Aside from Accommodation, which is the direct impact for this analysis, the rest are the
top industries that are reliant on the Native American casinos industry in Florida. Some of these,
such as Swices to Buildings and Dwellings and Business Support Services, are intermediate input
suppliers to thNative American casinosdustry. Others, such as Food Services and Drinking
Places, provide goods and services to consumers whose income is depertkderntirect (Native
American casinos) or indirect jobs.

Figure120 Average annual employment by demand source from Native American casinos,-2068,
slow growth

Breakdown of Direct, Indirect, and Induced Employment | Units 2012-2060 Average

Private NorFarm Employment Thousands (Jobs) 18.008
Intermediate Demand Employment Thousands (Jobs) 6.246
Local Consumption Demand Employment Thousands (Jobs) 1.840
Government Demand Employment Thousands (Jobs) 0.306
InvestmentActivity Demand Employment Thousands (Jobs) 0.848
Exports Employment Thousands (Jobs) -2.225
Exogenous Industry Sales Employment Thousands (Jobs) 10.993

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 120providesa breakdown oprivate norfarm employment by demand sourdée
Exogenous Industry Sales Employment represents the direct Native American casinos
employment. It can also be interpreted as the direct input we entered into the model. The average
annual direct Native Amazan casinos employment impact is 10,993 jobs and the average annual
indirect employment (Intermediate Demand Employment) supported by the gaming sector is
6,246 The average annual induced employment (sum of Local Consumption Demand,
Government Demand, legtment Activity Demand, and Exports Demand Employment) impact
as a result of the Native American casinos industidé® The sum of the average annual direct,
indirect, and induced employmentli8,008
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Figure121: Economicand A & Ol £ A Y LI O (i -®f-stat& ga@ibgspehdigd, RPOY2060, sldwdzi
growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 2.889
Average Annual Population Thousands 4.946
Cumulative Gross State Product Billions of Fixed2012) Dollars 15.599
Cumulative Personal Income Billions of Fixed (2012) Dollars 14.357
Average Annudbtate Tax Revenues (fiscal y2ad3 to

2060 Millions of Fixed (2012) Dollars 28.583

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206@ out-of-state garhling dollars by Florida residentaere to
instead remain ifrlorida, this spending would suppaah annual average of889jobs in Florida
underslow economic growth assumptianThe cumulative GSP is1%$.6 billion andpersonal
income is$14.4billion. Theaverage annuahx revenues generated from the indirect and induced
impacts of the oubf-state gaming spendirmptweerFY 2013andFY 2060 are$28.6 million.

Figure122 Top 12 Floridd Y RdzA i NA Sa ¢gAGK fFNBSad F @SN 36 SYLX 28
state gaming spending, 2032060, slow growth

Industry category, with NAICS code Units 2012-2060
Retail trade (445) Thousands (Jobs) 0.511
Offices of health practitionerg6211-6213) Thousands (Jobs) 0.398
Food services and drinking places (722) Thousands (Jobs) 0.174
Construction (23) Thousands (Jobs) 0.157
Private households (814) Thousands (Jobs) 0.128
Nursing and residential care facilities (623) ThousandgJobs) 0.103
Wholesale trade (42) Thousands (Jobs) 0.103
Hospitals (622) Thousands (Jobs) 0.096
Real estate (531) Thousands (Jobs) 0.087
Educational services (61) Thousands (Jobs) 0.072
Home health care services (6216) Thousands (Jobs) 0.069
Personal care services (8121) Thousands (Jobs) 0.068

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 122 shows theprivate nonfarm industries that would have been impacted if
F1 or i altofastate gaming spending were brought back to Florida. Many of these industries,
such as Retail Trade, Food Services and Drinking Places, and Private Househalusynaoaly
supported by local spending.
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Figure123 Averagel yy dz £ SYLX 2@ YSy (i o6& RSY!I yiRtatdiamagldS FTNRY (
spending, 20122060, slow growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NorFarm Employment Thousands (Jobs) 2.822
Intermediate DemandEmployment Thousands (Jobs) 0.488
Local Consumption Demand Employment Thousands (Jobs) 2.352
Government Demand Employment Thousands (Jobs) 0.010
Investment Activity Demand Employment Thousands (Jobs) 0.251
Exports Employment Thousands (Jobs) -0.280
Exogenous Industry Sales Employment Thousands (Jobs) 0.000

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 13 is a breakdown oprivate norfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents direct employment. It can also be interpreted as
the direct input we entered into the model. The average annual direct employment impact is O jobs
because we did not use any employment policy variablesodel this consumption reallocation
of FI or i duta-stated gaming spending. The average annual indirect employment
(Intermediate Demand Employment)488 The average annual induced employment (sum of
Local Consumption Demand, Government Demandestment Activity Demand, and Exports
Demand Employment) impact is334. The sum of the average annual direct, indirect, and induced
employment is 822

2. Resultsg Normal EconomidGrowth (2012-2060)

Figurel24: Economic and fiscainpacts of partmutuel sector, 2012060, normal growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 9.001
Average Annual Population Thousands 11.237
Cumulative Gross State Product Billions of Fixed (2012) Dollars 44,132
Cumulative Personal Income Billions of Fixed (2012) Dollars 45.554
Average Annual State Tax Revenues (fiscal year 2013 to ] Billions of Fixed (2012) Dollars 0.581

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the parirmutuel sector is projected to support an annual average
of 9,001jobs*®in Floridaunder normal economic growth assumps$iofihe cumulative GSP is
$44.1 billion and personal income i$45.6 billion. The average annuabhx revenues generated
from the drect, indirect, and induced impacts of the partuel industrybetween FY 2013 and
FY 2060 are $581 million

590 The job numbers in REMI are not cumulative. If the job impact is 5,000 in 2012 and 4,000 in 2013, we
cannot conclude that the total job impact in 2012 and 2013 is 9,000 because the 4,000 jobs in 2013 can be the
same jobs from 2012. Therefore, we compute an annual average when we evaluatetonpb impacts. In the
above example, the average annual employment in 2012 and 2013 is 4,500 jobs.
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Figurel25 Top 12 Florida industries with largest average employment impact from {mautuel,
2012-2060, normal growth

Industry category, with NAICS code Units 20122060
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 2.577
Construction (23) Thousands (Jobs) 0.576
Retail trade (4415) Thousands (Jobs) 0.258
Nursing and residential cafacilities (623) Thousands (Jobs) 0.177
Offices of health practitioners (6246213) Thousands (Jobs) 0.149
Services to buildings and dwellings (5617) Thousands (Jobs) 0.134
Wholesale trade (42) Thousands (Jobs) 0.111
Hospitals (622) ThousandgJobs) 0.110
Food services and drinking places (722) Thousands (Jobs) 0.106
Business support services; Investigation and security services; Other supp

services (5614, 5616, 5619) Thousands (Jobs) 0.086
Architectural, engineering, and relategrvices (5413) Thousands (Jobs) 0.075
Home health care services (6216) Thousands (Jobs) 0.072

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 125shows theorivate norfarm industries with largest average annual employment
impact. Aside from the Amusement, Gambling, and Recreation Industries, which is the direct
impact for this subsector, the rest are the top industries that are reliant on-tnefp@tiindustry
in Florida Many of these industries, such as Business Support Searnd&grvices to Buildings
and Dwellings are intermediate input suppliers to the-partuel industry.

Figurel26: Average annual employment by demand source from pamituel, 20122060, normal
growth

Breakdown of Direct, Indirect, and Induced Employment Units 20122060 Average
Private NorFarm Employment Thousands (Jobs) 5.116
Intermediate Demand Employment Thousands (Jobs) 1.607
Local Consumption Demand Employment Thousands (Jobs) 0.283
Government Demand Employment Thousands (Jobs) 0.405
Investment Activity Demand Employment Thousands (Jobs) 0.250
Exports Employment Thousands (Jobs) -2.876
Exogenous Industry Sales Employment Thousands (Jobs) 5.449

SourceRegional Economic Models Inc., Spectrum Gaming Group

Figure 126 is a breakdown ofrivate nonfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the gagehutuelemployment. It can also
be interpreted as the direnput we entered into the model. The average annual direanpéuel
employment impact is 5,449 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by ferrmutuelsector is1,607 The average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employment) impact as a result glathmutuel industry is
minus 1,939The sum of the average annual direct, indirect, and induced employrbgritds
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Figurel27: Economic and fiscal impacts of lottery industry, 202260, normal growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 28.690
Average Annual Population Thousands 38.370
CumulativeGross State Product Billions of Fixed (2012) Dollars 119.307
Cumulative Personal Income Billions of Fixed (2012) Dollars 159.575
Average Annudbtate Tax Revenues (fiscal y2ad 3 to 2060 | Billions of Fixed (2012) Dollars 3.561
Average Annuabovernment Employment Thousands (Jobs) 24.058

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206€the lotterysector (excluding retailersg projected to support an
annual averagef 28,690 jobs in Florida under normal economic growth assumpsioimhe
cumulative GSP is #19.3billion andpersonal income i$159.6billion. The average annuaax
revenues generated from the direct, indirect, and induced impacts of the lottery ibdtusegn
FY 2013andFY 2060 areb3.56billion. As mentioned previously, the lottery revenues are linked
to education expenditures, thus any changes to the lottery revenues will affect government jobs in
Florida. Therefore, the lottery sector also supports an average ann2@/5&1 government jobs
between 2012 and 2060ut of the average annual 28,690 jobs between 2012 and 2060, 24,058
of them are government employment.

Figurel28 Top 12 Florida industries with largest average employment impact friottery, 2012
2060, normal growth

Industry category, with NAICS code Units 20122060
Construction (23) Thousands (Jobs) 2.988
Nursing and residential care facilities (623) Thousands (Jobs) 0.554
Food services and drinking places (722) ThousandgJobs) 0.461
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 0.368
Architectural, engineering, and related services (5413) Thousands (Jobs) 0.342
Services to buildings and dwellings (5617) Thousands (Jobs) 0.328
Individual andamily services; Community and vocational rehabilitation services (624

6243) Thousands (Jobs) 0.291
Business support services; Investigation and security services; Other support servic

(5614, 5616, 5619) Thousands (Jobs) 0.253
Wholesale trade (42) Thousands (Jobs) 0.177
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.173
Hospitals (622) Thousands (Jobs) 0.140
Waste management and remediation services (562) Thousands (Jobs) 0.136

Source: Regional Econonhiodels Inc., Spectrum Gaming Group

Figure 18 shows the private nefarm industries with largest average annual employment
impact. Aside from the Amusement, Gambling, and Recreation Industries, which is the direct
impact for this subsector, the rest are thp industries that are reliant on th#ery industry in
Florida Many of these industries, such as Services to Buildings and Dwellings, Business Support
Services, and Management Consulting, are intermediate input suppliers to the lottery industry.
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Figurel29 Average annual employment by demand source from lottery, 2€A(60, normal growth

Breakdown of Direct, Indirect, and Induced Employmer Units 20122060 Average,
Private NorFarm Employment Thousands (Jobs) 4.631
Intermediate Demand (indirect) Employment Thousands (Jobs) 5.288
Local Consumption Demand (induced) Employment Thousands (Jobs) -2.227
Government Demand (induced) Employment Thousands (Jobs) 2.535
Investment Activity Demand (induced) Employment Thousands (Jobs) 0.489
Exports Demand (induced) Employment Thousands (Jobs) -1.903
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 0.449

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 1® is a breakdown ofprivate nonfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the direct lottery employment. It can also be
interpreted as the direct input we entered into the model. The average annual direct lottery
employment impact 149 jols and the average annual indirect employment (Intermediate
Demand Employment) supported by the lottery sectds,288 The average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports DenthiEmployment) impact as a result of the lottery industry is minus
1,106 The sum of the average annual direct, indirect, and induced employmMggR1is

Figure130 Economic and fiscal impacts of retail lottery industry, 202060, normal growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 76.616
Average Annual Population Thousands 122.954
Cumulative Gross State Product Billions of Fixed (2012) Dollars 358.902
Cumulative Personal Income Billions of Fixe@2012) Dollars 354.081
Average Annugbtate Tax Revenues (fiscal y2@d 3 to 2060 | Billions of Fixed (2012) Dollars 0.590

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the retail lottery industry is projected to support an annual average
of 76,616 jobs inFlorida under normal economic growth assumpsiofihe cumulative GSP is
$358.9 billion andpersonal income i$354.1billion. The average annuax revenues generate
from the indirect and induced impacts of the retail lottery industweernFY 2013andFY 2060
are$590 million.
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Figurel31 Top 12 Florida industries with largest average annual employment impact from retalil
lottery, 20122060, normal growth

Industry category, with NAICS code Units 20122060
Retail trade (445) Thousands (Jobs) 42.152
Construction (23) Thousands (Jobs) 9.292
Food services and drinking places (722) Thousands (Jobs) 2.196
Computer systems desigmnd related services (5415) | Thousands (Jobs) 2.155
Offices of health practitioners (6246213) Thousands (Jobs) 1.654
Architectural, engineering, and related services (5413) Thousands (Jobs) 1.487
Nursing and residential care facilities (623) Thousands (Jobs) 1.407
Hospitals (622) Thousands (Jobs) 1.168
Wholesale trade (42) Thousands (Jobs) 1.145
Educational services (61) Thousands (Jobs) 1.142
Home health care services (6216) Thousands (Jobs) 0.986
Real estate (531) Thousands (Jobs) 0.938

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 131shows theorivate norfarm industries with largest average annual employment
impact. Aside from Retail Trade, which is the direct impact for retail lottery, the rest are the top
industries that are reliant on the retail lottery industry in Florida. Some of these, such as Wholesale
Trade and Computer Systems Design Services, are intermediate input suppliers to the gaming
industry. Others, such as Food Services and Drinking Places, provide goods and services to
consumers whose income is dependent on the direct (retail lottery) @cindios.

Figurel32 Average annual employment by demand source from retail lottery, 2660, normal
growth

Breakdown of Direct, Indirect, and Induced Employme| Units 20122060 Average
Private NoAFarm Employment ThousandgJobs) 76.548
Intermediate Demand (indirect) Employment Thousands (Jobs) 9.775
Local Consumption Demand (induced) Employment | Thousands (Jobs) 16.159
Government Demand (induced) Employment Thousands (Jobs) 0.051
Investment Activity Demand (induceBnployment Thousands (Jobs) 17.146
Exports Demand (induced) Employment Thousands (Jobs) -5.682
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 39.099

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 132 is a breakdown ofrivate nonfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the direct retail lottery employment. It can also
be interpreted as the direct input we entered into the model. The average annualaiirkxdtery
employment impact is 39,099 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by the retail lottery sector is 9,775. The average annual induced
employment (sum of Local Consumption Demand, Governmentadd, Investment Activity
Demand, and Exports Demand Employment) impact as a result of the retail lottery industry is
27,674. The sum of the average annual direct, indirect, and induced employment is 76,548.

> SPECTRUM Florida Gaming Study, ParAL 276
< GAMING GROUP




Figurel33 Economic ad fiscal impacts of Native American casinos industry, 2210860, normal
growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 19.201
Average Annual Population Thousands 28.555
Cumulative Gross State Product Billions of Fixed (201D)ollars 170.630
Cumulative Personal Income Billions of Fixed (2012) Dollars 103.717
Average Annudgbtate Tax Revenues (fiscal yBai 3 to 2060 | Billions of Fixed (2012) Dollars 0.374

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between2012 and 2060the Native American casinos industry is projected to support an
annual averag®f 19,201 jobs in Florida under normal economic growth assumpsioimhe
cumulative GSP is170.6billion andpersonal income i$103.7billion. The average anndidax
revenues generated from the direct, indirect, and induced impacts of the Native American casinos
industrybetweerFY 2013andFY 2060 areb374 million.

Figurel34: Top 12 Florida industries with largest average employmanpact from Native American
casinos, 20122060, normal growth

Industry category, with NAICS code Units 20122060
Accommodation (721) Thousands (Jobs) 10.648
Construction (23) Thousands (Jobs) 0.912
Food services and drinking places (722) ThousandgJobs) 0.904
Services to buildings and dwellings (5617) Thousands (Jobs) 0.787
Retail trade (445) Thousands (Jobs) 0.415
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.304
Nursing and residential cafacilities (623) Thousands (Jobs) 0.259
Employment services (5613) Thousands (Jobs) 0.236
Business support services; Investigation and security services; Other support serv

(5614, 5616, 5619) Thousands (Jobs) 0.232
Hospitals (622) ThousandgJobs) 0.208
Wholesale trade (42) Thousands (Jobs) 0.191
Advertising and related services (5418) Thousands (Jobs) 0.162

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure134 shows theorivate norfarmindustries with largest average annual employment
impact. Aside from Accommodation, which is the direct impact for this analysis, the rest are the
top industries that are reliant on the Native American casinos industry in Florida. Some of these,
such as Swices to Buildings and Dwellings and Business Support Services, are intermediate input
suppliers to the gaming industry. Others, such as Food Services and Drinking Places, provide
goods and services to consumers whose income is dependent on the ditiget ANegrican
casinos) or indirect jobs.
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Figurel35 Average annual employment by demand source from Native American casinos,-2068,

normal growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Averag
Private NorFarm Employment Thousands (Jobs) 16.179
Intermediate Demand (indirect) Employment Thousands (Jobs) 5.660
Local Consumption Demand (induced) Employment Thousands (Jobs) 1.397
Government Demand (induced) Employment Thousands (Jobs) 0.303
Investment Activity Demand (induced) Employment Thousands (Jobs) 0.757
Exports Demand (induced) Employment Thousands (Jobs) -2.930
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 10.993

Source: Regional Economic Models Inc., Spec@aming Group

Figure 135 is a breakdown ofrivate norfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the direct Native American casinos
employment. It can also be interpreted as the direct input we entered into thle Tinedaverage
annual direct Native American casinos employment impact is 10,993 jobs and the average annual
indirect employment (Intermediate Demand Employment) supported by the gaming sector is
5,660 The average annual induced employment (sum of Ldahsumption Demand,
Government Demand, Investment Activity Demand, and Exports Demand Employment) impact
as a result of the Native American casinos industrgiraus 473 The sum of the average annual
direct, indirect, and induced employmenl&179
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normal growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 2.764
Average Annual Population Thousands 4.563
Cumulative Gross State Product Billions of Fixed (2012) Dollars 14.813
Cumulative Personal Income Billions of Fixed (2012) Dollars 13.792
Average Annudbtate Tax Revenues (fiscal y2ad 3 to 2060 | Millions of Fixed (2012) Dollars 27.060

SourceRegional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206@ out-of-state garhling dollars by Florida residentaere to
instead remain ifrlorida, this spending wouldupport an annual average of 2,764 jobs in Florida
under normal economigrowth assumptian The cumulative GSP is $14.8 billioand personal
income is$13.8 billion. Theaverage annuahx revenues generated from the indirect and induced
impacts of the oubf-state gaming spendirmptweernFY 2013andFY 2060are$27.1millio n.
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state gaming spending, 2032060, normal growth

Industry category, with NAICS code Units 20122060
Retail trade (445) Thousands (Jobs) 0.488
Offices of health practitioners (6246213) Thousands (Jobs) 0.390
Food services and drinking places (722) Thousands (Jobs) 0.165
Construction (23) Thousands (Jobs) 0.152
Private households (814) Thousands (Jobs) 0.124
Wholesale trade (42) Thousands (Jobs) 0.099
Nursing and residential care facilities (623) Thousands (Jobs) 0.098
Hospitals (622) Thousands (Jobs) 0.091
Real estate (531) Thousands (Jobs) 0.080
Educational services (61) Thousands (Jobs) 0.068
Personal care services (8121) Thousands (Jobs) 0.066
Home health care services (6216) Thousands (Jobs) 0.065

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 137 shows theprivate nonfarm industries that would have been impacted if
F1 or i altofastate gaming spending were brought back to Florida. Many of these industries,
such as Retail Trade, Food Services and Drinking Places, and Private Househalusynaoaly
supported by local spending.
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spending, 2012060, normal growth

Breakdown of Direct, Indirect, and Induced Employment | Units 2012-2060 Average
Private NorFarm Employment Thousands (Jobs) 2.695
Intermediate Demand (indirect) Employment Thousands (Jobs) 0.455
Local Consumption Demand (induced) Employment Thousands (Jobs) 2.261
Government Demand (induced) Employment Thousands (Jobs) 0.011
Investment Activity Demand (induced) Employment ThousandgJobs) 0.238
Exports Demand (induced) Employment Thousands (Jobs) -0.271
Exogenous Industry Sales (direct) Employment Thousands (Jobs) 0.000

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 138is a breakdown ofrivate norfarm employment by demand sourc&he
Exogenous Industry Sales Employment represents direct employment. It can also be interpreted as
the direct input we entered into the model. The average annual direct employment impact is O jobs
because we did not use anygayment policy variables to model this consumption reallocation
of FI or i dutd-staded garbling spending. The average annual indirect employment
(Intermediate Demand Employment) is 455. The average annual induced employment (sum of
Local ConsumptiorDemand, Government Demand, Investment Activity Demand, and Exports
Demand Employment) impact is 2,239. The sum of the average annual direct, indirect, and induced
employment is 2,695.
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3. Resultsg Strong Economic Growth (2012060)

Figure139 Economic and fiscal impacts of pariutuel sector, 20122060, strong growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 8.294
Average Annual Population Thousands 9.678
Cumulative Gross State Product Billions of Fixed2012) Dollars 40.817
Cumulative Personal Income Billions of Fixed (2012) Dollars 42.215
Average Annugbtate Tax Revenues (fiscal y2ad3 to

2060 Millions of Fixed (2012) Dollars 0.575

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the pardmutuel sector is projected to support an annual average
of 8,294jobs inFloridaunderstrongeconomic growth assumptianrhe cumulative GSP i1$.8
billion andpersonal income i$42.2billion. Theaverage annuax reveues generated from the
direct, indirect, and induced impacts of the patituel industrybetweenFY 2013andFY 2060
are$575 million.

Figurel4QO Top 12 Florida industries with largest average employment impact from {pautuel,
2012-2060, strong growth

Industry category, with NAICS code Units 2012-2060
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 2.191
Construction (23) Thousands (Jobs) 0.558
Retail trade (4445) Thousands (Jobs) 0.223
Nursing andesidential care facilities (623) Thousands (Jobs) 0.159
Offices of health practitioners (6286213) Thousands (Jobs) 0.131
Services to buildings and dwellings (5617) Thousands (Jobs) 0.121
Wholesale trade (42) Thousands (Jobs) 0.100
Hospitals(622) Thousands (Jobs) 0.097
Food services and drinking places (722) Thousands (Jobs) 0.080
Business support services; Investigation and security services; Other su

services (5614, 5616, 5619) Thousands (Jobs) 0.078
Architectural, engineeringand related services (5413) Thousands (Jobs) 0.070
Home health care services (6216) Thousands (Jobs) 0.061

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 140shows theprivate norfarmindustries with largest average annual employment
impact. Aside from the Amusement, Gambling, and Recreation Industries, which is the direct
impact for this subsector, the rest are the top industries that are reliant on-etoatiindustry
in Florida Many of these industries, such assihess Support Servicaad Services to Buildings
and Dwellings are intermediate input suppliers to the-ipartuel industry.
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Figurel41l Average annual employment by demand source frgrari-mutuel, 20122060, strong
growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NoaFarm Employment Thousands (Jobs) 4.420
Intermediate Demand Employment Thousands (Jobs) 1.478
Local Consumption Demaritimployment Thousands (Jobs) 0.111
Government Demand Employment Thousands (Jobs) 0.410
Investment Activity Demand Employment Thousands (Jobs) 0.215
Exports Employment Thousands (Jobs) -3.243
Exogenous Industry Sales Employment Thousands (Jobs) 5.449

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 141 is a breakdown ofrivate norfarm employment by demand sourcehe
Exogenous Industry Sales Employment represents the gagehutuelemployment. It can also
be interpreted as thdirect input we entered into the model. The average annual direchparel
employment impact is 5,449 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by trei-mutuelsector isl,478 The average annual incedt
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employment) impact as a result glathmutuel industry is
minus 2,506 The sum of the average annual direct, indirect, and induced engibisd,42Q

Figurel42 Economic and fiscal impacts of lottery industry, 202060, strong growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 29.025
Average Annual Population Thousands 37.633
Cumulative Gross State Product Billions of Fixed (2012) Dollars 120.089
Cumulative Personal Income Billions of Fixed (2012) Dollars 160.987
Average Annudbtate Tax Revenues (fiscal y2ad 3 to

2060 Billions of Fixed (2012) Dollars 3.645
AverageAnnual Government Employment Thousands (Jobs) 24.559

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the lotterysector (excluding retailersy projected to support an
annual averag®f 29,025 jobs in Florida under strong economic growth assumptianThe
cumulative GSP is #0.1billion and personal income i$161 billion. The average annuahx
revenues generated from the direct, indirect, and induced impacts of the lottery ibdtsagn
FY 2013andFY 2060 are$3.65billion. As mentioned previously, the lottery revenues is linked
to education expenditures, thus any changes to the lottery revenues will affect government jobs in
Florida. Out of the average annual 29,025 jobs between 2012 and 2060, 24,559 of ¢hem ar
govenment employment.
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Figurel43 Top 12 Florida industries with largest average employment impact from lottery, 2012
2060, strong growth

Industry category, with NAICS code Units 2012-2060
Construction (23) Thousands (Jobs) 3.088
Nursing and residential care facilities (623) Thousands (Jobs) 0.544
Food services and drinking places (722) Thousands (Jobs) 0.444
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 0.348
Architectural, engineering, anelated services (5413) Thousands (Jobs) 0.344
Services to buildings and dwellings (5617) Thousands (Jobs) 0.318
Individual and family services; Community and vocational rehabilitation

services (62465243) Thousands (Jobs) 0.287
Business supporervices; Investigation and security services; Other supj

services (5614, 5616, 5619) Thousands (Jobs) 0.245
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.174
Wholesale trade (42) Thousands (Jobs) 0.170
Wastemanagement and remediation services (562) Thousands (Jobs) 0.138
Hospitals (622) Thousands (Jobs) 0.136

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 143hows the private nefarm industries with largest average annual employment
impact. Aside from the Amusement, Gambling, and Recreation Industries, which is the direct
impact for this subsector, the rest are the top industries that are reliantlotietyandustry in
Florida Many of these industries, such as Services to Buildings and Dwellings, Business Support
Services, and Management Consulting, are intermediate input suppliersatetyandustry.

Figurel44: Averageannual employment by demand source from lottery, 202960, strong growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NorFarm Employment Thousands (Jobs) 4.466
Intermediate Demand Employment Thousands (Jobs) 5.256
Local Consumption Demand Employment Thousands (Jobs) -2.384
Government Demand Employment Thousands (Jobs) 2.625
Investment Activity Demand Employment Thousands (Jobs) 0.496
Exports Employment Thousands (Jobs) -1.976
Exogenous Industry SalEsnployment Thousands (Jobs) 0.449

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 144provides a breakdown gfivate norfarm employment by demand sourdée
Exogenous Industry Sales Employment represents the direct lottery employment. It can also be
interpreted as the direct input we entered into the model. The average annual direct lottery
employment impact is 449 jobs and the average annual indiregfoyment (Intermediate
Demand Employment) supported by the lottery sectds,256 The average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, and Exports Demand Employment) impact as a resthie dbttery industry is minus
1,239 The sum of the average annual direct, indirect, and induced employretts
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Figurel45 Economic and fiscal impacts of retail lottery industry, 202@60, strong growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 75.060
Average Annual Population Thousands 117.469
Cumulative Gross State Product Billions of Fixed (2012) Dollars 349.330
Cumulative Personal Income Billions of Fixed (2012) Dollars 347.93
AverageAnnualState Tax Revenues (fiscal y2ad 3 to 2060 | Billions of Fixed (2012) Dollars 0.551

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the retail lottery industry is projected to support an annual average
of 75,060jobs in Florida understrongeconomic growth assumptieanThe cumulative GSP is
$349.3billion and personal income i$347.9billion. Theaverage annuahx revenues generated
from the indirect and induced impacts of the retail lottery industyeenFY 2013andFY 2060
are$551 million.

Figurel46 Top 12 Florida industries with largest average employment impact from retail lottery,
20122060, strong growth

Industry category, with NAICS code Units 2012-2060
Retail trade (44-45) Thousands (Jobs) 41.473
Construction (23) Thousands (Jobs) 9.160
Food services and drinking places (722) Thousands (Jobs) 2.111
Computer systems design and related services (5415) | Thousands (Jobs) 2.058
Offices of health practitionerg6211-6213) Thousands (Jobs) 1.618
Architectural, engineering, and related services (5413) | Thousands (Jobs) 1.433
Nursing and residential care facilities (623) Thousands (Jobs) 1.362
Hospitals (622) Thousands (Jobs) 1.132
Wholesale trade (42) Thousands (Jobs) 1.112
Educational services (61) Thousands (Jobs) 1.098
Home health care services (6216) Thousands (Jobs) 0.948
Real estate (531) Thousands (Jobs) 0.866

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figurel46shows theprivate norfarmindustries with largest average annual employment
impact. Aside from Retail Trade, which is the direct impact for retail lottery, the rest are the top
industries that are reliant on the retail lottery industry in Florida. Séthese, such as Wholesale
Trade and Computer Systems Design Services, are intermediate input supplierstiol théery
industry. Others, such as Food Services and Drinking Places, provide goods and services to
consumers whose income is dependertherdirect (retail lottery) or indirect jobs.
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Figurel4d7: Average annual employment by demand source from retail lottery, 26360, strong
growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NoaFarm Employment Thousands (Jobs) 74.847
Intermediate Demand Employment Thousands (Jobs) 9.418
Local Consumption Demand Employment Thousands (Jobs) 15.671
Government Demand Employment Thousands (Jobs) 0.070
Investment Activity DemanBmployment Thousands (Jobs) 16.645
Exports Employment Thousands (Jobs) -6.055
Exogenous Industry Sales Employment Thousands (Jobs) 39.099

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 147 is a breakdown ofrivate norfarm employment by demand sourc&he
Exogenous Industry Sales Employment represents the direct retail lottery employment. It can also
be interpreted as the direct input we entered into the model. The average annual direct retail lottery
employment impact is 3999 jobs and the average annual indirect employment (Intermediate
Demand Employment) supported by the retail lottery sec@@it3 The average annual induced
employment (sum of Local Consumption Demand, Government Demand, Investment Activity
Demand, ad Exports Demand Employment) impact as a result of the retail lottery industry is
26,330 The sum of the average annual direct, indirect, and induced employriidi43

Figure148 Economic and fiscal impacts of Native Amerigaasinos industry, 2012060, strong
growth

Summary Units 2012-2060
Average Annual Employment Thousands (Jobs) 17.468
Average Annual Population Thousands 24.983
Cumulative Gross State Product Billions of Fixed (2012) Dollars 157.289
CumulativePersonal Income Billions of Fixed (2012) Dollars 95.689
Average Annudbtate Tax Revenues (fiscal y2ad 3 to

2060 Billions of Fixed (2012) Dollars 0.364

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 206the NativeAmerican casinos industry is projected to support an
annual averag®f 17,468 jobs in Florida under strong economic growth assumptianThe
cumulative GSP is #67.3billion and personal income i$95.7 billion. The average annudhx
revenues generated fmothe direct, indirect, and induced impacts of the Native American casinos
industrybetweerFY 2013andFY 2060 areb364 million.
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Figurel49 Top 12 Florida industries with largest average employment impact from Native American
casinos, 20122060, strong growth

Industry category, with NAICS code Units 2012-2060
Accommodation (721) Thousands (Jobs) 9.918
Construction (23) Thousands (Jobs) 0.851
Food services and drinking places (722) Thousands (Jobs) 0.792
Services tduildings and dwellings (5617) Thousands (Jobs) 0.713
Retail trade (445) Thousands (Jobs) 0.330
Management, scientific, and technical consulting services

(5416) Thousands (Jobs) 0.281
Nursing and residential care facilities (623) Thousands (Jobs) 0.224
Employment services (5613) Thousands (Jobs) 0.215
Business support services; Investigation and security service

Other support services (5614, 5616, 5619) Thousands (Jobs) 0.205
Hospitals (622) Thousands (Jobs) 0.180
Wholesale trade (42) Thousands (Jobs) 0.164
Advertising and related services (5418) Thousands (Jobs) 0.151

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 149 shows theorivate norfarm industries with largest average annual employment
impact. Aside from Accommodation, which is the direct impact for this analysis, the rest are the
top industries that are reliant on the Native American casinos industry in Florida. Some of these,
such as Swices to Buildings and Dwellings and Business Support Services, are intermediate input
suppliers to the gaming industry. Others, such as Food Services and Drinking Places, provide
goods and services to consumers whose income is dependent on the ditiget ANeerican
casinos) or indirect jobs.

Figurel50 Average annual employment by demand source from Native American casinos,-2068,
strong growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NoaFarm Employment Thousands (Jobs) 14.533
Intermediate Demand Employment Thousands (Jobs) 5.145
Local Consumption Demand Employment Thousands (Jobs) 0.987
Government Demand Employment Thousands (Jobs) 0.300
Investment Activity DemanBmployment Thousands (Jobs) 0.672
Exports Employment Thousands (Jobs) -3.563
Exogenous Industry Sales Employment Thousands (Jobs) 10.993

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figurel50providesa breakdown oprivate norfarm employment by demand sourdéhe
Exogenous Industry Sales Employment represents the direct Native American casinos
employment. It can also be interpreted as the direct input we entered into the model. The average
annual direct Native American casinos enyphent impact is 10,993 jobs and the average annual
indirect employment (Intermediate Demand Employment) supported by the gaming sector is
5,145 The average annual induced employment (sum of Local Consumption Demand,
Government Demand, Investment Activibemand, and Exports Demand Employment) impact
as a result of the Native American casinos industmyimsis 1,605The sum of the average annual
direct, indirect, and induced employmeniL#533
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Figure151: Economic and fiscal il O a 2 F Gdf-Statdiganding gpanding22042060, strong
growth

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 2.655
Average Annual Population Thousands 4.263
Cumulative Gross State Product Billions of Fixed (2012)ollars 14.138
Cumulative Personal Income Billions of Fixed (2012) Dollars 13.334
Average Annudbtate Tax Revenues (fiscal y2ad3 to

2060 Millions of Fixed (2012) Dollars 24.474

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between2012 and 2060if out-of-state garhling dollars by Florida residentaere to
instead remain ifrlorida, this spending wouldupport an annual average2y655jobs in Florida
understrongeconomic growth assumptienThe cumulative GSP is14.1 billion and personal
income is$13.3billion. Theaverage annuahx revenues generated from the indirect and induced
impacts of the oubf-state gaming spendirmptweernFY 2013andFY 2060 areb24.5 million.

Figurel52 Top 12 Floridaindis NA S& A G K € NAHSad | @SNF IS SofLd 28 YSy]
state gaming spending, 2012060, strong growth

Industry category, with NAICS code Units 2012-2060
Retail trade (445) Thousands (Jobs) 0.467
Offices of health practitionerg6211-6213) Thousands (Jobs) 0.383
Food services and drinking places (722) Thousands (Jobs) 0.157
Construction (23) Thousands (Jobs) 0.145
Private households (814) Thousands (Jobs) 0.120
Nursing and residential care facilities (623) ThousandgJobs) 0.094
Wholesale trade (42) Thousands (Jobs) 0.094
Hospitals (622) Thousands (Jobs) 0.088
Real estate (531) Thousands (Jobs) 0.075
Educational services (61) Thousands (Jobs) 0.065
Personal care services (8121) Thousands (Jobs) 0.064
Homehealth care services (6216) Thousands (Jobs) 0.062

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 152 shows theprivate nonfarm industries that would have been impacted if
F1 or i altofastate gaming spending were brought back to Florida. Many of these industries,
such as Retail Trade, Food Services and Drinking Places, and Private Househalusynaoaly
supported by local spending.

> SPECTRUM Florida Gaming Study, ParAL 286
< GAMING GROUP




Figurel53 Averagel yy dz £ SYLX 2@ YSyid o6& RSY!I ¢yiRtatdigamaglOS FNRY
spending, 2012060, strong growth

Breakdown of Direct, Indirect, and Induced Employment | Units 20122060 Average
Private NorFarm Employment Thousands (Jobs) 2.585
IntermediateDemand Employment Thousands (Jobs) 0.428
Local Consumption Demand Employment Thousands (Jobs) 2.185
Government Demand Employment Thousands (Jobs) 0.011
Investment Activity Demand Employment Thousands (Jobs) 0.224
Exports Employment Thousands (Jobs) -0.262
Exogenous Industry Sales Employment Thousands (Jobs) 0.000

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 18 providesa breakdown oprivate norfarm employment by demand sourdée
Exogenous Industry Sales Employment represents direct employment. It can also be interpreted as
the direct input we entered into the model. The average annual direct employment impact is O jobs
because we did not use any employment policy variablesodel this consumption reallocation
of FI or i duta-stated gaming spending. The average annual indirect employment
(Intermediate Demand Employment) i884 The average annual induced employment (sum of
Local Consumption Demand, Government Demandestment Activity Demand, and Exports
Demand Employment) impact isl%7. The sum of the average annual direct, indirect, and induced
employment is 385

4. Out-of-State Gambling Spending Contribution

While the previous section evaluates the impacts of the total Florida gaming sector as well

as the substitution effects of Floridianso6 ga

specifically assess at the contribution of gambling spending foatmof state (non-Florida
residents). For this simulation, we assume 5 percent of the GGR to theytael was from out

of state, 2 percent of the net lottery sales to the lottery (excluding retailers) was from out of state,
and 15 percent of the GGR ative American casinos as from out of state.

Figurel54: Economic and fiscal impacts from namsident gambling spending in Florida in 2012

Summary Units 2012
Total Employment Thousands (Jobs) 3.857
Population Thousands 0.943
Gross State Product (GSP) Billions of Fixed (2012) Dollars 0.379
Personal Income Billions of Fixed (2012) Dollars 0.183
State Tax Revenues (fiscal year 2013) Millions of Fixed (2012) Dollars 92.188

Source: Regional Economic Models Inc., Spectrum Gaanowgp

Figure 154 exhibits the total economic and fiscal impacts generated fromlorida
resident so6 g a2 rhegal ropresidettigandpling spendirsyippors a total
of 3,857jobs in Florida. The associated GSP & $million and it generated 183 million in
personal income. The tax revenue generated from the direct, indirect, and induced impacts of the
nonresident gambling spendimg FY 2013 is $2.2million.
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Figurel55 Top 12 Florida indstries with largest employment impact from nomnesident gambling
spending in 2012

Industry category, with NAICS code Units 2012
Accommodation (721) Thousands (Jobs) 1.209
Amusement, gambling, and recreation industries (713) Thousands (Jobs) 0.224
Retail trade (4415) Thousands (Jobs) 0.216
Construction (23) Thousands (Jobs) 0.204
Services to buildings and dwellings (5617) Thousands (Jobs) 0.135
Food services and drinking places (722) Thousands (Jobs) 0.132
Offices of health practitionerg62116213) Thousands (Jobs) 0.088
Real estate (531) Thousands (Jobs) 0.068
Wholesale trade (42) Thousands (Jobs) 0.062
Business support services; Investigation and security services; Other supp

services (5614, 5616, 5619) Thousands (Jobs) 0.054
Private households (814) Thousands (Jobs) 0.041
Employment services (5613) Thousands (Jobs) 0.037

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figure 155hows the private nefarm industrieshat are dependent on the gaming industry
(Accommodation and Amusement, Gambling, and Recreation Industries). Some of these, such as
Services to Buildings and Dwellings and Business Support Services, are intermediate input
suppliers to the gaming industry. Others, such as Retail Trade and FatzkSand Drinking
Places, provide goods and services to consumers whose income is dependent on the direct
(gaming) or indirect johs

Figurel56: Employment by demand source from nemrsident gambling spending in 2012

Breakdown d Direct, Indirect, and Induced Employment Units 2012
Private NorFarm Employment Thousands (Jobs) 3.114
Intermediate Demand Employment Thousands (Jobs) 0.912
Local Consumption Demand Employment Thousands (Jobs) 0.630
Government Demand Employment Thousands (Jobs) 0.084
Investment Activity Demand Employment Thousands (Jobs) 0.108
Exports Employment Thousands (Jobs) -0.113
Exogenous Industry Sales Employment Thousands (Jobs) 1.492

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéhtermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdamtssl Consumption Employment
Employment needed to satisfy demand for consumeods; Government Demand EmploymerEmployment needed to satisfy
demand for goods and services by government expendituresstment Activity Demand EmploymentEmployment needed
to satisfy demand for residential and neesidential capital good€>port Demand Employment Employment needed to satisfy
RSYIFYR F2NJ I NBIA2yQa J22R aSNOAOS& FNRY 2dziaARS Cf2NRARI
Figure 156 above provides a breakdown pfivate norfarm employment by demand
source The Exogenous Industry Sales Employment represents themhreotutuel, lottery, and
Native American casinaamployment. It can also be interpreted as the direct input we entered into
the model. The direct employment impactlig92jobs in 2012, andhe indirect employment
(Intermediate Demand Employment) supportechbgresident gambling spending 912 The

induced employment (sum of Local Consumption Demand, Government Demand, Investment
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Activity Demand, and Exports Demand Employment) impact assalt of thenonresident
gambling spending 709 The sum of the direct, indirect, and induced employmedtlitd

Figurel57. Economic and fiscal impacts from naasident gambling spending, 2012060

Summary Units 20122060
Average Annual Employment Thousands (Jobs) 5.024
Average Annual Population Thousands 7.239
Cumulative Gross State Product Billions of Fixed (2012) Dollars 36.513
Cumulative Personal Income Billions of Fixed (2012) Dollars 25.409
Average Annual StafBax Revenues (fiscal year 2013 to 206 Millions of Fixed (2012) Dollars 167.445

Source: Regional Economic Models Inc., Spectrum Gaming Group

Between 2012 and 2060, thetal nonFlorida residents gambling spendisgpport a
annual averagef 5,024jobsin Florida. Thecumulative GSP i$36.5billion andpersonal income
is $25.4 billion.Theaverage annuahx revenusgenerated from the direct, indirect, and induced
impacts ofbetween FY 2013 and 2060 are $167.4 million.

Figurel58 Top 12 Florida industries with largest employment impact from nmsident gambling
spending, 2012060

Industry category, with NAICS code Units 20122060
Accommodation (721) Thousands (Jobs) 1.561
Construction (23) Thousands (Jobs) 0.288
Retailtrade (4445) Thousands (Jobs) 0.246
Food services and drinking places (722) Thousands (Jobs) 0.209
Offices of health practitioners (6286213) Thousands (Jobs) 0.156
Services to buildings and dwellings (5617) Thousands (Jobs) 0.155
Nursing andesidential care facilities (623) Thousands (Jobs) 0.101
Wholesale trade (42) Thousands (Jobs) 0.075
Hospitals (622) Thousands (Jobs) 0.074
Management, scientific, and technical consulting services (5416) Thousands (Jobs) 0.064
Business suppogervices; Investigation and security services; Other suppor

services (5614, 5616, 5619) Thousands (Jobs) 0.063
Home health care services (6216) Thousands (Jobs) 0.060

Source: Regional Economic Models Inc., Spectrum Gaming Group

Figurel58shows the private nefarm industrieshat are dependent on the gaming industry
(Accommodation and Amusement, Gambling, and Recreation Industries). Some of these, such as
Services to Buildings and Dwellings and Business Support Services, are intermeplidte
suppliers to the gaming industry. Others, such as Retail Trade and Food Services and Drinking
Places, provide goods and services to consumers whose income is dependent on the direct
(gaming) or indirect jobs.
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Figurel59 Enployment by demand source from neresident gambling spending, 2012060

Breakdown of Direct, Indirect, and Induced Employment | Units 2012-2060 Average
Private NorFarm Employment Thousands (Jobs) 3.851
Intermediate Demand Employment Thousands (Jobs) 1.212
Local Consumption Demand Employment Thousands (Jobs) 1.112
Government Demand Employment Thousands (Jobs) 0.120
Investment Activity Demand Employment Thousands (Jobs) 0.232
Exports Employment Thousands (Jobs) -0.718
Exogenous Industry SalEsployment Thousands (Jobs) 1.893

Source: Regional Economic Models Inc.

Notes: Direct Employment= direct amount of employment entered into the modéhtermediate Demand Employment
employment needed to satisfy demand for material inputs to the production of final gdaxtssl Consumption Employment
Employment needed to satisfy demand for consumer goods; Government Demand EmpleyBreptoyment needed to satisfy
demand for goodsind services by government expenditur&syestment Activity Demand EmploymentEmployment needed
to satisfy demand for residential and neesidential capital good€xport Demand EmploymertEmployment needed to satisfy
RSYIYR F2NJ I K&RHdnovtside FIdida2 R & SN

Figure 159 above provides a breakdown pfivate norfarm employment by demand
source The Exogenous Industry Sales Employment represents themhreotutuel, lottery, and
Native American casinaamployment. It can also be inpgeted as the direct input we entered into
the model. Thaverage annualirect employment impact 5,893 jobs and theaverage annual
indirect employment (Intermediate Demand Employment) supportatbbyesident gambling
spendings 1,212 Theaverage annuahduced employment (sum of Local Consumption Demand,
Government Demand, Investment Activity Demand, and Exports Demand Employment) impact
as a result of theonresident gambling spending 746. The sum of the direct, indirect, and
inducedemployment is3,851

5. Hialeah Park Construction Impacts, 202013

Similar to the previous section, we modeled the construction of Hialeah Park separately
from the gambling industry assessment. Instead of modeling the impact of construction for only
2012, lowever, we modeled the construction activity in its entirety, starting in 2011 and ending in
2013, under the assumption that the construction duration is 24 months starting in summer of 2011.
The total cost of construction for Hialeah Park is .863million, with an averageannual
constructioremployment of 210.

Figurel60 Economic and fiscal impacts of Hialeah Park construction, 29013

Summary Units 2011-2013
Average Annual Employment Jobs 248
Average Annual Population Individuals 107
Cumulative Gross State Product Millions of Fixed (2012) Dollars 60.730
Cumulative Personal Income Millions of Fixed (2012) Dollars 38.513
Cumulative State Tax Revenues (fiscal 28413 to 2014 | Millions of Fixed (2012) Dollars 1.445

Source: Regional Economic Models Inc., Spectrum Gaming Group
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The construction activity from 2011 to 2013 generates an annual average of 248 jobs, a
total of $60.7 million in GSP, and $38.5 million in personal income in Florida. It also induces
$1.45 million in state tax revenue from FY 20fo FY 2014

D. Conclusion

This analysis examines the gambling industry and its economic and fiscal contribution to
FI ori da. The first part of the REMI economic
Economic Ba e , Now and Futureo) il lustrates that
(racinos/parAmutuels, lottery, and Native American casinos) account for only a fraction of
employment and wages within its respective aggregate sector, they are highly peoddcistries
and generate a considerable amount of direct economic output to Florida.

In addition, the gaming industry has consistently brought revenue for the State of Florida
historically. Below is tax collection information from FY 2000:

Figurel61 FY 2000 to FY 2012 tax revenue by gaming sectors

Units FY 00 FY 01 FY 02 FY 03 FY 04 EY 05 FY 06
Indian Gaming Millions of Current Dollars 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Parimutuel Fees,
Licenses, Taxes Total Millions of Current Dollars 57.5 34.7 35.1 32.4 32.1 32.0 33.6
Slot Machine Total Millions of Current Dollars 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Lottery Total Millions of Current Dollars| 1,159.5 1,157.3 1,181.0 1,327.6 1,361.9 1,393.4| 1,639.3
Units FY 07 FY 08 EY 09 FY 10 FY 11 FY 12
Indian Gaming Millions of Current Dollars 0.0 0.0 0.0 287.5 140.4 150.0
Parimutuel Fees,
Licenses, Taxes Total Millions of Current Dollars 33.9 33.8 29.2 26.6 26.0 26.9
Slot Machine Total Millions ofCurrent Dollars 61.6 132.3 114.0 153.0 149.4 156.5
Lottery Total Millions of Current Dollars| 1,681.0| 1,602.5| 1,590.8| 1,550.7| 1,506.9| 1,671.3

Source: Regional Economic Models Inc., Spectrum Gaming Group
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Figurel62 Summary of employment; tax revenue results dollars in fixed 2012 millions

State Tax Revenue
2012 | Direct Employment| Indirect Employment| Induced Employment (FY 2013jM)
Parimutuel 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 Casing 10,387 6,137 3,785 $293.3
Cf 2 NJAORtof-Siate
Gaming Spending 0 693 3,143 $15.4
Average Annual State
Average Annual Average Annual Average Annual Tax Revenues
20122060 Slow Growth| Direct Employment| Indirect Employment| Induced Employment (F\2013-2060)(M)
Parimutuel 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 Casing 10,933 6,246 769 $401
Cf 2 NJORtof-Siate
Gaming Spending 0 488 2,334 $28.6
Average Annual Statg
Average Annual Average Annual Average Annual Tax Revenueg
2012-2060Normal Growth | Direct Employment| Indirect Employment| Induced Employment (FY 20122060)(M)
Parimutuel 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 Casing 10,933 5,660 -473 $374
Cf 2 NAORtof-Siate
Gaming Spending 0 455 2,239 $27
Average Annual State
Average Annual Average Annual Average Annual Tax Revenueg
20122060Strong Growth | Direct Employment| Indirect Employment| Induced Employment|  (FY 20132060)(M)
Parimutuel 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 Casing 10,933 5,145 -1,605 $364
Cf 2 NJORtofSyate
Gaming Spending 0 428 2,157 $25

Source: Regional Economic Models Inc., Spectrum Gaming Group

The s ec on B. DiscassioniobGompprients of Economic and Fidcahp act s 0)
examines the total economic and fiscal impacts of the gambling industry by subsector in 2012. The
analysis of the existing gambling industry reveals the nature of each of the subsectors in a snapshot
in time. This snapshot tells us how many j@xsst in each subsector, how it uses intermediate
inputs, and how the reallocation of consumer dollars toward it impacts the economy. The direct
jobs show the employment in each subsector. The indirect jobs are those that result from-business
to-businessales. In other words, the indirect jobs show us the total supply chain impacts of the

change in business activity.

Finally, perhaps the one result that stands out the mioshiduced employment. It mainly
shows the change in the number of jobs suppdayddcal consumption. We know that households
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have a fixed budgetso every consumption decision implies the foregoing of an alternative
purchase. Specifically in this case, if households allocate part of their budget toward gambling
then they must foregother consumptiorMuch of the foregone spending is assumed to be from
gambling out of stateThe negative induced employment numbers mainly represent jobs that
household spending could have supported if spending on gambling were not available. It should
be noted that induced employment includes other categories which are noted in the body of the
report but in these simulations are quite small in relation to local consumption demand.

The next five chartsshow the changes in tax revenue resulting from the counterfactual
scenarios that REMI ran under the three different growgéimastos. All scenarios, excepetil
Lottery, display a similar shape due to the calibration of the underlyingddule of TaxPl. As
stated earlier, REMI used the budget provided by EDR in order to be consistent with the work
already being done in FloridE DR f or ecast ed t he susimitséentermal r e ven
expertise an-@ernFReeenuddadysissThat forecast is driving the results up to
that date. After 20 Arvers ofaR R\verrueduves|theftrecastiforthen o f t
remainder of the analysis periothe change between the different methods employed by EDR
can be seem the graphs in the transitional year of 28&®6. EDR also built in the revenue
effects of the expiration of the gaming compact with the Semindbe in 2015. Lastly, the reason
that theRetalil Lottery scenario does not have the bump in 2025 is that énerao direct tax
revenue changes as part of the simulation inputs unlike in the other four sectors.

Figurel63 Summary of state tax revenue growtscenarios; pari-mutuel
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Figurel64 Summary of state tax revenue growth scenarigfottery
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Figurel65 Summary of state tax revenuesretail lottery
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Figurel66. Summary of state tax revenuesNative American casinos
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Figure167: Summary of state tax revenuesC f 2 NJ&A R ofisiatd gamigdgfiending
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The third sectionf{ CAssessment of Economic Fi s c al | mpacts over

total economic and fiscal impacts of th@mbling industry by subsector fra2d12 througt2060
under three diff@nt economic growth assumptions: 5 percent slower, normal (per EDR
benchmark), and 5 percent strongl cursory examination of the results under the three scenarios

' SPECTRUM Florida Gaming Study, ParAL 295

- GAMING GROUP.




reveals them to be largely the same, which istduke nature of the simulations. A key point to
remember is that the simulation inputs do not change under the various growth assumptions,
meaning that we are applying the same shock to three different national economic bases. Any
divergence in the results is due to differences in how the same shock ripples through the three
economies.

Structurally, we notice that the average results over thged® period resemble the
snapshot in 2012. The fundamental makeup of these sectors is not expected to change significantly
over the forecast horizon. Therefore, we do not expect to see large variatiba relationship
between direct, indirect, and imced employment. We see more negative induced employment
numbers than in the 2012 snapshot. That difference is due to the growtstateirgambling
spending relative to owdf-state spending

An interesting result is seen in the comparison of the sasudt @ver the three growth
scenarios. We can see that the results tend to be biggest in the slow scenario and smallest in the
strong scenario. This can seem couttéuitive. We have previously established that the inputs
are the same in each simulatiordaso, any differences are due to ripple effects, not direct inputs.

So why would the ripple effects be smaller in the strong growth case? The answer boils down to
the available slack in the economy. In a slower economy, additional labor is more reaithllyla

and costs and prices are lower. These factors mean that the same shock in a slightly weaker
economy will have greater job, income, consumption, and business activity impacts, as there would
be fewer constraints to growth.
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This report was prepared by Spectrum Gaming Group, an independent research and
professional services firm founded in 1993 that serves privatel publiesector clients
worldwide. Our professionalsave backgrounds regulation economicand financialanalysis,
law enforcemenggaming operations, market reseaactd journalism.

Spectrumneither supports nor opposes legalized gambling or the expansion of it. Neither
the company nor its employeésld a beneficial interest in any casino operating companies or
gaming equipment manufacturers or suppliers. We employ only séxwel executives and
associates who have earned reputations for honesty, integrity and the highest standards of
professional conduct. Our work is never influenced by the interests of past otigytéuture
clients.

Each Spectrum project I s customized to ou
from the ground up. Our findingsdconclusions are based solely on our research, analysis and
experience. Our mandate is not to tell clientatrthey want to hear; we tell them what they need
to know. We will not accept, and have never accepted, engagements that seek a preferred result.

S p e ct publimsector clients have includexfjencies or branches for 14 US state or
territory governmentgnd several international government agencies. Our piseatior clients
have included most major casino companassyvell agnvestment firms, developers, law firms
and architects. Our past clients in Florida, which have been disclosed to the Legisiatur
connection with this engagement, include Genting, Hialeah Park, the Seminole Tribe of Florida,
and Sunrise Sports & Entertainment.

Spectrum executiwhave testified before the following government bodies:

Georgia Joint Committee on Economic Developtrend Tourism

lllinois Gaming Board

Indiana Horse Racing Commission

Indiana Gaming Study Commission

International Tribunal, The Hague

Massachusetts Gaming Commission

Massachusetts Joint Committee on Bonding, Capital Expenditures, and State Assets
New Hanpshire Gaming Study Commission

National Gambling Impact Study Commission

New Jersey Assembly Tourism and Gaming Committee

New Jersey Senate Legislative Oversight Committee

New Jersey Senate Wagering, Tourism & Historic Preservation Committee
Ohio Casino Gntrol Commission

Ohio House Economic Development Committee

=4 =4 4 8 45 4 -5 -2 -5 -9 -5 -9 -2 -9

> SPECTRUM Florida Gaming Study, ParAL 297
< GAMING GROUP

r




Ohio Senate Oversight Committee
Pennsylvania Gaming Control Board

US House Congressional Gaming Caucus

US Senate Indian Affairs Committee

US Senate Select Committee on Indian Gaming
US Senate Sulmmmittee on Organized Crime

= =4 =4 4 -4 -

Disclaimer

Spectrum has made every reasonable effort to ensure that the data and information in this
study reflect the most accurate and timely information possible. The data are believed to be
generally reliable. This studylmsed on estimates, assumptions, and other information developed
by Spectrum from its independent research effgegneral knowledge of the gaming industry, and
secondary researclpectrum shall not be responsible for any inaccuracies in reporting by the
Client or its agents and representatives, or any other data source used in preparing or presenting
this study. The data presented in this study were collebtedgh the cover date of this report
Spectrum has not undertaken any effort to update thosnation since this time.

Some significant factors that are unquantifiable and unpredictableluding, but not
limited to, economic, governmental, managerial and regulatory changes; and acts of aagure
gualitative by nature, and cannot be readggd in any quantitative projections.

No warranty or representation is made by Spectrum that any of the projected values or
results contained in this study will actually be achieved. We shall not be responsible for any
deviati ons i n pefloemange flon any prédgtiors,cestimatds, or conclusions
contained in this study.

This study is qualified in its entirety by, and should be considered in light of, these
limitations, conditions and considerations.
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Spectum Gaming Group staff and associates have interviewed the following thiangh
28, 2013, as part of our research for the Florida Gaming STudyintervieve were conducted in
person, by telephone and/or by emaihe purpose of some of the interviewsy have been

primarily for Part 2B or Part I, which are being submitted to the State on or before October 1,

2013.
Last First Affiliation Title Date
Acosta David Ohio Casino Control Commission Director of Licensing May 20, 2013
Adams Maureen | CalderCasino & Race Course Senior Director of Finance May 2, 2013
Adkins Dan Mardi Gras Casino COO May 1, 9, 2013
Allen James Seminole Gaming CEO May 1, 2013
Appleton Doreen Pennsylvania Gaming Control Board Special Assistant, May 20, 2013
Communications
Barnes Connie Florida Lottery Director of Communications May 17, 2013
Bartek David Loews Hotels at Universal Orlando Area Managing Director May 29, 2013
Biegalski Leon Division of PasMutuel Wagering Director May 8, May 22,
2012
Bissett William DaytonaGreyhound Track Adviser May 23, 2013
Brower Chaz Hamilton Jai Alai and Poker Jai Alai player May 10, 2013
Brunetti John Hialeah Park Chairman of the Board May 9 June 4,
2013
Calabro Steve Hialeah Park Vice President, General Manage| May 9,2013
Gaming
Carbone Noah Palm Beach Kennel Club Cardroom Manager May 15, 2013
Carroll Sarrah Florida Sheriff's Association Assistant Executive Director of | May 23, 2013
Operations
Cebbalos Orlando Link Construction Project Manager May 21, 2013
Cliburn Tom HialeahRace Track Casino Comptroller June 4, 2013
Collett William Casino Miami Jai Alai President & CEO May 2, 2013
Combest Phil Florida Horsemen's Benevolent & President May 2, 2013
Protective Association
Connors Brian Massachusetts Gaming Commission Detective Lieutenant June 14, 2013
Conroy Dennis Bingo Bugle Magazine Publisher May 19, 2013
Cory Jack Florida Greyhound Association Lobbyist May 10, 2013
Couch Michael Gulfstream Race Course Gaming Director May 12, 2013
Cox Wesley North FloridaHorsemen's Association Chairman May 12, 2013
Davis Tama Ohio Casino Control Commission Director of Communications June 17, 2013
Deluca Mike Mardi Gras Casino Slot Director May 9,2013
Dissinger Donald Ewing Cole Architect Senior Vice President May 20-28,2013
Dunbar Marc Jones Walker Partner May 2, 2013
Fisch Steve Florida Quarter Horse Breeders' and President May 13, 2013
Owners Association
Fontaine Gale Florida Arcade and Bingo Association President May 21, 2013
Forrest Mat Palm Beach Kennel Club Adviser May 15, 2013
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Last First Affiliation Title Date
Fowler Pat Florida Council on Compulsive Gambling Exec. Dir. May 24, 2013
Giery Adam Florida Chamber of Commerce Director of Talent, Education and| May 23, 2013
Quality of Life
Glenn Michael Palm Beach Kennel Club General Manager May 15, 2013
Harbach Doug Pennsylvania Gaming Control Board Director of Communications May 21, 2013
Harris Glenda 4 Star Bingo Owner/Operator May 22, 2013
Havenick Alexander| Magic City Casino VP, Operations and Legal May 8,2013
Havenick Isadore Magic CityCasino VP, Director of Governmental April 26, 2013
Affairs
Hellkamp Erin Central Florida Hotel & Lodging Public Policy Director May 29, 2013
Association
Heneghan Dan New Jersey Casino Control Commission| Public Information Officer May 20, 2013
Hogenmuller | John Florida Prosecuting Attorneys Associatio| Executive Director May 20, 2013
Hudson lan lowa Racing and Gaming Commission | Executive Office May 21, 2013
Huscroft Sonya VKGS LLC, d/b/a Video King Director of Compliance May 22, 2013
Jenkins Ed Seminole Tribal Gaming Corigsion Director of Compliance and May 20, 2013
Regulations
Jonas Dave Phoenix Gaming & Entertainment President May 2, 2013
Jones Carol lowa Racing and Gaming Director of Operations June 17, 2013
Keith Kocher Kansas Lottery Director of Gaming Facilities May 20, 2013
Lawson Kent Department of Business & Professional | Secretary April 30, 2013
Regulation
Letson Laura Florida Council on Compulsive Gambling Corporate Consultant May 8, 13, 24,
2013
Licciardi Daniel Casino Miamiai Alai Chief Operating Officer May 2, 2013
Love Joe Palm Beach Kennel Club Director of Governmental Affairs | May 14, 15, 2013
Lupfer Bill Florida Attractions Association President May 23, 2013
Maladecki Rich Central Florida Hotel & Lodging President/CEO May 29, 2013
Association
Manley Mike Florida Lottery Director of Legislative Affairs May 22, 2013
Martin Jim Florida Department of Law Enforcement| Attorney June 17, 2013
Martinez Felix Link Construction Chief Estimator May 21, 2013
May Steve Association of Racing Commissioners | VicePresident May 29, 2013
International
McGarvey Richard Pennsylvania Gaming Control Board Public Information Officer June 14, 2013
McGee Gene Jacksonville Greyhound Racing Inc. Adviser May 30, 2013
McGregor James The Southern Economist LLC Principal May 20, 2013
Mclintosh Jeff VKGS LLC d/b/a Video King General Manager May 22, 2013
McReynolds | John Universal Parks & Resorts Sr. Vice President of External May 29, 2013
Affairs
Miskell Bill Kansas Racing and Gam@gmmission Public Information Officer May 20,June 17,
2013
Mitchell Donn Isle of Capri Sr. Vice President May 28, 2013
Ossip Alon Stronach Group CEO May 2, 2013
Peeples Jack Hialeah Park Casino General Counsel May 9,2013
Pennachio | Joseph Florida{ G I Yy Rl NR6 NBR . N{ President April 25, 2013
Owner's Association
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Last First Affiliation Title Date
Peoples Jack Hialeah Race Track Casino Adviser June 4, 2013
Pierce Jennifer | Ctf 2NARF | 2NBSYSy Qa| Adviser May 12, 2013
Protective Association
Pottinga Jetse Melia Hotels General Manager May 29, 2013
Powell Lomie Florida Thoroughbred Breeders' and CEO May 10, 2013
Owners' Association
Quilty Jim lowa Greyhound Ownergssociation Lawyer May 13, 2013
Reside Catherine | Mardi Gras Casino Chief Operating Executive May9,2013
Richards Glenn Hamilton Jai Alai and Poker General Manager May 9, 2013
Ridge Doug Orlando World Center Marriott Resort & | General Manager May 29, 2013
Convention Center
Ritvo Tim Stronach Group Chief Operating Officer May 2, 2013
Robinson Mary Ann | Mardi Gras Casino Chief Financial Officer May 9, 2013
Sargent Thea Disney's Contemporary Resort General Manager May 29, 2013
Savin Scott Magic City Casino CFO April 26, May 8,
2013
Schmitzer Miriam Florida Lottery Executive Assistant to the May 23, 2013
Secretary
Searcy Brenda Bingo at Four Corners General Manager May 21, 2013
Shelton Jamie Jacksonville Greyhound Racing Inc. CFO May 30, 2013
Shore Jim Seminole Tribe General Counsel May 1, 2013
Smoley Sharon Walt Disney Parks and ResadsS. Government Relations Manager | May 29, 2013
Sowinski John No Casinos, Inc. President May 29, 2013
Spengler Lisa New Jersey Division of Gaming Public Information Officer June 14, 2013
Enforcement
Stewart Tim VKGS LLdZb/a Video King President/CEO May22, 2013
Stirling Kent Florida Horsemen's Benevolent and Executive Director May 2, 11, 2013
Protective Association
Tanner Michael US Trotting Association Executive Director May 24, 2013
Testa Dan Hialeah Park Construction & Design May 20, 2013
Theil Carey Grey2 K USA Executive Director May 17, 2013
Thomas Chris Bingo Magic of Lake Worth Owner/Operator May 21, 2013
Ventura Tom Ocala Breeders' Sales Company President May 20, 2013
Verghese Sam Department of Business & Professional | Legislative Affairs Director April 30, 2013
Regulation
Vincent Jackie Maryland Lottery and Gaming Control | Chief of Staff June 17, 2013
Agency
Warfield Cindy VKGS LLC d/b/a Video King General Manager May 22, 2013
Wolf Michael Florida Arcade and Bingo Association General Counsel May 21, 2013
Woodburn Jeffrey Executive Office of the Governor Deputy Policy Director May 528, 2013
Wyre Rob Isle Casino Racing Pompano Park General Manager May 1, 13, 2013

Source: Spectrum Gaming Group
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R E M| T@sPl is a new tool for evaluating the total fiscal and economic effects of tax
policy changes. TaRl is based on over 30 years of experience in modeling the economic effects
of tax policy changes. As states begin tmmded better methods for estimating the economic and
fiscal impacts of alternative tax scenarios, they look to experts to respond with sophisticated,
flexible and relevant tools that can meet their needs.

Tax-Pl is a dynamic fiscal and economic impact matiak captures the direct, indirect
and induced fiscal and economic effects of taxation and other policy changes over multiple years
(up to 2060). It can model the complete dynamic economic and demographic impacts of any
manner of tax policy change. Statesed to thoroughly evaluate both the shartd longterm
effects of any tax changes in order to best serve the needs of the peodhd. allaxs state
agencies to do this with a model backed by years of dependability and experience. Highlights
include

1 Budget Editor: Customizable table that users calibrate to reflect actual or projected
revenue and expenditure details for the current, past or future fiscal years.

1 Taxes: Dynamic capability to adjust stsgecific tax revenues. Users assign- tax
specific vaiables to each of the custom revenue categories in order to track the fiscal
effects of policy changes along with the economic effects. There is also @nbuilt
feedback mechanism that automatically feeds revenue impacts back into the model to
account forprice and disposable income changes, therefore adjusting government
spending accordingly.
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Figurel68 TaxPl Structure

Tax-Pl Model Structure Overview

H . Employment
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Government Offset

As Figure B8 shows, the methodology of Td&X revolves around the estimation of
dynamic economic impacts. These impacts serve as the basis for the estimation of budgetary
changes through the calibration done by REMI
used a budget calibrated by T-#t users at the Office of Economic and Demographic Research.
Prior to running simulations, the newest available year of revenue data is used to calibrate the
budget. Each category is individually entered into-PaxThen eaclevenue source is assigned
an economic driver from the dynamic impact model that will form the basis of future estimates of
the amount of revenue gained from that particular source. For example, the amount of sales tax
revenue collected is connected te gimount of consumption in taxable categories in the state in
that year as given by Té&kl 6 s baseline economic and demogr
pieces of information (collections and driver), TRikcreates a quantified relationship between the
two that can then predict changes in the future. A similar process is carried out for each revenue
source. In Florida, the expenditures are mapped to specific revenue categories so the amount of
government spending is tied to the availability of applicaélemnues.

Revenue
Impacts

Detailed Model Methodology

Tax-Plis a structural economic forecasting and policy analysis mitdelegrates input
output, computable general equilibrium, econometric and economic geography methodologies
The model is dynamic, with forecastsdssimulations generated on an annual basis and behavioral
responses to compensation, price, and other economic factors.

The model consists of thousands of simultaneous equations with a structure that is
relatively straightforwardThe exact number of eqgtians used varies depending on the extent of
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industry, demographic, demand, and other detail in the specific model beinglseadverall
structure of the model can be summarized in five major blocks: (1) Output and Demand, (2) Labor
and Capital Demand3) Population and Labor Supply, (4) Compensation, Prices, and Costs, and
(5) Market Shares. The blocks and their kegiiattions are shown Figures 16&and169

Figure1l69 Model Linkages

r
REMI Model Linkages (Excluding Economic Geography Linkages) tREMl

(1) Output and Demand

State and Local

Government Spending Output Consumption
Investment Exports Real Disposable Income
(3) Population and (2) Labor and (5) Market Shares
Labor Supply Capital Demand
Migration Population Employment
Participation Optimal Capital Labor Domestic International
Labor Force .
Rate Stock Productivity Market Share Market Share
(4) Compensation, Prices, and Costs
Emp\oymgnt Compensation Rate Composite Production Costs
Opportunity Compensation Rate
. . . Real ! .
Housing Price Consumer Prices ) Composite Prices
Compensation Rate
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Figurel70 Economic Geography Linkages

<
Economic Geography Linkages /4 REMI
Intermediate Input Commodity Access
Productivity Index
Intermediate Inputs Output
(1) Output and Demand
(3) Population and (2) Labor and (5) Market Shares
Labor Supply Capital Demand  Employment
Economic Labor Access Labor Domestic International
Migrants Index Productivity Market Share Market Share
(4) Compensation, Prices, and Costs
Production
Costs
Composite
Compensation
Rate Composite

Prices

The Output and Demand block consists of output, demand, consumption, investment,
government spending, exports, and imports, as well as feedback from output change due to the
change in the productivity of intermediate inpttbe Labor and Capital Demand block includes
labor intensity and productivity as well as demand for labor and cdpatabr force participation
rate and migration equations are in the Population and Labor Supply BleekCompensation,

Prices, and Cost$lock includes composite prices, determinants of production costs, the
consumption price deflator, housing prices, and the compensation equatengroportion of
local, interregional, and export markets captured by each region is included in thetI8hetes
block.

Singleregion models consist of an individual region, called the home regianrest of
the nation is also represented in the model. However, since the home region is only a small part of
the total nation, the changes in the region ddawe an endogenous effect on the variables in the
rest of the nation.
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Block 1. Output and Demand

This block includes output, demand, consumption, investment, government spending,
import, commodity access, and export conceptgput fa each industry in the home region is
determined by industry demand in all regions
and international exports from the region.

For each industry, demand is determined by the amount of outpasumption,
investment, and capital demand on that indu§onsumption depends on real disposable income
per capita, relative prices, differential income elasticities, and populdtipat productivity
depends on access to inputs because a largerecsetiof inputs means it is more likely that the
input with the specific characteristics required for the job will be folmdhe capital stock
adjustment process, investment occurs to fill the difference between optimal and actual capital
stock for rediential, norresidential, and equipment investme@bvernment spending changes
are determined by changes in the population.

Block 2 Labor and Capital Demand

The Labor and Capital Demand block includes the determinatidaibof productivity,
labor intensity, and the optimal capital stadkslustry-specific labor productivity depends on the
availability of workers with differentiated skills for the occupations used in each induisigy

occupational labor supply and commmugy c ost s det e rtona specialized tams 6 ac

force.

Labor intensity is determined by the cost of labor relative to the other factor inputs, capital
and fuel Demand for capital is driven by the optimal capital stock equation for bothesaenial
capital and equipmen®ptimal capital stock for each industry depends on the relative cost of labor
and capital, and the employment weighted by capital use for each indimsplpyment in private
industries is determined by the value added and gmmant per unit of value added in each
industry.

Block 3 Population and Labor Supply

The Population and Labor Supply block includes detailed demographic information about
the regionPopulation data is given for age, genderd race, with birth and survival rates for each
group The size and labor force participation rate of each group determines the labor Bappéy
participation rates respond to changes in employment relative to the potential labor force and to
changesin the real aftetax compensation rateMigration includes retirement, military,
international, and economic migratioBconomic migration is determined by the relative real
aftertax compensation rate, relative employment opportunity, and consumes sxvasiety.
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Block 4 Compensation, Prices and Costs

This block includes delivered prices, production costs, equipment cost, the consumption
deflator, consumer prices, the price of housing, and the compensation eq&&atoomic
geography concepts account for the productivity and price effects of access to specialized labor,
goods, and services.

These prices measure the price of the industry output, taking into account the access to
production locationsThis access is impant due to the specialization of production that takes
place within each industry, and because transportation and transactiorofcdstsance are
significant Composite prices for each industry are then calculated based on the production costs
of supplyng regions, the effective distance to these regions, and the index of access to the variety
of outputs in the industry relative to the acdeg®ther uses of the product.

The cost of production for each industry is determined by the cost of labor, caygtal
and intermediate inputdabor costs reflect a productivity adjustment to account for access to
specialized labor, as well as underlying compensation. r@ggstal costs include costs of ron
residential structures and equipment, while fuel casterporate electricity, natural gas, and
residual fuels.

The consumption deflator converts industry prices to prices for consumption commodities
For potential migrants, the consumer price is additionally calculated to include housing prices
Housing price change from their initial level depending on changes in income and population
density.

Compensation changes are due to changes in labor demand and supply conditions and
changes in the national compensation.r@tganges in employment opportunities refatto the
labor force and occupational demand change determine compensation rates by industry.

Block 5 Market Shares

The market shares equations measure the proportion of local and export markets that are
captured by each industijhese depend on relative production costs, the estimated price elasticity
of demand, and the effective distance between the home region and each of the otheiTtegions
change in share of a specific area in any region depends on changes in its detigceradd the
guantity it produces compared with the same factors for competitors in that nfdnéesthare of
local and external markets then drives the exports from and imports to the home economy.
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