AGENDA
KANSAS LOTTERY GAMING FACILITY REVIEW BOARD
4 p.m., Tuesday, January 29, 2008
Via telephone conference: 1-877-278-8686 (participant PIN 813463)
A.CALL TO ORDER
B. APPROVAL OF THE AGENDA
C. INTRODUCTION OF JAY HALL, REVIEW BOARD LIAISON
D. BOARD ITEMS

1. Discussion, consideration and possible action on retaining William Eadington, Ph.D.,
University of Nevada-Reno, as Review Board consultant.

Staff Presentation: Stephen Martino, Executive Director
Eadington CV and Proposal: Attached

2. Discussion, consideration and possible action on authorizing tours of gaming facilities
in Clark County, Nevada, by Review Board members.

Staff Presentation: Jay Hall, Review Board liaison
Hawkins Proposal: Attached

E. PUBLIC COMMENTS

F. STAFF REPORTS

1. Executive Director

2. Chief Gaming Officer

3. Assistant Attorney General

4. Director of Administration

G. OTHER MOTIONS

H. ADJOURNMENT



Kansas Lottery Gaming Facility Review Board

STAFF AGENDA MEMORANDUM
DATE-OF MEETING: January 29,2008

AGENDA ITEM: Discussion, consideration and possible action on retaining William
Eadington, Ph.D., University of Nevada-Reno, as Review Board consultant.

PRESENTER: Stephen Martino

ISSUE SUMMARY: During its December 20, 2007, meeting, the Lottery Gaming
Facility Review Board commissioned KRGC staff to identify experts to consult the Board
on matters necessary to accomplish its statutory mandate.

Staff has worked to compile a comprehensive list of potential consultants (see attached
~ Jist) from which to choose. Staff believes that it would be prudent to engage initially a
consultant who can counsel the Board on specifying and designing criteria for review and
evaluation of gaming facility proposals and historic information and analysis about
competitive bidding processes for casino licenses in other jurisdictions. Additionally, the
right consultant also eould assist in designing the remainder of the consulting team.

William Eadington is a respected professor and expert on the gaming industry. During the
time that staff has spent seeking experts, Eadington’s name was mentioned by just about
every other prospective consultant and in quite positive terms. Fadington has been a full
professor at Nevada-Reno since 1981 and has conducted numerous studies and authored a
number of articles on the gaming industry (see attached CV for a full list of
qualifications).

Given his extensive background in the gaming industry, Eadington will be able to provide
consultation to the Board regarding its evaluation and selection processes. Additionally,
Dr. Eadington can assist the Board and staff in developing a first-rate team of experts and
consultants to inform this process.

Staff has conducted significant due diligence on Eadington to ensure his work and
reputation are high quality. Both are, and he is recommended without reservation.

BOARD ACTION REQUIRED/REQUESTED: Authorize the executive director to
contract, subject to state law and regulations, William Eadington, Ph.D., as a Review
Board consultant.



WILLIAM R. EADINGTON

CRYSTAL BAY, NEVADA
- P.O.Box 118
25 Somers Loop
Crystal Bay, NV 89402
775-832-7708
FAX 775-832-0903
eadington@prodigy.net

December 12, 2007

Mr. Stephen Martino

Executive Director

Kansas Racing and Gaming Commission
700 SW Harrison, Suite 420

Topeka, KS 66603

BY E-MAIL

Dear Mr. Martino,

With respect to the Proposal that I have put together with respect to the competitive
bidding process for casino management contracts in Kansas, I am submitting the
following estimates of professional fees and expenses. The key assumptions I use in
making this estimate are listed below.

Professional fees: (350 hours at $450 per hour): $157,500
Travel and related expenses: (5 trips at $1,500 per trip):  $ 7,500
TOTAL ESTIMATED COST: $165,000

The key assumptions are as follows:

1. My rate for professional services rendered is $450 per hour;

2. Work will begin in February 2008, and will continue through December 2008;

3. Average weekly effort from my home base will be 5 hours. There will be 40
weeks for which this applies (excluding those requiring travel);

4. A total of five visits to Kansas (or other designated jurisdictions within the United
States) will be required, each one requiring 10 hours of travel time and 20 hours
of professional service effort while on the road;

5. Travel time is billed at one-half my regular professional rate.

The actual professional fees and expenses would depend on the amount of billable time
required during this process. Costs incurred are dependent on actual hours worked and
expenses incurred.



Please contact me at the above number if there is need of any more information.

Sincerely, :
L Ky

William R. Eadington



CURRICULUM VITAE
July 2006

NAME:
William R. Eadington
Professor of Fconomics
Phillip G. Satre Chair in Gaming Studies
Director, Institute for the Study

of Gambling and Commercial Gaming
University of Nevada, Reno

ADDRESS:
=+ Department of Economics/030
College of Business Administration
University of Nevada, Reno
Reno, Nevada 89557-0016

EDUCATION: :
B.S., Mathematics, University of Santa Clara, Santa Clara, California, 1967, (minor in
economics)
M.A., Economics, Claremont Graduate School, Claremont, California, 1969
Ph.D., Economics, Claremont Graduate School, 1973

ACADEMIC EXPERIENCE:
Assistant Professor of Economics, University of Nevada, Reno, 1969-74
Associate Professor of Economics, University of Nevada, Reno, 1974-81
Professor of Economics, University of Nevada Reno, 1981 to present
Visiting Associate Professor of Economics, University of Utah, Human Resources
Management Program, West Germany, 1977-78
Academic Visitor, London School of Economics, Spring 1978
Academic Visitor, London School of Economics, Fall, 1987
Visiting Professor, Center for Addiction Studies, Harvard Medical School, 1989-1990
Visiting Lecturer, Kennedy School of Government, Harvard University, 1990
Visiting Professor, Centre for the Study of Gambling and Commercial Gaming, University
of Salford (U.K.), 1995 to present



ADMINISTRATIVE EXPERIENCE:

Current:

Prior:

Director, Institute for the Study of Gambling and Commercial Gaming, University of
Nevada, Reno, 1989 to present

- Member, Board of Directors, National Council on Problem Gambling, 1989 to present

Vice President and member of the Advxsory Board, Nevada Council on Problem Gambling,
1998 to present
Editor, Gambling Studies Senes University of Nevada Press, 1995 to present

‘Member, Advisory Board, Australian Institute for Gambling Research, 1993 to present

Member, Advisory Board, Centre for the Study of Gambling and Commercial Gaming,
University of Salford, 1994 to present

Member, Advisory Board, Center for Responsible Gaming, 1998 to present

Member, Advisory Board, South African Responsible Gambling Foundation

Coordinator, Thirteenth Interational Conference on Gamblmg and Risk Taking, Stateline,
Nevada, 2006

Chairman, Department of Economics, University of Nevada, Reno, 1976-80

Member, Advisory Board, University of Nevada Press, 1991 to 1995

Member, Advisory Board, Gaming Management Education Program, University of Nevada,
Reno, 1989 to 1996.

Coordinator and organizer, First through Sixth National Conferences on Gambling and Risk
Taking, 1974 to 1984

Coordinator, Seventh through Thirteenth International Conferences on Gambling and Risk
Taking, 1987 to 2006

Conference Chairman, North American Conference on the Status of Indian Gaming, 1989

REFEREED PUBLICATIONS, EDITED BOOKS, AND BOOK CHAPTERS:

"Between the Law and Custom: Examining the Interaction between the Legislative Evolution and

the Progress of Macao’s Casino Industry," (with Ricardo Siu), International Gambling Studies,
forthcoming

“Lessons from the West: What Asia should learn from American and European experiences,”

Proceedings of the International Conference on the Gaming Industry and Public Welfare, University
of Peking, (December, 2004)

"The future of online gambling in the United States and elsewhere," in Journal of Public Policy
& Marketing, vol. 23, No. 2 (2004)

“Comment on ‘The costs of addicted gamblers: Should the states initiate mega-lawsuits similar



to the tobacco cases?,” in Managerial and Decision Economics, vol. 25, pp. 191-196 (2004)

“Yalues and choices: The struggle to find balance with permitted gambling in modern society,”
Gambling: Debating the Issues, Gerda Reith (ed.), Prometheus Books (2003)

“Gambling with the Future: Economic and Social Perspectives on Casinos in America,” in The
Economics of Risk, Donald Meyers (ed.), Upjohn Institute (2003)

“Measuring costs from permitted gaming: concepts and categories in evaluating gambling’s
consequences,” Journal of Gambling Studies vol. 19, no. 2, pp. 185-214 (Summer, 2003)

"Economic and Social Observations on Youth Gambling”, in Howard Schaffer, Matthew Hall,
Joni Vander Bilt, and Elizabeth George (eds.) Futures at Stake: Youth, Gambling, and Society
University of Nevada Press (2003)

Editorial response to Marvin Karlins, “What the Gaming Industry Can Learn from Yucca
Mountain, ” The Wager, Vol. 7, No. 51, December 2002

Co-editor of The Downside: Problem and Pathological Gambling (with Jeffrey Marotta and
Judy A. Comelius), Institute for the Study of Gambling and Commercial Gaming, University of
Nevada Reno, 2002

“Casinos and Tourism in the 21* Century ,” in Trends 2000, edited by William Gartner, 2000.
Edited book (with Olaf Vancura and Judy A. Cornelius), Finding the Edge: Mathematical Analysis

of Casino Games. Reno: Institute for the Study of Gambling and Commercial Gaming, University
of Nevada, Reno, 2000

“The economics of casino gambling,” in Journal of Economic Perspectives, vol 13, no. 3,
August, 1999, pp. 173-192.

“The spread of casinos and their role in tourism development,” in Douglas G. Pearce and
Richard W. Butler (eds.), Contemporary Issues In Tourist Development: Analvsm And
Applications: London and New York: Routledge, 1999.

Edited book (with Judy A. Comeliﬁs), The Business of Gaming: Economic and Management
Issues. Reno: Institute for the Study of Gambling and Commercial Gaming, University of Nevada,
- Reno, 1999.

“Gambling,” Enclyclopedia Brittanica, 1998 and 1997.

“Contributions of casino style gambling to local economies”, Annals of the American Academy
of Political and Social Sciences , Vol. 556, pp. 53-65, March, 1998.



Edited book (with Judy A. Cornelius), Gambling: Public Policies and the Social Sciences. Reno:
Institute for the Study of Gambling and Comimercial Gaming, University of Nevada, Reno, 1997.

"Understanding Gambling," (lead atticle) in William R. Eadington and Judy A. Cornelius (eds.), ),
Gambling: Public Policies and the Social Sciences. Reno: Institute for the Study of Gambling and
Commercial Gaming, University of Nevada, Reno, 1997).

"Casino Gaming - Origins, Trends and Impacts," (lead article) in Klaus Meyer-Arendt and Rudi
Hartmann (eds.), Casino Gambling in America: Origins, Trends and Impacts. New York:
Cognizant Communications, 1997 . :

"Casino Management in the '90s: Concepts and Challenges,” in Klaus Meyer-Arendt and Rudi
Hartmann (eds.), Casino Gambling in America: _Origins, Trends and Impacts. New York:

Cognizant Communications, 1997.

"Gambling”, in Grolier's Americana Annual/Encyclopedia, 1997, 1996, 1995.

"Ethical and Policy Considerations in the Spread of Casino Gambling", in Jan McMillen (ed.),
Gambling Cultures. London: Routledge Kegan Paul, 1996.

"Whither NAGS?", National Association for Gambling Studies Newsletter (Australia), 1996.

*The Legalization of Casinos: Policy Objectives, Regulatory Alternatives, and Cost/Benefit
Considerations," in Journal of Travel Research, Vol. XXXIV, Number 3, Winter, 1996. pp. 3-8.

"Economic Development and the Introduction of Casinos - Myths and Realities”, in Economic

Development Review, fall, 1995; reprinted in John O'Connor (ed.), High Stakes in the Nineties,
(1995) Perth, Australia: Curtin University.

"Trends in Casino Industries throughout the World", in Nigel Kent-Lemon (ed.), World Casino
Industry Review 1995. London: 1995. '

"Casino Games, Wagers, Gaming Devices and New Technologies”, in Nigel Kent-Lemon (ed.),
World Casino Industry Review 1995. London: 1995.

"The Emergence of Casino Gaming as a Major Factor in Tourism Markets: Policy Issues and
Considerations", in Richard Butler and Douglas Pearce (eds.), Change in Tourism: People. Places,
Processes. London: Routledge Kegan Paul, 1995.

"Gambling: Philosophy and Policy", Journal of Gambling Studies, Vol. 11, No. 1, Spring, 1995

“"Le développement des casinos dans le monde", in Jean-Claude Eude (ed.), Casinos et Tourisme,



Paris: Cahier Espaces 38, 1995

"The Proliferation of Commercial Gaming in America”, in The Sovereign Citizen, The Institute
for American Values, Number 1, Fall, 1994.

"Casinos in Canada: Policy Challenges in the 1990s", in Gambling in Canada: The Bottom Line,
edited by Colin S. Campbell. Vancouver, B.C.: The Criminology Research Cenire, Simon Fraser
University, 1994, .

Gambling Behavior and Problem Gambling, (co-edited with Judy A. Cornelius), Institute for the
Study of Gambling and Commercial Gaming, University of Nevada, Reno, 1993.

Alternative Tourism: Potentials and Problems in_the Development of Tourism (co-edited with
Valene L. Smith), University of Pennsylvania Press, Philadelphia, 1992.

Gambling and Commercial Gaming: Essays in Business. Economics. Philosophy, and Science,
(co-edited with Judy A. Cornelius), Institute for the Study of Gambling and Commercial Gaming,
University of Nevada, Reno, 1992,

Gambling and Public Policy: International Perspectives (co-edited with Judy A. Cornelius),
Institute for the Study of Gambling and Commercial Gaming, University of Nevada, Reno, 1991.

"Tourism and Economic Analysis" (with Milton Redman), Annals of Tourism Research, Volume
18, Number 1, 1991.

Indian Gaming and the Law (ed.), Institute for the Study of Gambling and Commercial Gaming,
University of Nevada, Reno, 1990.

"Issues and Trends in World Gaming”, in Gambling in Canada: Golden Goose or Trojan Horse?,
Colin S. Campbell and John Lowman (eds.), Simon Fraser University, Burnaby, B.C., 1990.

"Loophole Legalization; the Process of the Spread of Commercial Gambling without Popular or
Legislative Infent", in 200 Up: Proceedings of the Third National Conference on the National
Association for Gambling Studies, edited by Mark Dickerson, Australian National University,
Canberra; 1990.

"Problem Gambling and Public. Policy: Alternatives in Dealing with Problem Gamblers and
Commercial Gambling", in Compulsive Gambling; Theory. Research and Practice, Howard Shaffer
et. al. (ed.), Lexington Books, Lexington, MA; 1989.

"Gambling," Americana Annual/Encyclopedia Year Book, 1989, Grolier.

"The Changing Face of Commercial Gambling in America, and Implications for the United



Kingdom", in The Society for the Study of Gambling Newsletter, Number 13, 1988.

"Economic Perceptions of Gambling Behavior”, in Journal of Gambling Behavior, vol. 3, no. 4,
pp. 264-273, Winter, 1988.

"The Changing Face of Commercial Gambling in America", Nevada Review of Business and
Economics, Winter, 1987/88.

Editor, Gambling Research: Proceedings of the Seventh International Conference on Gambling

and Risk Taking (five volumes), Bureau of Business and Economic Research, University of Nevada
Reno, 1988

"Pai Gow Poker - A Strategic Analysis" (with Richard Stewart), in volume 4 of Gambling
 Research, 1988.

"Economic Perceptions of Gambling Behavior”, Journal of Gambling Behavior, Volume 3,
Number 4, Winter, 1988.

"Credit Play and Casinos: Profitability, Legitimacy, and Social Responsibility", Journal of
Gambling Behavior, Vol. 3, No. 2, Summer, 1987.

"Approaches to the Legalization and Commercialization of Gambling throughout the World:
Causes and Public Policy Concerns", in Faces of Gambling: Proceedings of the Second National
Conference of the National Association for Gambling Studies, edited by Michael Walker,
University of Sydney, 1987.

"The Evolution of Gambling Laws in Australia" (with Jan McMillen), The Journal of International
and Comparative Law, Volume 8, Number 1, Winter, 1986.

Co-editor (with John Rosecrance) Nevada Public Affairs Review, special issue on gambling,
Number 2, 1986.

"Possible Effects of the California Lottery on the Nevada Casino Industry: The Early Evidence”,
Nevada Public Affairs Review, Number 2, 1986.

"The Regulation of Casino Gaming in Europe: A Comparative Analysis" (with Joe Kelly), Nevada
Public Affairs Review, ‘
Number 2, 1986.

"Trends in the Legalization of Gambling in America in the 1980s and the Implications for
Australia", in Gambling in the 1980s: Proceedings of the First Annual Conference of the National
Association for Gambling Studies, edited by Jan McMillen, Griffith University Reprographics,
Brisbane (Australia), 1986.




"The Perceived Impacts of Casino Gambling on a Community: Comment”, in the Annals of
Tourism Research, Vol. 13, 1986, pp. 279-285.

Editor, The Gambling Studies: Proceedings of the Sixth National Conference on Gambling and
Risk Taking, (five volumes), Bureau of Business and Economic Research, University of Nevada
Reno, 1985.

"Sports Betting and Pari-mutuel Wagering Systems", in The Gambling Studies, volume 1, 1985.

"Observations on the Quality of Life in Nevada: A Comparison of Recent Ranking Studies as
They Relate to Nevada and its Metropolitan Areas," (with Glendel Atkinson and James H. Frey), a

report prepared for the Nevada Commission on Economic Development, Carson City, Nevada,
1984.

Special Editor (with James H. Frey), The Annals of the American Academy of Political and Social
Sciences: Gambling and the Social Sciences, Vol. 473, July 1984.

"The Political Economy of the Legal Casino Gaming Industry in the United States," in The Annals
of the American Academy of Political and Social Sciences: Gambling and the Social Sciences,
Vol. 473, July 1984.

"Economic Growth Alternatives for Washoe County in the 1980s," Nevada Review of Business
and Economics, Fall, 1983.

"Regulatory Objectives and the Expansion of Casino Gambling," Nevada Review of Business and
Economics, Fall 1982; also published in Society for the Study of Gambling Newsletter (London,
England), Vol. 2, 1982.

"Regulatory Objectives and the Expansion of Casino Gambling: Reply," Society for the Study of
Gambling Newsletter, Vol. 4, 1983.

"Cost-Benefit Considerations and the Legalization of Casino Gambling,” in Business and
Economic Research in a World of Risk and Uncertainty, Jean Frank (ed.), Bureau of Business and
Economic Research, University of Wisconsin - Madison, 1983.

Editor, The Gambling Papers: Proceedings of the Fifth National Conference on Gambling and
Risk Taking (13 volumes), Bureau of Business and Economic Research, University of Nevada
Reno, 1982.

"The Evolution of Corporate Gambling in Nevada," Nevada Review of Business and Economics,
~ Spring 1982.




"Gambling," Americana Annual/Encyclopedia Year Book, 1982, Grolier.

"Casino Gambling and Tourism: Recent Experiences and Future Considerations," Proceedings of
the Twelfth Annual Travel and Tourism Association Meetings, 1981.

"The University and the Regional Economy: An Economic Base Analysis," (with John Dobra),
Nevada Review of Business and Economics, Spring 1981.

"Prospects for Development of Geothermal Resources in Nevada," (with M. Tissier and
P. Taylor), An Environmental Overview of Geothermal Development: Northern Nevada, Mackay
School of Mines, University of Nevada Reno, 1980.

"Economic Trends in Gaminé Related Tourism in the Reno/Sparks Area,” in Nevada Review of
Business and Economics, Spring 1979.

"Sun Valley Demographic, Economic and Opinion Survey," Research Report, Bureau of Business
and Economic Research, University of Nevada - Reno, 1979.

"Observations on the Expansion of Legalized Gambling in America," Annals of Tourism
Research, October/December 1978.

"Nevada's Gaming Revenues: Time Characteristics and
Forecasting" (with T.F. Cargill), Management Science, August 1978.

"A Legislative History of Gambling in Nevada," Nevada Review of Business and Economics,
Spring 1978 (with James Hattori).

"Economic Trends in Nevada's Casino Gaming Industry,” National Tax Association Proceedings,
1978.

Washoe County Data Book, (editor), Bureau of Business and Economic Research, University of
Nevada Reno, 1977.

"Public Policy and Lake Tahoe: Economic Issues and Legislative History," Nevada Review of
Business and Economics, Summer 1977, (with James Hattori).

"The Final Report of the Commission on the National Policy Toward Gambling and lts
Implications for Nevada," Nevada Review of Business and Economics, Spring 1977.

"Behavior of Nevada's Gaming Revenues Over Time," Nevada Business Review, January 1976
(with T.F. Cargill). ‘

Gambling and Society: Interdisciplinary Studies on the Subject of Gambling, (editor), Charles

e



C. Thomas Publisher, Springfield, 1L, 1976.

"Economic Aspects of Nevada's Gaming Industry," in Gambling and Society, edited by William
R. Eadington; Charles C. Thomas Publisher, Springfield, IIl., 1976.

"Quality of Life in the Growing Community," Annals of Regional Science, J uly 1975.

"Economic Implications of Legalized Casino Gambling,” Journal of Behavioral Economics,
Vol. 4, No. 1, Summer 1975.

"Some Observations on Legalized Gambling," The Travel Research Journal, Winter 1974,
reprinted in New Mexico Business, October 1973 and in Business and FEconomic Dimensions,
University of Florida, March 1974.

The Beonomics of Gambling Behavior: A Qualitative Study of Nevada's Gambling Industry,
Rureau of Business and Economic Research, University of Nevada Reno, 1973.

RECENT STUDIES, REPORTS, AND STUDY COMMITTEES

Co-principle investigator (with Richard Thalheimer), economics portion of “The Gambling
Services Study,” a report conducted for the European Commission, under contract with the Swiss
Institute of Comparative Law and the Centre for the Study of Gambling and Commercial Gaming at
the University of Salford (UK), 2006.

Principle Investigator, “An Analysis of the Recent History and Likely Future of the Nevada
Graming Industry,” prepared under contract for the Nevada Resort Association, 2005.

Member, Study Committée, coordinated by the Life Sciences Research Organizaﬁon
(Washington, D.C.), “An Evaluation of Reduced Risk Tobacco Products,” 2005-2006

Member and Vice-Chairman, Governor’s Advisory Committee on Problem Gambling, State of
Nevada, 2005-2006 (Committee was formed by the passage of Senate Bill 357 of the 2005
Nevada Legislative Session; Committee members were appointed by the Governor)

"An Analysis of the Tax Structure and Profitability of the Nevada Gaming Industry in
Comparison with Other Nevada Industry Sectors," (with Mark Nichols), prepared through the
Institute for the Nevada Resort Association (2003)

"Towards A Strategy For Addressing Problem Gambling In The U.K.: A Report To The
Gambling Industry Charitable Trust (U.K.)," with Peter Collins (director), Pieter Remmers,
Glenn Armold, and Tom Ricketts (2003)



RECENT ARTICLES IN NEWSLETTERS, MAGAZINES, AND TRADE PUBLICATIONS

“Painting the Right Picture for Gaming Developments in International Jurisdictions,”
with Andrew Macdonald, Society for the Study of Gambling Newsletter, Vol. 39, 2006

“The Future of Casinos in Europe,” in The Elite: European Casinos, November 2005; reprinted
in the Society for the Study of Gambling Newsletter, Vol. 39, 2006

“(3aming opportunities in developing markets: Picking winners,” (with Andrew MacDonald,) in
Global Gaming Business Magazine, February 2006

“Probabilities, Pricing, and Casino Gaming Offerings,” Significance: The Royal Statistical
Society Magazine (UK), March 2006

“Painting the right picture for gaming developments in international jurisdictions,” (with
Andrew MacDonald, in Global Gaming Business Magazine (forthcoming)

“L ASER: Developing a highly targeted and focused development approach,” (with Andrew
MacDonald, in Global Gaming Business Magazine (forthcoming)
"The University and the Gaming Industry," Global Gaming Business Magazine, April 2003

"Trends in gaming industries throughout the world,” Lottery Insights, March 2003

"Gaming Devices, Electronic Money, and the Risks Involved," Gamcare News, Vol. 19, Winter
2004, pp. 10-12

"What can be Expected in the UK. with the New Gammg Act?," The Society For The Study of
Gambling Newsletter, Fali, 2003

REFEREEING AND EDITING RESPONSIBILITIES

Current Editorial Board assignments:

Gaming Law Review (U.S.A.)
Journal of Gambling Studies (U.S.A.)

International Gambling Studies (Australia)

Specific Duties:

Editor, Special Issue of Journal of Gambling Studies, "Gambling: Philosophy and Policy", Vol. 11,
No. 1, Spring, 1995

10



‘Editor for Public Policy and Commercial Gaming, Journal of Gambling Studies, 1990 to 1995

Book Editor, Journal of Gambling Behavior, 1986 to 1989.

Associate Editor, Economics, Annals of Tourism Research, 1983 to 1989,

Resource Editor, Annals of Tourism Research, 1980-83

Manuscript review for the University of Nevada Press, 1986 to present; University of Kansas Press,
1984-1985; Harvard University Press, 1988; Princeton University Press, 1989.

Occasional referee assignments for the following journals (past and present):

Annals Of Operations Research

Annals Of Tourism Research

Applied Economics

Canadian Public Policy Journal
Contemporary Policy Issues

Electronic Journal of Gambling Issues
International Gambling Studies

Journal of Economic Behavior and Organization
Journal of Gambling Studies

Journal of Public Economics

Joumal of Tourism Research

Journal of Travel and Tourism Marketing
Pacific Institute

Public Integrity

State & Local Government Review
Southern Economic Journal

BOOK REVIEWS

Tom King and Ken Adams, Playing the Cards that are Dealt: An Oral History of Mead Dixon, in
the Nevada Historical Quarterly, 1993,

Reuven Brenner and Gabrielle Brenner, Gambling and Speculation, in the Journal of Economic
Literature, 1992

Reuven Brenner and Gabrielle Brenner, Gambling and Speculation, in the Journal of Policy
Analysis, 1991 '

Marshall Fey, Slot Machines, in The Nevada Historical Quarterly, Fall, 1986.

11



Organization of Economic Cooperation and Development, The Impact of Tourism on the
Environment, in the Annals of Regional Science, November 1982.

F. Ferrario, An Evaluation of the Tourist Resources of South Africa, in the Annals of Regional
Science, November 1981.

Jerome Skolnick, House of Cards, in the Annals of Tourism Research, Vol. 7, No. 4, 1980, and
the Nevada Historical Quarterly, fall, 1980.

RECENT CONSULTING EXPERIENCE (Partial listing)

I have been involved with consulting activities for both private and public sector entities dealing

‘with such topics as economic forecasting, economic valuation, the drafting of gaming legislation

and regulations, economic feasibility of new gaming related projects, cost/benefit analysis of

legalization of commercial gaming, probability analysis of new games and devices, establishing

programs to deal with problem gamblers, and training programs for professional organizations from
the following jurisdictions between 1988 and the present:

United States;
Arizona
Nevada
California
Towa
Mississippi
Missouri
New Mexico
New Jersey
New York
Nebraska
Ohio
Texas

Canada:
British Columbia
Alberta
Saskatchewan
Manitoba
Ontario
Quebec
Nova Scotia

12



Australia;
Western Australia
Victoria

New Zealand

Europe:
European Commission
United Kingdom
Hungary
Sweden
Holland
Isle of Jersey
Switzerland
Slovenia

South Africa

HONORS AND MISCELLANEOUS ACTIVITIES

Founding Member, the International Academy for the Study of Tourism.

Recipient of the Outstanding Research/Education Award from the National Council on
Compulsive Gambling, New York, 1989.

Recipient, University of Nevada, Reno, Foundation Professor Award, 1990-1993

Founding Member, the International Acadermy for Tourism Studies, 1988.

Recipient, Phillip G. Satre Chair in Gaming Studies (endowed chair), 2005-present.
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WILLIAM R. EADINGTON
CRYSTAL BAY, NEVADA

P.O.Box 118

25 Somers Loop
Crystal Bay, NV 89402
775-832-7708

FAX 775-832-0903

eading(@unr.edu
January 17, 2008

Mr. Stephen Martino

Executive Director

Kansas Racing and Gaming Commission
700 SW Harrison, Suite 420

Topeka, K§ 66603

VIA E-MAIL

Dear Stephen,

In response to your letter and provision of documents on January 8, 2008, T am submitting the
following statement of interest, along with the provision of supplemental information consistent
with your request.

First, I would like to note that I would be most interested in serving as an advisor to the Review
Board under Task 2, reviewing board evaluation standards, providing advice on structuring a
review process, helping to shape the criteria by which projects will be evaluated, and providing
historical perspective on strengths and weaknesses of bidding processes in general and their
relevance in assisting the Review Board make the best possible decisions under the
circumstances.

My reasons for suggesting this particular role link in with my professional and academic work
related to bid processes over the past two decades. For example, I have followed closely almost
every major exclusive or limited franchise bidding process for casinos in the world since the mid-
1980s. I assisted and advised a number of governments in this process in such jurisdictions as
Missouri, Ontario, South Africa, the United Kingdom, and Singapore, and I have worked with
either bidding companies or other interested parties with casino bids in New Zealand, Missouri,
and elsewhere. T would also note that some of my academic research has related to the economics
of casino gaming and has dealt with bidding processes, and the prioritization of objectives as they
relate to company selection. Finally, since 1991 I have coordinated the annual Executive
Development Programs for senior Jevel casino executives from around the world. These
programs have often used competitive bidding processes in the major simulated cases that are
developed as a major part of each program. This has given me a good working knowledge of the
detajls of bidding processes in general.

T should also note that I am well trained to address most of the other tasks outlined in your
memorandum. I am comfortable that I should be able to work well with other consultants who
may be chosen to develop those particular tasks on behalf of the Review Board. (I have worked



with many of the consultants in the gaming field, and am familiar with the work of almost all of
the major American gaming industry consultants who specialize in economic impacts and market
feasibility.)

In terms of possible conflicts of interest, I need to divulge the followmg facts. Of the various
companies listed as eligible bidders for the four management contracts in Kansas, I have actually
only worked for Harrah’s, though I know officials in some of the other companies as well. My
recent professional relationship with Harrah’s includes the following:

1. In the summer and fall of 2007, I directed the coordination of a two-day symposium
entitied SYMPOSIUM ON THE ECONOMIC AND SOCIAL IMPLICATIONS OF
DESTINATION RESORT CASINO HOTELS. This symposium was held in Nova
Goricia, Slovenia on September 23 and 24, 2007, and looked in particular at the
economic and social implications of a proposed destination resort casino project in
Western Slovenia. The proposed project was a joint venture between Harrah’s and the
Slovenian government-owned company HIT. Harrah’s and HIT provided the financial
resources for the symposium, and I coordinated the stipends, expenses, and travel
arrangements for a number of the academics who attended and presented papers at the
conference. | was also compensated for my efforts on behalf of this symposium. I am
also serving as editor of a book of professional papers that will emerge from this
symposium; the book (which will be published in English and Slovenian) will come out
some time in 2008.

2. In the early summer of 2007, Harrah’s hired me and the Analysis Group (a professional
consultancy based in Los Angeles) to provide an in-depth analysis if the internet gaming
market throughout the world. Work on this project was completed in November, 2007,
though there are a few remaining (uncompensated) tasks that will still need attention in
the immediate future. (I expect the last of these tasks will be completed by February
2008.)

Finally, I should note that I am the holder of the Philip G. Satre Chair in Gaming Studies at the
University of Nevada, Reno. This Chair was established in 2004 and was funded prxmaﬂly by
contributions solicited from individuals and organizations in the commercial gaming industry. I
was awarded the Chair after its formation, and have been the only recipient of the Chair since its
inception. Harrah’s Entertainment was a major corporate contributor to the Chair. Furthermore,
the Chair is named after Phil Satre, the former Chairman and Chief Executwe Officer of Harrah’s
Entertainment. (Phil is now retired.)

Please let me know if you would like any additional information on my skills and background, or
areas that might raise questions of potential conflict.

Sincerely,

William R. Eadington
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The Economics of Casino Gambling

William R. Eadington

“§ asino gaming has been a growth industry in the United States over the past
three decades. The number of states permitting some form of casino
A gaming climbed from only one as recently as 1978 to approximately 27 by
the end of the 1990s, and casinos could be found in destination resorts, in former
mining towns, on riverboats, in urban or suburban settings, and on Indian reserves.
In 1970, when casinos were legal only in Nevada, gross gaming revenues—the net
amount of money won by casinos from all customers—was $540 million; in 1997, it
had grown to more than $25 billion (Christiansen, 1998). The economic success of
casino gaming has been reflected in the rapid growth of Nevada, which was arnong
the three fastest growing states in the United States for each of the last four decades
of the 20th century. Nevada’s major city, Las Vegas, was one of the five fastest
growing metropolitan areas in the country in each decade over the same period.
This recent expansion of casino gambling and commercial gaming is striking,
and is illustrated in Table 1. It reflects the growing popularity of an activity that has
Jong been condemned or at least frowned upon as being either a waste of time and
resources, or a potential cancer on the fabric of society {Goodman, 1995). How-
ever, gambling and especially casino gaming have remained controversial. In 1996,
motivated by pressure from anti-gambling groups as well as more general concerns,
Congress mandated the National Gambling Impact Study Commission—with mem-
bers including representatives from the casino industry, gaming regulators, labor
unions, and Christian groups, among others—whose charge was to investigate the
social and econormic implications of gambling on society.t

! The National Gambling Impact Study Commission came into existence with the passage of Public Law
104166 (1996}, The Commission’s final report was rejeased as this article was going to press. It is
available, with other background material, at <http://www.ngisc.gov>.

» William R. Eadinglon is Professor of Economics and Director, Institute for the Study of
Gambling and Commercial Gaming, University of Nevada, Reno, and Visiting Professor,
Centre for the Study of Gambling and Commercial Gaming, University of Salford, Salford,
England. His email address is (eading@unr.edu).



174 Journal of Economic Perspectives

Table 1

Gross Revenues by Sector,” U.S. Commercial Gaming
Tndustries, 1982 and 1997

(méllions of 1997 dollars)

Average
Sector ’ 1982 1997 Growth Rale
Parimumel® $4,644 $3,811 -1.31%
Lotteries® $3,609 416,567 10.69%
Casinos® 6,985 $20,628 1.45%
Bookmaking . . $43 $96 5.46%
Card rooms 885 $700 15.26%
Bingo, Charitable $1,956 $2,430 1.46%
Indian gaming $0 $6,678 -
Total $17,3_21 $50,899 7.45%

* Revenues retained by operators after payment of prizes.
® Includes horse racing, dog racing and fal alai.

¢ Includes video lottery teyminals.

4 Excludes Indian casinos, but includes non-casino devices.
Souree: Christiansen {1998, p. 11}

The purpose of this paper is to examine the major changes ‘that have devel-
oped in the casino and gaming industries over the past 40 years, to lay out some of
the economic principles that have shaped the development of permitied gaming,
to discuss the public policy directions and controversies that have evolved with the
expansion of legal gambling, and to provide some insight into the future directions
of such gambling.

A Brief History of the Spread of Casinos in North America Since
1960

In the early 1960s, commercial gaming in the United States was at a low ebb.
Lotteries had been prohibited throughout the country since before the turn of the
century (Clotfelter and Cook, 1989). Casinos, off-track betting, bookmaking and
sports wagering were illegal everywhere except Nevada.? The only major forms of
permitted gambling were bingo and horse racing. Bingo was typically offered by
churches and fraternal organizations, justifying itself as a soft form of gambling that
provided socialization opportunities and raised money for good causes. With
racing, one could make legal wagers only at race tracks with live racing in about 30
states. Even social gambling, like a poker game around the kitchen table, was illegal
in many states (Ciaffone, 1991).

2 There had been previous waves of legalization of gambling in America, followed by prohibition. Rose
{1991, p. 75 describes the current expansion as the “third wave,” and notes that in 1910, at the end of
the “second wave,” the only legal gambling that remained in the United States was horse race betting in
Maryland and Kentucky.
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Nevada, which had authorized casinos and other forms of gambling in 1931,
was under siege from organized crime fighters from the Attorney General’s office,
the Justice Department, congressional committees, and the FBI in the 1950s and
early 1960s. There was strong sentiment that Nevada had violated an implicit moral
code against gambling to which all the other states had adhered, thus creating 2
safe haven for professional gamblers and casino operators who—in the eyes of
critics—could only bring harm to society.® Prior to the 1970s, the casino industry
in Nevada could be characterized as a “pariah” industry (Skolnick, 1978). Though
the industry was distinguished by high profits and economies of scale, it lacked
access to mainstream sources of financial capital through either debt or equity
markets, and therefore had to rely on creative, sometimes questionable, sources of
financing in order to expand (Brill, 1978). Journalistic exposés of the day discussed
in hurid detail corrupt and sensational events that surrounded the history of casinos
in Las Vegas, and identified ties to various criminals and organizations (Reid and
Demaris, 1963).

The legal climate for American casinos began to shift in the 1970s. In 1969,
Nevada passed the Corporate Gaming Act, permitting publicly traded corporations
to hold gambling licenses for the first time (Eadington, 1982). Within 2 few years,
corporations with established reputations in other industries—such as Hilton,
MGM, Holiday Inn, and Ramada—had entered the casino industry in Nevada.

In 1976, New Jersey's voters authorized casino gaming in Adantic City, making
it the second state with legal casinos. By the mid-1980s, the number of casinos
operating in Atlantic City increased to twelve, and the volume of business—as
measured by gaming winnings by operators—briefly eclipsed that of Las Vegas. By
calendar year 1998, however, Las Vegas had regained the lead with gaming reve-
nues of $5.5 billion compared to Adantic City’s $4 billion.

New Jersey took a different approach than Nevada to shaping its casino
industry. Casino operations in Atlantic City had to be buiit to specific size and space
allocation criteria, which limited potential investors to those organizations that
could raise the requisite financial capital, and indicated from the outset that the
industry would develop as an oligopoly. In contrast, Nevada has had few barriers to
entry into its casino industry. Nonetheless, economies of scale and scope pushed
the major Nevada casino markets in Las Vegas and Reno toward oligopolistic status
as well, even though the state’s major tourism areas continue to have large numbers
of far less significant smaller casinos. In fiscal 1998, for example, Las Vegas had 78
unrestricted casino licenses, generating total revenues of $9.1 billion, gaming
revenues of $4.9 billion and net income before federal income tax of $860 miliion.
However, the largest 21 Las Vegas Strip casinos accounted for 73 percent of these
total revenues, 69 percent of gaming revenues, and 98 percent of profits (State
Gaming Control Board, 1998).

A number of serious efforts were made to legalize casinos in other states
between 1978 and 1988, including in Florida, New York, Colorado, Minnesota,

® The Nevada casino industry’s formative years have been popularized and romanticized (sormewhat
inaccurately) by such Hollywood movies as Bugsy, Hoffa, The Godfather (I and I}, and Casine.
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Ohio, Pennsylvania, and Massachusetts, among others. Soroe of these efforts used
the initiative or referendum process, while others tried legistative action, but all the
campaigns fell short (Dombrink and Thompson, 1990). However, beginning in late
1988, three events set the stage for the rapid expansion of casinos and casino-style
gaming. In October of that year, Congress passed the Indian Gaming Regulatory
Act that defined the relationship of states to tribes in regulating Indian gaming
within their borders (Eadington, 1990). In November, South Dakota voters autho-
rized limited stakes gambling in the declining former mining town of Deadwood,
South Dakota. Finally, in March 1989, the Jowa legislature authorized limited stakes
casino gaming on riverboats on that state’s waterways.

Over the next decade, casinos spread rapidly in response to these catalysts.
Small stakes casinos were authorized by initative in three rural mining communi-
ties in the mountains of Colorado in 1990 (Stokowski, 1996). Riverboat casinos
were legalized in the states of Illinois, Mississippi, Louisiana, Missouri and Indiana
between 1990 and 1993. Indian casinos opened in over 20 states between 1990 and
1997 (U.S. General Accounting Office, 1997). The cities of New Orleans (in 1992)
and Detroit (in 1996) authorized land-based urban casinos; the resulting New
Orleans monopoly casino went bankrupt in 1995 but was scheduled to re-open in
1999, and the three permitted Detroit casinos had not yet opened by mid-1999.

Commercial gaming also expanded in the 1980s and 1990s with the legaliza-
tion of slot machines or other electronic gaming devices outside of casinos. Race
tracks in lowa, Delaware, Rhode Island, West Virginia, New Mexico and Louisiana
commenced operations of electronic gaming at their facilities in the 1990s. Video
poker machines appeared in bars and taverns or arcades in Montana, Louisiana
and South Carolina. Under the guise of the state lottery, video lottery terminals—
typically video poker machines without coin output—were introduced in Oregon
and South Dakota. Race tracks and other businesses in various other states lobbied
for permission to offer slot machines on their premises as well.

A number of factors contributed to the spread of casinos and casino-style
gaming in the 1990s. The general apprehension about casino gaming that had
dominated public attitudes in the United States gave way to greater public accep-
tance of gambling as a form of recreational activity, with corresponding changes
legal restrictions on gambling (Harrah's, 1997). As the ownership structure shifted
to publicly traded corporations, the historic stigma that had long linked casino
gaming to organized crime diminished considerably (Johnston, 1992). There was
also a strong cross-border effect in the legalization process. When residents of one
state where casinos were prohibited would travel to another state to partake in
casino gaming, this export of spending, jobs and tax revenues encouraged states
that were adjacent to those with permitted casinos to consider legalization. This was
particularly the case with the various riverboat gaming jurisdictions.*

% Competition among adjacent states or provinces for one another's citizens as customers (as in the
United States, Canada and Australia)can lead to greater amounts of legalization of casinos than would
be the case where such legislative decisions were made at a federal or national level (as in the United
Kingdom) (Donahue, 1997, pp. 76-77).
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The expansion of casino gaming in the United States has close paraliels in
other countries. Casinos had been prohibited in the United Kingdom until the
1968 Gaming Act provided a new legal basis for' them (KentLemon, 1984). Casinos
in Australia were illegal until 1972, when enabling legislation at the state level
authorized a single casino in Tasmania (Mossenson, 1991). In Canada, charitable
casinos first appeared in western provinces in the late 1970s, when temporary
casinos allowing small stakes betting to raise money for nonprofit enterprises were
permitted at the annual summer exhibitions such as the Calgary Stampede and
Edmonton’s Klondike Days. Over time, the charitable casinos became less tempo-
rary, constraining regulations were relaxed, and regulatory authorities were estab-
lished at the provincial level, thus paving the way for more substantial Canadian
casinos in the 1990s (Campbell, 1994).%

Price and Pricing in the Casino Industry

In the United States, casinos generate the greatest proportion of their gaming
revenues from slot machines and other gaming devices. In 1998, 65.3 percent of
Nevada’s gaming revenues came from slot machines and 30.6 percent from table
games. In Atlantic City, slot machine winnings were 70.1 percent of total revenues
in 1998, and in Colorado (with $5 wagering limits), 94.5 percent was won by slot
machines in 1998. This is a dramatic change over the past two decades. In 1980, for
example, Nevada's table games accounted for 55.6 percent of the total gaming wiI.

The most popular casino table games are the traditional European games of
blackjack, craps, roulette and baccarat. There are a few new casino games that have
emerged in the past two decades, mainly card game variants of stud poker such as
pai gow poker, Caribbean stud, three card poker, and Let It Ride. Pai gow, sic bo,
and keno are all minor games that have Chinese origins, Pai gow is played with
dominos, sic bo is played with three dice, and keno is a variant of the Lotto game
offered by most state lotteries. For a full description of casino games and their
strategies, see Vancura (1996). ’

The total amount of money wagered, which is the product of the average size
of wager and the number of wagers made, is known in the gambling trade as the
“handle.” The actual amount of money lost by the player, or retained by the
operator, is referred 1o as the “win.” The actual win can be positive or negative at
any particular (short term) gambling session. However, the house advantage is the

5 The crossborder effect was also an influence on the spread of casinos in Canada. The province of
Ontario opened government-owned but privately-operated border casinos in Windsor and Niagara Falls
in 1994 and 1996 respectively, primarily to cater o U.S. cusiomers from the metropolitan areas of
Detroit and Buffalo. The governmentowned and -operated Quebee casino at Hull was positioned to
draw customers from the neighboring metropolitan arca of Otawa, Ontario. Furthermore, various
Canadian provinces permitied video lottery terminals to be widely placed in age-restricted locations such
as bars and taverns during the 1990s.
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price a customer pays on average to make, say, a §1 wager, and it prevails in the long
term.”

For most casino games, the house advantage can be measured with a proba-
bility analysis of the game, sometimes in combination with the strategies being used
by the customer. Many casino games and gaming devices can be categorized as
fixed odds games, where——because of the physical, mechanical or electronic meth-
ods used in determining the outcomes, along with the payout schedules—the
player cannot alter the house advantage of specific wagers. Thus, in the long rum,
the players as a group will lose a fixed percentage of the handle. Games that involve
betting on the turn of a wheel like roulette and wheel of fortune, or betting on
throws of dice like craps or sic bo, and sometimes betting on hands of cards that are
dealt, like baccarat, meet this description. Slot machines—at least those without
progressive jackpots—are also fixed odds wagers betting against an electronically or
mechanically determined outcome.

Games that use progressive payouts-—where, for example, the jackpot prize
increases as long as there is no winner—have house advantages that change as the
size of the prize changes. Progressive payouts are used as enhancements with slot
machines, lottery-style games such as keno, and side bets at some minor casino table
games such as Caribbean Stud and Let It Ride. Of course, progressive payouts are
also a major characteristic of popular lottery games such as Lotto (Clotfelter and
Cook, 1989).

Some casino games have elements of strategy, which implies that players can
influence the house advantage through their strategic decisions on size of wager or
on the play of the game. Blackjack, pai gow, pai gow poker, and Caribbean stud are
all examples of table games with some strategic dimensions. Video poker and its
variants are examples of electronic gaming devices with strategic dimensions, in the
sense that the player can either make choices in the course of playing the game or
vary the amount of the bet when underlying conditions change. These would be
classified as games of mixed chance and skl {Vancura, 1996).

All of the above are so-called “banked” games, where the customer is gaming
against the casino. Contests between players—such as poker in casinos or card
clubs, or pari-mutuel wagering at race tracks—are so-called “percentage” games. In
such games, the operator of the contest will typically charge a commission on the
handle or the winnings, extract a percentage of the handle, or charge a fee per
hand or a seatrental fee based on time at the game.”

Table 2 presents statistical properties of some of these games. The first column
shows the house advantage; that is, the percentage the house takes out of a dollar

® The house advantage is not to be confused with the “hold percentage,” a measure commoniy used by
casinos o monitor the performance of table games. Hold percentage is defined as the ratie of “win” to
“drop,” where drop is the amount of chips purchased at the table and consequenily, the amount of
money or money equivalents placed in the “drop box” at the table.

7 These distinctions have some legal importance. In California, for example, banked table games are
illegal but non-banked wmble games and pari-mutuel wagering structures are legal under certain
circumstances. Therefore Indian tribes within the state have the right under the federal Indian Gaming
Regulatory Act to offer nombanked games and pari-mutuel gambling schemes {Keily, 1995).
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Table 2
Statistical Properties of Select Casino Games and Devices
(assuming an initial wager of 1 unit)

Standard Deviation

(House Advantage
House Standard Deviation  Standard Deviation after 1,000
Game Advantage® (One Wager)® (1,000 Wagers)* Wagers)
Craps™ : 1.41% 1.0 31.6 8.16%
Blackjack® 0.50% 1.1 348 3,48%
Roulette {American)® 5.26% 57 179.8 17.98%
Roulette (European)© 2.70% 5.8 182.1 18.21%
Baccarar® 1.25% 1.0 316 3.16%
Pai Gow Poker® 2.50% 1.0 31.6 3.16%
Video Poker™® 2% 2.8 78.7 7.57%
Slot Machines® 5% 16.6 335.2 35.52%
RKeno 28% 423 1,363 138.65%

* Standard wager,

® Assumes the player plays optimal strategy with typical house rules.

¢ Single number wagers. :

¢ Approximate.

* Typical.

bet on average. The second column shows the standard deviation of a single wager
{the square root of the average squared deviation of all possible outcomes from the
house advantage). The third column shows the standard deviation of the actual
aggregate outcome of 1,000 one unit wagers made at the game. The fourth column
expresses the standard deviation of the actual outcome of 1,000 one unit wagers as
a percentage of the handle, and thus notes the percentage deviation from the
house advantage that can be expected.

The following illustration allows for an interpretation of these statistics. After
1,000 standard craps “pass line” bets (that is, betting the dice shooter will win}, a
player on average would be behind by 14 units (1.4 percent of the handle), with a
standard deviation of 31.6 units (3.16 percent of the handle). Furthermore, be-
cause of the Central Limit Theorem, the aggregate outcome and mean of this game
can be approximated by a normal distribution at this volume of play (Epstein,
1967).% Based on this approximation, there is a 95.5 percent chance that after 1000
plays, the player’s actual performance will be somewhere between 49 units ahead of
the game and 77 units behind (that is, the expected loss of 14 units plus or minus
two standard deviations). The probability the player would be ahead at this point
would be approximately 33 percent.

# Random variables summarizing the outcomes for sequences of most “short odds” casine games can be
described by the binomial distribution. For a large enough sample size—that is, # large enough to
overcome skewedness—the binomial diswibution is closely approximated by a normal distribution. A
game is not “short odds™ if it has very large payouss that correspond to very low probability events, in
which case the number of plays must become considerably larger than 1000 before the binomial
approximation wuly applies. Of those games listed in Table 2, slots, video poker and keno would not be
“short odds” games.
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Various theories of gambling have been put forward. One view is that gambling
is an example of socially unproductive profit seeking, because players whose
predominant motivation for gambling is to increase their economic well-being are
wasting their time due to the reality that, in the long run, they must lose (Grinols
and Omorov, 1997). This is not too different than the 19th century argument put

" forward by Thorstein Veblen (1899), who posited that gambling makes people
superstitious because they try to impute causality into events of pure chance.
Because of that, a greater presence of gambling makes society (in the aggregate}
“stupid” and reduces industrial efficiency because the prevalence of irrational
thinking undermines the understanding of the cause-effect relationships that un-
derlie production processes.

Alternatively, one can view consumers of gambling services as rational eco-
nomic actors, who are typically purchasing a commodity that offers entertainment
and excitement, as well as some hope of acquiring a higher level of income and
wealth, in spite of the games’ negative expected monetary value. Within the context
of the modern casino, one can argue that the customer is purchasing a package of
entertainment amenities centered on casino gaming activities. Indeed, in compet-
itive destination resort casino markets—such as Las Vegas, Atlantic City, and
Mississippi— casinos use loss leader or cross-subsidizing pricing strategies in restau-
rant, accommodation, parking, and entertainment offerings with the intent of
inducing such customers to gamble in their facilities. A variant of this approach is
complementaries or “comps™—goods and services provided for free to customers
who meet certain minimum betting requirements {Gilmore, 1998).

A variety of examples of price discounting of casino games have been intro-
duced into specific niche markets in recent years. For example, the global top-end
baccarat market has been as large as $2 billion in recent years, though the Asian
financial crisis that began in 1997 brought about a rapid contraction for the period
immediately following. A small number of players—probably fewer than 1,000—
make up the bulk of the premium baccarat market (Curtis, 1997). To attract such
customers, a half-dozen Las Vegas casinos, competing against a handful of top-end
casinos located in London, Australia and Macao, have built elegant suites and villas
for millions of dollars per unit to accommodate such players, along with offering a
full array of travel amenities, services and cuisine. However, casinos compete most
significantly over internal policies like maximum limits that such top-end players
are permitted to wager, credit facilities, advanced deposit requirements, and the
handling of cash. Moreover, casinos often provide discounts to these customers by
offering rebates on losses and commissions paid on handle (Eadington and Kent-
Lemon, 1992).

At a less glitzy level, discounting also takes place in casinos with slot “clubs” that
are linked to player tracking systems. Players accumulate points as a function of
handle that they generate at a particular casino, or among all the casinos owned by
a specific company. The points are redeemable for prizes; for complementary
meals, rooms or entertainment; or for cash. The obvious purpose of slot clubs is to
develop stronger customer loyalty. But slot clubs also provide the casino with
information on players, including frequency and length of play, handle, and
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amounts won or lost. In turn, this information can be combined with personal data
for a variety of marketing purposes, such as evaluating a player’s value to the casino,
determining levels of comps, making direct mail marketing appeals, and inviting
valuable customers to tournaments and other special events.

There is evidence that players are price semsitive to the house advantage
offered at various games, even though such information is often not readily
available to them. With slot machines, house advantage can only be learned by
experience or by word of mouth. Regular and local players play more frequently
than tourists, and probably share their experiences more than tourists, and as a
result are more price sensitive. Thus, the house advantage tends to be lower for slot
machines for casinos that cater to local players than for those that cater to tourists;
for example, in 1998, the house advantage for gaming devices on the Las Vegas
Strip, which caters to out-of-state tourists, was 5.92 percent, whereas for the Boulder
Strip a few miles south, which markets itself primarily to local residents, was
4.26 percent (State Gaming Control Board, 1998). Of course, locals are more
single-minded consumers of gaming services and therefore locals’ casinos compete
more on price of all offerings, including gaming and food. Tourist-oriented casinos
compete more on guality and product differentiation.

Another example of price sensitivity can be seen with rouletie. Both American
and European roulette pay 35 to one on single number wagers. American roulette,
with the numbers 1 to 36, a zero and a double zero, has 38 equally likely outcomes,
. whereas European roulette, with only a single zero, has 37 outcomes. As a result,
American roulette is approximately twice as expensive to play as European rou-
lette.” Because of this, roulette is a fairly minor table game in the United States; in
Nevada it generated only 8.3 percent of the table game win in 1998 However, in
other countries, roulette is often the dominant revenue generator among table
games. In the United Kingdom, for example, roulette generated 61.4 percent of the
“drop” (purchase of chips) and a similar percentage of the table game winnings in
1997 (Gaming Board for Great Britain, 1998).

The extent of market competition among casinos also puts downward Pressure
on prices of casino games. Nevada is undoubtedly the most competitive casino
market in the world, and as a result, the house advantage that prevaiis in its games
tends to be lower than in less competitive markets. For example, in 1997, the house
advantage for all gaming devices in Nevada was 5.11 percent, whereas in Atlantic
City, with only a dozen competing casinos and no slot machines permitted outside
casinos, the house advantage for all gaming devices was 8.4 percent (Donaldson,
Lufkin & Jenrette, 1999).

®The house advantage for most wagers at American roulette is (2/38) or 5.26 percent, whereas
European roulette has a house advantage of {(1/87) or 2.70 percent.
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Market Structures and Ownership Regimes

A wide variety of approaches have been undertaken to promote the public
interest and to mitigate percéived social impacts from gambling.

The best place to look for an example of highly competitive casino markets is
the state of Nevada. Nevada possesses a respected regulatory structure that oversees
the most laissez faire casino industry in the world. Providing comnmercial gambling
services in Nevada requires a license from the State Gaming Control Board (Cabot,
1995). The fundamental requirements for licensing in Nevada are meeting probity
standards and access to legitimate financial capital. An unrestricted gaming license
permits the licensee to operate any number of gaming devices and table games,
though local ordinances can constrain location and size, and require certain
amenities. Altogether, there were over 400 unrestricted gaming licenses in Nevada
in 1998, of which about 230 generated annual gaming revenues of $1 rmullion or
more. However, economies of scale and scope in Nevada’s casino industry have led
to a high concentration of revenues, and an even higher concentration of profit, in
the hands of the largest gaming companies and operations.

Other states have attempted to limit gambling to particular cities or particular
types of operations. New Jersey, for example, mandated a wide variety of size, design
and product mix conditions that effectively limited the industry only to large
gaming operations in a single city. At the time the enabling legislation was enacted,
there was concern in New Jersey that a Nevada-style approach, allowing small and
medium-sized operators into the market, would make control difficult and would
invite organized crime and other chicanery into the industry (Sternleib and
Hughes, 1983). :

The approach taken in the mining town casino communities of South Dako
and Colorado effectively limited casino gaming operations to specific districts in
the towns and into qualifying—typically historic—structures. Furthermore, South
Dakota Hmited licensees to no more than 30 games or devices each. As a result, the
casinos in the four towns of these two states have involved a large number of small-
to mid-sized operations, with limited product differentiation. The size and zoning
constraints, along with limited maximum wagers, also prevent the kind of evolution
of the industry that has characterized Nevada.

The riverboat states have generally chosen legislative models that limit supply
below what the market could bear, and encourage regional monopolies or oligop-
olies. This created significant economic rents and, in some cases {like Louisiana)
has led to allegations of corruption in the bidding processes for the allocation of
limited gaming licenses (O’Brien, 1998, pp. 98-125).

Mississippi, on the other hand, followed the Nevada model. As a result, it has
seen its casino industry evolve in a market-driven fashion that has allowed the
industry to develop multidimensional destination resort centers—particularly in
Biloxi and Tunica County—that offer a wider variety of non-gaming amenities, such
as accommodation, food product, outdoor recreation, and entertainment, than is
typical in other riverboat states.

The urban casinos that were authorized in New Orleans and Detroit were an
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attempt to create exclusive franchises. The philosophy was that such casinos would
concentrate positive economic impacts more than competitive alternatives; they
would be easier to regulate and control; and it would be easier for state and local
governments to extract economic rents for public purposes from such operations.
However, New Orleans has had allegations of corruption and a bitterly contested
bankruptcy, an experience which provides a cautionary example of what might
happen if governments try to extract too much in the way of economic rents
(Ritvo, 1997).

In other countries, outright government ownership of casino operations is
often favored, as in Canada, Holland, Austria and the Philippines. With the
exception of Ontario and Nova Scotia, these government monopolies are also
operated by government organizations. As a result, they can be more influenced by
political considerations and objectives besides profitability, and are subject to many
of the same inefficiencies which apply to other governmentrun enterprises. In
contrast, the Australian approach to permitted casinos adheres to a philosophy of
allowing monopoly casinos in major cities, as well as in a few destination resort
iocations (Mossenson, 1991). However, all Australian states besides Western Aus-
tralia also permit gaming devices to operate outside of casinos, which tend to
absorb much of the demand for casino-style gaming and thus reduce the ability of
the monopoly casinos to extract rents. The approach in these jurisdictions—when
private operators are involved—is to use competitive bidding processes to award
licenses. However, in Malaysia and Macao, governments granted exclusive monop-
oly casino franchises to private operators without going through an initiative or
legislative process (Cabot, Thompson and Tottenham, 1994).

Constraints on Permitted Gambling and Effects on Profitability

From society’s perspective, what sets gambling aside from many other com-
modities is its longstanding relegation as one of the “vices.” Along with alcohol,
tobacco, illicit drugs, and the commercial sex industry, gambling has historically
been a morally questionable and controversial consumption activity (Eadington,
1998). Along with the other mentioned vices, it has been subject to a wide variety
of controls, ineluding restrictions on where gaming can take place; prohibitions
against or limits on advertising and the granting of credit; maximum limits on
wager size or amounts players are permitted to lose; restricted hours of operation;
and curbs on the types of games or gaming devices that might be offered. The
variation of resirictions can range from strict prohibition to relatively uncon-
strained permission.

However, when the provision of a vice is legally Himited, demand does not
vanish, and there will often be an opportunity to capture excess profits by meeting
that demand. Such opportunity may have particular appeal for entrepreneurs or
organizations willing to work outside the law and without the protection of con-
tract. Thus, when a vice, such as gambling, is prohibited or sharply limited, it can
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lead to underground economy dealings that have significant social costs and
consequences of their own (Reuter, 1983}

Much of the casino gaming that was authorized in the United States in the
1990s placed considerable limitations upon the size, type, or number of casino
facilities; the terms and conditions under which customers could gamble; and the
locations where gambling was allowed to take place. The effect in various jurisdic-
tions, especially in the short term, was to create situations where providers of
gambling services— or other economic stakeholders—were able to capture signif-
jcant amounts of economic rents. Table 3 presents a summary of constraints for the
eleven states that had legislatively authorized casino gaming by 1999.

In some cases, the constraints were significant in preventing the market from
reaching a competitive equilibrium. For example, in Illinois, the combination of
restrictions to no more than ten riverboat gaming licenses and 1,250 “gaming
stations” per license resulted in a considerable undersupply of casino gaming
product, especially in the Chicago metropolitan area during the first few years of
riverboat casino operations. (A gaming station is a place—a slot machine or a seat
at a gaming table—where a customer could gamble.) The economic rents captured
by the state’s riverboat casino operators, especially those operating near Chicago,
eventually led the legislature to increase the maximum percentage tax on casino
winnings from 20 percent to 35 percent in 1997.

Such constraints can create disadvantageous competitive conditions in com-
parison to other regional gaming alternatives. For example, Iowa passed restrictive
legislation allowing riverboat gaming in 1989, but legislation later passed over the
next two years in Ilinois and Mississippi was less confining. Soon thereafter, three
of the five original Iowa boats left the state for more accommodating new gaming
markets in Mississippi. In 1994, new lowa legislation removed a mandated cruising
requirement, as well as limits on wager size and overall losses. As a result, in local
markets that bridged the two states, market share going to Iowa's boats jumped
from about 30 percent to 70 percent overnight (Nichols, 1998). The pressure then
shifted to THinois to relax its restrictions. This pattern of states leapfrogging each
other to reduce their original restrictions on gambling is a common one.

One of the more interesting dimensions of casino gaming legislation is
whether there is any linkage between statutory or regulatory constraints and the
actual mitigation of perceived or real social imapacts. In retrospect, many of the
constraints imposed in new jurisdictions have turned out to be more symbolic than
real in providing protections against adverse social effects that might be associated
with permitted casino gaming.

Rules that mandate that riverboat casinos make actual cruises are a case in
point. Supposedly the primary purpose for mandated cruising for riverboat casinos
is to provide protections for customers against their own potential excesses by
limiting what they can lose on a particular excursion, and to protect communities
against the adverse “neighborhood effects” that land-based casinos might bring
about. However, there is no evidence that suggests customers will get themselves
into more or less difficulty with their gambling with mandated cruising than
without, and there is no evidence that suggests mandated cruising alters neighbor-
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Regulatory Constraints and Legislatively Authorized Casinos, 1998

#of 1998

State {Date of Casinos Gaming

Enabling {Maximum  Revenues, Credit

Legislation) Allowed ) {$omillion) Lacation Allowed? Wager Limits Loss Limits

Nevada 230 $8,065  local zoning yes none imposed none
(1981}

New jersey 13 $4,045  Atlantic Gity yes none imposed none
(1976) only

Towa® 3 N/A navigable rivers RO $5 maximum  $200 per
{1689) excursion

Towa* 12 $496  navigable rivers no none imposed none
(1994)

Hnois” 0(10) $1,107 navigabie rivers yes none imposed none
{1990}

Mississippi® 29 $2,177  designated yes . none imposed none
(1990) waterways _

Louistana® 14 (15) $1,32%  designated yes none imposed none
{1991) WAtCTWaYS

Louisiana® o $0 site of yes none imposed none
(1992} Convention

Center

Colorade 51 $479 3 designated no $5 maximum none

(1990) mining
towns

South Dakota 53 $44  Deadwood only no $5 maximum none
{1988)

Missouri® 12 $853  designated no none imposed  $500 per
(1992} walerways excursion

{ndiana® 11 (1Y) $1,3%9  -designated yes none imposed nene
(1995) waterways

Michigan® 0 (3) %0  Detroit only yes none imposed none
(1996)

* As of 1998,

® Riverboat casinos.

¢ jowa relaxed vestrictions on its riverboats in 1994,

© Specified downtown location.
N/A not applicable.

hood crime in comparison to land-based casinos. However, the Iowa/Illinois expe-
rience demonstrates that customer preference is against mandated cruising. Com-
panies involved in operating riverboat casinos have little interest in cruising their
boats; by doing so, they increase their costs of operation and the risks of maritime
accidents while undermining their customers’ preferences. Local governments
must provide adequate safety and rescue resources for cruising riverboats in case of
accident. Furthermore, cruising adds to problems of land-based traffic congestion
and queuing as customers must adhere to the fixed cruising schedules while getting
on and off the boats. The only obvious beneficiaries of mandated cruising are those
economically inked to maritime operations.

At best, riverboat casino legislation is 2 means of i imposmg restrictive zoming on
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casinos in political jurisdictions and otherwise limiting the popularity and extent of
gaming’s presence. However, the rules on mandatory cruising have to be consid-
ered either economically inefficient or just plain eccentric; one could describe it as
regulation by inconvenience. As might be expected, in those states with mandated
cruising requirements for riverboat casinos, there has been ongoing political
pressure to remove the requirement and thus “rationalize” the riverboat casino
mndustry.

The purported intent of establishing constraints on casino operations is to
mitigate some of the social impacts that might be associated with less restrictive
gaming, or else to concentrate the positive economic impacts from casino legaliza-
tion on investment, job creation, and development into certain geographic areas.
However, unintended side effects of such constraints include reductions in overall
demand for casino gaming from potential customers because of the inconveniences
involved; increased economic rents accruing to Operators or Lo the government in
the form of excise taxes when artificial barriers to entry limit supply; and dampened
incentives for the casino industry to develop more fully non-gaming complemen-
tary amenities—such as hotels and entertainment venues—because of lower ex-
pected return on investment. Some restrictions, such as prohibitions against a
casino granting credit, or forbidding the use of bank debit cards in gaming devices
or at gaming tables, undoubtedly lessen the amount of “imp{ﬂse spending” by some
casino customers. However, the impact of such rules on social costs are difficult to
measure, as is discussed in the next section.

Cost-Benefit Analysis and the Rationales for Legalizing Casinos

The potential gains from allowing casino gambling can be usefully grouped
into three areas. First, many of those who gamble do so in moderation and receive
enjoyment from the overall entertainment experience, and their gain in uvality
should be counted as a benefit. However, in society’s overall cost-benefit calcula-
tion, the comsumer surplus portion of benefits derived from consumption of
gambling services tends to be discounted; the extent of discount is related to the
strength of moral criticism that gambling receives in the society considering it.

The public policy arguments in favor of legalized casino gambling have paid
littde attention to the wants and whims of potential customers of such gaming
activities. Rather, legalization of casino gaming has been viewed more as a means
to achieve ends of “higher purpose.” The higher purpose can be fulfilled by
capturing and directing the economic rents that arise when the state legalizes a
previously prohibited but popular activity. A second area of gains from casino
gambling are the promises of anciliary economic benefits from having a casino,
such as job creatiomn, investment stimulation, tourism development, economic
development or redevelopment, urban or waterfront revitalization, or the improve-
ment of the economic status of deserving or underprivileged groups (Economic
Development Review, 1995).

Historically, casinos have often been introduced to capture economic benefits
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from “exporting” casino gaming to customers from regions where the activity is
prohibited. Jurisdictions that legalized casinos were often resource poor, or under
economic duress. One or both of these factors apply to Monaco (1863), Nevada
(1981), Macao (in the early 20th century), the Caribbean {1960s), and Atlantic Gity
(1976), and help explain why many of the newly authorized American jurisdictions
were keen on having casinos. East St. Louis, Hlinois, Gary, Indiana, Tunica County,
Mississippi, Shreveport, Louisiana, New Orleans, and Detroit have experienced
varying degrees of economic distress in recent years. It was believed that casinos—as
long as they could bring about injections of spending from outside the area—would
create jobs, stimulate local investment, and enhance local gbvernment revenies.

Various studies have documented the econormic gains and growth stimulated
by communities and regions from their newly introduced casino industries (Arthur
Anderson, 1997; Walker and Jackson, 1998). Howevet, the methodology to distin-
guish fully between absolute measures of economic impacts and incremental
impacts—in comparison to what would have taken place in the absence of casino
authorization—is still.in need of considerable refinement.

A third benefit from the legalization of casino gambling is as an additional
source of revenue to the public sector. Maximum (ax rates on gross gaming
revenues in American casinos range from 6.25 percent (Nevada} to 35 percent
(INinois). Taxes on casinos are not an important source of public sector revenues
for rhost states in the United States; only Nevada is heavily dependent on casino
gaming tax receipts. Nonetheless, non-Indian casinos paid over $2 billion in taxes
to the various states on gaming revenues in 1997, and Connecticut’s two Indian
casinos paid $236 million to the state that year. In comparison, states generated
revenues of approximately $10 billion from net proceeds of lotteries (after ex-
penses and payment of prizes) in 1997.

This “second class” status of gambling as a commodity—and of gamblers as
customers whose demands are not fully respected in the public policy formulation
process— has created a volatile political environment for permitted gambling. In
effect, a good portion of the desirability of gambling as a commercial activity is
dependent upon its ability to fulfill ancillary economic objectives. Casino gambling
is valued for what it can do rather than for what it is. '

On the other side of the costbenefit calculation, at least some of the opposi-
tion to gambling is a straightforward moral disapproval, which I will not discuss
further here. In addition, the public opposition to the spread of casino-style
gambling has been driven mainly by fears of adverse social impacts. Some examples
include: pathological or excessive gambling and related consequences; neighbor-
hood crime issues linked to casinos, such as burglaries, robberies, prostitution, loan
sharking, and drug dealing; political corruption and other compromises of law
enforcement or judicial processes; and infiltration of gambling operations by
criminals, organized or otherwise. Many of these issues have not yet been ade-
quately researched, so their actual linkages to casino gaming are not well-understood
(Margolis, 1997).

The most important of the social impacts are related to the phenomenon of
“problem” or “disordered” gambling. Our understanding of the social costs of
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problem gambling is limited because, until quite recently, little public policy
research was conducted on the topic—and even the work done was of varying
quality and was difficult to compare {Schaffer, Hall and Vander Bilt, 1997) or
suffered from weak methodology (Thompson, Gazel and Rickman, 1997). The key
guestion is not whether problem gambling is harmful—more or less by definition,
it surely is. Problem gambling can and does result in significant personai disrup-
- tions and even tragedy. The hard issues are the extent to which problem gambling
is increased by legalization of casinos, and the difficulties of separating pérsonal
costs and social costs.

Studies have recently attempted to identify the extent of social costs linked to
changes in the legal status of gambling and place it into a benefit/cost setting. For
cxample, a National Opinion Research Center {1999) study, prepared for the
National Gambling Impact Study Commission, estimated that about 2 percent of
U.S. adults have had moderate to severe problems with gambling in their lifetimes,
and about 1 percent have experienced such problems in the past year. They
estimated costs to individuals or society from such effects as poor physical and
mental health, job loss and unemployment, at between $1,000 and $2,000 per year,
with additional “lifetime” costs from divorce, bankruptcy or arrests of $5,000 to
$6,000 per affected individual. Applying these estimates to 200 million American
adults, a crude measure of costs per annum of problem gambling might be about
$8.5 billion, of which $3 billion is in the category of annual cost {1 percent of 200
million adults multiplied by annual costs of $1500), and about $0.5 billion is in
amortized lifetime costs (2 percent of 200 million adults multiplied by lifetime costs
of $5500, spread over a 50-year average adult hfetime).

However, studies in this area are fraught with conceptual difficulties and are
supported by only limited empirical evidence (Walker and Barnett, forthcoming).
Many of the costs identified are internal to the individual or the household, as
opposed to external—borne by society—and are therefore difficult to place into a
cost/benefit framework. Furthermore, if one were interested in estimating the
opportunity costs of legalized gambling, the appropriate basis for comparison
would include costs that accrue under a reasonable alternative legal status; that is,
if gambling were either totally prohibited or permitted without any constraints,
each state of nature would have its own non-zero costs of problem gambling
associated with it. Thus, the existing estimates are of limited usefulness and require
further interpretation.

If a local community carries out an informal benefit/cost framework as its
justification for legalizing casino-style gaming, certain types of gaming are going to
be inherently more acceptable than others. Jurisdictions that are able to become
net exporters of gambling services—by attracting a high proportion of their
customers from outside the region—uwill be able to generate considerably greater
incremenial local economic benefits than those jurisdictions whose casinos cater
predominantly to local clientele (Eadington, 1998). In similar fashion, casino
markets that cater primarily to tourists or other nonresidents will experience less
visible negative social and political impact than those whose customers are their
neighbors. Thus, destination resort casinos, such as those found in Nevada, Atlantic
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City, or Mississippi, will meet with stronger political acceptance than urban or
suburban casinos, such as those found in Missourt or upstate Illinois and Indiana.
In a similar vein, casino-style gambling permitted outside of casinos—such as with
slot machines, video poker machines, or video lottery terminals placed in bars and
taverns or other age restricted locations—will score lower on the benefit/cost
computations, and will therefore meet with greater political opposition prior to
implementation, or greater political backlash if they become established.

The Future of Commercial Gaming

For the past three decades, the driving force behind the growth of casino
gaming in the United States and in many other countries has been that state and
national governments have relaxed their earlier rules limiting casino gambling.
However, in the immediate and intermediate future, advances in gambling tech-
nologies may create a new set of public policy questions.

Slot machines—unow electronic gaming devices—are likely to continue to be
the gaming products of choice in jurisdictions that permit them. But the traditional
slot machine—insert a coin, pull 2 handle—will likely become as obsolete as the
Model A Ford. The guts of the modern gaming device are already dominated by
computer chips, high resolution graphics programming, and random number
generators, rather than the flywheels and tension springs of the old slot machines.
Games within games, mega-payouts, branding with popular television games and
pop culture logos, 2 wide variety of bonus pays and other player incentives, and
allusions to skill and fantasy, are already supplanting the impersonal and monot-
onous spinning reels based on pure chance. The new machines are increasingly
fueled by bill acceptors or credit card swipes, and operated with button pushes or
touch screens. As in other areas of modern life, it is likely that in the gambling
industry we are only seeing the beginning of an ongoing wave of innovative changes
driven by new computer-based technologies.

The level of policy tension surrounding such gambling activity is hkely to
increase. Competition among manufacturers is pushing the cutting edge of what
makes such devices successful, entertaining and popular: the excitement or “adren-
aline” factor inherent in the games. The combination of imumediate electronic
access to funds, and the impulsiveness that fast action gambling can encourage,
may lead to a greater degree of excessive spending on gambling by many consum-
ers. Overall, gaming devices have indeed become more productive in recent
years—measured in win per unit per day—by increasing the rate of play, the ease
with which one can enter money into the machine, and the psychological appeals
to players seeking what machines can offer them.

Such enticing gaming devices might be judged acceptable in destination resort
casinos such as those found in Las Vegas, Atlantic City, or Biloxi. However, these
machines also can be easily located in local retail or entertainment outets. In fact,
Internet gambling and variations of interactive television gambling are already techni-
cally possible and—in varying degrees and locales—available. Thus, the technological
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ability has arrived to deliver the most popular, the most exciting, and perhaps the most
addictive forms of gambling into one’s living room, bedroom or office.

There is an evolutionary trend for permitted gaming that parallels what has
occurred over the decades with the movie industry. The 20th century has seen the
distribution of commercial movies to the general public evolve from center city
theaters of considerable stature and architectural quality, to suburban shopping
malls in the form of multi-screen complexes, and into the home in the form of
videotapes, pay-perview and cable channels. The future promises on-demand
downloading of digitalized movies into computerized home entertainment centers.

The evolution of casinostyle gaming has been following a similar path. The
present trends suggest casino-style gaming is moving or will be moving from site-
specific destination resort mega-casinos serving broad markets, like Las Vegas and
Atlantic City, to urban and suburban casinos and entertainment centers that are
smaller and more differentiated and that serve a more localized market, and then on
to various gaming opportunities in the home or the neighborhood.'® As permitted
gambling gets closer to where people live, criticism of its negative effects are likely to
increase. After all, most societies have prohibited most forms of gambling for almost all
of history. When casino gaming has been permitted in the 19th and 20th centuries, it
was either located away from where most people lived, or was restrictive with respect to
who could gamble. These conditions have changed, and as a result, we will probably see
ongoing political tensions regarding gambling and public policy.

The current controversy over Internet gambling poses an interesting illustra-
tion of the varying tensions that new technologies, latent demand, concern over
social impacts, and protection of existing established markets bring into play.
Without legal status and credible regulation, customers of Internet gambling would
run the risk of getting involved with gambling schemes that might be rigged, and
would have no assurance that winnings would be paid. Furthermore, there are few
controls to prevent minors, or other vulnerable groups, from participating. In the
United States, legislation to ban Internet gambling was entertained by Congress in
1999, with the support of the casino industry and various other gaming interests.
The broad strategy was to keep Internet gambling on the fringes of commercial
gaming by creating criminal or civil penalties for suppliers and Internet providers.
This would also keep mainstream corporations—who would have the resources and
credibility to provide consumer protections—from becoming purveyors of Internet
gambling services (Cabot, 1998). In contrast, varions countries, including Australia
and New Zealand, have moved forward with enabling legislation to authorize,
regulate and tax Internet gambling operations, opening the door to legitimizing a
new sector of the gaming industry. In the light of the difficulties of constraining
Internet commerce at the borders of political jurisdictions, Internet gambling
promisesto provide ongoing controversy and challenges. :

An additional complication will come into play if, as gaming becomes increasingly

¥ There is a tendency for existing gaming industries to oppose further expansion of casino-style gaming
because of potential erosion of profitabifity. Thus, Atlantic City interests have opposed casinos in
Pennsylvania, and Nevada casinos have opposed the spread of Indian gaming in California.
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available and therefore more subject w0 competitive eCONOTMIC pressures, eCONOMIc
rents diminish. If, at the same time that the rents from such activity are diminishing,
permitted gambling is increasingly successful at drawing business away from other
more “legitimate” activities, such as restaurants, bars and taverns, or movie theaters,
such industries may act as leaders in efforts to roll back the availability of gambling.
American society is ambivalent about the desirability of permitted gambling, and
is struggling to find a comfortable balance. If new technologies push gambling to
unacceptable levels by making it too available, too exciting, and too dangerous, public
acceptance of gambling could ‘reverse itself. It is not inconceivable that permitted
gambling could be made less available should the body politic dedide that what is
gained from gambling—including the pleasures of the activity itself—cannot Justify the
social disruptions and economic dislocations it brings about (Rose, 1991). But in the

light of current trends or attitudes, this possibility is not yet an even money bet
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When assessing and reviewing opportunities for casino developments in new
jurisdictions, what is the essential information that must be gathered and
processed?

Almost by definition, significant investment " opportunities for gaming
companies occur outside the “mature” markets that increasingly characterize
many of the jurisdictions where such companies have located their primary
assets. indeed, Las Vegas may be one of the few exceptions to this
generalization. As a result, many of the established gaming companies have
been looking far a field for potential new casino projects that might sustain the
typically high returns on invested capital that used to prevail in more familiar
markets before they became “mature.”

This has led to a situation of exploring opportunities in new “foreign”
jurisdictions, far from the home office, often in foreign countries in various
corners of the world. In the past few years, we have observed such
opportunities arise in new and potential gaming jurisdictions such as the United
Kingdom, Macao, Singapore, and even Pennsylvania. However, as was
demonstrated in 2005 in the United Kingdom, not all expectations in such
venues will necessarily be realized.

Any gaming company considering development opportunities in such “foreign”
jurisdictions—and wanting o compare them against other potential
investments—should first establish a framework against which the risks and
potential rewards of such propositions may be tested. That framework should
realistically assess the company’s vision, core competencies, expertise, and
strategic goals. Beyond that, there is also a need to establish which of all the
alternative opportunities the company may-—or should—pursue.

The factors influencing this kind of decision-making are geographic, cuttural,
political, legal, and legislative. The assessment process for “foreign” projects
should also evaluate the challenges posed by foreign language (if relevant}, the
jurisdiction’s foreign investment criteria, the market’s likely competitive
dynamics, and expected market demand. When an opportunity emerges that
appears to be attractive and generally meets the company’s framework, then
much more detailed information gathering and analysis becomes necessary.
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The types of information that may be useful in assessing promising
opportunities are: :

1.

Background demographic information on the country and its sub-
jurisdictions (provinces, states, and/or counties) in general, and the
proposed casino location in particular. This means understanding the
population base within 15 minutes, 30 minutes, 45 minutes, 60 minutes
and 120 minutes travel time from the proposed venue. It is also
important to know how wealth is distributed in these bands, (i.e. are
middle and upper income citizens some distance away from the
proposed location, for example, in the country’s or province’s capital
city? Is it realistic to expect that they would travel to this location?)

. Tourism versus locals’ potential for the market. Should the project be

geared only for those local citizens within easy traveling distance from
the casino? What is the potential for that market segment? Is the country
or region already attractive for overseas and domestic tourist visitors? Is
there already an existing tourism sector—with appropriate
infrastructure—in the vicinity of the proposed casino site? Might the
casino project grow that tourism market substantially? Is there likely to
be significant competition for such tourism from other casinos in the
region?

. License provisions and certainty. How do you gain a good

understanding of what the government is really offering? How valid and
stable will their offer remain over time? Are they experienced in
working with private sector companies, and do they have a reputation
for keeping their agreements? Will this project be welcomed by the
public at large, or will it generate backlash or resentment? What
happens if the opposition party comes into office during development or
afterwards?

. Exclusivity. How certain is it that any exclusivity granted will be

maintained for a reasonable period of time, or for the time initially
signaled by government? Are there other forms of permitted gambling—
legal or illegal but tolerated—that might erode the casino market.
(Gaming devices permitted in bars and taverns might be an example of
such a competing product.) Are there neighboring jurisdictions that
might replicate or exceed the offering of this government in trying to
attract their own projects?
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. Location specific information. In what condition are the transportation
infrastructure and utilities infrastructure in and around the proposed
location? What other tourism amenities or facilities in the vicinity might
be complementary to this project? How far is the venue from the
nearest interpational airport?  Are there specific constraints in
foreigners’ ability to cross the border or to get through customs to visit
this location?

. Bidding Competition. To what extent does the company have an “inside
track” on this particular project? Are other major gaming companies
aware of this opportunity? Do they have political links or business
partners within the jurisdiction that might provide them any kind of
advantage? Are their government contacts and partners better than your
government contacts and partners?

. Project concept and timing. Does this project depend on pending
legistation? If so, how long before legislation is enacted and contracts
can be signed? How much risk is there that the legislation will change
significantly before passage? How much work is required by the
company in terms of specific project details, such as architectural
renderings or design particulars, before finalization? ~ What are the
anticipated capital costs of the project and how predictable are they?
What are the construction conditions that prevail in the region?

. Project financing. What financial arrangements will be made with local
banks, the company’s banks, and other sources of financing? How will
financing be divided between debt and equity capital? How much equity
capital will the “selected company” need to put forward?

. Deal structure. Will the company be expected to bring in local
partners? If so, what will be their contributions—both financially and in
terms of expertise offered—that might enhance the value of the project?
Are these partners that the company would engage if they were not
required to do so? Will the partners and the entire deal be acceptable
to regulators in the company’s home jurisdictions? What is the situation
on the ownership of the site?
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10.Gaming tax rates and duties. What are the tax rates and other
assessments that will be applied to operations? Are there any “Taxes in
Kind” that the government will require, i.e. infrastructure projects,
convention centers, other tourism amenities unrelated to this project,
etc. Can you have confidence that, once the project is built and
operating, government will not increase the tax rates and assessments?

Realistically and carefully answering the above questions is critical in dissecting
and assessing the value and risks of the opportunity. From an economic
perspective, it is important to understand how large the gaming market might
be, from both a “locals” and tourism perspective. This requires a detailed
assessment of the market, the likely penetration and visitation rates amongst
the local population, and spend per visit estimates, to project potential levels
of gross gaming revenues. These results can then be checked against gaming
spend data from comparable markets and measured as a proportion of
household disposable income to check their reasonability.

At this point, a simple profit and loss model can be constructed that assess cost
structures relevant for the market under consideration and project profit
potential. This should result in a (hopefully) realistic EBITDA (Earnings, Before,
Interest, Taxes, Depreciation and Amortization) estimate. From this, it is
possible to assess how much capital spend is “required” to deliver this level of
profit at an acceptable level of return on investment.

Comparing this result to the projected capital outlay for the project will
provide insight into the potential value creation of the project. The greater the
gap between the “required” capital outlay and the projected capital spend,
the more value that will be created for ‘the company. This can then be
adjusted to accommodate development risk, as well as reinvestment and
expansion contingencies of the project.

Anther way of estimating “value created” is to take the projected EBITDA and
multiply it by a valuation multiple (i.e. 8-10 times EBITDA), thereby estimating
an Enterprise Value. Deducting total development costs from the Enterprise
Value provides an assessment of the net value created by the project. This
relatively simple - framework allows for an initial assessment of the
attractiveness of this project in comparison to other company projects under
consideration. '
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Picking winners for a company is achieved through determining which projects
most closely align to the company’s strategic objectives and which ones
ultimately create the most value. Among that group may be intriguing
“foreign” investment opportunities that are attractive due to their significant
promise, but which also pose greater levels of risk.
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Kansas Lottery Gaming Fuacility Review Board

STAFF AGENDA MEMORANDUM
DATE OF MEETING: January 29, 2008

AGENDA ITEM: Discussion, cphsideration and possible action on authorizing tours of
gaming facilities in Clark County, Nevada, by Review Board members.

PRESENTER: Jay Hall, Review Board liaison

ISSUE SUMMARY: During its December 20, 2007, meeting, the Board expressed
interest in touring facilities of similar scope and size to the proposed Lottery Gaming
Facility developments in Kansas. Staff has exchanged ideas with Walt Hawkins, who has
agreed to design a tour of facilities that will meet the requirements of the Board. His
proposal is attached.

Mr. Hawkins has agreed to provide each tour at a flat rate of $2200. Because of the
restrictions placed by the open meetings act, no more than two board members could be
on each tour. The tour would consist of a three-day, two-night trip and visit several Clark
County facilities of similar size to the proposed Kansas facilifies.

These tours will not include facilities owned and/or managed by any potential gaming
manager in Kansas. This tour would consist of not only site visits but also seminar
sessions designed fo acclimate participants on gaming ferms and processes. Mr. Hawkins
will work to develop a casino “behind the scenes™ tour to familiarize the Board with all of
the aspects of the gaining operation.

BOARD ACTION REQUIRED/REQUESTED: Authorize the executive director to
contract, subject to state law and regulations, with Mr. Hawkins to provide these facility
tours.



Hawkins Consulting Services, LLC

Walt Hawkins Hawkins, Wait@gmail.com
6600 Amelia Earhart Suite C 0-(702) 896-2425
Eas Vegas, Nevada 89119 C- (702) 498-6969

January 10, 2008

Stephen Martino

Executive Director

Kansas Racing and Gaming Commission
700 SW Harrison, Suite 420

Topeka, KS 66603

Dear Mr. Martino,

Please find following and attached various ideas to facilitate on-site review,
discussion and education regarding gaming facilities in Nevada that are similarly sized
and configured to gaming operations as those being considered in Kansas. This
program would be made available for any personne! suggested by your department, but
will be geared towards commissioners, legislators or staffers from the State of Kansas
that will be involved in the process of approving and on-going regulating/monitoring of
gaming operations within your state. Specifically, the properties that will be visited and
toured will be within the County of Clark, which includes the city of Las Vegas. Las
Vegas proper actually only consists of the downtown casino area and one or two ‘north
strip’ properties that would not be relevant properties for your consideration.

Our proposal specifically includes Clark County due to the multiplicity and types
of gaming/entertainment properties available to review. Clark County, as you can
imagine, represents not only the most diversified gaming operations in North America,
but also represents a critical mass that cannot be duplicated elsewhere. For us to
propose a similar type of tour at another venue would require the need to visit as few as
two and as many as three separate city/states. Additionally, the economics of several of
the properties targeted in Clark County will more closely match that of the various zones
that have been created in Kansas. By that, we offer that between the casino zones
referenced and the racetracks that will offer slot machines, the visiting population base
will range from a combination of a “iocals/regional destination market” venue o an
almost completely “locals’ market place. All of the various gaming market types can and
will be visited and toured while here in Clark County.

It is our opinion that a very thorough review, including mini-seminars, could be-
prepared and delivered in a period of time that would involve a three day time frame,
inclusive of travel.



The following schedule includes the first couple of hours of sitting down and
preparing all in attendance for what will be accomplished over the next day and one
half, by explaining the plan and attempt to accommodate any last minute changes or
requests that were not previously communicated or anticipated. This discussion would
also include general discussion on gaming terms and nomenclature. Various generai
concepts and techniques will also be identified and explained prior to ‘strapping on our
walking shoes’. Besides casino tours, HCS staff is uniquely experienced in
Racing/Gaming venues and will be available to discuss any/all questions related to these
properties.

HCS will provide transportation to, during and from the specific properties toured
and our office, including back to your hotel. -

Due to the uncertainty of the time frame in which tour(s) might take place, there
may be a necessary change in the properties reviewed, thus in the attached proposed
schedule we will generally list the targeted sites to visit and refer to them as ‘site 1, 2,
etc. HCS will make every attempt to ensure that all relevant points are covered in a
- similar fashion regardiess of the actual properties visited and toured. In some of the
properties visited we will simply do a walk-through, referencing general design and
concept issues, as any tourist/customer might also see them. In at least one, and
possible more of the properties visited we will present a ‘behind-the-scenes’ tour that
may include any or al! of the following, gaming operations, hotel operations, food and
beverage, human resources and employee management, casino marketing etc.

Historically, HCS and related companies have only structured fees in a monthly
retainer form, but for these purposes, we propose to facilitate the above, in the time-
frame suggested for a per ‘tour’ fee of $2200. This is irrespective of how many will be
in attendance.

We hope that this proposa! is considered to be of value to your education and
preparatory process and we are available for discussion, adjustment or reevaluation as
needed. Significantly more data and detail of events can be made available via
telephone conversation or in writing as we get agreement on needs.

Further we hope to continue our relationship with your efforts in Kansas and
remain available to assist on several other areas of issue/needs that you made note of in
your e-mail dated January, 8, 2008.

Respectfully submitted,

Walt Hawkins



Suggested Schedule (subject to your input, mutual reconsideration):

Day 1:
« Arrive LV mid-afternoon, or early evening
(Non-stop Southwest flights arrive at 3:20 and 5:50pm)
o Check-in
« If desirous, HCS personal will casually ‘walk the strip” for general review
e 8:00 pick up and transport to HCS office
« 8:30 - 10:30 general discuss on schedule, terms, goals/objectives
e 10:30 leave for site 1
o 11:00 arrive site 1, tour outside, garage/parking
o 12:00 lunch at site 1
e 1:00 continue tour of site 1

s 2:00 leave for site 2

° | 2:30 arrive site 2 ( designated as first part of operations, behind-the-scenes
tour)

« 5:00 leave for hotel (time available for review and/or free time, etc.)

« 8:00 pick up and transfer to site 3
s 8:45 arrive site 3, detailed tour (behind the scenes)

e 11:00— 12:00 ramp up, joint lunch to clean up open items
(Non-stop Southwest flights leave LV at 12:15 & 3:20, for 5:05 & 8:10 arrival)

Hotel rates could be obtained, reviewed and recommended by HCS staff for and
~ according to state procurement needs/approvals.

Site recommendations could currently include, but not be limited to: Sun Coast Resort
and Casino, Red Rock Station Resort, Aliante Resort (under construction), Green Valley
Ranch, Rio Suites, Orleans Hotel/Casino, South Point Casino Resort, Sam's Town Casino
‘Mandalay Bay Resort and Casino. Most of the above mentioned properties represent the
capital construction range that has been discussed, with the exception of Mandalay Bay,
which would be one of the tourist oriented *strip” properties recommended.






