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Andy Lietz, Chairman October 15, 2009
PO Box 738
Rye, NH 03870

Dear Chairman Lietz

On behalf of The Lodge at Belmont I am presenting the enclosed materials
for review by the Gaming Study Commission. The lodge at Belmont is a pari
mutuel wagering facility, a Charity Games of Chance facility, and a Game
Operator Employer licensed by the NH Racing and Charitable Gaming
Commission. In fact we were the first facility and Game Operator to receive a
license from the state when the law was changed to allow charities to hire
Game Operator’s. The Lodge at Belmont is owned by Torguson Gaming
Group Inc. whose principle Marlin Torguson is a highly regarded pioneer of
Mississippi Gulf Coast gaming.

We currently offer simulcast racing on over 70 racetracks around the Country
and beyond. In 2009 the Legislature removed the requirement that
racetracks had to run live racing in order to offer simulcast racing. As a
result we did not offer live racing in 2009 and do not anticipate running live
racing in 2010.

We also offer charity gaming five days each week. Our games include
Roulette, Craps, Let It Ride, Three Card Poker, Blackjack, cash poker and
poker tournaments.

We enthusiastically support the addition of slot machines at our facility.
Given the background of Marlin Torguson we are confident that should slot
machines ever be approved for operation at The Lodge at Belmont we would
operate a very successful facility which would generate hundreds of jobs and
a sustainable revenue stream for the state.

However, slot machines are not the only opportunity for expanded and
enhanced gaming that could be successful in our state. We have adopted the
philosophy that we should seek to grow the business we are currently in by
looking for enhancements to our pari mutuel business as well to the Games of
Chance side of the business.
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Enclosed you will find information on one such product known as Instant
Racing sometimes called Historical Racing. This is a pure pari mutuel
wagering system that has proven very successful in Arkansas. Instant Racing
has recently been approved for use in Alabama and is under consideration in
several states. We see enhancements such as this as a way for us to continue
to attract customers to our facility and to maintain and increase the jobs we
provide.

The need to grow our business is obvious. Unless something is allowed that
will help us to grow I believe the pari mutuel industry in NH will be gone
within two to three years, perhaps sooner.

In 2009 the Legislature passed a tax on gambling winnings that applies to
pari mutual wagering. As a result we have seen a marked decline in wagers
from our out of state telephone account wagering customers. This has led to
lost state revenue and unless a change is made soon will lead to many lost
jobs.

Comparing our gross wagers through September 29 of this year to the same
period last year we are down over $14,000,000.00. State revenue for that
same period from our facility is down over $200,000.00.

I urge the Commission to focus some of your time looking at opportunities to
enhance our current gaming business and not focus entirely on the lure of
slot machines. There are many things the state could do to help grow our
business, create more jobs in this industry and increase state revenue that do
not involve slots.

On the charity gaming side there are opportunities that should be explored
that include allowing the playing of the games I mentioned above in their
electronic versions. I believe you should also explore increasing the statutory
bet limit of $4.00 to something more attractive to players. A $10.00 limit
would raise revenue for the charity and the state as well as the game
operators and would attract players who currently leave the state to play the
games we offer because our limit is too low.

Other areas you should consider enhancements in include bingo games and
Lucky 7 ticket sales. Again, there are many opportunities in the marketplace
to grow these businesses. Linked bingo, electronic bingo and electronic Lucky
7 tickets machines would all enhance the playing experience and keep NH
competitive.
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NH has not kept up with the evolving gaming market over the past twenty
years. We live in a technological age and we are still playing bingo and poker
the way they did in the 1800’s. We have not changed pari mutuel wagering
opportunities since 1991 when simulcast wagering was allowed. I encourage
you to look at all of these areas and I believe you will find that we can
enhance our current businesses in a reasonable manner to allow steady
growth with no negative side affects.

Thank you for your consideration of these matters. Please let me know if you
have any questions. I would also like to offer the Commission to come to our
facility for a first hand tour. If you are interested in doing that please let me
know and I will work that in around your schedule.

Sincerely

Rick Newman
Director of Government Affairs
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DETAILED LEGAL EXPLAINATION OF INSTANT

RACING

The attached petition was filed in Florida. The Division of Pari Mutuel
wagering denied the petition on the grounds that the current Florida statute
would need to be amended to allow them to approve Instant Racing.
However, the petition offers an excellent detailed description and explanation
of Instant Racing.
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THE
AT BELMONT

HISTORICAL INFORMATION ON WAGERING TRENDS

AT OAKLAWN JOCKEY CLUB IN ARKANSAS WITH

INSTANT RACING

Since 2000 Oaklawn Jockey Club in Hot Springs Arkansas has offered Instant Racing.
The attached information shows the handle [total wagers] on Instant Racing since it
began.

The EGS column which begins in 2006 shows the amount of wagers on Electronic
Games of Skill such as poker.

P.O. Box 306 * 1265 Laconia Road « Belmont, NH 03220
Phone: 603.267.7778 « Fax: 603.267.7667 « www.thelodgeatbelmont.com

e



$600,000,000

$500,000,000 |———

$400,000,000

$300,000,000

$200,000,000

$100,000,000 -

$0-

Total wagering at Oaklawn

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

[ Table

W EGS

M Instant
[ May-Jan
M Live Season
[ Year




| Year Live Season May-Jan| ~Instant| ~ EGS
1989 119611381 | -
1990, 134,338,732 10,909,262 e
| 1991) 127,790,355 25,200,878 S .
| 1992 128,643,388 35,747,180 . o
| 1993 120,041,434 38,693,359 |
1994 112,087,872 35725748 ] ]
| 1995| 104,739,948 48,169,728 -
| 1996 95,893,085 48135238 |
1997 81,704,341 51,510,644 _
1998 78,091,220 54,095,218 — o
1999 75,429,046 53,715,024 -
| 2000 73,905,611 51,641,285 2,898,744 -
2001 68558858 54,263,410 0 8,169050,
2002, 70,734,256 53,348,107, 27,165,606 -
2003 64,313,309 55,659,143 45144219
2004 74,259,516 54,214,102 74,259,516/ |
2005 79,026,000 48,113,900 153,947,718
| 2006 72881971  44,748,722] 220,228,153 15,600,016
~ 2007| 65,769,167 45,021,893 225,007,820 153,790,031
- 2008 62,964,255 39,974,868) 228,021,683 184,900,288

=S

13,822,040

| 165,116,671
I

| 337,858,846

TOTAL
119,611,381
145,247,994
152,991,233
164,390,568
158,734,793

147,813,620
152,909,676
144,028,303
133,214,985
132,186,438
129,144,070
128,445,640
130,991,318
151,247,969

202,733,134
281,087,615

503,410,951

49,141,500

565,002,594




DETAILED LEGAL EXPLAINATION OF INSTANT

RACING

The attached petition filed was filed in Florida. The Division of Pari Mutuel
wagering denied the petition on the grounds that the current Florida statute
would need to be amended to allow them to approve Instant Racing.
However, the petition offers an excellent detailed description and explanation
of Instant Racing.
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Department of Business and Professional Repulation
Deputy Agency Clerk

CLERK Brandon Nichols

Date 2/26/2009
File#  2009-01433

STATE OF FLORIDA
DEPARTMENT OF BUSINESS AND PROFESSIONAL REGULATION
DIVISION OF PARI-MUTUEL WAGERING

[N RE: PETITION FOR DECLARATORY STATEMENT

RICHMOND ENTERTAINMENT
INC., d/b/a HAMILTON JAI ALAI
and AMTOTE INTERNATIONAL,
INC,,

Petitioners,
and

INVESTMENT CORP. OF PALM
BEACH, d/b/a PALM BEACH
KENNEL CLUB, ST. PETERSBURG
KENNEL CLUB INC., d/b/a DERBY
LANE, JACKSONVILLE KENNEL
CLUB, INC., ORANGE PARK
KENNEL CLUB, INC., and
BAYARD RACEWAYS, INC.

d/b/a ST. JOHNS GREYHOUND
PARK

Intervenors.

DS 2008-046

DBPR Case No. 2008038736

/

DECLARATORY STATEMENT

Petitioners, Richmond Entertainment, Inc., d/b/a Hamilton Jai Alai, (Hamilton)

and Amtote International, Inc. (Amtote) (collectively Petitioners) filed a Petition for

Declaratory Statement with the Division of Pari-Mutuel Wagering (Division) regarding

whether the betting system of wagering known as “Instant Racing” is permitted at

Hamilton’s facility pursuant to Chapter 550, Florida Statutes (F.S.).



ISSUE PRESENTED

1. The Petitioners requested a Declaratory Statement as to whether the
wagering system known as Instant Racing is authorized for use in Florida at Hamilton’s
facility pursuant to Chapter 550, F.S. Hamilton holds a valid pari-mutuel permit and
license to conduct Jai-Alai. Amtote holds a business license issued by the Division to
operate a totalizator system f{or pari-mutuel permitholders in the state of Florida. The
Petitioners require a Declaratory Statement as to whether Hamilton, as a holder of a valid
Jai-Alai license, may accept simulcasts of pari-mutuel racing events and use those
simulcast events in the operation of a proposed Instant Racing system at its licensed pari-
mutuel facility, Further, the Petitioners ask if Instant Racing is authorized at Hamilton’s
licensed pari-mutuel facility, what are the restrictions and requirements that must be
observed in order to qualify for operation at its licensed pari-mutuel facility.

STATEMENT OF THE FACTS

2. Petitioners are a pari-mutuel wagering permit holder licensed by the
Division of Pari-Mutuel Wagering to operate a jai alai fronton in Hamilton County,
Florida, and a licensed totalizator system operator at pari-mutuel facilities in Florida.

3. On July 7, 2008, Petitioners filed a petition for declaratory statement
seeking a determination as to the legahty of Instant Racing.

4. On July 17, 2008 Investment Corp. of Palm Beach d/b/a Palm Beach
Kennel Club and St. Petersburg Kennel Club, Inc. d/b/a Derby Lane filed a petition to
intervene  On July 31, 2008, Jacksonville Kennel Club, Inc., Orange Park Kennel Club,

Inc. and Bayard Raceways, Inc d/b/a filed a petition to intervene.



5. On September 10, 2008, a public hearing was held by the Division
regarding the petition at which time sworn testimony was offered by Petitioners regarding
Instant Racing.

6. Instant Racing involves the use of recorded historic pari-mutuel events,
presently greyhound and thoroughbred races, on which patrons place wagers. The
totalisator used in [nstant Racing employs the same technology as those totalisator
machines defined in Section 550.002(36), F.S., which the Division licenses for use today.

7. A typical Instant Racing wager proceeds as follows: A customer inserts
cash or a credit voucher into an Amltote Self-Service Terminal which displays the amount
the patron has available to wager. The terminal is in use throughout Florida today for self
service wagers. Depending on whether the customer is wagering on recordings of
greyhound races or thoroughbred races, the Instant Racing system randomly selects races
from a grouping of 336 greyhound races or 720 thoroughbred races from the recorded
races stored in its main server; the races are configured so that every possible outcome
(rom an eight greyhound field or a ten thoroughbred field is available for patron
wagering.

8. Once the customer inputs a wagering amount, a race is randomly selected
from the available races and the customer may make a selection of potential finishers.
The customer has the ability to look at some handicapping data to assist in making the
wagering selection which is provided to the customer along with the selected race This
information is represented in the form of performance charts. However, the name of the
venue, date of the race, number of the race, name of the horse or dog, and if applicable,

the jockey and trainer, are presented in the generic so that the customer cannot determine
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which race that it has received. During the period between when the race is provided to
the customer and when the wager is placed, the self service terminal displays the payouts
available from the actual pools in which the customer may make a wager. The pools are
locked when the player makes a wager

9. The totalisator system accumulates wagers, records sales, calculates
payoffs, and displays wagering data on a display device located at a pari-mutuel facility.
In an Instant Race as in with a live pari-mutuel event, there are no fixed odds. The final
odds are determined by the wagering by those participating in the pari-mutuel wagering‘
pools available for that particular recorded race. Once the wager is submitted to the
totalisator, the race is shown to the customer on the self service terminal and the result of
the race is displayed. At the conclusion of the race, the patron may wager on another
race or “cash out” the balance available by receiving a voucher from the self-service
terminal and redeeming it like a mutuel ticket or credit voucher.

10.  The Instant Racing system requires that a set percentage of the wager be
deducted as a commission that includes taxes with the balance of the wager being
available to the patron on a particular race. The operator receives a take-out amount {rom
the gross pool and has no interest in the winning outcome. Further, the payout amount
for the Instant Racing pool is determined by the amounts the players wager; there are no
fixed odds. The operation of the Instant Racing pool is consistent with the Model Rules
for Pari-mutuel Wagering of the Association of Racing Commissioners International.
Generally applied regulatory requirements for pari-mutuel wagering pools are met with

the Instant Racing pools.



11.  The races provided in the Instant Racing system are not computer images
or fictional events driven in some random fashion. There are no specifications within its
system for predetermined wagering results or patron payout percentage. The recorded
races used by the Instant Racing were conducted live at officially recognized racetracks
under the supervision of a state regulatory body with official results determined without
disqualification, coupling, dead heats or other post-race altering of the finish.

12.

Instant Racing has a database of over 500,000 races from more than 40
racetracks In the case of Instant Racing on recorded thoroughbred races, more than
20,000 races are used for distribution to the player terminals. The totalisator system is
constantly creating different groups of 720 races which offer the patron the same
likelthood of race outcomes. The groups and the races within those groups are selected
by a random number generator located at the totalisator hub 1o ensure the security and
integrity of the system. The random number generator has been certified to meet the test
for randomness and is tested regularly by the Thoroughbred Racing Protective Bureau
(TRPB) to ensure randomness in the race selection process. In addition, the TRPB tests
the entire database monthly to ensure no pattern exists in the delivery of the races to the
terminals. As part of the integrity checks on the system, the TRPB also audits the
handicapping information for accuracy, verifies that the order of finish and payouts of the
races match the day the race was first run, and inspects race videos for clarity. Similarly,
the totalisator 1s audited using nationally recognized SAS70 audit protocols to ensure its
integrity.  Suspicious aclivity as to an unusual frequency of selecting winners is
scrutinized in the same fashion and under the same standard as that applied to live racing.

Lastly, Instant Racing meets all of the TRPB audit standards for pari-mutuel wagering.

wn



13.  The racing databases from which the race groups are selected are changed
regularly to further ensure that the customer is not able to identify the race or predict its
outcome in advance. The racing database is easy to reconfigure and can be changed as
often as weekly based on the desires of the regulator. Racing databases can be
reconfigured within 24 hours and can be restricted to races from only a particular
jurisdiction,

14 Races used in Instant Racing are subject to signed agreements with the
“host” racetrack that conducted the original race. This agreement allocates three percent
of the takeout from the race used to the host racetrack which in turn shares these proceeds
pursuant to agreements with its horsemen, breeders, or greyhound owners and trainers.

15.  The Instant Racing system does provide for protections and controls to
prevent or significantly reduce the possibility of a pari-mutuel pool on an Instant Racing
event from being inappropriately manipulated. The Instant Racing system does sequester
the racing information {rom pari-mutuel wagering pool participants and displays partial
information required to apply skill to the betting process The identity of the race
participants and the individual location of the race are withheld from those intending to
participate in the pari-mutuel wagering pool for that event. The race events are
individually delivered to the totalisator system 1n a specified order from a secure location
The objective is to assure that no unfair advantage 1s given to a pari-mutuel pool
participant with advance knowledge of the outcome of the previously run live race prior
to closing the Instant Racing pari-mutuel wagering pool on that race.

16. Amtote, which operates the Instant Racing system, is a licensed totalizator

company and operates under the jurisdiction of the Division. The Petitioners assert that



all equipment is stored in a secured [ocation and operated exclusively by authorized
personnel holding licenses issued by the Division. An audit trail is created in the
totalisator system. The system triggers the video server to select the next Instant Race
with no advance 1dentifying knowledge. The next race 1 the wagering sequence is
determined by a computerized algorithm written to make it impossible to determine in
advance exactly which race will be presented to which [nstant Race terminal at any
designated facility.

17. The system uses the services of the TRPB for regular audits to monitor
and analyze operations in addition to Amiote’s SAS 70 reporting to verify system
integrity. Additionally, the licensed facility administration has the ability to monitor
wagering using player tracking programs available within the system. Suspicious activity
as to an unusual frequency of selecting winners is scrutinized in the same fashion and
under the same standard as that applied to live racing.

18.  The system possesses the potential to audit post-event wagering patterns.
The wagering patterns may be assessed subsequent to an Instant Race wager to determine
if the wagering pattern in some fashion may disclose inappropriate wagering activity,
access to otherwise nondisclosed information by one or more pool participants, or other

improper activity

CONCLUSIONS OF LAW

19.  The Diwvision is authorized to regulate the pari-mutuel industry and
administer the provisions of Chapter 550, I'.S , pursuant to Section 550.0251, ' S

20. Sections 120.565(1) and (2), F.S., provide as follows:



(1) Any substantially affected person may seek a declaratory
statement regarding an agency’s opinion as to the applicability of a
statutory provision, or of any rule or order of the agency, as it
applies to the Petitioner’s particular set of circumstances.

# K #

(2) The petition seeking a declaratory statement shall state with

particularity the Petitioner’s set of circumstances and shall specify

the statutory provision, rule, or order that the Petitioners believes

may apply to the set of circumstances.

21.  The purpose of a Declaratory Statement is to allow a Petitioner to sclect a
proper course of action in advance. Novick v Department of Health, Board of Medicine,
816 So 2d 1237 (Fla. 5th DCA 2002). The Supreme Court of Florida, in Florida
Department of Business and Professional Regulation, Division of Pari-Mutuel Wagering
v Investment Corp of Palm Beach, 747 So. 2d 374 (Fla. 1999), recognized that by
enacting Section 120.565, F.S., the Legislature gave citizens a right to get a clear, binding
answer from the agency on how the agency’s statute and rules apply. I[n Investment Corp
of Palm Beach, the Court also recognized the unique nature of this industry with limited
participants who would almost invariably have an interest in a Declaratory Statement.
The Court further found that changes to the Administrative Procedure Act allow for the
issuance of Declaratory Statements even though the interest of persons who are not a
party may be alfected. /d 747 So 2d 374, at 378 and 385.

22.  Inthis situation, the Pari-Mutuel industry has a very limited number of
participants engaged in almost identical operations, differentiated under Chapter 550, F.S.
only regarding the type of event to which the pari-mutuel wagering aclivity applies. Asa

consequence of the facts presented, the agency 1s permitted to simultaneously provide a

Declaratory Statement and mitiate rulemaking regarding Instant Racing both as it applies



to the Petitioners and other interested members of the Pari-Mutuel Wagering industry in
the state.

23. Hamilton and the Intervenors have been issued permits which have been
approved by election and have received licenses from the Division to conduct pari-mutuel
operations at a location specified n their permits pursuant to the provisions of Chapter
550, F S. In this instance Hamilton holds a valid pari-mutuel permit and license to
conduct Jai-Alai, and the Intervenors hold similar pari-mutuel permits to conduct
greyhound racing. The Petitioners require a Declaratory Statement as to whether
Hamilton, as a holder of a valid Jai-Alai license may accept simulcasts of pari-mutuel
racing events and employ those simulcast events in the operation of Amtote’s proposed
Instant Racing system at Hamilton’s licensed pari-mutuel facility. Thercfore, the
Petitioners are entitled to a Declaratory Statement regarding whether the pari-mutuel
betting system of wagering known as Instant Racing 1s authorized for use in Florida at
Hamilton’s licensed pari-mutuel facility pursuant to Chapter 550, F.S. The Intervenors
similarly authorized to intervene.

24, Florida courts have determined that the state may exercise greater control
in the exercise of its police power to regulate gambling because the public interest and
the public welfare are affected by legalized gambling. In Hialeah Racing Association,
Inc. v Gulfstream Park Racing Association, Inc , 37 So. 2d 692, 694 (Fla. 1949), appeal
dismissed, 336 U.S. 948, 69 S. Ct. 885, 93 L. Ed. 1104 (1949), the Florida Supreme Court

found:

[a]uthorized gambling 1s a matter over which the state may exercise
greater control and exercise its police power in a more arbitrary manner
because of the noxious qualities ol the enterprise as distinguished from
those enterprises not affected with a public interest and those enterprises



over which the exercise of police power is not so essential for the public
welfare.

25. Pari-mutuel wagering, is a form of gambling, which even though legal
pursuant to the provisions of Chapter 550, F.S. has the greater potential to be injurious (o
the public welfare. See Astral Liquors, Inc v Department of Business Regulation, 463
So. 2d 1130, 1131-32 (Fla. 1985). The state exercises greater oversight over the conduct
and outcome of pari-mutuel events because of the potential harm that gambling poses to
the public and the increased harm it poses when the results of pari-mutuel contests are
manipulated for the gain of a few at the expense ol other participants The state requires
a greater level of certainty and verification that each pari-mutuel contest upon which
wagering is authorized is conducted according to published rules and requirements by
which all participants participate.

26. Section 550.002(22), F.S. defines the term “pari-mutuel” as

A system of betting on races or games in which the winners divide

the total amount bet, aller deducting management expenses and

taxes, in proportion to the sums they have wagered individually

and with regard to the odds assigned to particular outcomes

27 Based on the findings of fact, the Division finds that competent substantial
evidence exists that the Instant Race system is “part-mutuel” wagering as that term is
defined by Section 550 002(22), F S. The Petitioners has demonstrated that the Instant
Race system requires a set percentage of the wager be deducted as a commission to the
operator to include taxes with the balance of the wager being available to the betlor on a

particular race. First, the operator receives a take-out amount from the gross pool and the

operator has no interest in the winning outcome. Second, the payout amount for the

10



instant racing pool is determined by the amounts the players wager and there are no fixed
odds.

28. However, since the Instant Racing system does not utilize live racing
being conducted at the permitholder’s facility, the statutes that authorize pari-mutuel
wagering at one facility on signals broadcast from other locations must be examined to
determine whether Instant Racing is authorized by Chapter 550, Florida Statutes, as a
“rebroadcast” of a simulcast or intertrack wagering signal as urged by the Petitioners.

29. Pari-mutuel wagering conducted on races and games received from tracks
located outside the state of Florida is authorized by Section 550.3551, Florida Statutes.
Specifically, Section 550.3551(3), Florida Statutes, authorizes horse tracks to receive
broadcasts of horseraces conducted in other states and Section 550.3551(4), Florida
Statutes, authorizes greyhound tracks and jai alai frontons to receive broadcasts of races
or games conducted outside the state of Florida. Section 550.3551(5), Florida Statutes,
restricts the direct receipt of a broadcast from a location from outside Florida to
broadcasts received from an out-of-state permitholder who holds the same class of pari-
mutuel permit held by the recipient.

30.  Sections 550 3551(3)-(5), Florida Statutes, read as follows:

(3) Any horse track licensed under this chapter may receive broadcasts of

horseraces conducted at other horse racetracks located outside this state at

the racetrack enclosure of the licensee during its racing meet.

(a) All broadcasts of horseraces received from locations outside this state

must comply with the provisions of the Interstate Horseracing Act of

1978, 92 Stat. 1811, 15 U.S.C. ss. 3001 et seq.

(b) Wagers accepted at the horse track in this state may be, but are not

required to be, included in the pari-mutuel pools of the out-of-state horse

track that broadcasts the race. Notwithstanding any contrary provisions of
this chapter, if the horse track in this state elects to include wagers

11



accepted on such races in the pari-mutuel pools of the out-of-state horse
track that broadcasts the race, from the amount wagered by patrons at the
horse track in this state and included in the pari-mutuel pools of the out-
of-state horse track, the horse track in this state shall deduct as the takeout
from the amount wagered by patrons at the horse track in this state and
included in the pari-mutuel pools of the out-of-state horse track a
percentage equal to the percentage deducted from the amount wagered at
the out-of-state racetrack as is authorized by the laws of the jurisdiction
exercising regulatory authority over the out-o[-state horse track.

(¢) All forms of pari-mutuel wagering are allowed on races broadcast
under this section, and all money wagered by patrons on such races shall
be computed as part of the total amount of money wagered at each racing
performance for purposes of taxation under ss 550.0951, 550.09512, and
550.09515. Section 550.2625(2)(a), (b), and (c) does not apply to any
money wagered on races broadcast under this section. Similarly, the
takeout shall be increased by breaks and uncashed tickets for wagers on
races broadcast under this section, notwithstanding any contrary provision
of this chapter.

(4) Any dog track or fronton licensed under this chapter may receive
broadcasts of dograces or jai alai games conducted at other tracks or
frontons located outside the state at the track enclosure of the licensee
during its operational meeting. All forms of pari-mutuel wagering are
allowed on dograces or jai alai games broadcast under this subsection All
money wagered by patrons on dograces broadcast under this subsection
shall be compulted in the amount of money wagered each performance for
purposes of taxation under ss 550.0951 and 550.09511.

(5) A pari-mutuel permitholder licensed under this chapter may not

receive broadcasts of races or games from outside this state except from an

out-of-state pari-mutuel permitholder who holds the same type or class of

pari-mutuel permit as the pari-mutuel permitholder licensed under this

chapter who intends to receive the broadcast.

31.  While the receipt of a signal from outside the state of Florida constitutes
“simulcasting” as that term is defined by Section 550.002(32), Florida Statutes, Sections
550.3551(3)-(5), Florida Statutes, do not use the terms “simulcast” or “simulcasting” to
authorize the receipt of broadcasts from out-of-state, they merely authorize the receipt of

“broadcasts” or a “broadcas(” signal by an in-state pari-mutuel facility.

32. Section 550.002(3), Florida Statutes, defines “broadcast™ as follows:
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(3) "Broadcast" means the broadcast, transmission, simulcast, or
exhibition 1n any medium or manner by means that may include, but are
not limited to, community antenna systems (hat receive and retransmit
television or radio signals by wire, cable, or otherwise to television or
radio sets, and cable origination networks or programmers that transmit
programming to community antenna televisions or closed-circuit systems
by wire, cable, satellite, or otherwise.

[Emphasis added. ]

33, The definition of “broadcast” contained in Section 550.002(3), Florida
Statutes, includes the term “simulcast.” “Simulcast” is defined by Section 550.002(32),
Florida Statutes, as follows:

(32) "Simulcasting" means broadcasting events occurring live at an in-

state location to an out-of-state location, or receiving at an in-state location

events occurring live at an out-of-state location, by the transmittal,

retransmittal, reception, and rebroadcast of television or radio signals by

wire, cable, satellite, microwave, or other electrical or electronic means for
receiving or rebroadcasting the events.

[Emphasis added.]

34, Ast pertains to events occurring at an out-of-state location, the definition
of “simulcasting” in Section 550.00(32), Florida Statutes, uses the present tense terms
“receiving” and “events occurring live” to describe receipt ol races broadcast from out-
of-state. Petitioners assert that the term “rebroadcasting” which is contained within the
definition of “simulcasting” would authorize Instant Racing since the previously run
races are stored for rebroadcast at a later time. However, the term “rebroadcasting” is
only used within the context of methods by which those “events occurring Itve” may be
recetved. At the time simulcast wagering authorization was authorized by Section
550.3551, F S, the Instant Racing system was not in existence.

35.  Further, the authorization to conduct intertrack wagering also indicates an

intention by the legislature that the races and games transmitted from in-state locations be



conducted live. Sections 550.615(1)-(2), Florida Statutes, which authorize intertrack

wagering, read as follows:

(1) Any horserace permitholder licensed under this chapter which has
conducted a full schedule of live racing may, at any time, receive
broadcasts of horseraces and accept wagers on horseraces conducted by
horserace permitholders licensed under this chapter at its facility.

(2) Any track or fronton licensed under this chapter which in the
preceding year conducted a full schedule of live racing is qualified to, at
any time, receive broadcasts of any class of pari-mutuel race or game and
accept wagers on such races or games conducted by any class of
permitholders licensed under this chapter.

36. Section 550.002(17), Florida Statutes, defines “intertrack wagering” as

follows:

(17) "Intertrack wager" means a particular form of pari-mutuel wagering
in which wagers are accepted at a permitted, in-state track, fronton, or
pari-mutuel facility on a race or game transmitted from and performed live
at, or simulcast signal rebroadcast from, another in-state pari-mutuel
facility.

[Emphasis added.]

37.  The definition of “intertrack” wager authorizes pari-mutuel wagering on
two types of signals, live events at another in-state pari-mutuel facility or the rebroadcast
of a simulcast signal from another in-state pari-mutuel facility. The reference to a live
race or game is plain on its face. As indicated earlier, the receipt of simulcast signals are
restricted by Section 550.3551(5), Florida Statutes, to an out-of-state permitholder with
the same class of pari-mutuel permit. Thus, the relerence to a “simulcast signal
rebroadcast from, another in-state pari-mutuel tacihity” contained in the definition of
“intertrack wager” found in Section 550.002(17), Florida. Statutes, authorizes wagering
on races or games of a different class of out-of-state permitholder that are “rebroadcast”

from an authorized in-state recipient.
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38. As noted, while authorized by statute, pari-mutuel wagering is a form of
gambling. In PPI Inc. v Dep't of Business and Professional Reg , 698 So. 2d 306, (Fla
3rd DCA 1997), the Court noted that statutes authorizing gambling are “an exception to
long-standing Florida law that prohibits all such forms of gambling” and that such
exceptions are to be strictly construed. /d at 308. Therefore, it would not be appropriate
to interpret the definitions of simulcast or intertrack wagering to include recorded and
stored races as those used in Instant Racing.

39. While the Petitioners have presented evidence that the Instant Racing
system is pari-mutuel and contains sufficient safeguards to ensure fairness and integrity
for those playing, it is clear from the statutory language of Section 550.002 (17) and (32),
F S. that the legislature contemplated that races be live (See Section 550.002 (17), F S,
“performed live” and Section 550.002 (32) F.S., referring to “occurring live”) In order
for Instant Racing to fit within the statutory framework of chapter 550 F.S., specific
authority for the use of historic races in both “simulcast” as well as “intertrack wager”
would have to be present as well as any necessary rulemaking authority to implement
such a system. Therefore, it does not appear that the Legislature intended to authorize
forms of pari-mutuel wagering such as those utilized by the Instant Racing system.

THEREFORE, the foregoing findings of fact and conclusions of law, the Petition
is answered in the negative. The Instant Racing system is not authorized by the above
referenced provisions of Chapter 550, Florida Statutes, and the request to employ the
Instant Racing system is hereby DENIED.

.
DONE AND ORDERED this & ~day of February, 2009.



David J. Rlobezls: Director ¥
Division of Pari-Mutuel Wagering
Northwood Centre

1940 North Monroe Street
Tallahassee, Florida 32399-1035

NOTICE OF RIGHT TO APPEAL UNLESS WAIVED

Unless expressly waived, any party substantially affected by this final order may

seek judicial review by {iling an original Notice of Appeal with the Clerk of the

Department of Business and Professional Regulation, and a copy of the notice,

accompanied by the filing fees prescribed by law, with the clerk of the appropriate

District Court of Appeal within thirty (30) days rendition of this order, in accordance

with Rule 9 110, Fla. R. App. P, and Section 120 68, Florida Statutes.

CERTIFICATE OF SERVICE

I hereby certify this Z,L'H: day of February, 2009, that a true copy of the

foregoing has been provided by U S. Certified Mail to the following.

RICHARD E. GENTRY, ESQ.
2305 Braeburn Circle
Tallahassee, Florida 32309-3003

MARC W. DUNBAR, ESQ.

Pennington, Moore, Wilkinson, Bell &
Dunbar, P.A.

Post Office Box 10095

Tallahassee, Florida 32302-2095

HOWARD [. KORMAN, ESQ.
Orange Park Kennel Club

455 Park Avenue

Orange Park, Florida 32073-3101

GARY R. RUTLEDGE, ESQ.
HAROLD F. X. PURNELL, ESQ.
JOHN M. LOCKWOOD, ESQ.
Rutledge, Ecenia & Purnell, P.A
215 South Monroe Street, Suite 420
Tallahassee Florida 32301-1804
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LEGAL OPINION OF ATTORNEY DAN MULLEN ON

INSTANT RACING IN NH

Following is a legal opinion issued by attorney Dan Mullen. Attorney Mullen
served as an assistant Attorney General and in that role advised the then
Pari Mutuel Commission on legal matters.
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VIA FACSIMILE AND REGULAR MAIL

Paul M, Kelley, Director '

New Hampshire Racing & Charitable Gaming Commission
57 Regional Drive, Unit 3

Concord, NH 03301

Dear Mr, Kelly:

This office represents Marlin Torguson, an officer of The Lodge at Belmont (“The
Lodge”). The Lodge is interested in introducing a form of pari-mutuel wagering through a
method called “Instant Racing”. Instant Racing is a method of wagering on the results of horse
races. Instant Racing wagers are pari-mutuel wagers, meaning that the racetrack accepting the
wager has no interest in the outcome of the race. Rather, the wagered money is “pooled”. The
racetrack deducts a said amount from the pool to pay for horsemen’s purses, operating expenses
and other costs. The balance of the pool is returned to patrons who place winning wagers.

Instant Racing is conducted through the use of self-service totalizator machines. The
self-service totalizator machines used for Instant Racing operate on the same basic principal as
traditional self-service totalizator machines used throughout the United States. In either case, a
patron places a wager on the machine, and the machine transmits information regarding the
wager to a central totalizator system. The central totalizator system keeps track on all wagers
placed into a given pari-mutuel pool, calculates the amount of take-out the racetrack is permitted
to deduct, and calculates the pay-out for winning wagers. In addition to these traditional
functions, the totalizator machines used for Instant Racing incorporate new technology. This
new technology permits a patron to not just place a wager on the machine, but to also watch the
race-(or portion thereof) and view the official race results on the machine. The Instant Racing
totalizator machine then displays the results of the patron’s wager using video and/or mechanical

displays.
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The only substantive difference between Instant Racing and traditional pari-mutuel
wagering on horse racing is that in Instant Racing, the patron wagers on a previously-run
horserace. Each Instant Racing totalizator machine is connected to a central server that stores
digital image of tens of thousands of previously-run races. Each horserace on the server is an
actual horserace that was conducted by a licensed US pari-mutuel facility, and that concluded
with official results. Each horserace on the server has exactly ten separate wagering interests
(i.e., ten different horses on which the patron can wager). The identity of the horserace, the
racetrack at which such race was conducted, and the horses participating in the race are withheld
from the patron until after the patron has placed the wager. However, prior to placing the wager,
the patron does have the opportunity to examine past performance data showing the relative
merits of each of the entries as they actually existed on the day of the race.

Instant Racing is a patented pari-mutuel wagering system consisting of a number of
remote computer terminals connected to a central server. The patent for the Instant Racing
system is held by Race Tech, LLC, av Arkansas limited liability company, As described above,
the Instant Racing central server contains more than one hundred thousand races which have
previously been run at various locations around the United States under the authority of the state
licensing and regulatory agency of the particular jurisdiction. When money is inserted at a
remote terminal, information regarding a historic race is displayed on the terminal without
identification of the location where, or date on which, it was run. Horses and jockeys are
identified only by number, such that it is a statistical impossibility for the wagerer to know the
result of the race prior to the placement of his wager, True and accurate past performance
information (as published in the “Daily racing form” for horse races, on the date of the race),
presented in graphic form, is displayed on the terminal to enable the wagerer to handicap the race

prior ta placing the wager.

Following placement of the wager, the wagerer has the option of viewing the entire race,
or viewing only the final furlong of the race and after the race is shown, the date and location of
the race is disclosed to the wagerer. The wagered amount is placed in a pari-mutuel pool of
similar denomination wagers, and the first wagerer within the pool to have placed a winning
wager wins the pool, less authorized deductions established by the law in the jurisdiction in
which the wager was placed. Ifno wagerer within a particular pari-mutuel pool is successful, the

pool is carried over,

Wagerers who utilize the handicapping information provided enjoy a significant increase
in the odds of placing a winning wager over the odds of winning based upon pure chance. In our,
opinion, the New Hampshire Racing and Charitable Gaming Commission has the authority to
authorize use the Instant Racing technology at racetracks licensed within the State of New
Hampshire and we respectfully request that the Commission give such authorization.
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A. Powers of the Commission

The Commission is granted “all the powers, duties and rights conferred upon State
commissions under the United States Interstate Horseracing Act of 1978.7! RSA 284:6-a, IIL.
These rights, powers and duties include adopting rules relative to the operation of racetracks in
which horseraces or meets are held, and the rules of greyhound racing. Furthermore, New
Hampshire case law has interpreted the powers of the commission, and has found the
commission to be a quasi-judicial body whose decisions and orders are afforded deference in
judicial review. See North Hampion Racing and Bidding Association v. New Hampshire Racing
Commission, 94 N.H. 156 (1946). The Commission, therefore, has the power to make any
decision, or to promulgate any rule or regulation that it sees fit, as long as it falls within the very
broad framework of “reasonableness”.

The statute which grants the pari-mutuel the authority to regulate pari-mutuel pools is
RSA 284:22. This statute states, in relevant part, that licensees may “sell pari-mutuel pools in
accordance with this chapter and rules adopted by the Commission. Pari-mutuel pools shall be
sold within the enclosure of the racetrack where a licensed race or race meet is held or as
provided in RSA 284:22-a, and not elsewhere.” There are no further limitations on sales; only
location of sales, not manner of sale is covered by this section. Section 22-a, which governs
simulcast racing, provides that, when a licensee receives a transmission of a race which is run at
another track, the licensee may sell pari-mutuel pools on that race as long as the sale takes place
“within the enclosure of the racetrack at which the licensee holds a license for the current year to
conduct live racing in this state.” RSA 284:22-a, II (a). The sale must be made “with the
agreement or approval of the racetrack which provides the transmission of the races to be
simulcast and the racetrack which conducts the races to be simulcast,” RSA 284:22-a, II (a).
(emphasis added). The provider and conductor as described in this section may presumably be
one in the same, but the legislative intent that there be an agreement among all parties involved
in this enterprise is clear., Aside from this contractual mandate, there is no indication that the
legislature meant to control any other part of the pari-mutuel sale.

! The Interstate Horseracing Act (IHA) 15 U.S.C. §§3001 et seq. was passed in 1974. In it, Congress recognized the
importance of pari-mutuel horseracing as an industry which provides substantial revenue to the state. Congress
established its intention to regulate interstate commerce in this field, while at the same time reaffirming the State’s

traditional role in regulating gaming within their borders.
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B. Rule Making

The Commission is authorized to adopt rules relative to the sale of pari-mutuel pools, and
these rules are exempt from the provisions of the administrative procedure act (“APA™), RSA
284:12, 14; RSA 541-A:21. This exemption from the APA indicates that the legislature intended
the Commission to formalize these rules without any hearing or comment from interested parties.
The effect of this exemption is that the Comumission is truly the first and last word when it comes
to decision making in the area of pari-mutuel sales. The exclusion of the notice and hearing
requirement that accompany most other agency action affords the Commission unlimited
discretion in the promulgation of rules relevant to racing and the sale of pari-mutuel pools. Thus,
its rules will not be found invalid if it can cite any conceivable reason for promulgation of such

sales.

The language in RSA 284:22 is simple in regard to pari-mutuel pools. “[A] licensee
under this chapter may sell pari-mutu¢] pools in accordance with this chapter and rules adopted
by the Commission.” “Pari-mutuel pools shall be sold within the enclosure of a racetrack or a
licensed race as held or as provided in RSA 284:22-A, and not elsewhere.” RSA 284:22.

This language is not restrictive. It enforces the theory that the legislature intended the
Commission to determine in what manner the sale occurs. The statute only mentions that a
licensee may sell pari-mutuel pools, and they must be sold within the enclosure of the racetrack.
No further restrictions on sales were written into the statute. The Commission, having been
charged by this statute with promulgating rules relative to racing, becomes the sole authority as

to how sales take place.

The Commission has adopted rules relative to harness racing and greyhound racing which
provides a definition of pari-mutuel wagering. In the greyhound racing rules found at Pari 800,
Pari 801.41 defines pari-mutuel wagering as “a form of betting on the outcome of a race in which
all bets are pooled and held by a licensee for distribution of the total sum of the bets, less any
deductions authorized by law, to holders of winning tickets. For the rules of harness racing, the
definition of pari-mutuel wagering is found in rules which has been incorporated by reference by
the Commission. Those rules are found at the Association of Racing Commissioners
International-North American Pari-Mutuel Regulators Association Joint Rules (ARGI/NAPRA).
Pari-mutuel wagering is defined as “a form of wagering on the outcome of an event in which all
wages are pooled and held by an association for distribution of the total amount, less the
deductions authorized by law, to halders of tickets on the winning contestants.”

As described above, Instant Racing is a method of wagering on the outcome of a
horserace in which all wagered money is “pooled”. The only deductions allowed are those
authorized by law, such as paying for horsemen purses, operating expenses, and other costs. The
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balance of the pool is returned to patrons who place the winning wagers. Instant Racing thus
falls within the definition of pari-mutuel wagering contained in the rules of the Racing and
Charitable Gaming Commission.

As stated above, RSA 284:22 simply provides that “pari-mutuel pools shall be sold
within the enclosure of a racetrack or where a licensed race or race meet is held or as provided in
RSA 284:22-A, and not elsewhere.” The statute gives the Commission broad authority to sell
pari-mutuel pools and only states that they must be sold within the enclosure of the racetrack, No
further restrictions on sales were written into the statute, The Commission therefore becomes the
sole authority as to how sales may take place.

Moreover, if the Commission believes that any of its rules do not authorize it to allow for
Instant Racing, Pari 502.02 authorizes the Commission to waive any rule if the Commission
determines that compliance with any rule is rendered unnecessary by new technology or
innovative design or construction of facilities. Additionally, Pari 603.01 authorizes the
Commission to waive any rule relative to harness racing in order to advance the purposes of RSA
284 as it applies to harness racing.

Furthermore, should the Commission wish to promulgate rules which address the issues
which have been raised here, it has the authority to do so via regulating the sale of pari-mutue]
pools. The process of promulgating these rules would not have to follow the usual process
outlined in RSA 541-A because the rule making would be regulating the sale of pari-mutuel

pools.
C. Conclusion

It is our opinion that the Commission has the authority to authorize Instant Racing at
racetracks within the State of New Hampshire. In our view, RSA 284:22 and 22-A authorize the
Commission to promulgate rules necessary for the use of such a method for pari-mutuel
wagering, if the Commission believes that such rules are necessary.

As an aside, it should be noted that Instant Racing has been very successful in other
jurisdictions. With the advent of Instant Racing, jurisdictions have found that it has had a
profound impact on purses, the breeders fund, employment and tax revenues in the jurisdictions
in which it is allowed. As Congress has recognized the Interstate Horseracing Act, horseracing
provides substantial revenue to the State of New Hampshire. This revenue can be further
enhanced by authorizing the use of Instant Racing at licensed racetracks within the State of New
Hampshire. Accordingly, we respectfully request that the Commission authorize the use of
Instant Racing within licensed racetracks in the State of New Hampshire,
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We would be happy to meet with you and members of the Commission to discuss this
further if the Commission so chooses. I look further to hearing from you regarding this matter in
the near future.

Very truly yours,

M % bbuko_u/ e

Daniel J. Mullen
dmullen@ranspell.com

DIM/d]

ce: Marlin Torguson
383460
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DESCRIPTION OF INSTANT RACING PUT OUT BY RACE
TECH

RaceTech is the developer and manufacturer of Instant Racing Terminals.
Enclosed is the company description of their product.
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705 Olive Street, Suite 804 St. Louis, MO 63101

2705 Central Avenue Hot Springs, AR 71901

1-800-554-5265

General Description of Instant Racing

Instant Racing is a method of wagering on the resuits of horse races. Instant Racing wagers
are pari-mutuel wagers, meaning that the racetrack accepting the wager has no interest in the outcome
of the race. Rather, the wagered money is "pooled." The racetrack deducts a set amount from the
pool to pay for horsemen's purses, operating expenses, and other costs. The balance of the pool is
returned to patrons who place winning wagers.

Instant Racing is conducted through the use of self-service totalizator machines. The self-
service totalizator machines used for Instant Racing operate on the same basic principle as traditional
self-service totalizator machines used throughout the United States. In either case, a patron places a
wager on the machine, and the machine transmits information regarding the wager to a central
totalizator system. The central totalizator system keeps track of all wagers placed into a given pari-
mutuel pool, calculates the amount of takeout the racetrack is permitted to deduct, and calculates the
payout for winning wagers. In addition to the traditional totalizator functions, the totalizator
machines used for Instant Racing incorporate new technology. This new technology permits a patron
to not just place a wager on the machine, but to also watch the race (or a portion thereof) and view the
official race results on the machine. The Instant Racing totalizator machine then displays the results
of the patron's wager using entertaining video and/or mechanical displays.

The only substantive difference between Instant Racing and traditional pari-mutuel wagering
on horse races is that in Instant Racing, the patron wagers on a previously-run horse race. Each
Instant Racing totalizator machine is connected to a central server that stores digital images of tens of
thousands of previously run horse races. Each horse race on the server is an actual horse race that
was conducted by a licensed U.S. pari-mutuel facility, and that concluded with official results. Each
horse race on the server has exactly ten separate wagering interests (i.c., ten different horses on which
the patron can wager). The identity of the horse race, the racetrack at which such race was conducted,
and the horses participating in the race are withheld from the patron until after the patron has placed the
wager. However, prior to placing a wager the patron does have the opportunity to examine past
performance data showing the relative merits of each of the entries as they actually existed on the day
of the race.

When placing a wager on an Instant Racing totalizator machine, a patron attempts to select the
first three finishers of the race, in exact order. The patron can win in any one of several different
ways, such as: (1) the patron's selections correctly match the first three finishers in exact order; (2)
the patron's top two selections correctly match the first two finishers in any order; (3) any of the
patron's three selections correctly match the first two finishers in any order; and (4) the patron's top
selection wins the race. The payout amount varies for the different types of wins depending upon how
difficult it is to win in that particular manner. This is similar to traditional pari-mutuel wagering,
where the trifecta has a higher payout than the exacta because it is more difficult to pick.



Description of Equipment Used for Instant Racing

In order to fully understand the equipment used for Instant Racing, it is important
to first understand the mechanics of traditional pari-mutuel wagering, Traditional pari-
mutuel wagering is conducted through the use of an electronic totalizator system. The
totalizator system consists of two main components.

The first component of the totalizator system is the tote terminal. The tote
terminal is an interface between the person placing the wager and the totalizator system.
There are two predominant types of tote terminals in use at racetracks today: clerk-
operated tote terminals and self-service tote terminals. When a patron places a wager
with a live mutuel clerk at a racetrack betting window, the clerk enters the wager into a
clerk-operated tote terminal. The terminal communicates the wager information to the
totalizator "hub", and prints out a betting ticket for the patron which contains the
information regarding the wager. In lieu of placing a wager through a live mutuel clerk, a
racetrack patron can use a self-service tote terminal. The self-service tote terminals
feature enhanced graphics and other features to make them more patron-friendly. Self-
service terminals also feature bill and/or voucher readers, so that the patron can insert
cash or a betting voucher directly into the machine when placing the wager.

The second component of the totalizator system is the totalizator hub. The hub
consists of the computer hardware, software and communications systems that collect all
of the incoming data from the tote terminals. Wagers on any given horse race are
typically placed via both clerk-operated tote terminals and self-service tote terminals
located at racetracks and off-track betting facilities throughout the country. The
totalizator hub collects all of the wagering data, assigns each wager into the appropriate
pari-mutuel pool, calculates the amount of takeout the racetrack is entitled to withhold
from such pool, and computes the amount of the winning wagers.

Instant Racing is a method of placing pari-mutuel wagers on previously-run horse
races. As such, Instant Racing wagers are placed through a totalizator system as
described above. The totalizator system used for Instant Racing has one additional
component - a video server. The video server is a computer that stores the digitized
images of the previously-run horse races, together with the handicapping information
associated with such races.' The self-service tote terminals used for Instant Racing differ
from traditional self-service tote terminals in that they (i) display the handicapping data
directly on the tote terminal screen, (ii) display the video image of the race directly on the
tote terminal screen, and (iii) display the outcome of the patron's wager using
entertaining graphics.

! The totalizator system stores the handicapping information associated with such races. Many of the races
stored in the system have over 70 different handicapping elements associated with them. The exact number
of handicapping elements for each race depends on the amount of data available for such race in the Daily
Racing Form on the day the race was originally run.



Methodology of Placing an Instant Racing Wager

Set forth below is a list of the steps taken when a patron places an Instant Racing
wager:

1. The patron establishes a balance at the self-service tote terminal by entering
cash or a betting voucher.

2. The patron determines the amount of the desired wager, and enters the amount
on the tote terminal.

3. The patron's wager is automatically givided between many pari-mutuel pools,
some of which are harder to win than others.”

4. Our system selects a “group” of 720 races from those residing on the system,
each race having a unique sequence of finish which can be technically defined as
permutations of the first three finishers in a ten horse race. Then, our system chooses one
of the historical races contained on the video server which is randomly selected and sent to
the patron's self-service tote terminal, along with a portion of the handicapping data
available for such race.’

5. The patron has an opportunity to view the handicapping information. The
handicapping information is supplied by the Daily Racing Form and is actual
handicapping data that was available for the race on the day the race was actually run.

6. The patron selects the three horses he or she believes will finish first, second
and third in the race. The patron may change selections at any time prior to pressing
"Start."

7. The patron presses "Start" to watch the race. The patron may watch the entire
race, or may choose to watch only the stretch run.

8. The patron wins or loses depending upon the extent to which the patron's
selections match the actual order of finish for the race.

9. If the patron wins, he or she is automatically paid (by way of a credit to the
patron's balance) whatever amount is in the applicable pari-mutuel pool. If the patron
wins more than one pari-mutuel pool on a single wager, the patron is paid only for the
highest pari-mutuel pool.?

? The splitting of certain wagers into multiple pools has long taken place in traditional pari-mutuel
wagering. For example, wagers placed into a pick-six pool automatically entitle the patron to win either the
?ick-six jackpot, or the pick-five consolation prize.

This step is similar to traditional pari-mutuel wagering wherein the racetrack's racing secretary establishes
the races and the patron has no choice over what races will be run at a particular racetrack on a particular
day. This is the only step in Instant Racing that features a random element. The random element does not.
impact the outcome of a patron's wager, but rather merely establishes which race the patron will wager on
and which handicapping elements the patron will see.

* This is similar to the pick-six wager. If the patron picks all six horses, the patron wins the pick-six
Jjackpot, but is not also paid the pick-five consolation prize.



10. If the patron loses, the each applicable pool carries-over and continues to
grow until someone else, betting on a different race, wins the applicable pool.”

I1. The patron repeats steps 2 through 10 for each wager.

12. When the patron is finished playing, he or she reccives a credit voucher for
the remaining balance. The voucher may be used at another self-service tote terminal, or
may be redeemed for cash.

3 Pick-six carry-overs are commonplace in racing throughout the U.S. Patrons playing on the second day of a
pick-six carry-over wager on different races than the pawons playing on the first day, but they are all playing for
the same pool,



705 Olive Street, Suite 804 St. Louis, MO 63101

2705 Central Avenue Hot Springs, AR 71901

1-800-554-5265

1. What defines a “historical race”?

A historical race is simply a horse race that was previously run at a licensed U.S. pari-
mutuel facility, and that concluded with official results. Instant Racing uses only historical races
that have 10 horses running, and that concluded without scratches, disqualifications, or dead-heat
finishes. Furthermore, historical races are used for Instant Racing only if Racetech is able to
obtain a video of the race, as well as the Daily Racing Form handicapping information available
for the race on the day it was run.

2. Once a race is selected, what happens to that race? Is it randomly reset in the mix of
other races, or is it eliminated and replaced by another race?

When a race is selected for a player’s wager, the race is not removed from the database.
The race remains in the mix of races stored in the database. Thus, for every wager, the race
database is the same. It is conceivable (but unlikely) that the same race could be selected for the
next wager, either for the same player or for another player. However, because every race
remains anonymous until after the player has placed his wager, the use of the same race will not
affect the outcome of the wager. Rather, the outcome of the wager is determined by the player’s
skill in selecting the top three finishing horses based on the handicapping information presented.

3. How many races are stored in the device?

Racetech presently has an offline video database containing more than 214,000 horse
races conducted at licensed U.S. pari-mutuel facilities. Of these offline races, approximately
21,200 qualify under the present criteria for use in Instant Racing wagering. About one-half of
the qualifying races are loaded on the video servers for use in Instant Racing wagering at any one
time. The qualifying races can be rotated onto and off of the video servers so that the database of
races is not static.

The video servers contain only video files, and may be located onsite for fast access. On
the other hand, the handicapping information associated with each historical race and the official
race finish data are stored in the totalizator system in a secure offsite location. No video files or
data are stored in the individual Instant Racing terminals.



Those terminals (just like self-service tote terminals in use at racetracks today) are simply
communication devices which transmit the information regarding the player’s wager to and from
the totalizator system.

4. What is the “technical” name of the device or component that randomly selects the
race?

All random race selections are driven by a software random number generator executed
within the totalizator system. The random number generator was developed by AmTote using a
“multiply with carry generator” algorithm suggested in papers published by George Marsaglia of
Florida State University. The AmTote software random number generator and its usage methods
have been tested and passed by independent testing laboratories.

The random number generator has no affect on the outcome of a player’s wager. Once a
player is presented with a particular race on which to wager, it is up to the player to pick three
horses based on the handicapping information presented. The outcome of the player’s wager is
dependent upon the skill of the player in selecting the horses that finish first, second and third in
the race.

5. What is the structure of the pool, identified in RaceTech’s “General Description of
Instant Racing”, the balance of which (after deducting takeout) is “returned to patrons
who place winning wagers”? Le., what bets or other “payments in” constitute the
makeup of the pool at the time the player initiates the game by pressing the start button
on his terminal?

In order to fully understand the answer to this question, it is important to first have a
complete understanding of “traditional” pari-mutuel wagering. At a racetrack today, when a
player places a wager on a live horse race, the wager is placed into the appropriate pool (or
appropriate pools in the case of multi-payout wagers such as the twin trifecta or the Pick-6).

To use an example from “traditional” pari-mutuel wagering, suppose that 100 players
each wager $2 on a horse race, with 50 of the players picking a horse to win, 25 players picking a
horse to place, and 25 players picking a horse to show. In this example, each different type of
wager is collected in a different pool. Thus, the win pool will contain $100 (50 times $2) and the
place and show pools will each contain $50 (25 times $2). If two of the win pool players pick
the winning horse, the players will win approximately $40 each. The win amount is calculated
by subtracting the racetrack’s commission (approximately $20) from the total pool amount
($100), and dividing the difference by the number of winning wagers (in this example, two).

Now suppose that 21 players wagering in the show pool wager correctly (i.e., their show
wager is placed on any of the top three horses). Applying the strict pari-mutuel mathematical
formula would result in the winning show pool players actually losing money. (The racetrack
takes its commission (approximately $10) out of the show pool and distributes the remainder
($40) among the 21 winning players, for a per-player payout of approximately $1.90). This type



of pool, where the winning payout based on the pari-mutuel formula is less than the amount of
the winning wager, is know in the industry as a “minus” pool.

Minus pools are governed by the particular state’s racing law. In the case of a wager on
Instant Racing, as opposed to “traditional” live horse races. As each wager is placed, the wager
amount is split into several parts, in increments of 1/1000 of a cent. These parts are (a) the
racetrack’s commission, (b) one pool for each specified way to win, and (c) a seed pool that
ensures that minus pools do not occur. For the Thoroughbred Mania version of Instant Racing,
each dollar wagered is split as follows':

' When playing Thoroughbred Mania, a player has the choice of betting one dollar (or other unit) per race or two
dollars (or other units). The first dollar wagered makes the player eligible to win any one of six different pools
(trifecta, exacta, win, etc.). The second dollar wagered makes the player eligible to win two additional pools which
are more difficult to win (Pick-3 and Pick-4).



First Unit Bet

Seed Pool Seed Pool

Not Full Full
Takeout 10.0% 10.0%
Seed Pool 75.0% 0.0%
3 Exact Order 3.1% 18.6%
Top 2 Exact Order 2.8% 16.8%
Top 2 Picks in Money 1.0% 6.0%
3 to get Top 2 4.6% 27.6%
3toget 1%, 3" 2.8% 16.8%
Top Pick Wins Race 0.7% 4.2%
Total 100.0% 100.0%

Second Unit Bet

Seed Pool Seed Pool

Not Full Full
Takeout 8.0% 8.0%
Seed Pool 75.0% 0.0%
Pick-4 17.0% 92.0%
Pick-4 Consolation 0.0% 0.0%
Total 100.0% 100.0%

In order to eliminate the occurrence of minus pools, which are standard occurrences in
“traditional” pari-mutuel wagering, Instant Racing utilizes the concept of a seed pool. The seed
pool is essentially a pool of money held by the operator to make sure all winning wagers can be
paid the amount required by applicable regulation. The seed pool in Instant Racing is made up
of money wagered by players. On the other hand, the deficit in a traditional minus pool is paid
by the racetrack. Thus, Instant Racing is actually a more pure form of pari-mutuel wagering than
is “traditional” wagering on live horse races, because in “traditional” wagering there are
circumstances under which the racetrack stands to lose money to the players. As can be seen
from the first column of the chart above, if the seed pool is not filled to its predetermined level, a
large portion of each wager is placed into the seed pool until it reaches capacity.

The vast majority of wagering through Instant Racing takes place when the seed pool has
already been filled to its predetermined level. Therefore, most wagers are allocated as shown in
the second column of the chart above. As multiple players are wagering on different $1
Thoroughbred Mania machines?, each wager is allocated as set forth in the chart. Each of the six
pools for the first dollar bet, and the two pools for the second dollar bet, will continue to grow
based on the foregoing allocations until someone wins the wager that corresponds to a particular
pool. Upon winning the wager, the amount in the applicable pool will be paid to the winning
player (less breakage). The pools that were not won will continue to grow, and the pool that was

2 Different versions of Instant Racing, and different wager denominations of the same version, are considered
different wagers and thus are placed into different pools.



won will begin anew starting at the applicable minimum amount (which minimum amount is
funded from the seed pool to ensure that a minus pool never occurs).

6. For purposes of this question please assume that there are 10 system terminals in use,
with a different race selected by the server for each terminal.

a. RaceTech's “General Description of Instant Racing” suggests that players' bets are
divided into separate standard, exotic and proposition pools for each wager made
available by the betting terminals. If so, how (and by which component of the
system) is the calculation made of each portion of the player's total bet for allocation
among the pools?

Assuming that the ten players in this hypothetical are each wagering on a $1
Thoroughbred Mania machine and each player wagers two units per race, the ten players will be
playing against each other in eight different pari-mutuel pools. A description of the eight pari-
mutuel pools is set forth in the chart contained in the answer to Question No. 5.

Each dollar wagered by a player is divided among the track’s commission and the eight
pari-mutuel pools (and in certain instances the seed pool) in accordance with the percentages set
forth in the chart. The allocation does not take place within the player terminal because the
player terminal is simply a communication device that transmits information about a wager to
and from the totalizator system. The calculation of the allocation is done by the totalizator
system. Furthermore, each time such an allocation is calculated, the totalizator system updates
the total amount contained in each pool. This is the exact function the totalizator system already
performs in “traditional” pari-mutuel wagering.

b. How (and by which system component) are the odds on the available wagers
(standard, exotic, proposition) calculated for purposes of the payoff of the
winning wagers?

Unlike slot machines or other forms of house-banked casino gaming, there are no true
“odds” in Instant Racing. A slot machine might pay fixed 10 to 1 odds for a certain combination
of symbols, and fixed 30 to 1 odds for a less frequent combination of symbols. In Instant
Racing, on the other hand, each payout is entirely dependent upon the amount in the pari-mutuel
pool. An Instant Racing player might win the “3 Exact Order” pool three times in the span of
one hour, and each time the payout will be different.

Just as in “traditional” live horse racing, the totalizator system allocates all wagers into
the appropriate pari-mutuel pools and keeps track of the total amount contained in each pool.
Thus, at any point in time the totalizator system can inform the player of the amount the player
will receive if the player wins the pool. Each individual Instant Racing terminal displays the
pool amounts (i.e., probable pays), and these displays are updated approximately every 2-5
seconds (much more frequently than is customary in “traditional” live horse racing).



c. How (and by which system component) are the individual payoffs (displayed
on the terminal for the various wagers to which the player’s bet is
allocated) calculated?

Individual payoffs for a winning wager and the probable-pays displayed on each Instant
Racing terminal are calculated the same way. The totalizator system allocates all wagers into the
appropriate pari-mutuel pools and keeps track of the total amount contained in each pool. The
total amount in a pool is rounded down according to the breakage parameters, and paid in full to
the first wager that wins it.

The only exception is the Thoroughbred Mania Pick-4 Consolation, which has no pool of
its own. Rather, the Pick-4 Consolation is paid as a percentage (10%) of the Pick-4 pool. The
Pick-4 Consolation is paid to a player who has selected the winning horse in three consecutive
races, but has lost in the fourth race. If the player had selected four consecutive winning horses,
he or she would have won the Pick-4 pool in its entirety.

When a wager qualifies for more than one way to win, the player receives the highest
payout. For example, if the player’s selections match the first three finishers in exact order, then
the first unit bet qualifies to win both the 3 Exact Order pool (i.e., the trifecta) and the Top 2
Exact Order pool (i.c., the exacta). In this situation, the player receives the higher paying pool.
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John Walzak
215 Grand Ave, Unit 4
Toronto, ON, M8Y 3Y3

To Whom It May Concern

| have been asked to comment on the “Instant Racing Pools” as described in the
Mode! Rules of the Association of Racing Commissioners International.
Specifically, [ have been asked my opinion on whether or not the pools are pari-
mutuel compared to other pari-mutuel pools based on horse and dog racing. [
have reviewed the rules, observed the operation of the pools in a controlled
demonstration and interviewed some of the pool developers.

A. Basic Pari-mutuel Tests

In my opinion the “Instant Racing Poals” are based on the following pari-mutuel
principles:

1) The operator (and government) receives a take-out amount from the gross
pool — there is no interest in the winning outcome;

2) The payout amounts are determined by the amounts wagered by players —
there are no fixed odds;

Instant Racing Pools comes in four iterations, all included in the Model Rules.
The deduction of the take-out, before the winning payout is calculated, is
common to each version. The rules typically describe this procedure with the
words “After applicable takeout has been deducted from the wager...” (PMRMR-
004-035 Proprietary Wagers, A. Instant Racing Pools (1) (d)). The takeout is
applied to the wager in a manner consistent with the Net Pricing Method,
whereby the takeout may vary across wagers in a pool and is calculated
separately for the wagers involved. This method is described in the Model Rules
at PMRMR-004-030 Calculation Of Payouts And Distributian Of Pools.



Payouts are calculated in the standard pari-mutuel fashion — the amount bet on
the winning outcome is divided into the net pool (the amount available to be
won), breakage/minimum payout rule is applied and the resulting price is
allocated to each winning wager, according to the amount of that wager (a $4
winning wager receives twice as much as a $2 winning wager). In the case of
the Instant Racing Pools, there may only be one winning wager for any pool.
The calculation is akin to a Win pool for which there is only one winning wager —
the holder of that wager receives the entire net pool (minus breaks) regardless
the amount that was wagered. This calculation is described under the section
titled “Payment Calculation” for each variation of the pool.

The two principles above are, in my opinion, the key factors in determining
whether or not a proposed wagering game is pari-mutuel or not. 1 believe that
the “Instant Racing Pools” all meet these two key criteria.

B.

Additional/Supplemental Pari-mutuel Tests

In addition to the basic two criteria above, the following factors are generally
applied to pari-mutuel pools through regulatory programs. [n my opinion these
factors apply to the “Instant Racing Poals”:

1)

2)

3)

4)

9)

A player selects the outcome on which to wager based on the player's
personal decision — handicapping information based an the past performance
of the contestants is provided;

The player can view the race played,

The wagers are made through a totalizator system with fully auditable
transaction records for selling, accounting and cashing of the wagers;

The winning outcome is determined by the order of finish of a race sanctioned
by a racing commission;

The pools operate according to consistent internal logic for determining
winners;

The pools operate according to consistent external logic (of other pari-mutuel
pools) for determining price calculations, breakage, minimum payout,
carryover, split and bonus pools;

The pools may only be operated if approved by a regulatory body;

The takeout may be apportioned in the same manner as other pari-mutuel
pools — to purses, the track, the state, etc.



W

The first four factors are provided for in the Model Rules. Whether or not any
actual implementation of the “Instant Racing Pools” meets these requirements is
a factual question, best left to on-site review. The fifth factor, a consistent
internal logic, seems to be a given to me. This factor is generally concerned with
how winners are determined and how exceptions to the rule are handled. Again,
real life experience and evaluation may be the best method for assessing this
factor. For the purposes of my opinion, | accept the internal logic of the paols.

Factors seven and eight are also factual in nature and best left to field
verification. Both factors are included in the Model Rules. | assume that any
implementation of the “Instant Racing Pools" will be in compliance.

That leaves factor six: The pools operate according to consistent external logic

(of other pari-mutuel pools) for determining price calculations, breakage,
minimum payout, carryover, split and banus pools.

Price Calculation, Breakage and Minimum Payout

The price calculations, as mentioned above, are relatively straight forward. In
Madel Rule terminology, they are single price pools similar to the basic Win
calculation. Breakage, or minimum pay rules, are also straightforward.

Breakage is a variable in the pari-mutuel world. [t defines the rounding down in
the price calculation and sets some expectations for minimum payouts. As a
rounding methaod it is mostly a method for creating revenue for the pool operator
or the state. The breakage point is defined by state law and ranges from $.05 to
$1. The higher the breakage point, the higher the revenue to the recipient. The
“Instant Racing Pools” follows whatever the breakage rule may be in the
jurisdiction, just like any other pool. The second aspect of the breakage issue is
the minimum payout. This level is defined by rule and often linked to the
breakage point. Typically, minimum payouts are defined as $.05/dollar wagered
and can range to $.10/dollar wagered. The pool operator must fund, from its
revenues, any shortfall in the pool to meet the minimum payout level. The
“Instant Racing Pools” take a similar but perhaps more pragmatic approach to
the minimum payout issue. Minimum payouts are defined and posted for various
wagering outcomes. The funding for these levels is provided through the seed
pool that is accumulated for each pool. In my opinion, the calculation, breakage
and minimum payout operations for the “Instant Racing Pools’ meet the definition
of pari-mutuel.

Refore maving to the next factors, a short note on calculating pari-mutuel pools.
The traditional method of calculation was to pool the wagers then calculate the
takeout from the pool. The introduction of net pricing, allowing more than one
takeout rate to be applied to a pool, created the possibility of calculating the
takeout on a wager by wager basis, to ensure the proper rate was applied. With
computers, the new method could be implemented seamlessly, and allowed for a



level of precision that could maximize the return to the wager. In general,
deducting from a pool or deducting from each bet is an arithmetic choice that has
minimal impact on the calculation. The "Instant Racing Poals" have adopted the
wager level as the paint of calculation for the takeout, carryover and split. Inmy
opinion this is consistent with generally accepted pari-mutuel operations.

Carryover Pools

The operation of carryover, split and bonus pools is the heart of the "Instant
Racing Pools”. A carryover pool involves moving the net pool (the amount
available to be won) to a future event/race whenever no winning selection is
made. The concept started with Pick N pools, designed to create jackpots at the
races that could rival lottery pools. The idea was that the more available to win
the more players will bet. By ensuring future events had money available for
potential winners, those players were attracted. The carryover was applied to a
different event than originally wagered and made available to wagers not part of
the original event. There are a number of carryover pools in the Model Rules
including the Twin Tri, Twin Quinella, Twin Superfecta, Pick N Place X, Racingo,
etc. The carryover is the basis for the “Instant Racing Pools”. Whenever a
player loses, the net pool portion of her wager is carried to the next event and
made available to be won by that player. The first event is the race and wager at
the first player’s machine. The second event is the next player, race, machine
and so forth. In my opinion, the operation of the carryaver pools in the “Instant
Racing Pools” are consistent with operation of carryover pools in other pari-
mutuel pools.

Split Pools

The split pool is a variation on the carryover pool. It invalves splitting a portion of
the net pool off and making it available to be won if a subset of the winning
outcome is selected by a player. For example, in a Pick 6 pool requiring the
correct selection of the winners of six races, the rules allow for a portion of the
net pool to be made available for those selecting 5 winners. The rules define
various methods for splitting the net pool. The general idea is to encourage
players to participate in the pool by paying out lesser amounts for less than
perfect selections. “Instant Racing Pools” use split pools in the same manner.
The rules define the allocation of each wager to the net pools that are defined by
the methods of winning or ways to win. These split portions are pooled into a
series of carryover pools available to be won by the players. This practice of
apportioning and carrying over is consistent, in my opinion, with the same
practice in other pari-mutuel pools, particularly the Pick N pool and the Pick N
Place X pool, both in the Model Rules. The seed poal, used to ensure there are
sufficient funds available to meet the minimum payout rules for the various
methods or ways to win, is a fairly unique implementation of the carryover
concept. While simply a variation on the split pool concept, allocating a portion of



the net pool for a specified outcome, the seed pool concept has been
implemented in Canada as a variation on the Pick N pool. A defined method of
calculation for the pool allowed for a portion of the day’s net pool ta be allocated
to a future Pick N pool whenever the complete winning selection was made. This
portion “seeded” the next pool, accelerating the growth of the carryover by
atiracting players when the available amount to win was traditionally low. The
seed pool in the *Instant Racing Pools” works to accomplish the same goal - to
ensure players have something to win. Again, this is, in my opinion, consistent
with accepted pari-mutuel operations.

Bonus Pools

Bonus pools are used in the “Twin" series of pools referenced above. The
concept is that a portion of the net pool is split off and reserved for those players
who won the first level. For example, in a Twin Tri, those players who won the
trifecta bet on a race qualified for a chance to select another trifecta bet in a
subsequent race. The players receive a payout for the first winning selection and
a chance to select in the second event without cost. If there are no winners at
the second level the pool is carried over to next Twin Tri poal and made available
for the second event of that pool. The bonus is funded by allocating a portion of
the net pool to the bonus. The bonus in the “Instant Racing Pools” works in the
same manner. A portion of each wager is allocated to the bonus pool. To qualify
for the bonus a player must select a qualifying outcome. No cost is associated
with playing the bonus. The bonus pool carries forward if the player does not
make the correct selection. This is, in my opinion, consistent with accepted pari-
mutuel operations.

[ trust this opinion is clear. | have attached a resume of my professional
experiences. | may be contacted to discuss this opinion at 905 301-0324.

Yours ftruly,
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Pari-mutuel and Skill aspects of Instant Racing

1. Defining “pari-mutuel” wagering:
a The player is not betting against the “house”, just against other players.
b. The “house” has no interest in who wins or loses, or whether a particular wager

wins. The racing establishment takes a set commission from the gross wager, and all of
the rest is.split among the winners. '

c. Fixed-odds slot machine wagers are betting for winnings “banked” by the house.
Instant Racing games are not “banked games™ like slot machines..

d. Since minimum payoffs are funded by setting aside a portion of the bets in a Seed
Pool, Instant Racing is even more pari-mutuel than regular racetrack wagering. When the
standard racetrack Show pool has a minus pool, players are betting against the house.

8 Modeled after common pari-mutuel methoeds:

a The concept of pari-mutuel wagering is central to the pending patent. If this were
just another slot machine, the patent would have been 50 years too late.

b. Similar in concept to the Pick-N and Twin-Trifecta multi-tier payoffs: The Pick-6
often pays part of the pool to exact 6-of-6 winners, and another part to 5-of-6 winners.
The Pick-9 has been known to have up to three ways to win, Similarly, the Twin-Trifecta
generally pays part of the pool to the first Trifecta winners, and another part to those who
also win the second Trifecta.

c. Similar in concept to the Pick-N and Twin-Trifecta carry-over jackpots: In most
Pick-6 pools when no wager wins the exact 6-0f-6 payoff, that portion of the pool is
carried forward, progressively increasing from day to day until it is won. Similarly, in the
Twin-Trifecta when no wager wins both consecutive Trifectas, that portion of the pool is
carried forward.

3. Extension of current offerings:

The Racetech gaming system provides the new [nstant Racing component in the
complete Live / Simulcast / Instant Racing (Replay) pari-mutuel wagering services
provided at horse and dog racetracks.

4, Racetech contracted to design the Instant Racing system with AmTate
International, not with a slot vendar or a casino company:

a. AmTote International has been a leader in pari-mutuel wagering for over 60
years, with its core business devoted exclusively to pari-mutuel wagering.

b, The game terminal is built from many internal components of the new AmTote
V3000 self-service racetrack terminal. These are mounted in a cabinet similar in
appearance to a slot machine in hopes of enticing slot lovers back to the racetrack.

c. The central system (transaction server) is an AmTote Spectrum totalisator system,
with over 1.3 million lines of code designed specifically for pari-mutuel wagering. The
system was modified only by adding a few new commands, transactions, database
components, and reports.



5. Technically unlike slot machines:

a. The terminal contains no component or software that is involved in determining
the winner, This is alt handled in the central tote system, which s in a secure offSite
location, using a private network with encrypted communications,

b. Na data revealing the race ID or results is in the terminal until after the player
selections have been sent to the central tote system. Therefore, the theft and modification
of a terminal ot its software offers no benefit to a potential hacker.

6.  Pari-mutuel wagering information displays are more current and extensive
than required for live racing:

a. Up-to-the-second displays: The current “probable pays™ are shown on the
terminal screen, updated every 2-5 seconds.

b.  The moment the “Start” button is pressed, the “probable pays” screen clears.
Within a fraction of a second, the central system updates displays with the exact “will-
pay” values, while the race video starts to play. If the player wins one of the pools, the
value is highlighted when the results are revealed. The “will-pay” values stays on the
screen until after the player has seen these race results.

c. Past performance statistics that were available on the day of the actual live race
are presented on the terminal screen. The data are more readily available and in a form
more easily understood than is common duriag live racing.

7. A game of skill, not a mere game of chance:

a. The player may select the three horses or greyhounds he or she believes may be
the first to finish the race. An automatic selection is not forced on the player.

b. Several past-performance charts may be viewed before the selections are entered,
so the player can exercise and imprave his or her handicapping skills.

c. Experience has demonstrated that Instant Racing players use their skill to winata
rate significantly higher than random chance. Convetsely, slot machine designers must
certify that their machines actually do provide a game of chance.

8. Another benefit, mentioned in the patent:

“Importantly, the system supports and rewards the racing industry which produced the
original wagering performances, which adds continuing “shelf life” and revenues 10 the
original event.”
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nstant Racing boosts purses; Oaklawn Park offictals
use the electronic game to attract people (0 racing

Racing First

BY TOM

Usvas coudy with afternnon iemperantres in the upper

30s. but that dida't stop maore than 16,000 people fram

attending the races on a recent Saturday ot Qaklawn
Park. The Large crowd on the apron at post time 1or each
race was more veminiscent of the peak season ar the Hot
Springs. Ark., facility

Perhaps they werg anxious for sume action after Qaklawn
canceled four davs of racing the week hefure because of ad-
verse weather-related track conditions, Or maybe Oaklawn
is just one of those special places where the racing prodnet
still has 10,000-plus appeal at the turnstiles on an average

Saturday.

For the past seven years. Qak-
lawn afso has offered gaming in
the form of pari-mutuel Instant
Racing machines, and last year SIS e
added e'»clronic games of skill.

Not thal management discour- 2007
ages patrons {rom playing the 2005
madnnc:. bur the ganing room 2005
ts (ucked away in a corner of the 2004
first floor near the indoor pad- 2003
dack and hardly intrusive to rac- 2002
ing operations.

2001

Ii further proof is needed that
Vaklawn officials see gaming.
nat racing, as merely a means o
an end, consider commenis from Oaklawn general manager
Eric Jacksan when he was asked for @ status report on the
track.

“Prabably the next big development we have ta do is a
building (for gaming).” Jacksen said. “\We've imposed on the
racing fan Lar mare than we shauld have. T think there are a
I uf entities in racing in order to get gaming. We really are
racetrackers.

“Nobody loves racing more than the Cella familv, and
they're not going to let anybody take our eye off the ball
Caming is great and s a ot of fun becanse it aitracts people
who wouldn tbe here otherwise. We're in it to aitract people
e racig,”

Unable o win legislative support for slot machines, Qak-
Jawn gambled on [nstant Racing machines, which resemble
video lottery terminals but employ recveled races and are
considered paci-mutued in nawre. Play increased from §75
million in 2004 to $150 million in 2005 and $240 million in
2006, This year, with electronic gamwes of skill—video poker,
fov instance—in the mix, gaming handle is proiecied tu be
3350 million.

“That's a good vmen for purses.” lackson said. "And play
un Instant Raciag is up over last year for the first 40 or 45 davs
of this year: There has been some trade-oft {with the games of
skill], but Instant Racing continues (o grow.”

T projpgled

STEADY GROWTH

'daily average purses at Oaklawn)

LaMARRA

Revenue from the machines-ronghly 189 of pross han
dle-—is the reasan parses this year are proiected 1o average
Close 1o $300,000 a day ai Qaklawn, one of a dwindling num-
ber of family-owned racetracks in an increasinghy corporate
world. Jackson credits a commitment by ovener Charles Cella
dm ing tough times in the 1990s for helping bridge the gap.

“The Cellas overpaid purses eight straight years in the
19905 by abonr $4 million,” Jackson said, "Nuring one of our
darkest hours, (Cella) kept writing the checks with no idea
there would ever be payback, We've also warked with the
horsemen, We hang beads from time 1o time, hut we've been
through vlections and legislative
sessions together. We're in this
canae together.”

lackson is a principal in
Racetech, the company that de-
veloped Instant Racing, The ma-

*$300,000 chines are tin use in Arkansas and
$275,275 Oregon, and legislatian to autho-
$253,095 rize thent is under consideration
$238.896 in Ohio and Virginia. RaceTech
§234.033 nfl’iclmls helieved early vu }nsm n
$219.417 Racing would he an casier scll

= than slots. but success in Arkan-
$211,267

sas sl caplivated the racing
industry.

“Why we're not in moere states
152 mystery tame,” Jackson said. "Plan B worked out pretty
well for us. We weren’t ever geing to get slots.”

Oaklawn has abou 450 gaming wnninals: a study sug-
gests the market could bandle 1,000, A freestanding gaming
facility adiacent 1o the grandsiandchibhouse will be con-
structed onee a court challenge o the legality of electronic
pames of skitlicpesolved. Jackson said Oaklawn isina “hold-
ing pattern” pending that sutcome,

Qnanotherissue, Jackson said Oaklawn isn't readv W jump
on the syathetic-surface bandwagon. Thougl tacing in Janu-
arvand early Febrany canlead tamissed training and racing
dayss the Qaklawn surface otherwise performs well,

) think the verdict is still ou,” Jackson said of synthetic
surfaces. “Tdontthink we're guite ready to make that leap of
taith. W have a rack-surface comnuttee with trainers and
vers, and Pd sav we're pleased with the racetrack we have,
That doesntimean there isn't samething better.

“We really want horses that come out of here an the Triple
Crown 1iail o run on a surface tike they're guing to be on (at
Churchill Downs, Pimlica Race Conrrse. and Belmant Park).”

Oaklawn's 3-vear old series—the $230,000 Southwesl
Stakes, the 8300000 Rebel Stakes (gr. 1), and the $1-million
Arkansas Derby (gr. Ili—has grown in prominence in this de-
cade. The Qaklawn suries produced Smarty Jones. Afleet Alex,
and Lawver Ron in 2004, 2005, and 2006, respeciively,



COULD YOUR TRAGK USE AN EXTRA

o1 BILLION IN HANDLE?
AND MILLIONS MORE IN PURSES?

Oaklawn Jockey Club in Hot Springs, Arkansas (pop. 35,000), has passed the $1 BILLION mark on Instant Racing handle-
adding more than $15 MILLION to purses. Because Instant Racing is 100% pari-mutuel, it's the perfect fit at any racetrack,

i Jan. 20, 2008
$1,000,000,000 —

$900,000,000 —
$800,000,000 =

$700,000,000 -

$600,000,000 =

$500,000,000 =

$400,000,000 = —
$300,000,000 -

S200,000,000 ==

$100,000,000 ==

2000 2001 2002 2003 2004 2005 2000 2007 2008

Instant Racing has added $1.000,000,000
to Daklawn’s handle and more than 519,000,000 to purses.

100% Pari-mutuel. 100% Racing. RicLTEcr
100% Ready for your track now!

Call Louis Cella today at 1-800-554-5265.




BACKGROUND AND GAMING HISTORY OF MARLIN
TORGUSON CEO OF TORGUSON GAMING GROUP THE
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Marlin F. Torguson is perhaps the gaming industry’s greatest
visionary. He founded Casino Magic Corp. in 1992, with the
opening of the first barge-concept casino in the world, Casino
Magic Bay St. Louis. The company was awarded the PO of the
Year in 1992, generating over $21 million with its initial public
offering on October 23, 1992. He served as president and chief
executive officer as the company quickly expanded and unveiled
it Bilox1 property June 5, 1993. As chairman of the board and
director, he further developed the corporation opening Casino
Magic properties in Greece, Argentina and Bossier City,
Louisiana. Torguson was a director on the board of Pinnacle
Entertainment for five years, with his term ending May 4, 2004.
Pinnacle Entertainment is the holding company for Casino
Magic properties outside of Bay St. Louis, Mississippi —

Boomtown Casino New Orleans & Boomtown Casino Reno,

and Belterra Casino, Indiana.

Additionally, Torguson has been a co-owner of GMT Management Company since
1983. He successfully spearheaded Indian gaming nationally, as he expanded
Jackpot Junction Casino in Morton, Minnesota, from a bingo hall to the largest
gaming facility between Las Vegas and Atlantic City in 1990. In 1991 Torguson
converted a landmark building in Deadwood, South Dakota, into Goldiggers
Hotel & Casino.

Prior to entering the gaming industry, Torguson owned and operated several
restaurants in Minnesota, including the Farmer’s Daughter in Litchfield and
Torgy's East in Spicer. He was the co-owner of Payless Liquor in Alexandria,
Minnesota, from 1982 to 1999. He gained his experience in the food and beverage
industry working at and developing his family's business, Torgy’s on the Lake in
Glennwood, Minnesota. Torgy's on the Lake was found in 1948 by Torguson’s
father. Torguson went to work there in 1966, and today is the sole owner.

Marlin F. Torguson has contributed a tremendous amount to the progress and
proliferation of the gaming industry as a whole. If history is a prediction of the
future, he will continue to be a leader in his future endeavors.
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New-Stock Offerings Pose Peril, Analysts Warn,
As Quality of Issues Tendsto Weaken Amid Boom

oTC
FOCUS
Dy Sara CALIAN

Staff Neworiee of Tx Wars, SYRrery Jinmmar

NEW YORK — The average new-slock

Jool your

The Best and Worst IPOs

Initial gublic olferiags from August 1, 1992, to February 18, 1993, ranked by
percentage gain of loss in price since olfering date.

Tha Bast Parforme

Ing

Fugil,
Quallly of Olferings

The
aalily Wl companles coming public lends
lo decline the longer the IPO (renzy lasls.
Thal makes lhe PO market (reacheruus
Tor novice Investors who are fuced inta the
isathet by the early

issue has soared 2% In (he pasi slx -+ GIIIN  OfFIA  CURMNT  PIMCIRT
inonths, but don’l let the dauling gains COMPANT UsGLRWRITIA MONIH  PCE* FCE  onaect
While Investors still have a healthy | S3nd Magic Somt bssioaol Ot 3500 $I8ER  27E%
appellte for new-stock olferings. there are fascn WaSat Jehnten My 500 1550 200
:&: ibal {he easy money “‘:l.rg-dy has | Alghe-Bsta I N, flgnn Dt Bo0 1000 1354
3 argue h — TR
i inblial public oltetings area’t lkely to hog. 1200 20 12
o nearly as well as recenl sieflar per- Tyl 170
fogmers sisch a3 Alpha-Bria Technology. Thug 1198
Plallnum Soliware and American Studlos, — Er P I
which have more than dusubled since cum- (TR I .
pobiic. Scpl 100 146 1090
"I this maskel is in 3 serious corTee: ‘o, 1200 320
tion, Ihe reveal 1°0s will come down oy 5?5 - T
hanler and fastes Ihan the markel al oat L L] L3
farge.” warns Johu Laputie, panager of
1alimere's T. Rowe Price Hew Tlorkons
IR BIIEA CURBINE  PLACIND
MoHIH Ll R CANCE
5 160 -f0an
@oblem, say analysts, Is that the Dec .’._.w_..! T

Many investors are enlering the 1PO

Ihe past six imonihs,

rapidly

markel, boping W lind slocks such as To—
Casloo Magle, the best-pesforming 10 In :‘""":‘ml
1e0n) e

Casimt Maglc, which came public in DeWelle
ciuber, is mow trmding al 19%, nearly lour
limluol‘(zlddlzwkwls‘mnw;nuan Orbolegle
apparently suceess bike Casino (3 * Aduaind ot
cuuld be r " say e e
which plans [0 open a new casino in “This ks & hol area of the market, bul Ttight now, tnvesturs i wary of fost

Inboxi, Miss., early this summer, mikghl
suller a stock market setback i) it can’t
malntain lis expected growih rale.

*The unes with (he sirvageal run-ups
are the must vulnerable W 3 price corree
tion \n the markel,” says Robert Natale,
Standard & Poor’s new-is analyst.

»Many limes the growih rale matures and
slows down and 1lese slocks hecome fos
expensive for their high Uading prices.”

Mr. Natale also wans investors nut to
Jump uichly knto olber gambling olleriogs
based am Ihe siceess of Casino Magic.
“Usually, the better deals go first in an
Induntry underwriling cycle. AL the cnid
of the cycle, the valuations are much
higher and there b an addod rsk fhal e
gty of the deal 't as goed, bul b
vidlng o the newly atiracied altention,™
Ive says.,

sunpe invesiors already have sold vnl of
Argesy Gaming, oftered last week al 19
# share Ikoigh lead underwrller Dunalkd
son, falkin & Jenretle, Sooll Mullinls, 2
justlalin axsistant with 1DS Gruwth Spec-
tram Advisors In Minpeagolls, says the
firm Lought Lato the Argusy offering and
sold it 10 minutes atler it opened oo the
markel. The Alton, Ui -based cumpany
Lol by s

the Misskasippd In Dilnols. The stock closed
unchanged al 19% on Friday.

Mr. Mullinix says his firos was alo
ke o sell Preshdent Riverbeal Casloos,
another gambdling company. Dae of Ihe
past six moths' top 20 best-perform-
Ing IPUs, President Riverboal came public
al 18% Ihough lead underwriler Mont:
gumery Securithes ard bs pow Lrading al
nearly double that price al %%,

nuite frankly competition 1s going to be a
real lssuc al some poinl down the rowd
and Ihe stock peice can only go so high,”
says Mr. Mulllnix.

New lssues have struggled In recent
months. The average 1PO Is up jusl 2%
since (he begionlng of the year, ooles
Iiadsay YanVorrhis, a0 analysi wilh Secu-
ritles Data Co,

Olher Indexes lell 1he s5aine slory. The
Standard & Poor's New [ssues Index stows
2 galn of 3% from Lbe beginalng of August,
it Ihe index, which conlalas all bul the
smaflest PO with an offering price of less
1han $5, Is up jusd 8.12% for this year.

The Nasbwp Comgreile  fiaden, e
benchunatk of the wver-(he counles war:
ket, where mosl new lssues Irade. akw
reliects 3 awrend wianbing appelile for §40%
and snalt stocks. The inder nose |14 1o
SRLo] i krickay, down GAR (ron its Feb, ¢
high of 708.85 aid thiwn T8 fur the year lo
dale.

The weakening of newsdnsue slirk
prices shoukl cunr as 1o MINWISE, N3y
SEIs M, Nulale, " Tlwe average wew issine
nives (he st wathin Uwe first three maonihs
of s offerimg,”” be xays, “Aneven stronges
reomd b Ing he compernries Lt have man-
aged o o well for the fisd six ponbs,
wor't b ss well aflerwanis

Lk gambiling, ok, aalysis sy 1o
Laurant aml cumpaler neiwking doues
L alu horotie seestiestinl, Restanrant
wpralon Fresh Uhubee, wiikh wils bt
pablic i carfy December, Is Lrading alfls
alasre Ml opening peice of 11 The stock
edged up e o 20 Friday. Helworking
conupany NelWerth doubled s soon is it
1 I market in Lt November, 1| clised
22 Friday, 775 alane s ollering prae,
o I

ealth cave and biotechnology. bspes, e
carse of Ube uncertainlics surmounding
Presidend Clintun's ealih care policy, M.
Nalale says any new lssues Hal beip will
cont continmmenl winll be pood buys. Dol
it e meantime, be rechons it melical-
rebafedd sticks will bet abiaky, al best, and
Tew now kssvies b ks industry will make it
0 markel.

Iesplte the dangers, Shearson Lebman
Wrolhers  goowlh sinck analyst Susan
Mirseh, 1o many analysis, remalns butl
Tah on growth stocks and Ihe nes lsues
warket, In a reporl redeased Friday,
she notes that aggressive growlh fund
managers have 3% (o X% ol their porifo-
Jios in cash. $he thinks that some of this
ey wall be put Lo work In the tew Lssues
wiarkel in e next soveral month.

“We believe lcchnology and inforina-
lioa stocks witl conlinue Lo provide leader-
ship 10 this sector,” she 13ys.

Hal analyts say invesiors shoukd pick
ihelr lechnclogy storks carclully, The
loribooming Tecnmually Technolugics 15
rated an “avold" by SEI"s Mr, Natale. The
lsrackbased company tware
used for compuler-alded production engl-
neering, The 2.5 millionshare offering is
planned lo come lo market 3l belween 3
ad 11 8 share thoough ead indeywiiter
Shearson Lehman Urothers. Mr. Natale
sayx that with an carnlngs cstimate of Z
ernita 3 share for 1933, (he stuck will have &
“helly” price-Ww-carnings rall of 4
fimies,




It used to be the rule that institutional
investors judged gaming stocks to be too
volatile, too risky, and best left to
speculators. Now, however, the success of
Casino Magic Corp. had many “portfolio
purists” looking at gaming with new eyes
and seeing a solid investment opportunity.

The first indication of this change in
attitude occurred in October 1992, when
Casino Magic issued one of the most
successful initial public offerings in the

history of American Business. In less than
12 months, Casino Magic's stock, traded
on NASDAQ, had soared from an initial price of $5 per share to over $84 per

share before a three-for-one split in June 1993 — an incredible return of over 1,600

Casino Magic
Bay St. Louis

percent and a figure that even die-hard traditionalists couldn’t argue with.

Growing by the “Magic”

As if by “magic,” this appropriately named, solid young company became the
darling of Wall Street. Casino Magic shares were consistently on the “most active”
list, share prices had boomed, investors were beaming, and the cable and network
investment talk shows were calling. Everyone wanted to know the secret behind
the success of Casino Magic Corp.

What they found was an aggressive founder, president and CEO named Marlin
Torguson. Torguson entered the gaming industry in 1983 when he formed GMT
Management, a company that contracted to operate Jackpot Junction Casino, a
highly successful casino owned by the lower Sioux tribe in Morton, Minnesota.
GMT received a percentage of profits from the casino until Torguson sold his
interest back to the tribe in 1992. In 1991, he opened Goldiggers Hotel & Casino
in a historic landmark building in Deadwood, South Dakota.

Still not satisfied even after the remarkable success of his first two ventures,
Torguson sensed there was something even bigger on the horizon. He found it in
1990 on a trip to the Mississippi Gulf Coast where a pro-dockside gaming
campaign was gathering tremendous public support.



Discovering a New Gaming Heaven

As Torguson recalls, “T looked at the location, the climate, the
sandy beaches, the recreational and hotel facilities, and I
thought I'd found heaven. It was obvious that the Mississippi
Gulf Coast was the perfect place for dockside gaming.”

Following the passage of legislation permitting dockside gaming, Torguson's team

immediately began planning construction for Casino Magic Bay St. Louis — less

than an 60-minute drive from New Orleans. Financed with $18.4 million in
proceeds from their October IPO, the first phase of Casino Magic Bay St. Louis
was opened to the public on September 30, 1992 and a gaming legacy was born.

Crowds were so large that they attracted nationwide media coverage, and Casino

Magic winnings were among the largest in the country!

A Pair of Solid Succesos Stories

Then, some 18 months later, both Casino
Magic Bay St. Louis and Casino Magic
Biloxi were fully operational. Casino Magic
Bay St. Louis contained over 39,500 square
feet of gaming area with 1,109 slot
machines, 68 table games and a 35-seat
Keno Parlor. An additional 87,000 square
feet had been allotted for office space and
other non-gaming activities, including
Torgy’s, an elegant and popular new
restaurant specializing in prime cuts of the
finest steaks, as well as tempting lobster
dishes. The casino complex also featured a

Cavino Magic

1,950-space parking lot, a 100-unit RV

Biloxi Park for recreational vehicles, and a 50-slip marina for small pleasure craft and large

yachts. A 600-acre site remained available for future development.

Odyuvey Buffet,
Casino Magic Biloxi

Casino Magic Biloxi contained 55,000 square feet of casino space
with 1,148 slot machines, 70 table games and a 35-seat Keno Parlor,
as well as more than 60,000 square feet for restaurants, offices and
other non-gaming activities. In addition, Casino Magic Biloxi

was one of the first gaming complexes to have its own

McDonald’s restaurant.

Both facilities were continuing to record strong numbers. Even with
the opening of four new competitors, the two Casino Magic facihities
had retained a share of approximately 29 percent of the Mississippi
Gulf Coast gaming market. Revenues and profits had grown as well.
For the 12 months ending September 30, 1993, net revenues were
$172 million, with net income of approximate]y $41 million, or 23.8
percent of revenues.



Implementing a New Philosophy

These impressive numbers can be attributed, in part, to the

success of Casino Magic’s corporate philosophy as well as to
the extensive gaming experience of Casino Magic's top
management staff. As Torguson emphasized, “Our corporate
goal was to develop, own and operate quality casinos in
multiple geographic locations, placing
emphasis on high quality facilities and
accessing new markets early. We strived to
create a high value, high quality gaming
experience in which everything was
designed to maximize profits and, therefore,
investor return. In order to best achieve
these objectives, we maintained a top level
management and executive staff with wide
and deep experience in the gaming industry.
This type of experience was a definite plus
when it came to providing a consistently
high level of performance.”

A carefully planned marketing plan was also

invaluable. “We approached our marketing
A typical efforts with the attitude that everyone who
gaming day at  lives within a 150-mile radius should visit Casino Magic and experience the quality
Cavino Magic  entertainment package we provided,” Torguson explained. “We targeted these
potential gaming patrons through mass media and direct marketing promotions as
well as by supporting special events and sponsoring local transportation. We also
identified, recognized and rewarded repeat casino players through our HMagic
Money Players Club, which then had over 120,000 members. We enhanced the
numbers generated by these efforts by running aggressive p]ane and bus charter
programs and by presenting special sports and other live professional
entertainment on a
regular basis.

LARRY WOLMES || Special Events Attract Many Visitors

1w Mo “ L R F .
Sunday, i The publicity generated by our on-site boxing series, for example, was

June 16 “[ s 4 g priceless. HBO, ESPN, USA Network and other nationally known
' networks broadcast fights featuring Oscar DeLaHoya, Larry Holmes,
Roberto Duran and Roy Jones, Jr. Live from Casino Magic’ to over 300

SUNDAY
MAIR EVENT:
“The Legend”
Larry Nelmes
“--a i) 0

vs. Aatheay Wills

11-4-0 (4 80

million people worldwide. These events were also covered by many major

newspapers throughout America and attracted many new customers to the
casino. Plus,” Torguson grins “our concerts and special holiday

celebrations which featured entertatners like Pete Fountain, Fats Domino,
Crystal Gayle, Faith Hill, Tim McGraw and others brought in crowds that

were nothing S}]Ot't OF phenomenal."




Facing Up to New Competition

Was he concerned that more competition and more casinos

were moving in to the Mississippi Gull Coast gaming market

and would soon be established in nearby New Orleans?

Torguson thoughtlully explained, “I don't think ‘concerned’ is

as accurate a description as perhaps ‘aware’ is. We were aware
of the increased competition and, therefore, we were preparing to meet these
competitive challenges by offering the highest quality gaming product and the best
in customer amenifies.”

Torguson emphasized, however, that there was a great deal of business to go
around. “There’s a misconception in some investment circles that the Mississippi
Gulf Coast is this tiny little hamlet far away from anything resembling a city. The
fact is, more than four and a half million people live within 150 miles. Bay St.
Louis is less than 60 minutes from New Orleans and Biloxi is just an hour from
Mobile, Alabama. In other words, there were plenty of potential customers just a
short drive away. Plus, over three million tourists were visiting the Gulf Coast’s
white sandy beaches in 1990. In addition, our air charter program was then
operating out of 28 cities. In 1994 we had more than 100 flights a month the to
Mississippi Gulf Coast, that brought in over 100,000 customers.

In-Houdse advantages

Insiders said whatever the future competitive level may be. Torguson held a trump
card in the quality of Casino Magic Corp. top management. One example is
executive vice president Al Kokesch, and 18-hour-a-day “go getter” who served as
general manager of Jackpot Junction and had been with Torguson since 1983.
Kokesch is a rare individual who is equally adept at both the financial and
promotional aspects of running a successful gaming enterprise. And, according to
Torguson, “He is without question, the hardest working man I've ever known. Our
investors had a true friend in Al Kokesch.”



Expandsion Plans

Torguson’s other trump card may have been his own
aggressiveness. [n a meeting in Las Vegas in 1993 Torguson
told investors, “IF there’s one thing [ want to emphasize in
reviewing our company history, it's thatr Casino Magic Corp.
has always been and always will be a company looking to grow
in order to maximize investor return.”

The first steps toward this goal were already in progress with planned expansions
in both Bay St. Louis and Biloxi. As Torguson explains, “Bay St. Louis is to
become a total destination resort. The first phase of a luxury hotel and convention
center to be built adjacent to the casino will include conference rooms, a health
club, restaurants, cocktail and lounge facilities, a large entertainment complex and
much more. There were also plans to develop an 18-hole golf course designed by
Arnold Palmer combined with a golf academy. In Biloxi, we had already begun
construction on a 387-room luxury hotel adjacent to our casino. Our goal was to
make Casino Magic Bay St. Louis and Casino Magic Biloxi, two of the South’s
premier spots to visit for both business and pleasure.

Casino Magic Corp.
Company Protfile

The Company

Casino Magic Corporation was incorporated on April 17, 1992. The corporation
had six material subsidiaries: Mardi Gras Casino Corp., Bays St. Louis Corp.,
Biloxi Casino Corp., and Gulfport Casino Corp., all of Mississippi. Also included
is Atlantic/Pacific Corp. of South Dakota and Casino Magic Neuquen, SA.



The Operation

— The Minnesota Corporation operated under a decentralized

management structure with principal offices in Bay St. Louts,
Mississippi which managed gaming casinos in Bay St. Louis
and Biloxi, MS, Deadwood, SD and Neuquen City and San
Martin de los Andes, Argentina.

Casino Magic owned and operated two dockside casinos (collectively referred to
as "Gulf Coast Casinos”) located on the Mississippi Gulf Coast in the cities of Bay
St. Louis and Biloxi. Together these two casinos, which conducted business under
the name “Casino Magic ,” operated a total of 2,288 slot machines, 114 table
games (including 12 poker) and two 35-seat Keno Parlors. In addition to the Gulf
Coast Casinos, the Company owned and operated a historic gaming casino in
Deadwood, South Dakota (“Casino Magic South Dakota”) and two casinos in the
Province of Neuquen, Argentina (collectively referred to as “Casino Magic
Argentina”) located in the cities of Neuquen and San Martin de los Andes.

The Company was pursuing a number of development opportunities, such as
management of a resort complex, which included a casino in northeastern Greece,
and management agreements with the Sisseton-Wahpeton Dakota Nation in North
Dakota. The Company was also exploring the development of additional gaming
opportunities in states where legislation to permit gaming had been recently passed
or was contemplated, such as Alabama, Towa, Indiana, Kansas, Massachusetts, and
Pennsylvania. In addition, the Company was negotiating with North American

Indian tribes to enter into agreements to develop and manage gaming casinos for
those tribes.

Casino Magic
Neuquen, Argentina

Cavino Magic
San Martin, Argentina



Industry Background
Unul approximately 1988, lega]ized casino gaming in the
United States was restricted substantially to the State of
Nevada and the City of Atlantic City, New Jersey, Stuce then,
legalized casino gaming has significantly expanded throughout
the United States. Numerous states have legalized either land-
based, riverboat or dockside gaming. At least 35 states sponsor
lotteries, and several states sponsor the use of video poker‘, video blackjack, or are
required to leave their mooring and cruise during gaming operations. The laws
generally require cruises to be of a certain duration, and will permit dockside
gaming shortly preceding and following the cruise period. While dockside gaming
must be conducted on a vessel in a body of water, the vessel is not required to
leave its moorings and customers may come and go at will. Dockside gaming was
authorized i n Mississippi in June 1990, but gaming operations did not commence
until August, 1992, with the opening of three dockside casinos in Biloxi. The legal
age for gaming in Mississippi is 21. Some states limit the amount that a gaming
customer may bet or lose, which is referred to as “limited stakes gaming,” and
prohibit the issuance of house credit. The gaming laws of Mississippi permit 24-
hour unlimited stakes gaming, and permit the issuance of house credit.

Since the passage of the 1988 Indian Gaming Regulatory Act, a significant number
of North American Indian tribes have established gaming on Indian reservations.
Gaming on Indian lands is subject to compacts that North American Indian tribes
are required to enter into with the state in which the gaming takes place., which
may or may not limit the nature of the tribe’s gaming activity.

A large number of new organized companies, as well as those historically based in
Nevada and Atlantic City, New Jersey, have moved to take advantage of the
newly enacted gaming regulation, resulting in the prospect of rapidly expanding
number of gaming casinos throughout the United States. Management believes
that this trend of expansion is likely to continue, as state governments and Native
American Indian tribal governments seek additional sources of revenue.

The expansion of gaming has also occurred in counties other than the United
States. A number of countries, including Greece and Argentina, have either
adopted laws which permit gaming or expanded such legislation as to provide
gaming enterprises with the opportunity to operate casinos. As in the United
States, a significant motive for allowing gaming operations is the substanttal
revenues generated for the government of the country in which the gaming activity

1s located.



Company History
Development of Casino Magic was lead by Marlin F. Torguson.
From 1984 to 1992, Torguson developed and managed the
highly successtul Jackpot Junction Casino in Morton,
Minnesota. Jackpot Junction was one of the pioneering
developments in the explosive growth of Indian gaming in
Minnesota, and with the strong foundation developed by
Torguson, Jackpot has remained a strong Casino gaming destination in the upper
midwest. After selling the management contract to the tribal interests of the Lower
Sioux Indian Reservation in 1992, Torguson began the development of Casino
Magie, building on the initial base of operations provided by Goldiggers, a hotel
and gaming establishment which he opened in 1991, in Deadwood, South Dakota.

Properties
Casino Magic Bay St. Louis ¢3 Casino Magic Biloxi

Casino Magic Bay St. Louis and Casino Magic Biloxi were two of the 13 casinos in
operation on the Mississippi Gulf Coast. Management believed that the Company
could continue to be successful casino operations in an important and growing
gaming destination. Approximately 70 percent of the Company's customers resided
within 150 miles of the two sites. This primary market area included a population of
an estimated 4.5 million residents. New Orleans is approximately 60 miles west of
Bay St. Louis and Mobile, Alabama is approximately 60 miles east of Biloxi.
Previously, the market range was limited due to the lack of overnight, on-site
accommodations on the Gulf Coast. The completion and opening of the 201-room
Casino Magic Inn located at Casino Magic Bay St. Louis, allowed the Company to
expand its market range.

The Gulf Coast Casinos are physically positioned along 26 miles of sandy beaches
and the area offers a variety of outdoor activities including boating, fishing and golf.
In 1993, an estimated three million tourists visited the area. Local tourism officials
estimated that in 1994 the number grew to approximately 7 million. Tt was believed
the Company’s advertising coupled with other casino marketing efforts and local
tourism promotion would continue to promote the area as a desirable gaming
location, thus increasing future gaming patron numbers. Increased patron numbers
would partially compensate for future expansion of existing and new gaming
facilities in Mississippi and neighboring states.



Cavsino Magic Bay St. Louis, Mississtppi

Casino Magic Bay St. Louis opened September 30, 1992. It
marked the emergence of Casino Magic as a premier casino
operator on the rapidly developing Mississippi Gulf Coast. The
casino (acility consisted of 125,000 sq. ft. of permanent space
with about 40,000 sq. ft. in the casino.

The Bay St. Louis casino is situated on more than 600 acres on
the Bay of St. Louis, Mississippi. It aftorded the opportunity for
substantial future development. In December, 1994, a 200+
room hotel was constructed adjacent to the casino. Also
developed were a recreational vehicle park, the Magic Dome
Entertainment Center and a 50-slip Marina. Plans were
underway to continue to develop the 600-acre Bay St. Louis
property into a destination resort. Plans included the
construction of a second hotel with such amenities as specialty
shops, swimming pools, a convention center, a 5-star-100-unit
RV Park and a championship golf course designed the Palmer
Course Design Company. The company planned to commence
construction of the golf facilities in mid-1995, with completion

scheduled for late 1996.

Cavino Magic
Bay St. Louis Inn

Casino Magic Biloxi, Mississippi

Casino Magic Biloxi opened June 5, 1993. It is physically housed on the golden
beaches of the Mississippi Gulf Coast. Permanent structures of 115,000 sq. ft., with
twin 139-foot towers made it the tallest building on the Mississippi Gulf Coast.
Casino Magic Biloxi featured over 60,000 sq. ft. of casino action and a nightly laser
light show. The casino provided a covered parking garage, free of charge to its
customers and had plans for and 18-story hotel.

In March 1995, the Company signed a letter of intent to acquire Casino One
Corporation, a wholly-owned subsidiary of Gaming Corporation of America.
Casino One Corporation leased, and had an option to purchase, approximately 1.8
acres of land which was contiguous with the Casino Magic Biloxi property. Casino
One Corporation also owned approximately 2.2 acres of land directly across U.S.
Highway 90, from the 1.8 acres. The Company was developing specific plans for
the property and anticipated that a portion of it would be used to establish
additional parking and another portion would be used to develop a

hotel/retail complex.



Casino Magic South Dakota

The company operated a nine-room historic hotel, restaurant
and bar, and gaming casino in Deadwood, South Dakota, under
the name “Goldiggers Hotel and Gaming Establishment”
(“Goldiggers”). Goldiggers began business in April, 1991, and
operated approximately 83 slot machines, 10 video lottery
machines, five blackjack table and two poker tables. Goldiggers
also provided limited food and beverage service.

The Company's management estimated that approximately 50 percent of its
customers at Goldiggers were derived from approximately 900,000 tourists,
primarily families who were visiting Deadwood, South Dakota annually.

Cavsino Magic

North Dakota

The Sisseton-Wahpeton Dakota
Nation selected the Company to
develop and manage a gaming
casino (Dakota Magic) on the
lands held in trust for the tribe
near Hankinson, North Dakota.
The site is located of U.S.
Interstate 29, approximately 70
miles south of Fargo, North
Dakota. Dakota Magic is within a
200-mile radius of a population of
4.1 million people. Under the
North Dakota compact, the
operation would provide a wide
Cavino Magic  variety of table games, craps, live-action keno, pari-mutual wagering and sports

North D;k-?ta book. Many of these attractions were not available in Minnesota, and South
rendering

Dakota Indian casinos.

The Company believed that the proximity to several medium to large Minnesota
citles, its proximity to and visibility from [-29, the 100-room hotel and the
availability of many new games would draw at least occasional visits from patrons

who were now visiting area Indian casinos.



Other Ventures

Cadino Magic Argentina

In December 1994, the Company, through its wholly-owned

subsidiary, Casino Magic Neuquen SA, entered in to a 12-year

concession agreement with the Province of Neuquen,

Argentina. Casino Magic Neuquen operated 2 casinos

(collectively “Casino Magic Argentina”) in the Province of
Neuquen in the cities of Neuquen and San Martin de los Andes. Casino Magic
Argentina, which began operation in January, 1995, included approximately 53,000
sq. ft. of gaming space and contained approximately 350 gaming positions, which
featured 42 table games, 89 slot machines and a 384-seat bingo facility. The
Company had unrestricted rights to increase the number of gaming positions at
both locations, and had the exclusive right to establish other gaming operations, as
well as slot machine routes, off-track betting and other forms of gaming in either of
the two cities, and slot machine routes anywhere within the province. The
Company remodeled the two casinos, and intended to add approximately 310
additional slot machines by May, 1995.



The Bridges
Golf Resort

At Casino Magic Bay St. Louis

Tee off on one of the finest courses in the South. The Bridges is an Arnold Palmer-
designed 18-hole championship Golf Course that opened in 1995. Tt has been
ranked by Golf Digest as one of the top ten courses in the state and is the only Gulf
Coast Golf Course situated adjacent to a casino. It's a one-of-a-kind which features:
* 21 wooden bridges, winding through vast wetlands and luscious fairways

¢ An ll-acre practice facility, including 2 chipping greens and 2 putting greens

* A premier lighting system for night practice and a challenging Par 72 course

¢ A clubhouse serving cool refreshments and appetizing food.

“Che rBridgt‘Wi_ s




Jackpot Junction

Jackpot Junction Casino Hotel gave you the best of two worlds — Vegas-style
attraction and warm Midwestern hospitality. Located in southwest Minnesota,
about 110 miles from Minneapolis/St. Paul, Jackpot offers action 24 hours a day,
365 days a year. We were Minnesota’s first and friendliest casino.

Since 1988, when Congress passed the Indian Gaming Regulatory Act, we grew
along with our customers and their needs. The success of Jackpot Junction was
important to the Lower Sioux Indian Community that owns and operates this
establishment, and it has shown.

Located a short 110 miles Southwest of the Twin Cities, Jackpot Junction Casino
hotel offers the finest accommodations, and meeting & banquet facilities. Offering
276 guest rooms that have a decor in rich warm tones with a tasteful Native
American theme that runs throughout. The lobby is dominated by a 30-foot eagle
flying overhead. Hand painted murals depicting all four seasons of the scenic
Redwood River Valley in the early 1800’s has made this AAA 3-diamond a great
getaway and value. Jackpot Junction also offers 38,000 sq. ft. of meeting and
convention space making Jackpot Junction Casino Hotel a viable location for
Southern Minnesota trade shows, special events, meetings and banquets.

Jackpot Junction,
Morton, Minnesota




