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Representative Richard Ames, Chair

New Hampshire Gaming Regulatory Oversight Authority
Legislative Office Building

33 North State Street

Concord, New Hampshire 03301

Re:  Report to the New Hampshire Gaming Regulatory Oversight Authority
Regarding a Comprehensive Approach to Existing and Expanded Gaqn/

a

Dear Chair Ames,

Pursuant to a Request for Proposal ("RFP") dated August 20, 13,tQNew
Hampshire Gaming Regulatory Oversight Authority ("Authority") a5 Te jained
WhiteSand Gaming LLC ("WhiteSand") to assist it in complying-withsts statutory
mandate to provide the General Court with a report, by on or bgforg December 15, 2013,
containing ". . . recommendations regarding gaming polic @ sight, and regulations . .
. RSA 284-A:2, VII. Deliverable #1 under the RFP re Qs an assessment of New
Hampshire's current gaming sectors. Deliverable 1@&5 an assessment of certain

enumerated proposals considered in the 2013 Legislativé Session relating to the
authorization of video lottery terminals or full s€aJe tdsino gaming. It further requires an
assessment of the capacity of New Hampshjke to develop a commercial gaming sector.
As a key element of the engagement, Whi d was tasked by the Authority with
identifying options and alternatives wi rd to a regulating entity for a full scale
commercial casino with an eye tow rganizational structure for that entity that is
cost effective, consistent with indUstry-best practices and capable of ensuring not only the
integrity but the competitivene any commercial casino approved in New Hampshire.

Given that the B@ity‘s report will have a wide-reaching impact on a number of
State agencies, an essential first step for WhiteSand was to convene the relevant
stakeholders to r%\and their respective roles in the regulation of New Hampshire's
existing gaming rs and to examine with their input, the functional components of a
casino regul scheme - investigation, adjudication, rulemaking, audit and compliance,

enforcement and criminal referral and enforcement. In a series of meetings,

one and e-mail communications, WhiteSand has had the opportunity to
with, among others, Authority members Senator James Rausch, Representative
eber, Sgt. Patrick Cheetham and Kathleen Sullivan, Esqg., Attorney General
Joseph Foster and members of his senior staff, NH Department of Safety Commissioner
John J. Barthelmes and Colonel Robert L. Quinn, NH Racing and Charitable Gaming
Commissioner Timothy Connors, Director Paul Kelley and a member of his senior staff,
Lottery Executive Director Charles Mcintyre, Lucy Hodder, Esq and Christopher
Kennedy of the Office of the Governor and you as Chair of the Authority. All were
generous with their time and provided vital information and insights that have informed
the analysis that follows.




CURRENT NEW HAMPSHIRE GAMING SECTORS
Among its many duties, the Authority is tasked with evaluating:

whether the current regulations and regulatory bodies for legal gaming in
the state are adequate to operate in a manner that protects the public
interest and allows the regulation of gaming to be conducted in an
effective and efficient manner. RSA 284-A:21(a) .

To that end, the Authority included in the RFP an assessment of the ™. . . strengths an
weaknesses of current New Hampshire gaming laws . . .". RFP at page 6. To meet uwi
requirement within the constraints of the scope and budget of the RFP, WhiteS
interviewed the Directors of the respective regulating agencies and surveyed %/
enabling statute and the rules and procedures promulgated thereunder. Thi

allowed us to derive a high level view of each gaming sector from two 6 Ives:

Public accountability - meaning does the sector appear to
purposes intended by the Legislature; and

Suitability of the regulatory scheme - meaning is t r regulated ina
manner that is sufficiently comprehensive to provide a re e level of assurance as to
the integrity of the gaming conducted. As an element analysis, WhiteSand
examined the organizational structure of each regul %’gency and attempted to assess

whether each agency is appropriately funded an ourced to fulfill its regulatory
mandate.

ing the

Legal gaming in the State of New shire currently includes lottery, simulcast
wagering and charitable gaming. Fort ses of this report, WhiteSand examined:
e The Granite State Lottery d by the New Hampshire Lottery Commission

pursuant to RSA 284: 2% ., Lottery;

r the oversight of the New Hampshire Racing and
mission, specifically:

o Simulgast Wagering conducted pursuant to RSA 284, Horse and Dog

A
@ s of Chance conducted pursuant to RSA 287-D, Games of Chance;
o NBI

ngo and Lucky 7 conducted pursuant to RSA 287-E, Bingo and Lucky 7;
and

Owo less formalized sectors: the redemption slot machines and redemption poker
machines operated by family entertainment centers under an exception to the
general prohibitions on gambling in RSA 647:2, VI and the conduct of
sweepstakes on a gambling machine prohibited by that same statute.

Our findings are as follows:



Granite State Lottery

History is replete with examples of the use of lotteries to generate revenue for
public purposes. Benjamin Franklin was a proponent of the practice and lotteries were
commonly used in Colonial times to finance public works such as streets and bridges.

It took six tries over ten years, but New Hampshire Representative Larry Pickett
finally gained enough support for his Sweepstakes Bill for it to pass and it was signed
into law on April 30, 1963. With it adoption, New Hampshire initiated the first modern
lottery in the United States. Pickett was convinced that a Sweepstakes was a viable a
voluntary method of raising revenue for education and given what we now know, he Was
right. The first lottery tickets sold were tied to horse racing results as the progra \Nas
modeled on the long-running Irish Sweepstakes. The connection to horse raei
continued until the early 1970s.

RSA 284:21-a creates the New Hampshire State Lottery C on (“"Lottery")
consisting of three members. Commissioners are appointed by the rnor with the

advice and consent of the Executive Council and may be remayed jor cause by the
Governor with the advice and consent of the Executive CI:&C Commissioners serve a

three year staggered term and are subject to certain conf riteria enumerated in the
statute and a two (2) year post-employment restricti Commissioners elect their
own Chair and Secretary and are modestly compengated; they are presumably part time,
although no terms of engagement are specified,@ ey are reimbursed for expenses. *

RSA 284:21-i authorizes the Lott mmission to employ such technical
assistants and employees as is required Il the purposes of the chapter. Although
there is no specific provision requirifig an*Executive Director, the Lottery appoints an
Executive Director to administer. and fanage all aspects of Lottery operations including
its contracts with technology é?irs. The Executive Director serves at the pleasure of
the Lottery Commission. é

The Lottery eXerclses rulemaking authority under RSA 284:21-i including that
related to the con rawings, prizes and the operation and sale of instant tickets and
games administége the MUSA and Tri- State Lottery.

Follo@g standard practices in this sector, the Lottery does not employ as a
prerequisite-to doing business with Intralot (discussed below), or any of its other
techfoldgy providers, a licensing process comparable to that routinely applied in the

efcial gaming sector for a gaming licensee or technology provider. Rather, the
Lottery employs a comprehensive request for proposal and contracting process to achieve
its desired security and technical standards and to vet the provider for suitability to do
business with the state, financial stability and business experience. As a result the Lottery
does not require the amount of formal rulemaking typical for a regulating entity. Intralot,
and other providers are routinely compensated by a direct share in lottery proceeds and
regulatory enforcement takes the form of contract administration. By its very nature the
Lottery is both an operator and a regulating entity. It operates the lottery with its

! Compensation approximates $17,000 for the Chair and $9,500 for a member.

3



technology partners, it relies on them for much of the necessary staffing required to
implement, oversee and audit operations and it plays the dominant role in advertising and
promoting the gaming product.

The Lottery's website represents that lottery revenue is allocated as follows.

62% Prize Payouts
26% New Hampshire Schools

6%  Retailer Commissions

3%  Other Costs of Sales 2 x

3%  Administrative Expenses s\/
The Lottery enabling statute does not expressly provide for an allo of lottery

proceeds to problem gambling. Pursuant to RSA 284:21-v, however, Lottery and the
Department of Health and Human Services are mandated to collab a program to
withhold child support arrearages from any prize triggering W- %rting with the

Internal Revenue Service.
It is noteworthy that a 2011 amendment to the Lo@@abling statute expressly

prohibits the Commission from authorizing the use of onic gaming devices,
including video slot machines and games on the Int ithout the specific
authorization of the General Court. See RSA 284

VI.

The Lottery's primary technology prOvider is Intralot, a dominant provider of
integrated gaming and transaction processi rvices in the lottery sector with over
5,500 employees operating in 55 juriselictions on five continents. Intralot is certified
according to the World Lottery A on's Security Control Standard and also holds an
International Organization for Stapdardization 20000 Certification for Information
Technology Service Manag a%ntralot is also certified as complying with Gaming
Standards Association re Kﬂ@ents including those related to Game to Game Message

Protocol. (/

Intralot y supplies the necessary hardware and software comprising the
online system_t0 ottery but also provides the bulk of the technical personnel
necessary ttain and support the system's interoperability with over 1,200 retailer
terminalsyrelated peripherals and instant ticket vending machines. Because the Lottery is
state nd operated it also contracts with Intralot for the equipment, software,
peys I and other services essential to develop and implement the customized
néketmg and promotional programs necessary to drive sales. The Lottery's current
contract with Intralot runs through June 30, 2016.

The Intralot system generally:

e provides high-level system controls for user security, game draws, the creation
and distribution of promotions and messaging in order to manage day-to-day
operations;

2 Intralot receives 1.435% of net lottery sales for the term of its current contract.
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e coordinates, controls, and monitors the life cycle of each retailer including a
retailer’s association with their terminals, clerks, and owners. The system also
provides a complete audit trail of all retailer-related data changes and provides a
secure, consolidated view of their lottery sales, inventory, and invoice reports;

e provides customized data to generate all types of relevant summary views, sales
analytics, and trending;

e manages all aspects of instant games through each ticket’s life cycle and monitors
and controls all administrative, inventory, distribution, and validation funct%

relating to instant tickets; and \/

Intralot is also a leading supplier of instant ticket vending machine other
high-security vending products. It currently supplies vending machinesto New
Hampshire under a contract that expires June 30, 2016. Instant tic %ing machines
are used by public lotteries to dispense instant winner lottery tic %marily in retail
locations such as supermarkets and convenience stores. The paathiges dispense instant
lottery tickets without the assistance of an employee of thé ry, instant ticket retailer

e validates both online and instant tickets during the claims process.

or agent thereby permitting the retailer or agent to sell tickets without disrupting the
normal duties of its employees. As is the case with t y systems and related
equipment, under its contract with the Lottery Intralo vide the personnel required to

support and maintain these instant ticket vendinQ1 ines.

Scientific Games Corporation, leading supplier of instant tickets,
systems and services to lotteries, suppli ant tickets and related services to the
Lottery under a contract that explre 0, 2015.

Griffin York & Kra ew Hampshlre based advertising agency, provides
advertising and marketing % nd services to the Lottery under a contract that expires
June 30, 2017.

The Lot Cgtfmes mix includes instant tickets and multi-jurisdictional games
like Powerball

Inst tlckets range in complexity. The simplest are prize scratch cards that
reqmreq.l:yer to scratch off three (or more) areas hiding numbers, symbols, etc. If all
the aled are the same, a prize has been won. More complicated instant tickets
h% ¢eral different ways to win on one card. Often instant tickets are adaptations of

lar games such as blackjack, poker or Monopoly or are tied to popular themes such
as Harley Davidson, Major League Baseball, NASCAR, the National Hockey League,
Marvel Comics and FIFA World Cup.

Multi-jurisdictional games like Powerball are available through New Hampshire's
membership in the Multi-State Lottery Association ("MUSL"), a non-profit, government-
benefit association owned and operated by agreement of its 33 member lotteries. The
MUSL facilitates the operation of many of the most famous multi-jurisdictional lottery



games, including Hot Lotto, Mega Millions and Powerball. Formed in 1987, the MUSL
provides a variety of services for lotteries, including game design, management of game
finances, production and up-linking of drawings, the development of common minimum
information technology and security standards and inspections of lottery vendor sites,
coordination of common promotions and advertisements, coordination of public relations,
emergency back-up drawing sites for lottery games and website related services.

MUSL provides these services to member lotteries at no cost, earning its income
from non-game sources such as licensing. MUSL owns the patents and trademarks
necessary to its operations, holding them for the benefit of its members. MUSL game
operate under the same core game rules in each jurisdiction; however, each lottéryNsAree
to vary rules pertaining to such things as purchase age, the claim period, an
validation processes. 6

New Hampshire is also a member of the Tri-State Lottery wi ine and
Vermont. Predating the MUSL, the Tri-State Lottery had its firstin drawing on
September 14, 1985. By state compact five games are offered.JMegabucks Plus (drawn
Wednesdays and Saturdays), Pick 3 and Pick 4 (both have" and "night" drawings

daily, including Sundays), Gimme 5 (drawn Mondays, esdays, and Fridays) and
Fast Play (terminal-generated "instant" tickets). Tri- wings are held in New
Hampshire. These drawings use "classic" number and drawing machines, except

for raffles. Q

Maine, New Hampshire, and Ver g?urrently do not offer a joint instant game
but the members are working on ajoin% t game similar to Midwest Millions, a

MUSL-sponsored instant game in I Kansas.

New Hampshire and @fallow Tri-State subscription play. In New
Hampshire, a prerequisite t ription play is a New Hampshire address, residency is

not required. 0

New Ham 1S a member of the North American Association of State and
Provincial Lottefi ASPL). Founded in 1971 as an informal exchange of information
between thrﬂ) ering lottery directors, the NASPL now represents 52 lottery
organizationsN\Jhe mission of NASPL is to assemble and disseminate information related
to lotte rations and the benefits to be derived from this sector through education and
COh@I tion of its member lotteries and their staffs and technology providers. It

iiert, it publicly advocates the consensus position of the Association on matters of
genteral policy. NASPL assists it members in identifying, adopting and implementing best
practices and cost effective policies.

KEY FINDING: While the scope of the RFP did not permit a financial or
operational review of the Lottery, a general overview of Lottery operations, including but
not limited to a survey of the certifications held by, and the technical standards applied
by, its technology providers, supports that the Lottery is serving the purposes intended by
the Legislature. Likewise nothing in our overview suggested that the Lottery's regulatory


http://en.wikipedia.org/wiki/Information_technology

scheme is operationally or organizationally deficient or that the Lottery is unable to
ensure the integrity of the product it offers to the gaming public.

Horse and Dog Racing

New Hampshire has not had a live horse race meet since 2009. It largest racetrack
Rockingham Park has not had a thoroughbred meet since 2002. Live dog racing has been
banned in New Hampshire since 2010. What remains active and available in New
Hampshire is pari-mutuel wagering on the simultaneous telecast of live racing event\sEId
it is over this activity, among others, that the New Hampshire Racing and Charita%/
Gaming Commission ("Commission™) exercises primary regulatoryjurisdicti%

The Commission is established pursuant to RSA 284:6-a. Its six (6@mbers are
appointed by the Governor with the advice and consent of the Execut%ouncil.
Commissioners serve a three-year term and elect a Chairman fron‘@ the members.
A Director, appointed by the Commission and serving at its ple dministers and
supervises all aspects of Commission operations. %

The State tax on simulcast wagering on thorou d and harness racing is 1.25%
of the total contributions to all pari-mutuel pools co , made or sold by a licensee
on a simulcast race. The Sate tax on simulcast wagerifig on dog racing is 1.5% of the total
contributions to all pari-mutuel pools conductedyynade or sold by a licensee on a
simulcast race. In addition a tax is paid on %m eaning revenue generated from

including rules relating to pari-pautuel*pools authorized under RSA 284:22 and 22-a.
Many of its rules incorporate by«f€ference, or find their root requirements in, the
iSsioners International Inc.'s ("ARCI") Model Rules of

pon best practices in the racing industry. Chapter Pari
djdicative hearings and rulemaking), Chapter Pari 600, Rules of
d@pter Pari 700, Use of Prohibited Substances and Practices in
ple, directly incorporate the ARCI Model Rules with enumerated

Horse Racing, fﬁs‘
amendment@i ic to New Hampshire.

unclaimed winnings.
The Commission exercise gulemaking authority under RSA 284:12

200, Rules of Practicg
Harness Racing ayfd

s-poteworthy that in a 2011 amendment to RSA 284, Horse and Dog Racing
the (@ ssion was subjected to the same prohibition imposed on the Lottery

(ﬁ sion in that same session, specifically a prohibition on rulemaking authorizing
the‘use of electronic gaming devices, including video slot machines and games on the
Internet, without the specific authorization of the General Court. See RSA 284:6-aV1.

The Commission licenses all persons or entities and their respective qualifiers *

3 Licensing best practices in the commercial casino industry generally provide that all persons or entities that have a
legal, beneficial or equitable ownership interest in, or are otherwise able to manage or control, the person or entity
applying for a license must "qualify" as part of the license application of the person or entity. Each jurisdiction is
somewhat nuanced but typically the threshold in commercial casino gaming is a 5% ownership position (for example
PA, NJ).



holding live meets or simulcasting horse or dog races at or for which pari-mutuels pools
are sold. The qualification threshold applied is 10% or more of an ownership position.
While the Commission's application process, its licensing criteria and the scope of the
investigation conducted are arguably not as robust as those commonly applied to
commercial casino operators or reflected in the Omnibus Version of SB 152 for casino
license applicants, they are generally consistent with racing industry practices and they
do include the key check and balance on agency discretion inherent in the conduct of a
background investigation independent of the deciding authority. Under RSA 284:15-Db, Il
and Chapter Pari 303, Application Procedures for a Racetrack License, the Attorne
General conducts a background investigation on a license or renewal applicant and makes
the suitability recommendation to the Commission. Under the express terms of
284:15-b, 11, the Commission may not issue a license to a person or entlt rney
General concludes IS not fit to be associated with racing in New Hampshlr

Under its enabling statute, should live horse racing be revi@ew Hampshire

the Commission has jurisdiction over the:
licensing, supervising, disciplining, suspending, fini a barring from

racing, on any tracks under the jurisdiction of the mission, of horses,
owners, breeders, authorized agents, sub-age inators, trainers,
jockeys, jockey apprentices, jockey agentsaantl any other persons,
organizations, associations, or corporati@ activities of whom affect
the conduct and operation of runnin ness horse races at racetracks
under the jurisdiction of the co % . RSA 284:19

I

The Commission exercises o
meets or simulcast horse or dog

regulatory enforcement authority over live
r or for which pari-mutuels pools are sold. Under
RSA 284:13 it is empowered t4.2~ .regulate supervise and check the making of pari-
mutuel pools and distributi efrom.” and is further authorized to investigate
ownership and control (@ see. Appeal of a regulatory enforcement decision of the
Commission is to the@ or Court.

KEY FI @3: While the scope of the RFP did not permit a financial or
operational f the Commission, WhiteSand's discussions with Commissioner
Connors and Birector Kelley as well as its survey of the Commission rules and
proced plicable to racing operations and pari-mutuels pools all support the general
con that simulcast racing is being conducted in the manner intended by the
I& re. Likewise, notwithstanding the recommendations that follow, nothing in our

w suggested that the Commission's regulatory scheme is operationally or
organizationally deficient or that the Commission is unable to reasonably ensure the
integrity of the racing product offered to the gaming public.




Recommendations for Horse and Dog Racing

The actual conduct of pari-mutuel wagering relies on a totalistator system ("tote")
that in essence interfaces with wagering terminals to combine wagers into pools. The
totes track pool totals throughout the wagering cycle of each race and record and display
changes in betting patterns which are translated into recalculated pari-mutuel odds based
on the proportion of the total amount wagered in the pool placed on a particular horse.
Odds change throughout the wagering cycle and become final when the pool is closed
immediately prior to the start of a race. Once the results of a race are official, the to&
calculates the payoffs on all winning wagers and players are paid accordingly. \/

Recognizing that it is incumbent upon racing commissions to provi blic
with a reasonable level of assurance that totalistator systems accurately ca@ne odds
and payoffs, in 2011 the ARCI published, after years of study, Totalistator Technical
Standards. See ARCI Totalistator Technical Standards, Version 1. nded July 2012.
These technical standards are focused on the manufacturers of t %or systems and
related equipment and incorporate minimum design standard %rdware and software,
physical and logical access controls, data transmission pro and reporting,
monitoring and data retention requirements all aimed at é@Mectively ensuring the integrity
of these systems. Following a testing and certificati | that has been utilized with
slot machines and slot management systems for 0\@: y years, the technical standards
require manufacturers to provide racing regulat documentation from an
independent testing laboratory that the versien of a totalistator system operating in their
jurisdiction complies with the technical s %ds. As is the case with slot machines, the
cost of compliance and testing is borne manufacturer.

Although slower than copimereial casino gaming to recognize the impact of
technology on the integrity of i ing product, responsible racing jurisdictions are
S

now studying the ARCI Te tandards to ascertain, based on their individual racing
environment, demographic risk tolerance, the desirability, feasibility and cost of
incorporating the Tet@:’( tandards into their overall regulatory scheme. At present
reputable tote ma ers typically contract for periodic independent SAS 70 Audits *
and our underst % is that the Commission receives this Audit from its current
totalistator @y Amtote and that no adverse reports have been received to date.
While the SAS/Z0 Audit has value it does not provide a level of assurance comparable to
compli@with the racing industry specific Technical Standards.

Qecommendation #1: The Authority should consider incorporating into its
repert to the Legislature a recommendation that the Commission's rules be amended to
require submission of an Annual SAS 70 Audit.

4 Statement on Auditing Standards (SAS) No. 70, Service Organizations, is an auditing standard developed by

the American Institute of Certified Public Accountants . It is applicable to manufacturers of totalistator systems as these
systems host or process data for a client racetrack. The focus of the SAS 70 Audit is to establish the adequacy of the
internal controls over the client's data.



Recommendation #2: The Authority should consider incorporating into its
report to the Legislature a recommendation that the Commission be tasked with
examining the ARCI 's Technical Standards and preparing a report examining the
desirability, feasibility and cost of incorporating the standards into New Hampshire's
overall regulatory scheme. The Authority should further recommend that this
examination and report be meaningfully and realistically funded due to the technical
sophistication of the subject matter.

Recommendation #3: As the tax due on simulcast operations is calculat d'(%&ed
on the data produced by the tote system, the Authority should consider incorpo nto
its report to the Legislature a recommendation that the Commission take step
formalize via rulemaking the procedures and controls associated with the f pari-
mutuel pools and the Commission's validation of daily tote reports. 6

Charitable Gaming 6%

Charitable gaming in recent years has bee
role as a fundraising mechanism for many chariti
the growth [in the sector] has occurred as a r economic conditions
during the 1970's and 1980's which caused@c ease in federal and state
funding available for charities as well as\g/deCline in private contributions.
Seeking other funding sources, charjties tapped into a growing national
demand for gaming activities. In vely short period of time,

charitable gaming evolved fro riday night bingo game in the church
basement to a multi-billion nterprise. With this growth came a

need for more effective %&g
t

Introduction, Model State C@ le Gaming Act, National Council of Legislators from
Gaming States ("NCL el Act.").

Accordinaé%merican Gaming Association , although some form of
charitable gamitf%ﬁ gal in all but five (5) states, charitable gaming is the least regulated

form of ga e United States. See US Commercial Casino Industry Facts at Your

into a prominent
ationwide. Much of

on.

Fingert 5 AGA, 2009.
gh Racing and Charitable Gaming Commission ("Commission") exercises
t authority over the forms of charitable gaming authorized in New Hampshire:

S
gges of chance, bingo and the sale of Lucky 7 tickets. Interestingly, under RSA 287-
D:1-a the Commission's administration and enforcement efforts are " . . .with the
assistance of the attorney general and the chief of police . . ." only for games of chance.
See RSA 287-D:1-a. This same provision is not applied to bingo or Lucky 7. See RSA
287-E:2,16. Both RSA 287-D:1, 11l and RSA 287-E:1, V have similar but not identical
definitions of a charitable organization. The differential in terminology is not material
and largely relates to veterans and fraternal organizations and the sale of Lucky 7 tickets.
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Games of Chance

Games of chance are broadly defined as ". . .any game involving gambling as
defined by RSA 647:2, Il, or any lottery prohibited by RSA 647:1, but shall not include
any game involving the use of a slot machine or any other device in the nature of a slot
machine, 50/50 raffles as defined in RSA 287-A:1, 11, or ice-out contests as defined in
RSA 287-D:1, IV." RSA 287-D:1, Il.

This definition has been interpreted to permit a full array of table games undef the
rubric of charitable gaming including, but not limited to, roulette, blackjack and poker
Play at these tables is subject to numerous rules that might at first glance suppo %he/
assertion that the amount at risk is de minimus in nature including: O$

o No single wager may exceed $4.00. See RSA 287-D:3 /.

may offer any number of tables at a licensed ovided each player is

Iimi;[ed to $150 per game including buy-in nd re-buys. RSA 287-D:2-b,
XI.

o Where chips have no monetary value, a Iicensed% le organization

o A licensed charitable organization ma #er one game per licensed event
where each player may spend u 0 per game including buy-ins and
re-buys. See RSA 287-D:2-heXII.

o Where chips have no mdqietary value, the payback in prizes may not
exceed 80% of the to @ ount collected from players. See RSA 287-D:2-

b, XIV.
In practice, this is not the casg=Conspicuously, RSA 287-D does not define "game" it
appears, however, to infer e of table i.e. blackjack, roulette, poker. Without question,

ot interpreted to cap a player's total cash outlay for the entire
$250. Likewise, RSA 287-D includes a definition of wager
that is generall ymous with bet. In practice, the $4.00 per wager limitation would
not preclud r from betting $152 on a single spin of the roulette wheel [$4.00 on
all 38 of the red and numbered pockets on the roulette wheel (American double
zero)].

in practice the provisjon 1
gaming session at

gthatistics appended to the above referenced NCLGS Model Act suggests that

while bingo, raffles and pull-tabs are relatively common forms of charitable gaming, the
number of casino nights with table games permitted for a charitable organization per year
in New Hampshire at 10 per year well exceeds the average in those states that allow
casino nights. ® See Table 8, Casino Night Restrictions, NCLGS Model Act. ’

® Per Pari 1202.12 a re-buy means the fee paid by a player to purchase additional chips.

® RSA 287-D:2-d , | permits a charitable organization one license per year authorizing games of chance for 10 days,
which 10 days need not be consecutive.
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Games of chance may be operated by individuals who are, or are associated with,
bona fide members of the charitable organization pursuant to RSA 287-D:2-b, | or may
be operated by a licensed game operator employer or licensed primary game operator
provided there exists a written agreement between the operator and the charitable
organization. ® Where a charity elects to use a licensed game operator employer or
licensed primary game operator, a representative of the charitable organization need only
be present at a licensed event once per event day for an unspecified period of time.

Lottery Director Paul Kelley reports that the vast majority of charitable {
organizations utilize a game operator employer or primary game operator to co eir
games of chance. For games played with chips of no monetary value, 3% o %ds
collected from players is remitted to the state. For games played with chip @ ing
monetary value, 10% of the rake or house winnings and other money geollected by the
game operator not paid out as prizes to players is remitted to the st Ilocations to

charitable organizations are examined below. 6

" A commentary to Table 8 in the NCLG Ws highlights the variety of approaches to "casino night" charitable
gaming but supports the conclusion t a% mber of nights allocated per charity in New Hampshire is high. The
Commentary reads as follows: Nine(9 and D.C. provide some statutory regulation of “casino nights” (Table 8).
cash. Two have prize limits; $25,000 per event in Indiana, $250 per person in

None of these states allow play
Illinois. In Connecticut, playi aypplay for merchandise only. All ten (10) jurisdictions restrict the number of

events a charitable organigzation*fay have per year, ranging from one (1) a year in Montana to twelve (12) a
year in New York. Foyr( es regulates the length of a session ranging from six (6) hours to twenty-four (24)
hours. In Indiana, th @ may vary but must be stated on the application. Six (6) states require persons to be
eighteen (18) or olde%

8 The following Qions are found in RSA 287-D:1,V and V-g;

me
C

(a) "Primary game operator" which means any consultant or any person other than a bona fide
he charitable organization, involved in conducting, managing, supervising, directing, or running the games
yor
(b) "Secondary game operator" which means any person other than a bona fide member of the
charitable organization, involved in dealing, running a roulette wheel, handling chips, or providing accounting services
or security functions.

(c) "Game operator employer" means a primary game operator or a business entity who employs,
supervises, and controls game operators and who is hired by a charitable organization to operate games of chance on its
behalf. The owner of 10 percent or more of the entity, partner, managing member, or chief executive of a business
entity who serves as a game operator employer must be licensed as a primary game operator.

® Generally speaking, a "rake" is the casino's take for conducting the game. Most commonly it involves a

percentage of the pot taken by the house during each hand, but it can also be assessed based on a amount of time
a player is at the table for example, per half-hour.
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The Commission is responsible for licensing charitable organizations, persons or
entities leasing or renting facilities to charitable organizations for the purposes of
conducting games of chance five (5) or more days per calendar year, game operator
employers and their respective qualifiers (subject to a qualification threshold of 10%) °,
primary game operators and secondary game operators. Under RSA 287-D, the
Commission's license application processes for games of chance game operator
employers and primary game operators are not comparable to that applied to racing
simulcast licensees and certainly not comparable to what has been proposed in New
Hampshire for casino operators. \\

KEY FINDING : Under the relevant statute, the Commission is not re Mo
employ the key check and balance on agency discretion inherent in the con
background investigation independent of the deciding authority. Under R -D:8 the
Division of State Police performs the criminal history check for all licenses and transmits
the results to the Commission but does not make a formal suitabili mendation on
an applicant. Under the express terms of RSA 287-D:8, I, the jnation as to
eligibility and suitability are within the exclusive jurisdictio Commission.

As is the case with racing, the Commission is gra rulemaking authority under
RSA 284-D:1-b including, but not limited to, that re licensing, background and
criminal records checks, the operation of authoriz es and accounting controls.

KEY FINDING: Although the Co ign has taken steps to fully implement
the statute through rulemaking it has not %completed the task, especially as it relates
to regulation of games of chance. As a@nm step it has issued recommended best
practices to provide guidance to its @ es but in the absence of rulemaking is not
positioned to enforce its recom%% practices.

RSA § 287-D:6 enu@ s regulatory and criminal penalties for violation of the
statute and delegates re% enforcement authority to the Commission. Its audit and
compliance staffs perfor mpliance testing and investigate regulatory violations. A
matter may be res ministratively by a corrective action plan, warning letter or
other form of a nt through a tiered violation scheme (minor, moderate, major).
Where it de |t to be warranted, the Commission may suspend or revoke a license
and may imp flnes Rehearing and appeals are governed by RSA 8§ 541. Criminal
enforc is the responsibility of the attorney general and/or the chief of police of any
z n where games of chance are held.

KEY FINDING : While the scope of the RFP did not permit a financial or
operational review of the Commission, WhiteSand's discussions with Commissioner
Connors and Director Kelley, its survey of the Commission rules and procedures

10| icensing best practices in the commercial casino industry generally provide that all persons or entities that have a
legal, beneficial or equitable ownership interest in, or are otherwise able to manage or control, the person or entity
applying for a license must "qualify" as part of the license application of the person or entity. Each jurisdiction is
somewhat nuanced but typically the threshold in commercial casino gaming is a 5% ownership position (for example
PA, NJ).
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applicable to games of chance and a site visit to a licensed facility all suggest that
charitable gaming in the form of games of chance, and the type of facility that is actually
operated under this authority, may not be well understood by stakeholders outside the
Commission.

KEY FINDING: As a result, meaning compliance efforts are thwarted by
limitations in the statute and regulations and it appears the Commission may not be
funded or otherwise resourced to attract, train and retain personnel with the expertise
required to complete the necessary rulemaking or to adequately oversee this sector. {

KEY FINDING: Although the concerns and recommendations that fol
warrant serious consideration, nothing in our review suggested that the Comug S
organizational structure is deficient or that it is not optimizing the resourccated to
it.

Short Term Concerns and Recommendations Q/

commend immediate
enoted as "expedited” and to

In its report to the Legislature the Authority is urg
action with regard to the statutory amendments or conce
recommend consideration in the normal course of th

1. KEY FINDINGS: Conduct of @

chartable organization or the game ope 0 adopt "House Rules" describing how each
game of chance offered is conducte d and won. While the rule identifies topics,
for example buy-in and re-buy, E es no guidance as to acceptable practices and the

Commission has no expresse ity to disapprove a House Rule. On a site visit,
House Rules were observecé and written on an erasable white board.

ar| 1210, Operation of Games of Chance authorizes the
Commission to re d approve procedures associated with the actual conduct of a
game, for examgle, the payouts and odds for each wager in a card game but it is not
sufficiently Iws&ed to provide guidance as to what is expected. On a site visit it was
observed that'th€é game operator employer did not follow standard practice and outfit a

blackja le with a card dealing shoe - the cards were dealt from the hand of the dealer
n that is not permissible in many regulated jurisdictions. It was also observed

a. Part Pari 1209, Ga g@ Chance House Rules requires the

sales and other accounting controls were rudimentary at best and completely
- no inventory data was maintained on computer.

Recommendation #1 - Expedited: In practice, a substantial amount of money is
wagered at these tables, notwithstanding a $4.00 single maximum wager and other per
game limits, and the gaming public at these tables is entitled to the same level of integrity
and consumer protection required of a commercial casino operator. These games should
be conducted in accordance with procedures and controls that emulate, or are directly
derived from, best practices in commercial gaming. Although Part Pari 1209 and 1210
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generally address the bulk of the operational considerations they are not sufficiently
detailed to require licensees to implement and adhere to best practices. As a result, any
standardization of practices or regulatory enforcement is frustrated. The Authority should
consider incorporating into its report to the Legislature a recommendation that the
Commission undertake expedited rulemaking to amplify the following sections of its
regulations.

a. Require house rules to be subject to Commission approval in order
to ensure that the games are conducted in a manner the complies with standard practiﬂe

for that game, for example, the handling of an insurance side bet in blackjack; \/
b. Impose minimum internal control standards over all

handling functions including counting and cashiering, specific storage and ntory

controls over all forms of gaming equipment;

C. Impose minimum staffing and supervisio %}fements that
correlate to the number of tables in operation; and O%

d. Add a requirement that a game o Qor employer staff a security
function. This function is essential to overall publﬁép
0

2. KEY FINDINGS: Gaming Op

Operators :
gt

a. RSA 287-D include the key check and balance on agency
discretion inherent in the cond ackground investigation independent of the

mployers and Primary Service

deciding authority.

%nothing in the statute or the regulations precludes the
and reviewing the service agreement between a charitable
peration employer or primary game operator, it is notable that
no provision reguiresAhe agreement to be submitted by the charitable organization or
game opera@oyer applicant. This approach is contrary to the approach in RSA
287-D:3, VI t requires a facility rental agreement to be submitted as an element of a
license ication.

b.
Commission from reqUesti
organization and

%O C. A recent amendment to RSA § 287-D:5, VI extends the
Commission's ability to audit, review or inspect any and all financial records, books,
documentation and bank accounts in the name of a charitable organization but reaffirms
that this authorization applies only to financial records, books, documentation and bank
accounts that "pertain to games of chance".
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Recommendation #2 - Expedited

For a multiplicity of reasons including the size of this sector, the revenue
generated by it and its current level of operational oversight, in its report to the
Legislature the Authority should consider recommending that RSA 287-D be revised to
mirror racing and require the Attorney General to conduct a background investigation on,
at a minimum, a gaming operation employer or primary gaming operator and to expressly
provide that the Commission may not issue a license to a person or entity the Attorney
General concludes is not fit to be associated with games of chance in New Hampshir{

Recommendation #3 - Expedited \/

A firm understanding of the duties, responsibilities and liabilities b@en
charitable organizations and game operators is integral to meaningful @versight of games
of chance and a comprehensive review of the agreement, and audi mpliance
testing related thereto, are essential to ascertaining compliance wit 35% requirement
in RSA 287-D:3, VIII (discussed with specificity below). In | rt to the Legislature
the Authority should consider recommending that RSA 28 d its regulations be
amended to eliminate any inference that the Commissioréy not review the agreement.
It should further consider recommending that the C nQ.s.s on be granted explicit
authority to approve the agreement or, in the alternative *that the legislature propose
statutory amendments providing significantly Idance as to the content of these

agreements. ;

Recommendation #4 - Expedi

While it is uncontrovert
records that are not relevant t

pecially for a large organization there are many
ulatory process, the absence of a definition in RSA
287-D:5, VI that specifies cuments do pertain to games of chance will likely
continue to materially frus the ability of the Commission to meaningfully perform
the compliance testing 1t sked with. In its report to the Legislature the Authority
should consider r nding that this provision be revisited with an eye toward better

scoping and deﬁ& egulatory expectations.
Reco@endation #5

t mission explore the efficacy of a disclosure requirement aimed at ascertaining
theMevel of independence between a gaming operation employer and a selected charitable
organization. Given that there are more charities that want to participate in this form of
fundraising than there is capacity to participate these relationships are relevant.

@%’ts report to the Legislature the Authority should consider recommending that
h

3. KEY FINDINGS: Facility Rental Agreements

a. RSA 287-D:3, VII identifies criteria for two forms of facility rental
agreement.
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Q) Where the facility is not rented from a game operator
employer or primary game operator the contract must be in the form of a fixed rental
payment reflecting the fair market value of the facility and may not be based on a
percentage of what the charity receives from games of chance.

(i) Where the facility is rented from a game operator employer
or primary game operator the statute is silent on terms relating to the rental of the facility
and in lieu of that specificity essentially provides that after the cost of the service or}"h
employment contract with the game operator employer or primary game operator, and the
facility rental agreement, the charitable organization must: " . . . retain no less t %
of the gross revenues from any games of chance minus any prizes paid in a ce
with RSA 287-D:3, VIIL."

Notwithstanding the protections in RSA 287-D:3, VIl and the retention of
35% of gross revenue, the statute allows additional "fees" to be ass by a game
operator employer or primary game operator provided it is a Q@ in writing by the
charitable organization and disclosed to the Commission. 6

b. RSA 287-D:3, VII further prov?gat under either scenario the
facility rental agreement must be submitted to the Comrmission with the charitable
organization's license application but grants no €p@cific approval authority to the

Commission over the terms of a facility rer@g ement.

Recommendation #6 - Expedi

Charitable organizations le negotiating clout with game operator
employers, left unchecked R <D:3's fee provision completely undercuts the 35
percent requirement. Itis ¢ t with the regulatory approach to prohibit additional

fees or to set reasonableJimitations on fees (well beyond what is specified in the current
regulation) where a gdme‘eperator is involved in order to protect the spirit and intent of
the 35% minimu uthority should consider including in its report to the

Legislature a re& ndation that the fee issue be re-examined.

Reco@endation #7

&e gaming operations take place in facilities that are not owned by the
Ii@ operator it is a regulatory best practice to review and approve lease terms to

establish that the relationship between the parties does not create an ownership interest
triggering a qualification requirement. It is recommended that the Authority consider
including in its report to the Legislature a recommendation that the statute be amended to
require Commission review and approval of a facility agreement.
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4. KEY FINDINGS: Surveillance

a. RSA 287-D:2-e, | (a) addresses surveillance. Although the facility
license and the game operator employer license are separate licenses, the statute
mandates that the game operator employer provide surveillance coverage of games of
chance at his expense. RSA 287-D:2-e, |. This requirement essentially assumes that the
facility licensee and the game operator employer are the same or affiliated. As
constructed, the statute infers that there is no surveillance coverage requirement where a
game operator employer is not involved. \\

b. RSA 287-D:2-e, I(a) allows a game operator employer a Med
to conduct fewer than 50 calendar days at a particular location to substitute alfegiative
controls for surveillance with Commission approval. The statute is silent a
permissible alternative procedures other than to specify they are at thegame operator
employer's expense.

C. RSA 287-D:2-e, I(d) requires a gaming.Qpération employer to staff
a surveillance function with at least one trained person wi @ edge of the equipment,
games and regulations.

Recommendation #8 \> E

The Authority should recommend ra:agwation of all three cited provisions

along with other aspects of the chapter d ith frames per second, recording
retention, authentication of recordings ated provisions. The need for surveillance
coverage, and surveillance minimu ng, should be scaled to the size of the
operation, specifically the numb les potentially at play and should not be tied to
who operates the licensed ev @1 w often that person performs the service. Operators
should be required by reguléti employ a scaled minimum staffing plan based on
activity levels at its tablgs. surveillance function should be independent of all other
functions. A person cédn nd#Simultaneously man a surveillance function and sell gaming
chips as was obse a site visit.

Rec@dation #9

leholders should be cognizant of the fact that for a table game operation there
IS Iil@n substitute control for surveillance other than extra security personnel trained
t isfaction of the Commission in its rules and procedures as well as the house
ruleés. The Authority should consider recommending rulemaking that provides guidance
as to an acceptable substitute for the surveillance requirement.

5. KEY FINDINGS: Gaming Equipment
a. RSA 287-D:3, | requires a person that is a dealer in, or rents,

gaming equipment for use in conducting games of chance to have a principal place of
business in New Hampshire and to register to do business with its Secretary of State. It
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does not require any type of licensing or registration of such persons with the
Commission.

b. RSA 287-D:3, VI provides that "Any contract for the rental of a
facility for a game of chance shall be independent of any contract for the rental of
equipment. Those contracts shall not be contingent upon the charitable organization's
agreement that it will contract with a particular business for a particular facility or
equipment.”

Recommendation #10 k
The Authority should consider recommending, at a minimum, that 7-D be
revised to impose a registration requirement that includes a criminal histo ck for a

dealer in gaming equipment. In a commercial casino context sale of of these
products triggers the need for a gaming related casino service indu nse.

Recommendation #11 6

RSA 287-D:3, VI is ambiguous at best. It fails to'dgfine independent and infers
that the rental of equipment is outside of the 35% mj discussed above. The
Authority should consider recommending rulemal@ clarify regulatory expectations
with regard to both fees and equipment rentals. Q

Long Term Recommendations

It is commonly agreed that tf §1ajorlty of jurisdictions that permit charitable
gaming could significantly imp r commitment to politically independent,
meaningful regulation of this s@ he fact that the NCLGS took up the issue and
proposed the NCLGA Mod In the late 1990's speaks volumes as to the pervasive
nature of the difficultiesas ed with any attempt at meaningfully regulating such a
long-standing exception.

Many st %ﬂt have successfully moved into commercial gaming and regulate it
well still grm th the charitable gaming sector. A General Assembly Gaming
Over5|ght ittee in Maryland just this past summer took up the issue of

"incon and confusing local laws™ more than four years after commercial gaming

was ed by referendum.

Arguably, moving forward in the process of designing and implementing a
regulatory scheme for a commercial casino operation would provide a template for
regulating games of chance that does not currently exist. The operational regulations that
would be developed regarding the operation of table games involving accounting internal
controls, gaming equipment specification and controls, rules of the games, security and
surveillance would all be readily adaptable to games of chance. Potentially, an enabling
statute could provide a funding source for this effort.
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Recommendation #12

In its report to the Legislature the Authority is advised to recommend initiation of
a comprehensive analysis of games of chance to determine whether the continued
existence of this type of charitable gaming is in the best interest of the citizens of New
Hampshire.

This analysis should assess:

o revenue impact on all stakeholders (the state, charitable organizat'or&
facility owners, game operator employers, primary game operat \/
secondary game operators and equipment dealers); @

o current oversight and enforcement costs;

o projected oversight and enforcement costs should they e improved as

recommended;
o the impact of growth in this sector on the ability Hampshire to
develop the type of commercial casino conte by the Omnibus

Version of SB 152 and competing proposa
o alternative funding mechanisms for chari

the role of game operator employers f

organizations;
ary game operator; and **
ing out this sector.

O

o the prospect of limiting the growthQr

2

u The NCLGS Model Act represents an by member legislators, with the assistance of the Kentucky
r@

Legislative Research Commission, to cobble best practices, options and alternatives for meaningfully

regulating charitable gaming in a manner t dily adaptable to accommodate each state's political environment

and other externalities. It is notable that thie S Model Act expressly prohibits the concept of a game operator
ing i@’ pertinent part:

employer or primary game operator w%

"No licensed charitable o iZation shall contract with, or otherwise utilize the services of, any management
company, service company, 0 ant in managing or conducting any aspect of charitable gaming”. Section 12(7),
NCLGS Model Act.

No owner,4fficergemployee, or contractee of a licensed charitable gaming facility or an affiliate, or any
member of the immediatesfamily of any officer, employee, or contractee of a licensed charitable gaming facility or an
affiliate shall, cng a lessee:

(a) age 0¥ otherwise be involved in the conduct of charitable gaming;
(b) @@ bookkeeping or other accounting services related to the conduct of charitable gaming;
le any moneys generated in the conduct of charitable gaming;

(©
d dvise a licensed charitable organization on the expenditure of net receipts;
( rovide transportation services in any manner to patrons of a charitable gaming activity;

) Provide advertisement or marketing services in any manner to a licensed charitable organization;

(9) Provide, coordinate, or solicit the services of personnel or volunteers in any manner;

(h) Influence or require a licensed charitable organization to use a certain distributor or any particular gaming
supplies; or

(i) Donate or give any prize to be awarded in the conduct of charitable gaming.

Section 1, NCLGS Model Act.
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Recommendation #13 - Expedited.

In its report to the Legislature, the Authority should recommend that any analysis
of games of chance be independent of, and at best run concurrent with, any analysis of
expanded gaming. In specific, the Authority is urged to recommend against linking any
commercial casino proposal to the on site availability of games of chance. Given the
substantial influence of this sector and the dependence of charitable organizations on this
revenue, resolution of the myriad of issues associated with games of chance will require
time, education and hard policy choices as to what should be expected from this secixs
going forward. Games of chance have evolved over time and the issues associated wi
them are complex. It is unreasonable to burden any legislative proposal to expa
commercial gaming with the remediation of this sector. O

Bingo and Lucky 7

Under RSA § 287-E the Commission is resp0n5|ble for i %fg the following
persons and organizations:

Bingo: charitable organizations, agricultural fairs |vate campgrounds and
hotels, distributors and manufacturers of bingo suppli equipment and commercial
halls who rent or lease halls to charitable organizatio

Lucky 7: charitable organizations a
tickets, dispensing equipment and relate

Unlike games of chance, a prerequi bingo or Lucky 7 license is a local
referendum authorizing the play y"0ame permissible under RSA 287-E. See RSA
287-E:27.

disthbutors and manufacturers of Lucky 7
ment.

As is the case Wﬁ?g and games of chance, the Commission is granted
rulemaking authorlty SA 284-E:3 and RSA 284-E:18 including, but not limited
to, that related to (g, the operation of the game of bingo, the sale of Lucky 7 tickets
and accountmgégc s. The Commission's rules for bingo and Lucky 7 are more
detailed tha@ ase with games of chance and generally reflect standard practices
and requirem

A 287-E:14 addresses the Commission's regulatory enforcement authority for
b% d is focused exclusively on suspension or revocation of a license. It includes no
rity to impose fines. RSA 287-E-:25 addresses the Commission's regulatory
enforcement authority over Lucky 7 ticket sales and is focused exclusively on revocation
of a license. RSA 287-E-:29 contains a misdemeanor provision related to unlawful Lucky
7 ticket sales.

KEY FINDING: While the scope of the RFP did not permit a financial or

operational review of the Commission, WhiteSand's discussions with Commissioner
Connors and Director Kelley, its survey of the Commission rules and procedures
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applicable to bingo and Lucky 7 and a site visit to a license facility suggest that while the
overall regulatory approach provides a reasonable level of assurance as to the integrity of
bingo and Lucky 7 the type of bingo facility that is actually operated under this authority
may not be well understood by stakeholders outside the Commission. Although the
concerns and recommendations that follow warrant consideration, nothing in our review
suggested that the Commission's organizational structure is deficient or that it is not
optimizing the resources allocated to it.

KEY FINDING: Unlike games of chance licensees there is no requirement fo; a
bingo or Lucky 7 licensee to undergo a background and criminal records check. % A

287-D:8 as to games of chance.. s

KEY FINDING: RSA 287-E:7, l1(b) reads in pertinent part:

No compensation shall be paid to any person or entj %
consulting, managing, assisting in the operation of thg games or
the sale of lucky 7 tickets, record keeping, filing foris’with the racing
and charitable gaming commission, advertisin fer of coffee and

donuts to customers, or security protection for thg’charitable
organization itself not including security fo | or parking area,
unless agreed to in advance in writing b & ritable organization.
Participation in and charges for such acﬂi shall be solely at the
discretion of the charitable organizagion. Failure to participate in any of
these activities shall not constitut ds for expulsion from any hall
where bingo games are held or tickets are sold.

Recommendation #14 x

The Authority shou
require that a backgrou

Ider recommending that the statute be revised to
riminal records check be performed, at a minimum, for
private campgroundsgnJ els, distributors and manufacturers of bingo supplies and
equipment, com alls who rent or lease halls to charitable organizations and
distributors and&%acturers of Lucky 7 tickets, dispensing equipment and related
equipment. Q

mendation #15

% SA 287-E:7, I1(b) acknowledges a category of service provider that is not
contemplated by the licensing scheme for either bingo or Lucky 7. Servicers offering
consulting, management and assistance are akin to game operator employers and primary
game operators and the Authority should consider recommending that the statute be
amended to require licensing to the same standard.

22



Redemption Slot Machines and Redemption Poker Machines

Any appraisal of existing gaming sectors in New Hampshire must include an
examination of the redemption slot machines and redemption poker machines found
throughout the State in family entertainment centers. This sector should be subject to the
same two prong analysis as the aforementioned formalized gaming sectors meaning, as to
public accountability, are the games licensed and/or offered to the public under the
redemption slot machine and redemption poker machine exception operated in
compliance with the limitations articulated in RSA 647:2, including the merchandise ‘only
limitations detailed therein and, as to integrity, does the regulatory scheme to which they
are subject provide a reasonable level of assurance as to their fairness and comph
with all applicable conditions and limitations. O

RSA 647:2 defines criminal penalties for gambling including ossession of
gambling machines subject to certain enumerated exemptions. On exemptions
S

carved out in the chapter is for "family entertainment centers" d@ a

Place of business having at least 50 games or devi igned and
manufactured only for bona fide amusement p Qs on premises which
are operated for the entertainment of the gen @ublic and tourists as a
bona fide entertainment facility and not ha\@ ore than 15% of the total
games or machines being redemption sIQ‘ua ines or redemption poker
machines. RSA 647:211(c). 6

RSA 647:2 defines a "redemption sloi r@ne" or "redemption poker machine" as:
|

Any device or equipme operates by means of the insertion of a
coin or token and whj z? entitle the person playing or operating the
game or machine %} rtunity of additional chances or free plays or to
receive points orcolpons which may be exchanged for merchandise only,
excluding cas(an Icoholic beverages, provided the value for such
points or does not exceed 2 1/2 cents for each credit on the game

or m%s E.:@A 647:211(f).
le

hi t legally dispositive, the redemption slot machines and redemption poker
machinéodtinely available in New Hampshire physically resemble slot machines and
the ¢reative payment methodologies employed to arguably circumvent the prohibition on
c% payments from these machines contributes to that illusion. They are often integrated
intorfacilities that also house Games of Chance, Bingo and Lucky 7. Unlike the latter,
however, the availability of redemption slot machines and redemption poker machines is
not tied to any charitable purpose or organization and the Racing and Charitable Gaming
Commission ("Commission™) has no expressed authority to regulate this sector or to
enforce the provisions of RSA 647:2. Per the statute, "a[A]ny violation of this chapter
may be enjoined by the superior court, upon petition of the attorney general, county
attorney, or the police chief within the jurisdiction in which the violation is alleged to
have occurred.” RSA 647:2V1. Typically, these machines are assessed a fee at the local
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level, purportedly $2,000 per machine per year under a Manchester ordinance, and
enforcement authority rests with applicable local law enforcement.

Any public accountability assessment of redemption slot machines and
redemption poker machines is frustrated by the fact that the legislative intent behind RSA
647's exception for these machines is not obvious. How far the Legislature intended to
allow operators to go beyond the plush toy merchandise prizes traditionally associated
with "family" entertainment is uncertain. Was the payment mechanism of choice for
many operators of these machines - the Visa debit card - envisioned? Was the practicgé of
an operator converting points into merchandise via an Internet purchase contemplated®*?
What happens if this merchandise is subsequently returned by the player for a c

refund? There are no clear answers. What is apparent, however, is that RS -2'lacks
clarity, has inconsistencies and, as a corollary enforcement limitations, all hich
compel the need for further clarification of the terms and conditions ofthe exemption and
which favor a state wide, uniform compliance approach. Q/

KEY FINDINGS 6

a. RSA 647:1 et seq. does not define cash or ce a statutory definition
of cash. Generally, cash is held to mean currency or coiQ. WJAC 13:69D-1.1. The use of
the term cash is conspicuous in the chapter as it was %ﬂded, as late as 2012 [HB 1260],
to expressly reference in the definition of gambli ine cash equivalents, debit cards
and merchandise credit cards. 2 The statute m e clarified to squarely address the
Legislature's position with regard to paym in cash equivalents and to incorporate
uniform, defined terms throughout. e@

b. Although RSA 647‘2@ limits redemption slot machines and redemption
poker machines to 15% of the tetal\games or machines in a family entertainment center it
fails to define what type of may be included in the 15% calculation. Must the
game be in service? Does 2?@1 eld device qualify for consideration in the count?
Again, clarity is requir 6

C. R

:2 neither incorporates nor references technical standards
applicable to re on slot machines and redemption poker machines including, but
not limited tQ, proCedures and controls to preclude or detect conversion of a redemption
machineto a device meeting the chapter's definition of a gambling machine, minimum
Yafdards relating to payout percentage or randomness, metering, accounting and

12 See N. H. already has slot machines - and lots of them. New Hampshire Business Review, May 17, 2013

which reads in pertinent part: "When Room 647 [Belmont] reopened it did so without awarding the Visa cards. Instead,
winners are able to trade in their winnings for merchandise. But it isn't for candy or pencils or similar arcade prizes that
are given away. Slots players can use their winnings for any merchandise they can find on the Internet. The casino then
orders the merchandise for the player."”

18 A gambling machine is defined as " . . . any device or equipment which is capable of being used to play sweepstakes
or games of chance and which discharges money, or anything that may be exchanged for money, cash equivalent, debit
card, merchandise credit card, or opportunities to enter sweepstakes or play games of chance, or displays any symbol
entitling a person to receive such a prize. RSA 8 64711(e).
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d. RSA 647:2 neither incorporates nor references testing or manufacturer
certificate requirements to confirm for the authorizing entity that the machine is
configured to operate as represented meaning that it complies with the rudimentary
requirement that it award no more than 2 1/2 cents per credit.

e. Apparently relying on the de minimus amount that may be awarded per
credit, RSA 647:2 fails to incorporate limitations on the number of credits that may be
awarded or bet per wagering event. !

f. Municipal licensing and permitting departments and applicable | wﬂw
enforcement are not typically equipped by education, training or experienc rmine
whether a slot redemption machine meets the current, or an improved vers f the
definition of a redemption slot machine or redemption poker machine%suant to RSA

647:2. 6%

Recommendation #1 - Expedited Q

The Authority should consider recommending thatRSA 647:1 et. seq. be
amended to resolve the cited deficiencies and inconsi i8s in relevant definitions and
payment methods. 6

Recommendation #2 Q

The Authority should consider %mending that RSA 647:1 et. seq. be
amended to impose rules that requirg testing and/or manufacturer certification
requirement on a prototype of e ame platform to establish baseline fairness to the
player and compliance With%' e conditions and limitations.; and

Recommendation

The Auth uld consider recommending that regardless of where
hat the authorizing entity implement audit protocols aimed at

jurisdiction is p&
ensuring th y of the awards made by these machines.

mendation #4

he Authority should consider recommending a comprehensive cost/benefit
analysis to determine whether the continued existence of the redemption slot machine
exemption is in the best interest of the citizens of New Hampshire. This analysis should
include an assessment of local revenue, current enforcement costs, projected enforcement
costs should oversight be improved and a specific analysis of the impact of growth in this
sector on the ability of New Hampshire to develop the type of commercial casino
contemplated by the Omnibus Version of SB 152 and competing proposals.
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Recommendation #5

The Authority should further consider recommending that if a decision is made to
retain the exemption:

That RSA 647:1 et. seq. be amended to name the New Hampshire Racing
and Charitable Gaming Commission as the primary regulatory authority subject to a
defined exception that the local jurisdiction may continue to associate an "annual fee" on
redemption slot machines and redemption poker machines. Properly funded the \\
Commission apperas to be equipped to undertake this role.

Explore methodologies to recoup the cost of regulatory oversigh{ and
enforcement over this sector including, but not limited to, an assessment ol gress revenue
or an additional annual fee per machine. This assessment should be in&ddition to any
other property, income or corporate taxes generally applicable to a@s.

Sweepstakes 06

A prohibition on the play of sweepstakes on a @ing machine as defined in
RSA 647:2(e) and (h) was credibly incorporated int @H—(ampshire's Gambling

Offenses statute in 2012 [HB 1260]. This was an i tant amendment for New
Hampshire as the electronic display of sweepst sults on an electronic monitor in a
manner that simulates the play of a slot maghine has proliferated significantly and venues
offering this type of device have become %utorial and enforcement problems in
States like Florida, Ohio and North C

Recommendation #1 x

follows:

Ga@g’machine means any device or equipment which is
capable% iNg used to play or reveal the outcome of a sweepstakes or
es’of chance and which discharges money, or anything that may

:
be exchdnged for money, cash equivalent, debit card, merchandise credit

The Authority sf%@nsider recommending that RSA 647:2(e) be amended as

=0I Opportunities to enter sweepstakes or play games of chance, or
iSplays any symbol entitling a person to receive such a prize.

Q Recommendation #2

The Authority should consider recommending that RSA 647:1 et. seq. be
amended to designate the New Hampshire Racing and Charitable Gaming Commission or
its designee as the initial arbiter of whether a device meets the statute's definition of a
prohibited gambling machine.
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REGULATORY STRUCTURE

While there are certain core best practices that should be incorporated, and
uniform incompatibilities of function that must be respected, it is safe to say that no two
of the twenty-three States that offered commercial gaming ** in 2012 regulates it in the
same way. Regulatory schemes have never been one size fits all, what works well for one
jurisdiction may not be palatable for legal, political, cultural or other considerations in
another. Distilled to its essence, every regulatory scheme reflects a balancing of
competing interests that is unique to that State.

As indicated elsewhere in this report, no structural changes in the Ne shire
regulatory system are indicated for currently authorized gaming. With reg roposals
to expand gaming to include commercial casinos, an essential first step fo
Hampshire is to honestly assess what its expectations are for a commetcial casino. Is it

just a means of addressing an immediate fiscal problem or is it intefested’in integrating a
gaming sector into its long term development plans? Is it about JObs™s it about tourism?
Or is a combination of these goals? Any statute that is devel ould identify New
Hampshire's unique expectations. If jobs are the primary or then hiring locally
and use of local products should be emphasized. If tousism{s the primary motivator, then
the effective tax rate and/or any minimum investme irements should be geared to
stimulate restaurants, hotels, entertainment, convehtion centers and marketing. If the state
is really committed to addressing problem gambling than an enabling statute must fund
that commitment. When a state is consideri hether to permit commercial gaming it is
engaged in a negotiation. The casino co know what they want to achieve in the
context of those negotiations and it is.i ant for the state to be equally prepared.

The challenge for any j "s%@tlon competing for gaming investment, especially as
markets approach saturation i esign a regulatory scheme that meaningfully regulates
the industry at the lowest @Ie cost. The calculus performed by casino companies will
involve not only an as nt of the initial costs of entry to the jurisdiction in the form
investment and cost of investigation but will also factor in the
Xpectations imposed upon their day to day operations. Well run
be looking for three things in any New Hampshire enabling

casino compani
statute:

A secure regulatory environment where expectations are well defined and
O consistent with industry best practices so that no aspect of operations in
Q New Hampshire complicates or jeopardizes its license in another
jurisdiction.

% The American Gaming Association defines commercial casinos as land based, riverboat, dockside and racetrack
casinos. The 2013 American Gaming Association Survey of Casino Entertainment at ii. For purposes herein,
commercial gaming is intended to mean slot machines, video lottery terminals, table games or some combination
thereof conducted at a commercial casino.
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o A stable and predictable political environment where there are no frequent
or dramatic changes or unrealistic expectations that impact its ability to do
business; and

o A environment where it can pursue its overall business plan and can
maximize returns within the limits of a reasonable regulatory scheme.

States can generally be categorized as gaming agency or lottery centric states.
Gaming agency states typically employ either a single agency or dual agency approach to
regulation. Arguably oversimplified, the distinction between gaming agency states
generally turns on the source of the licensing suitability and eligibility recomm

for example, employs a dual agency approach for its cardrooms with the partment
of Justice's Bureau of Gambling Control responsible for all investigatery, auditing and
compliance functions and the CA Gambling Control Commission [
applications, adjudicating enforcement actions and maintaining
rulemaking. Conversely, Pennsylvania, as will be discussed wi
below, consolidates all of the above cited functions in the vania Gaming Control
Board with an independent Bureau of Investigation and Qrcement within the Board
ensuring that the appropriate segregation of these fu is internally maintained
within the agency. Gaming agency states generally\ahy operators significant discretion
over the operation and management of the gamiQe rprise and the ownership of slot
machines and related equipment and assess@xes, upplements to racing purses and other

fees on gross or net gaming revenue. i

The RFP identified nine co |@ r states for the purposes of this report. Of the
nine, six of the states are gamin states:

Dual Agency: hecticut =
aine
New Jersey

QCJ Nevada
Sing@;ency: Pennsylvania

Massachusetts

Qottery centric states generally graft commercial gaming into an already
furtetioning lottery regulatory scheme. Typically, these states employ lottery terminology
rather than casino terminology, for example, a slot machine is denoted as a video lottery
terminal, a game manufacturer is denoted as a technology provider. In the majority of
lottery centric states, video lottery terminals and a central control computer system are

15 Foxwoods and Mohegan Sun are both Tribal casinos authorized under the National Indian Gaming Act.

Multiple regulating agencies are involved with a tribal casino. On the Tribal level the primary regulator is the Tribe's
gaming authority. In addition, there is a state regulatory mechanism agreed to via the Compact and there are roles for
the National Indian Gaming Commission, the Bureau of Indiana Affairs, other agencies within the Department of
Interior and the Department of Justice.
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owned, leased or licensed by the state and a remittance or commission based model of
compensation is utilized pursuant to which all gross revenue is remitted to the lottery and
distributed back by the lottery to casino operators, technology providers, general and
specialty funds and others in the distribution scheme.

The New Hampshire comparator states following a lottery centric model are:

Delaware

Maryland *® {

Rhode Island \/

A summary of the regulatory scheme in each of the nine comparato

follows. " These summaries should function as a quick reference guide w valuating
alternatives and options with regard to the functional components of a€asino regulatory
scheme - investigation, adjudication, rulemaking, audit and compli gulatory
enforcement and criminal referral and enforcement. Every effor en made to
present a uniform summary but the exercise is more difficult thar Tjrst appears because
the approaches, whether gaming agency centric or lottery , are so diverse. The

reader is cautioned that while the experiences of others states are certainly relevant,
within the constraints of industry best practices, N% shire is best served by setting

its own objectives and finding its own path.

16 Maryland is in the process of phasing out state participation in the ownership, leasing or licensing of video lottery
terminals. Two yet to be built facilities will be responsible for procuring their own video lottery terminals and by
March 2015 the ownership of the slot machines at its two largest operating facilities must be transferred to the casino
operators. The State Lottery and Gaming Control Agency will continue to own or lease the video lottery terminals at its
two smallest properties in the near term.

7 While the report did not intentionally limit its analysis to the nine comparator states, and other states like California
are referenced, the comparator states provide a good cross section of regulatory options and alternatives.
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CONNECTICUT

The State of Connecticut has two very large scale casino resorts, both of which
are operated by federally recognized Indian Tribes and authorized pursuant to gaming
Compacts with the state under the Indian Gaming Regulatory Act of 1988, 25 U.S.C. sec.
2701 ("Act™). Under the Act, a Tribe is generally authorized to offer any game of chance
then legal under state law including video facsimiles of permissible games of chance.
Because the Act expressly prohibits a State from taxing Tribal gaming revenues, it is
within the context of the Compact that the parties negotiate any revenue share. Nei
Connecticut Compact has an expiration date and remain in effect unless termin é@
both parties. é

The Mashantucket Pequot Tribe opened Foxwoods Resort Casjno ir#992 and the
Mohegan Tribe opened Mohegan Sun four years later. Their respecti mpacts with
the State are the product of independent negotiations and genera!iI rth the scope of

the permitted games mix as well as the rules, regulations and ¢ i0ns under which
each Tribe conducts Class Il gaming as defined in the Act. sult of Connecticut's
broad charitable gaming rules these Tribal gaming opera e authorized offer the full
array of casino games and electronic gaming devices.£urstiant to the terms of both
Compacts, under certain enumerated conditions e@a operator contributes 25% of
its gross revenue from slot machines to the Stat% ral Fund. There is no revenue

share on table games. In addition, each is subject$o an annual assessment sufficient to
cover the costs of regulation, including invéstigations.

A number of entities at the Tpibal\State and Federal level concurrently regulate a
Tribal operation. On the Tribal le primary authority is the Tribe's gaming
authority. In addition to the St latory mechanism agreed to via the a Compact
there are roles for the Natio an Gaming Commission, the Bureau of Indiana
Affairs, other agencies wi e Department of Interior and the Department of Justice.
An exhaustive discussi Ng}[heir relevant concurrent and exclusive jurisdictions is well
outside the scope Qfthis yeport and is arguably of little direct relevance to the Authority's
deliberations. T ussion herein is, therefore, limited to the State's role in the

erations.

ProtgetigRl's Gaming Division ("Gaming Division") acts in the role of the State's gaming
a nd the Connecticut State Police ("State Police™) act as the State's law
e&rcement agency. Generally, licensing applications for employees and gaming service
enterprises are filed with the Gaming Division, investigation and recommendation with
regard to same are the responsibility of the State Police and the Gaming Division
approves, approves with conditions or denies each license. Standards of operation and
management, and regulatory compliance therewith are largely the responsibility of the
Tribal gaming authority with certain enumerated oversight and concurrence authority
resting with the Gaming Division. Criminal enforcement for gaming related matters rests
primarily with the State Police.

oversight of Q
ﬁcﬁr the Connecticut Compacts, the Connecticut Department of Consumer
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DELAWARE

Type of Gaming Year Authorized
Video Lottery Terminals 1994
Table Games 2010
Sports Lottery (limited wagering) 2009 {

Internet Gaming 2012 '8 @’

Effective Tax Rate
Video Lottery Terminals 56.50 *° Q/@

Table Games 33.9% O

Sports Lottery (limited wagering) 5@8
License Fee Q

None specified in the statute

Minimum Investment %

None specified in the s@y
Regulatory Structure 06

Video lottery terminals, permissible sports wagering systems and Internet gaming
systems are ownge d or licensed by, and operated by, the Delaware Lottery and
only entities licehsed’by the State to conduct horse or harness racing qualify to be Lottery
Agents oﬁe@h full array of Lottery products. The latter include the table games
authorizgd by the Legislature for licensed Lottery Agents in 2010. At present, three

Q‘Uperational in Delaware.

racinf
Q he following summary reflects the regulatory model as of December 2013.

18 Expected to go live October 2013.

1929 Del. C § 4815 is extremely fact specific and employs a scheme pursuant to which the Lottery collects gross
proceeds and remits back to casino operators. The effective tax rates in all categories are approximate. All remittances
to operators are categorized as commissions for the operation of video lottery terminals, sports wagering and table
games.
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Director, State Lottery Office

The primary operating and regulating entity is the Director of the State Lottery
Office in the Department of Finance. ("Director™) Appointed by the Secretary of Finance
with the approval of the Governor, the Director serves as the executive officer of the
State Lottery Office. Under 29 Del. C § 4805 the Director exercises broad authority to
operate and administer the State Lottery Office and to grant licenses to Lottery Agents
and their qualifiers, key employees, game room service employees, sports operations
employees and service companies. The Director is further authorized to contract wit\hk
technology providers and to promulgate rules and regulations with regard to all a
licensing, the conduct of gaming operations and technical standards and speci for
systems. A party whose license is denied, suspended or revoked by the Dirg %
entitled to a hearing conducted by the Delaware Lottery Commission. Ap eal of the
Lottery Commission's decision is to the Superior Court.

Generally, all license applications are filed with the Lot , upon a
determination of completeness , are referred to the Division - ing Enforcement (see
below) for investigation and ultimately, a licensing reco ion. Upon receipt of the
Division's recommendation, the Director acts on the ap?éllon

Under 29 Del. C 8 4819A the Director a|SCQ'I es eligible charitable gaming
organizations, generally fraternal or veteran's o ions in existence after January 1,
2013, permitted to operate charitable video Jettery*machines. connected to the Lottery's
central control computer system %

Lottery Commission

The Lottery Commissi o Wlthln the Department of Finance. Under 29 Del.
C 8§ 4837 its duties mclude not limited to, providing policy advice and guidance
to the Director and the of Finance and the review of regulations issued by the

Director. The Comm Sio also charged with the conduct of hearings related to the

following: 6

Moti reconsideration of an emergency order for the suspension of any
license issue the Director. See 29 Del. C § 4830(i);

AQQ ial, suspension or revocation of a license by the Director. See 29 Del. C 8§
7and,

A placement on the exclusion list. See 29 Del. C § 4835.

In every case, appeal of the Lottery Commission's decision is to the Superior Court.
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Membership

Five member Commission, all appointed by the Governor and subject to
confirmation by the Senate.

Chair is appointed by the Governor and serves at his pleasure.

The Commission must be composed of at least one of each of the
following: CPA, lawyer, businessman, person with a background in law enforcememd
a public member. Other restrictions on ownership are enumerated in the statute includig
prohibitions on owners, employees or agents of a video lottery agent or sports a Md
members of the Standardbred Owners Association and Delaware Thoroug
Horsemen's Association.

No more than three members from the same politic@

Five year staggered term; only one full term p d.

Members are subject to background investigation to the same standard as a
key employee.

Members are compensated on a @;1 basis for meeting attendance and

for actual expenses.

Division of Gaming Enforcement %

f inision of Gaming Enforcement ("Division™)
of Safety and Homeland Security. The Division is
round investigations required by the Lottery and the
endation to the Director for all persons required to be

Delaware recently form
under the supervision of the
charged with performing al
issuance of a suitability fe
licensed in Delaware

The Div@s responsible for initiating placement of a person on Delaware's
exclusion Iiﬁ ercises exclusive jurisdiction over all criminal offenses related to the
conduct of opegations at the Lottery or that occur at a licensed facility.

er 29 Del. C § 4805 the Delaware State Police also plays a role in background
i tions related to employee organizations (unions).

Rulemaking Authority: Director
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Regulatory Enforcement and
Notice of Violation Recommendation

Under 29 Del. C § 4823, regulatory enforcement rests with the Director. The
Director through Lottery Office staff evaluates compliance with applicable regulations
and requirements and, where a deviation or deficiency is identified, the Director reviews
the investigative file and makes a recommendation. The matter may be resolved
administratively by a corrective action plan, warning letter or other form of agreeme
with the affected party. Where he determines it to be warranted, the Director may inifiate
an action in the Superior Court for a civil penalty actions under the Delaware@bg

statute. O

Criminal Enforcement

Gaming Related: Delaware Division of Gar&ﬂorcement

Non-Gaming Related: Local Jurisdiction

\%
X
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MAINE

Type of Gaming Year Authorized
Slot Machines 2004
Table Games 2010
Effective Tax Rate {
Slot Machines (all) 1% Gross $\/
racetrack 39% Net ** O

non-racetrack 46% Net % Q/@
Table Games 06

racetrack 1%8& 23
non-racetrack Q@% Net %
License Fee s: 9 $ 250,000 Non-refund. privilege fee

$5,000,000 applicable after 09/01/13

6& if an application is subject to

competitive bid.

20 19 of Gross Slot MachindlIncopne is assessed for the administrative expenses of the Gambling Control Board. 8
M.R.S.A. §1001 (21) d ss Slot Machine Income as the total value of money, tokens, credits or similar objects
or things of value us ctially play a slot machine before payback is distributed to a player.

—t

2L A casino ope a'‘commercial racetrack is assessed 39% of Net Slot Machine Income. 8 M.R.S.A. § 1002 (29-
A) defines Net Slotlachine Income as money, token, credits or similar objects or things of value used to play a slot
machine s money credits, or prizes paid out to winners and amounts paid pursuant to 8 M.R.S.A. § 1036
subsectio I(which is the 1% of Gross Slot Machine Income paid for administrative expenses of the Board). Per 8

M. . 1032-A promotional credits are included in Gross Slot Machine Income. Distributions from this category of
li eevificlude, but are not limited to, administrative expenses of the Board, the host municipality, education and

funds associated with the horse industry and to stabilize off track betting facilities.

22 A casino operator unrelated to a commercial racetrack is assessed 46% of Net Slot Machine Income. Distributions
from this category of licensee generally mirror those of a casino operator with a commercial racetrack but also include
a distribution of 4% of Net Slot Machine Income for the Tribal governments of the Penobscot Nation and the
Passamaquoddy Tribe.

28 M.R.S.A. § 1001(29-B) defines Net Table Game Income as money, tokens, credits or similar objects or things of
value used to play a table game minus money, credits or prizes paid out to winners.

24 For casino operator unrelated to a commercial racetrack only, a distribution is made from the table game tax for
charitable nonprofit organizations that were previously eligible to conduct beano games and games of chance.
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Minimum Investment None
Regulatory Structure

In 2004 Maine legislatively authorized slot machines at racetracks and in 2010 a
referendum authorized table games. As of 2012, two facilities were operational,
Hollywood Casino in Bangor with 925 slot machines and 16 table games and Oxford
Casino with 739 slot machines and 22 table games.

Under 8 M.R.S.A. 8 1020 (3) the maximum number of slot machines for hﬁ)ﬁe
is 3000 with no one operator authorized more than 1500.

Under 8 M.R.S.A. § 1012-A renewal of a slot machine operator Iic@ and

casino license are tied to an approval process for the host municipalitysharrowly focused
on the operator's actual impact on the public health and safety of t siymunicipality.

Rights of appeal are first to the Gambling Control Board and th District Court.

The following summary reflects the regulatory mo a@ of December 2013.

Gambling Control Board. See 8 M.R.S.A. i@l
il the Maine Department of Public

The Gambling Control Board ("Board"
Safety ("Department") is the primary regulatery authority. It is responsible for licensing
and all aspects of regulatory compliance gard to operators, slot machine
distributors, table game distributors, g service vendors and key employees as well
as the registration of employees. b

Generally, all license %’lons are filed with the Board and, upon a
determination of completen the Executive Director of the Board, are referred to the

Department for investigati d ultimately, a licensing recommendation. Upon receipt
of the Department's rgCommiendation, the Board acts on the application.

&

ve (5) member Board, all appointed by the Governor subject to:

Q Review by a joint standing committee of the legislature having
jQ on over gambling matters; and

Confirmed by the Senate.
Chair appointed by the Governor.

Removal by the Governor for cause.
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At least four members of the Board must have training or experience in at
least one of the following fields: corporate finance, economics, law, accounting, law
enforcement, computer science, or the gambling industry.

One member must have experience in the harness racing industry.

Three year staggered term. Statute does not specify terms of compensation
but presumably at least expenses are compensated.

Under 8 M.R.S.A. § 1002(8) a Board member is subject to a two earx
employment restriction during his term and for a period of two years after the e at
board member's service. The restriction applies to immediate family. O

Director, Gambling Control Board. See 8 M.R.S.A. § 1003

The Commissioner of Public Safety, with the advice an sent of the Board,
and on a timetable directed by the Board, hires the Executiv r. The Board may
delegate certain enumerated duties and responsibilities to @cutive Director, many of
which are significant. Among the duties and responsibiliét at may be delegated are
rulemaking and denial, approval with conditions, su ioh or revocation of any license
or registration or the imposition of sanctions or peqalties.

Department of Public Safety. See 8 M.R.%goos.

Under the statute, the Maine D(%xent of Public Safety ("Department™) enjoys
a significant amount of concurrent r @ ry authority with the Board. In addition to its
statutorily defined roles with re o-fegulatory compliance, background investigations
and the licensing recommend e Department is empowered to perform an extensive
level of oversight on its ow@' ive.

Rulemaking Author<' y Board

Regulatory E ent and
Noti@ olation Recommendation

ted above, given that the enabling statute enumerates a significant level of

con@ authority for regulatory compliance between the Board and Department, both

e in this regard. The Board's 2012 annual report cites the presence in each facility
of Both civilian inspectors assigned to the Board and sworn personnel assigned to the
Department. Generally, compliance concerns are investigated by the Department at the
request of the Board or Executive Director. A matter may be resolved administratively by
the Executive Director by a corrective action plan, warning letter or other form of
agreement with the affected party. Where it is determined by the Executive Director to be
warranted, he may initiate proceedings before the Board for a penalty or sanction. Appeal
of a Board decision is to the Superior Court.
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Criminal Enforcement

Gaming related Department (includes potential referral to
the Attorney General)
Non-Gaming related Local Jurisdiction
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MARYLAND

Type of Gaming Year Authorized
Video Lottery Terminals 2008
Table Games 2012
Effective Tax Rate {

Table Games 20% 26

Video Lottery Terminals See below % S\/

$500/table

License Fee QO

VLT License Fee t three (3) million per 500
VLT (competitive process -
Q reduced for resort facility).

Annual Fee (Problem Gaming Fund) $425/VLT Q/@

Table Game License Fee s: 9 None
Minimum Investment 6
|i|

At least twenty;five ion per 500 VLT (competitive process; reduced for
resort facility; investmeng includes construction and related costs.)

A

% Md. Code § 9 @ ?defines “Proceeds” as the part of the amount of money bet through video lottery terminals and
table games that 1S\Wa0t returned to successful players. Subject to certain enumerated conditions, “Proceeds” does not
include iven away by a video lottery operation licensee as free promotional play and used by players to wager
atavi ery terminal or at a table game.

tion with the November 2012 referendum authorizing a sixth gaming facility, an additional 1,500 VLTs and
the“egnduct of table games, Md. Code § 9 - 1A -27 was amended to reflect a significant increase in Maryland's then
33% of Proceeds distribution to video lottery operator licensees. The revised statute retains the distribution of Proceeds
back to a video lottery operation license at 33% for all operators except for the licensee located in Worchester County
(smallest non-resort) where it is now 43% and for the operator in Allegany County (resort operator) where it is now
50%. In addition, all licensees are slated to receive additional distributions in the 6% - 8% range tied to assumption of
ownership of video lottery terminals by the operator and further additional distributions in the 6% to 8% range tied to
promotional costs and capital improvements in their facilities. In accordance with Md. Code § 9 - 1A -27, Proceeds are
allocated to cover the cost of regulation and to several funds including local impact grants and racing.

% Casino operators receive 20% of the Proceeds from table game operations with the remaining 80% distributed to the
Maryland Education Trust Fund.
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Regulatory Structure

A November 2008 referendum authorized up to 15,000 video lottery terminals
("VLTs") at five specifically enumerated regional locations denoted as Qualified
Locations via a competitive process. Under the inaugural statute, the Maryland State
Lottery Commission was granted primary authority to regulate VLTs subject to the
competitive selection process described below by the Maryland Lottery Facility Location
Commission. In the inaugural statute, the Maryland State Lottery Agency was charged
with assisting the Maryland State Lottery Commission in the performance of its duth&

Following the success of a November 2012 referendum authorizing a si \/
gaming facility, an additional 1,500 VLTs and the conduct of table games, the land
State Lottery Commission was reconstituted as the State Lottery and Gamipg Control
Commission and the Maryland State Lottery Agency was reconstitutegras the State
Lottery and Gaming Control Agency. %

As noted in Footnote #14, the state initially owned b @/ideo lottery
terminals and the state's central control computer system. the process of moving
away from this model and going forward expects to only*gtain an ownership, lease or

license interest in the central control computer syste

The following summary reflects the cur ulatory model.

Maryland Lottery Facility Loc iggommission (""Location Commission™).
See MD. Code 89-1A-36.

The Location Commissi r&% orized to "award" but not "issue™ up to six video
lottery operation licenses to u% applicants through a competitive process. Qualified

applicants are persons found_seitable by the State Lottery and Gaming Control
Commission ("Commissjon{)«(discussed below) to hold the license, if selected. The
actual video lottery opgeratieh license includes table games and is "issued"” by, and
concurrent authori 0 conduct table games is granted by, the Commission. By

statute, the Locagx ommission expires January 1, 2015, subject to reconstitution by
the Governog pectation being that all six locations will have been selected by that
date. The State,Board of Contract Appeals decides an appeal of a decision by the

Locati mission.

QO Membership

Seven Member Commission. Appointed as follows subject to enumerated
experiential and conflict criteria:

40



Three by the Governor
Two by the President of the Senate
Two by the Speaker of the House of Delegates.

Chair must be a gubernatorial appointment.
Part time; four (4) year term.
No compensation other than expenses.

Removal by the Governor, in consultation with the President of ate
and the Speaker of the House, for inefficiency, misconduct in office or negb uty.

One year post-employment restriction.

State Lottery and Gaming Control Commission ("C(@%@'on"). See MD.

Code § 9-1A-04. O

The Commission is the primary regulatory authofity'and is authorized to
determine whether an applicant for a operator, casin iCer provider or employee
license, including any qualifiers, satisfies the enurg%e licensing criteria. Once the
license is issued the Commission is responsibleqar al’'matters related to the regulation of
that licensee including the grant of authoritysto comduct table game operations under MD.
Code § 9-1A-04 and the issuance, suspe i%wd revocation of a license.

Key Divisions within the C ission include:
Gaming Division - re jbfe for compliance audits, responsible gaming,
technical standards and the ement of the central control computer system.

Enforcement @/\})n - This Division maintains a presence in each licensed

facility. 6

Backgn investigations are performed by civilian Commission staff dedicated
to that purpo d supervised by a senior member of the Maryland State Police assigned
to the ission. Under MD. Code § 9-1A-20 a background investigation may be
outs@e . Upon receipt of the staff recommendation as to suitability and assessment of

relevant obligations and conditions, the Commission proceeds with the licensing
deCision.

Membership

Seven Member Commission. Appointed by the Governor with the advice
and consent of the Senate subject to enumerated experiential and conflict criteria.

Commission members elect Chair.
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No more than five members from the same party.
May be full time; five year staggered term; no more than two full terms.
Compensated with salary and expenses.

Removal by the Governor for cause with notice and opportunity to be

heard. !

Governor appoints one member of the Commission to serve as a' to
the State Racing Commission.

At least one member must reside in a municipality tha@a video lottery
facility.

One year post-employment restriction. 06

Code § 9-107, 111.

Maryland State Lottery and Gaming Cog@%ncy (""Agency'). See MD.

The Agency is the primary regulato atﬁ)rity over Lottery but is charged only
with assisting the Commission in the per g@ce of its duties with regard to VLTs and
table games. The Agency is headed b %ector, appointed by the Governor with the
advice and consent of the Senate, W es as the executive officer of the Agency. The
Director serves at the pleasure g& overnor and is Secretary of the Commission.

Rulemaking Authority: 6 Commission
Regulatory Enforce e@nd
Regulator, iCe of Violation Recommendation

Regl@r nforcement authority rests with the Commission. Civilian
Commission investigate alleged regulatory violations which are typically resolved
administratively by a corrective action plan, warning letter or other form of agreement
witk@a ected party. Where determined to be warranted, the Attorney General may
it roceedings before the Commission for a penalty or sanction on the licensee.
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Criminal Enforcement

Gaming Related Local law enforcement and State's
Attorney

Non-Gaming Related Local law enforcement and State's
Attorney

Non-Gaming Related Local Jurisdiction !
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MASSACHUSETTS

Type of Gaming
Category 1 License  Permits operation of table games and slot machines.

Category 2 License  Permits no more than 1,250 slot machines; no table games.

Year Authorized -\
Category 1 License 2011 S\/

Category 2 License 2011
Effective Tax Rate Q/@
Category 1 License 25% G @
Category 2 License 4 GR %
R
>
Slot Machine Annual Fee Q 600/slot

License Fee s@

Category 1 License Not less than $ 85,000,000 %

Category 2 License :6 Not less than $ 25,000,00

" Gross revenue is defined as the total of all sums actually received by a gaming licensee from gaming
operatie s the total of all sums paid out as winnings to patrons; provided, however, that the total of all sums paid
out ngs to patrons shall not include the cash equivalent value of any merchandise or thing of value included in
a poror payout; and provided further, that "gross revenue" shall not include any amount received by a gaming
licengee from simulcast wagering or from credit extended or collected by the gaming licensee for purposes other than
gaming; provided further, that the issuance to or wagering by patrons of a gaming establishment of any promotional
gaming credit shall not be taxable for the purposes of determining gross revenue.

28 Under Section 55 of the Massachusetts Gaming Act:
Category 1 licensee - 25% of gross gaming revenue;
Category 2 licensee - 40% of gross gaming revenue plus an additional 9 % of gross gaming revenue to the

State's Race Horse Development Fund.

2 Under Section 10 of the Massachusetts Gaming Act, the minimum investment is determined by the Massachusetts
Gaming Commission on a regional basis in the context of a competitive selection process.

44



Minimum Investment
Category 1 License Not less than $500,000,000
Category 2 License Not less than $125,000,000
Regulatory Structure

In November 2011 Massachusetts adopted An Act Establishing Expanded Garhing
in the Commonwealth ("Act"). At the time of its adoption, Massachusetts already, ha
developed gaming sectors including racing, lottery and charitable gaming. The \/
legislatively authorized three casino resorts, one each in three designated regi d one
at large slots only facility. The designated regions are:

Region A (Suffolk, Middlesex, Essex, Norfolk & Worches @ﬂies);
Region B (Hampshire, Hampden, Franklin & Berkshire);
Region C (Bristol, Plymouth, Nantucket, Dukes & B e Counties).

To date, no licenses have been issued by the Con@smn. The following

summary reflects the regulatory model contemplate: Qbe Act.

Massachusetts Gaming Commission. tion 3 of the Act.
("Commission") is the primary

spects of regulatory compliance as well as

Category 1 and Category 2 licenses and their

vendors (Section 29 of the Act) and key

ection 29 of the Act).

The Massachusetts Gaming Com
regulatory authority. It is responsible f
licensing decisions related to applic
qualifiers (Section 8 of the Act)
employees and gaming empl

The Commissio% thority to appoint an Executive Director to manage and
administer the operat$ ns ®f'the Commission. The Executive Director serves at the

pleasure of the C on.

Nﬂ@ Section 26 of the Act, like New Jersey the Commission has authority
to grant all liCepSes prerequisite to the consumption of alcoholic beverages in the gaming
establis@apt.

Qlote: Under Section 32 of the Act, labor organizations seeking to represent
employees of gaming establishments must register with the Commission.

Note: Effective May 20, 2012 the Commission assumed all regulatory duties and
responsibilities related to horse racing.
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Membership

Five Member Commission. Appointed as follows subject to enumerated
experiential and conflict criteria.

One by the Governor

One by the Attorney General

One by the Treasurer and Receiver General

Two by a majority vote of the Governor, Attorney {
General and Treasurer and Receiver General.

Chair appointed by the Governor. %

Removal by the Governor if a Commissioner (1) is gu?g of malfeasance

in office, (2) substantially neglects his duties, (3) is unable to disc duties, (4)
commits gross misconduct or (5) is convicted of a felony.

Five year staggered term. Maximum years ice ten (10).

Full time, salary of the Chair equal tg ry of the commissioner of
administration under the state employment systemﬁ of a commissioner equal to
three-quarters the salary of the commissioner o fistration under the state

employment system.

Commission members a@Ject to an ethics policy and three year post
employment restriction.

Investigations and E @ﬁent Bureau (""IEB'). See Section 12 of the Act.

Housed within the
license applicants un
predominantly by

mission, IEB is charged with the investigation of all

Act. See Section 12 of the Act. IEB is expected to be staffed
investigative personnel. Under Section 6 of the Act it is
designated as a orcement agency and its employees, civilian and otherwise, are
construed a@‘% enforcement powers commensurate with the purposes of the Act.

. Criminal history checks are performed by the Commonwealth's criminal
hist tem board upon the request of 1EB.

Note: Pursuant to Section 30 of the Act, persons not considered to be gaming
employees, key employees or employees requiring access to restricted areas shall have no
licensing requirement but shall be required to register with IEB.

Gaming Enforcement Unit, Division of State Police (""Gaming Enforcement
Unit""). See Section 6 of the Act.
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The Gaming Enforcement Unit, formed within the Massachusetts State Police,
will assign personnel directly to the Commission to supplement and assist IEB in the
performance of its investigative and regulatory enforcement duties. These officers will be
employees of the Commission.

Division of Gaming Enforcement, Office of the Attorney General
(""Division™). See Section 6 of the Act.

The Division, formed within the Attorney General's Office concurrent with
adoption of the Act, has powers beyond the four gaming establishments to be de e@\ed
pursuant to the Act. The Division is responsible for the enforcement of civil an \Svﬂ
gaming laws throughout the Commonwealth and attorneys assigned to the Di
prosecute regulatory violations on behalf of IEB.

nal
ioh will

Generally, license applications are filed with the Commissi upon a
determination of completeness by the Commission's Director of, i%mng, are referred to
IEB for investigation and ultimately, a licensing recommendatior. Wpon receipt of IEB's
recommendation, the Commission acts on the application. P @ 0 a Commission
decision an applicant may request a hearing to contest fi i gs of fact by IEB. Once the
Commission rules on the application an applicant is led to further review.

For Category 1 and Category 2 appllcan?p eting for the four available
licenses the process is more complex. For licants the Commission is following a
phased licensing approach where Phase suitability determination and Phase 2 is
an assessment of the balance of the I|c% criteria and requirements. Category 1 and
Category 2 applicants are obllgated r into Host and Surrounding Community
Agreements defining all resp between the community and the applicant. The
Host Community Agreement r% rther be approved by referendum. The Host and
Community Agreements an cessful Host Community referendum need not be
completed before the Ph@ itability determination but must be in place and complete
before Phase 2's final on process.

Rulemaking Ad@(y Commission

Regulatory@orcement and
latory Notice of Violation Recommendation.

% he Commission's Investigations and Enforcement Bureau ("IEB") is expected to
an compliance/audit section that has primary responsibility for regulatory
enforcement. As note above, IEB is expected to be staffed predominantly by civilian
investigative personnel and, like IEB's investigative functions, its compliance/audit
section will be supplement by personnel from the Gaming Enforcement Bureau.

IEB shall notice criminal violations to the Division of Gaming Enforcement,

Office of the Attorney General ("Division™). IEB and the Division shall cooperate in a
determination as to whether to proceed with civil or criminal sanctions, or both.
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Criminal Enforcement

Gaming Related: The Gaming Enforcement Unit shall exercise
exclusive police jurisdiction over any criminal activity connected with the operation of
the gaming establishment or relating to the games and gaming within the gaming
establishment. The gaming establishment is defined to include hotels, restaurants and
other amenities.

Non-Gaming Related: Massachusetts State Police shall exercise ¢ n$nt
jurisdiction with local law enforcement over all other policing matters. é\/
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NEW JERSEY

Type of Gaming Year Authorized
Slot Machines 1976
Table Games 1976
Internet Wagering 2013 {
Effective Tax Rate $\/
Slot Machines and Table Games 8% tax on gross gami@venue plus

an investment alternative tax levy of 2.5% of gross gaming revenue of amalternative
investment equal to 1.25% of gross revenue.

Internet Gaming 15% ta@met gaming gross
revenue plus an investment alternative tax levy of 5% of gaming gross revenue
or an alternative investment equal to 2.5% of Internet g gross revenue. **

Annual Slot License Fee @O /slot

License Fee 6Q Fact specific - at least $200,000
Minimum Investment %

The New Jersey Casing ‘o%qp; Act ("Act™) does not specify a dollar threshold
for minimum investment bu equire a casino to be housed in an approved hotel.
NJSA 5:12-83 enumerate cifications for an approved hotel and expressly provides
that an approved hotel g, ). In all respects a superior, first-class facility of exceptional
quality which will help restore Atlantic City as a resort, tourist and convention
destination.”

In N@ey, commercial casinos are permitted only in the City of Atlantic City.
The Constitutighal amendment passed by referendum in 1976 was squarely focused on

% @?24 defines "gross revenue” as all sums actually received by a casino licensee from gaming operations,

i ] peration of a sports pool, less only the total of all sums actually paid out as winnings to patrons; provided,
howeyer, that the cash equivalent value of any merchandise or thing of value included in a jackpot or payout shall not
be included in the total of all sums paid out as winnings to patrons for purposes of determining gross revenue. "Gross
Revenue" shall not include any amount received by a casino from casino simulcasting pursuant to the "Casino
Simulcasting Act," P.L.1992, ¢.19 (C.5:12-191 et al.).

Note: NJ has a mechanism that does, to a specified dollar threshold, exclude non-cashable promotional
credits from the gross revenue calculation.

31 NJSA 5:12--28.2 defines "Internet gaming gross revenue" as the total of all sums actually received by a casino
licensee from Internet gaming operations, less only the total of all sums actually paid out as winnings to patrons.
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funding the economic revitalization of that City. As originally adopted, the Act required
each licensee to reinvest 2% of gross revenue in Atlantic City. Amendments to the Act in
1984 formalized this process through the creation of a Casino Reinvestment
Development Authority ("CRDA") . As noted above, under the revised terms of the
statute casino licensees may choose to either reinvest directly 1.25% of gross revenue
through the CRDA or pay an additional 2.5% of gross revenue to the State.

Regulatory Structure

duties and responsibilities between New Jersey's Casino Control Commission a
Division of Gaming Enforcement.

In February 2011 the Act was amended to materially revise the apportion&eﬁ(\sf

The following summary reflects the current regulatory model.

Casino Control Commission (**Commission™) See NJ 12-51

The Commission is an independent agency create '@t not of, the Department
of Treasury. Under the revised regulatory approach, the %mlssion is limited to hearing
and deciding applications for a casino license and in sino authorization, including
their respective qualifiers, matters relating to stat@s f compliance and key employee
license applications. See NJSA 5:12-63. It is qu arged with review and decision in
connection with the appeal of a decision by ector of the Division of Gaming
Enforcement in the following areas: a noTF.: violation or penalty assessment, a

determination regarding a casino servi stry enterprise Ilcense a"...rulingonan

application for any other license or ation under this Act . revocation ofa
license or registration, any ruI|n tement of compliance or placement on the
exclusion list.

The Commlssm%b ise of rulemaking authority is limited to that necessary to
conduct the hearmgs r Which it is responsible under NJSA 5:12-63 and any other matter
for which it is spe responsible. It is obligated to refer suspected regulatory
violations to th ision of Gaming Enforcement for investigation and prosecution.

Qembershig

a@ Three Member Commission appointed by the Governor with the advice

ent of the Senate subject to enumerated experiential and conflict criteria.

Chair is appointed by the Governor with the advice and consent of the
Senate.

Removal may occur for (1) for misconduct in office, (2) willful neglect of

duty or (3) "other conduct evidencing unfitness for his office, or for incompetence”.
Removal is initiated by the Attorney General in the Superior Court.
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Five (5) year staggered term; no more than two (2) full terms.
Salary set by Governor not to exceed $141,000 per year.
No more than two members may be from the same party.

Commission members are subject to an ethics policy and four year post-
employment restriction.

Division of Gaming Enforcement (*'Division™) See NJSA 5:12-55 é
The Division is within the Department of Law and Public Safety. It ris
an Assistant Attorney General under the supervision of the Attorney Gene
("Director™). The Director is appointed by the Governor and serves dyring the term of
office of the Governor. The Director may be removed by the Attor eral for cause
with notice and opportunity to be heard.

The Division is now the primary regulatory authori ew Jersey.

Under NJSA 5:12-69 the Division exercises %ﬂ lemaking authority over all
aspects of the regulatory scheme consistent with t oses of the Act.

Under NJSA 5:12-76 the Division i espgwible for all aspects of regulatory
enforcement. It certifies gross revenue a % conduct audits and other forms of
compliance assessment. The Division % ue, and its Director decide, a notice of
violation or penalty assessment. A d@ of the Director is subject to appeal before the
Commission.

Under NJSA 5:12-7%%vision conducts all background investigations related
to licenses or registratiogs d pursuant to the Act. The Division issues a
recommendation as tg’'thesditability of all applicants over which the Commission
exercises decisio #aQ authority, specifically applicants for a casino license and
interim casino iy, their respective qualifiers, key employees and matters relating to
statements @iance. The Division itself makes the suitability decision and the
Director decideg applications involving casino service industry enterprise applicants,
registr f employees and vendors and revocation of casino service industry
ente@e icenses.

Under NJSA 5:12-56 the Superintendent of State Police assigns supervisory and
investigative personnel and resources to the Division as is required to fulfill its purposes.
NJSA 5:12 -77 expressly designates the Division as a law enforcement agency and it is
authorized under that section to prosecute all criminal violations of the Act except those it
may refer to the Division of Criminal Justice, also within the Department of Law and
Public Safety.
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Rulemaking Authority

The Division is the primary rulemaking authority with limited concurrent
authority in the Commission related directly to hearings for which the Commission is
responsible under NJSA 5:12-63.

Regulatory Enforcement and
Regulatory Notice of Violation Recommendation. !

Regulatory enforcement authority rests with the Division. The Division®
Regulatory Enforcement Bureau does compliance testing and investigates suspected
regulatory violations. A matter may be resolved administratively by a corr @ e action

plan, warning letter or other form of agreement with the affected party~\Where it
determines it to be warranted, the Deputy Attorney Generals in the jon's Regulatory

Prosecutions Bureau initiate an action for a penalty or sanction aga he licensee. The
Director is the decision maker on a notice of violation or pe essment. A decision
of the Director is subject to appeal before the CommissioQ

Criminal Enforcement

Gaming Related: Di@)NJ State Police assigned to the

Division

Non-Gaming Related: %Eoncurrentjurisdiction: NJ State Police and

x local law enforcement
09(9
6(/
o\
3
&
%
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NEVADA

Type of Gaming Year Authorized
Slot Machines 1931
Table Games 1931

Internet Wagering 2011 {

Effective Tax Rate %

Nevada assesses a 6.75% tax on gross revenue from all forms of ga®g. 32

In addition, Nevada collects an annual tax on each slot ma@ d table game
and a quarterly license fee on each slot machine and table gam% fees vary for
restricted and non-restricted licensees. ** Generally, for a no ted licensee, these
taxes and fees add an additional 1% to the effective tax r est fees and
assessments, generally tied to impact, are often impos@ he local level.

Q\)

(a) Cash received as winnings;
(b) Cash received in payment for cred |i by a licensee to a patron for purposes of gaming; and
0

%2 NRS 463.0161 defines "gross revenue” as the total of

(c) Compensation received for cond y game in which the licensee is not party to a wager, less the
total of all cash paid out as losses to patron ounts paid to fund periodic payments and any other items made
deductible as losses by NRS 463.3715. F, rposes of this section, cash or the value of noncash prizes awarded to
patrons in a contest or tournament a Sses, except that losses in a contest or tournament conducted in conjunction
with an inter-casino linked system deducted to the extent of the compensation received for the right to
participate in that contest or tourna

The term does not include:
(a) Counterfeit fa@s of money, chips, tokens, wagering instruments or wagering credits;

(b) Coins of tries which are received in gaming devices;

(c) Any pogtiof ofjthe face value of any chip, token or other representative of value won by a licensee from a
patron for which 0&; e can demonstrate that it or its affiliate has not received cash;

(d) Ce in fraudulent acts perpetrated against a licensee for which the licensee is not reimbursed;

(e) Cashwgceived as entry fees for contests or tournaments in which patrons compete for prizes, except for a
contest orgournament conducted in conjunction with an inter-casino linked system;

Uncollected baccarat commissions; or
Q) Cash provided by the licensee to a patron and subsequently won by the licensee, for which the licensee
C strate that it or its affiliate has not been reimbursed.
As%ssed in this section, “baccarat commission” means:
(a) A fee assessed by a licensee on cash paid out as a loss to a patron at baccarat to modify the odds of the
game; or
(b) A rate or fee charged by a licensee for the right to participate in a baccarat game.

% pyrsuant to NRS 463.0189 a restricted license authorizes no more than 15 slot machines and no other game or
gaming device at an establishment in which the operation of slot machines is incidental to the primary business of the
establishment.

Pursuant to NRS 463.0177 a non-restricted license authorizes 16 or more slot machines, together with any other game,
gaming device, race book or sports pool at one establishment, operation of a slot route, inter-casino linked system or a
mobile gaming system.
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By way of example, a typical non-restricted licensee would pay the following:

Slot Machine Annual Tax: $250/slot

Slot Machine Quarterly License Fee $ 20/slot

Table Game Annual Tax $16,000 + $200/table over 16
Quarterly License Fee $20,300 + $25/table over 35

Minimum Investment

None per se but the Nevada statute does enumerated situations tied to the {
population of a location where construction of a resort hotel is required. s\/

Regulatory Structure

Although gambling was legalized in 1931, it was not until %19505 that any
form of centralized regulatory scheme was imposed. C

The following summary reflects the regulatory mo a@ it currently exists.
Nevada Gaming Commission (**Commissi e NRS 463.022
N

The Commission is responsible for rule? , for all decisions related to the
issuance of a license for restricted gaming, pen-restricted gaming, a manufacturer, seller,
distributor or service provider and their r %ve qualifiers and key employee licenses.
It is also responsible for hearing regula% forcement complaints initiated by the
Nevada Gaming Control Board. Alt @ the Commission is responsible for key
functions it is not the dominant ating entity. The Board, discussed with specificity
below, serves that purpose.

Memberg@i56

Fiv er Commission appointed by the Governor subject to
enumerated exp&& al and conflict criteria.

Qwair appointed by the Governor.

5

34“8 463.01865 defines a "resort hotel" as any building or group of buildings that is maintained as and held out to
the public to be a hotel where sleeping accommodations are furnished to the transient public and that has:

1. More than 200 rooms available for sleeping accommodations;

2. At least one bar with permanent seating capacity for more than 30 patrons that serves alcoholic beverages sold by
the drink for consumption on the premises;

3. At least one restaurant with permanent seating capacity for more than 60 patrons that is open to the public 24
hours each day and 7 days each week; and

4. A gaming area within the building or group of buildings.
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Removal is by the Governor (1) for malfeasance in office or neglect of
duty or (2) without stated cause with the concurrence of a majority of the Nevada
legislative Commission.

Four year staggered term

Part time; salary and expenses

State Gaming Control Board (*'Board™) See NRS 463.030 !

The Board exercises overall regulatory enforcement authority. It condu
licensing and regulatory investigations, conducts criminal investigations, collgs{S™and
distributes gaming taxes and fees and registers and permits employees. Ke @ isions
within the Board include:

Audit Division This Division certi@%@ss revenue and

performs audits and compliance testing.

Enforcement Division This Divisi
criminal investigations including on site compliance,
gaming equipment. This Division also conducts t yminal history checks and
background investigations associated with emp gistrations and permits. The
Enforcement Division has law enforcement@u nd is staffed, at least in part, by state

onducts regulatory and
of rules of the games and

peace officers. E
Investigations Divisi@ This Division is responsible for the
background investigations assoc;'a?x th license applications.

Generally, license a@ ons are filed with the Board and, upon a determination
of completeness are refe@t the Board's Investigations Division for investigation and
ultimately issuance of’a lieensing recommendation by the Board. Upon receipt of the
Board's recomme ; the Commission acts on the application.

g%nbershig

% Three Member Board appointed by the Governor subject to enumerated
expe | and conflict criteria.

Chair is appointed by the Governor and also serves as the Board's
Executive Director.

Removal is by the Governor for misfeasance, malfeasance or nonfeasance
in office after notice and opportunity to be heard.

Four year staggered term
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Full time; salary and expenses
Rulemaking Authority: Commission

Regulatory Enforcement and
Regulatory Notice of Violation Recommendation.

Pursuant to NRS 463.310 the Board investigates regulatory violations identified
by the Board's Audit and Enforcement Divisions. The matter may be resolved
administratively within the Board by a corrective action plan, warning letter or other form
of agreement with the affected party. Where it determines it to be warranted, th d
may initiate proceedings before the Commission for a penalty or sanction og ensee.
Pursuant to NRS 463.317 appeal of a final order or decision of the Commi‘ Is to the
district court in the county in which the petitioner resides.

Criminal Enforcement CQ/
Gaming Related: Gaming Co%ard, Enforcement

Division.

Non-Gaming Related: Gami@ trol Board, Enforcement
Division, Nevada Highway Patrol and local Iav@ ement exercise concurrent
jurisdiction.

2
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PENNSYLVANIA

Type of Gaming

Category 1 License Licensed racetrack. Up to seven licenses
may be granted. This category of licensee is limited to no more than 5,000 slot machines
and must be authorized to exceed 250 table games.

Category 2 License Non-racetrack location. Up to five Iiceu%
may be granted, two are reserved for Philadelphia and one is reserved for Pittsbu% is
category of licensee is limited to no more than 5,000 slot machines and must
authorized to exceed 250 table games. O

Category 3 License Resort hotel. Up to thre nses may be
granted. This category of licensee is limited to no more than 600 s@ ines and 50

table games. @
YeaQ@ rized

Slot machines @ﬂ'
Table games Q 010.
Effective Tax Rate s@
Table games - standard
Table Games - fully au electronic
Slot Machines
\E)ei

% "Gross table game revenue;" sefiped as:
(1) Cash or c@' ents received in the playing of a table game minus the total of:

12% GTGR %
34% GTGR
55% GTR ¢

r cash equivalents paid to players as a result of playing a table game.

% or cash equivalents paid to purchase annuities to fund prizes payable to players over a
period of time a ‘@ It of playing a table game.
i) The actual cost paid by the certificate holder for any personal property distributed to a player

as a resul laying a table game. This does not include travel expenses, food, refreshments, lodging or services.

) Contest or tournament fees or payments, including entry fees, buy-ins, re-buys and administrative fees,
i e a certificate holder to participate in a table game contest or tournament, less cash paid or actual cost paid by
a centificate holder for prizes awarded to the contest or tournament winners.

(3) The total amount of the rake collected by a certificate holder.

The term does not include counterfeit cash or chips; coins or currency of other countries received in the playing of a
table game, except to the extent that the coins or currency are readily convertible to cash; or cash taken in a fraudulent
act perpetrated against a certificate holder for which the certificate holder is not reimbursed.

% "Gross terminal revenue.” means the total of:

(1) cash or cash equivalent wagers received by a slot machine minus the total of:
(i) Cash or cash equivalents paid out to players as a result of playing a slot machine, whether paid
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License Fees

Category 1 License

License Fee - slot machines $50,000,000
License Fee - table games $16,500.000 *
Category 2 License
License Fee - slot machines $50,000,000
License Fee - table games $7,500.000 *
Category 3 License {
License Fee - slot machines $ 5,000,000

Minimum Investment

License Fee - table games $ 7,500,000 s\/

Category 1, 2 & 3 Licenses No ex ount
co selection
Regulatory Structure
In 2004 Pennsylvania adopted the Pennsylv. e Horse Development and
Gaming Act ("Act") permitting slot machines in 14 logations throughout the
Commonwealth. Pursuant to the Act, Ilcenses ded on a competitive basis in
accordance with a regional placement sche ned in the Act. In 2010, the Act was

amended to permit table games and an a | resort location.

The following summary refI %regulatory model contemplated by the Act.
Pennsylvania Gami oI Board. See 4 Pa. C.S. § 1201.
The Pennsylvani

authority. It is respo
decisions related

ng Control Board ("Board") is the primary regulatory
r all aspects of regulatory compliance as well as licensing
iCants for Category 1, 2 and 3 licenses, management companies,
junket enterpns&gss ufacturers, suppliers, gaming service providers and their
respective g as well as key employees. The Board also grants occupational
permits to erﬁyees.

O

man?ally or paid out by the slot machine.

(ii) Cash or cash equivalents paid to purchase annuities to fund prizes payable to players over a
period of time as a result of playing a slot machine.

(iii) Any personal property distributed to a player as a result of playing a slot machine.

This does not include travel expenses, food, refreshments, lodging or services. (2) cash received as entry fees
for slot machine contests or slot machine tournaments.

3 License fee rose to $24,750,000 if applied for after June 1, 2010

% License fee rose to $11,250,000 if applied for after June 1, 2010
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The Board has authority to appoint an Executive Director to manage and
administer the operations of the Board. The Executive Director serves at the pleasure of
the Board.

Note: Due to the fact that Pennsylvania issued slot machine licenses several years
before the approval of table games, a table game operation certificate supplements the
slot machine license rather than a single operation certificate as in the case, for example,
in New Jersey.

Generally, license applications are filed with the Board and, upon a deter in‘a‘bn
of completeness by the Board's Director of Licensing, are referred to BIE (disc %ﬂvith
specificity below) for investigation and ultimately, issuance of a licensing §
'S
§’204, the
sider appeals
approval,
rd, denial or

recommendation by BIE's Office of Enforcement Counsel. Upon receipt o
recommendation, the Board acts on the application. Pursuant to 4 Pa. £.S.
Supreme Court of Pennsylvania has exclusive appellate jurisdictio
of any final order, determination or decision by the Board involyi
issuance, denial or conditioning of a slot machine license orb

conditioning of a table game operation certificate

Membership Qg

Seven Member Board. Appoint lows subject to enumerated
conflict criteria.

Three by the Go
One by the Pr@ t Pro Tempore of the Senate
I

One by t ity Leader of the Senate
Oneb aker of the House

One inority Leader of the House
ijgﬁcio Members: Secretary of Revenue
Secretary of Agriculture
.\ State Treasurer

QPa C.S. § 1201(f) imposes what is referred to as a qualified majority vote
neht.on the approval, issuance, denial or conditioning of any license by the Board,
\Ng of any order or the ratification of any permissible act done or order made by
ore of the members. A qualified majority vote requires the vote of at least one
gubernatorial appointee and the four legislative appointees. All other decisions require a
majority of the full Board.

Chair appointed by the Governor.

Removal is by the appointing authority (1) for misconduct in office,
willful neglect of duty or conduct evidencing unfitness for office or incompetence or (2)

59



upon conviction of an offense graded as a felony, an infamous crime, an offense under
the Act or an equivalent offense under Federal law or the law of another jurisdiction.

Gubernatorial appointees serve a three year term; no more than two full
consecutive terms.

Legislative appointees serve a two year term; no more than three full
consecutive terms.

Modified full time. Board member are not permitted outside empl yﬁ&t
or service contracts in excess of 15% of gross salary derived from the Board. K/

Board members are subject to an ethics policy and two (2) 'post-
employment restriction.

Bureau of Investigations and Enforcement (""BIE™). %S 8 1517.

enforcement, BIE is charged with the investigation of al nse and permit applicants
under the Act. BIE's Office of Enforcement Counsel s the final background
investigation report used by the Board in determini itability. BIE is staffed by
civilian investigative personnel. Under § 1517 s classified as a criminal justice
agency under 18 Pa. C.S. § 91.

Housed within the Board, but independent of the Bé@'l matters relating to

Note: Criminal history checks a%; rmed by the Pennsylvania State Police and
transferred to BIE.

Pennsylvania Depa ir@ Revenue (""Revenue™). 4 Pa C.S. § 1517(b).

The central cont oI puter system managing slot machines in Pennsylvania is
selected and contract y Revenue and is maintained under its control with the
Board authorized S requwed to fulfill the purposes of the Act. Revenue is
responsible fordk cts of the tax collection and distribution.

Penr@ania State Police (*"State Police™). 4 Pa C.S. § 1517(c).
Q nsylvania State Police assign personnel to each licensed facility to enforce the
CQI provisions of the Act. State Police also supplement and assist IEB, as requested
e Board, in the performance of its investigative and regulatory enforcement duties.
State Police fingerprint all applicants for licensing.

Gaming Unit, Office of the Attorney General (**Attorney General''). See 4 Pa
C.S.§1517(c.1).
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By and through its Gaming Unit, the Attorney General exercises concurrent
authority to investigate and, following consultation with the appropriate district attorney,
to institute criminal proceedings for a violation of the Act.

Rulemaking Authority: Board

Regulatory Enforcement and
Regulatory Notice of Violation Recommendation.

Regulatory enforcement authority rests with the Board. Pursuant to 4 Pa. 315
1517, the Board's Bureau of Investigations and Enforcement Bureau ("BIE") in g\'gﬁtes
suspected regulatory violations identified by the Board's audit and compliag
Under the express terms of § 1517, BIE is functionally independent of the Board in
matters relating to regulatory enforcement. Attorneys assigned to BIE;g*Office of
Enforcement Counsel prosecute regulatory complaints before the %ﬁ?

S.

BIE notices criminal violations to the Pennsylvania 86 ice.
Criminal Enforcement

Gaming Related: The Ren ;vania State Police exercise
exclusive police jurisdiction over any criminal in a licensed facility.

Non-Gaming Related: og@ enforcement, State Police and the

L
Attorney General exercise concurrent | tion in accordance with 4 Pa. C.S. § 1517.
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RHODE ISLAND

Type of Gaming Year Authorized
Video Lottery Terminals 1992
Table Games 2012

Effective Tax Rate {
Video Lottery Terminals 719% *° %\/
Table Games 18% *° O

License Fees Q/@
N/A: state owned / operated. 06

N/A: state owned / operated.

Minimum Investment QQ

Regulatory Structure 6

A condition precedent to offegigideo lottery terminals ("VLT") in Rhode Island
is a Pari-Mutuel License issued b t ode Island Department of Business Regulation,
Division of Racing and Athletigs toxgonduct dog racing under Rhode Island General
Laws 41-3.1 et seq. or Jai-alai g:@r Rhode Island General Laws 41-3.1 et seq.

In 2012, the Rhode Island General Assembly enacted legislation that called for
referendums in Novefnbey of that year aimed at permitting table games at both of Rhode
Island's VLT facilfti win Rivers ( 4,750 VLTs) and Newport Grand (1,099 VLTSs).
Passage statewide,and locally was required. Table games were implemented at Twin
Rivers in Ju@l , Newport Grand remains VLT only as while the statewide
referen passed, the local referendum failed.

ng, the State Lottery Division ("Division™) established within the Rhode Island
rtment of Revenue, by and through its Director ("Director"), manages and controls
all aspects of gaming in Rhode Island. While entities denoted as retailers own or operated
the facilities where gaming is conducted, the Director manages and controls all aspects of

Qursuant to a Constitutional mandate that the state oversee all aspects of legal
q%;) |
De

% Net terminal income is defined as an amount equal to total currency placed into a VLT less total credits

issued from that terminal redeemable for cash by players. This definition does not treat non-cashable promotional
credits as revenue.

40 Net table game revenue is defined as win from table games minus counterfeit currency.
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each gaming operation. For video lottery terminals and a central control system the
Director enters into license agreements with technology providers to furnish, maintain
and staff the number of terminals he determines to be optimal for teach facility as well as
to furnish and staff the Division's central control system. As compensation, video lottery
terminal providers receive a share of net terminal income approximating 7% and the
system provider receives a 2.5% revenue share. Retailers supply the equipment and staff
resources necessary to operate the number of table games determined to be optimal by the
Director for each facility. Their 82% revenue share in net table revenue reflects these
costs.

The Director is appointed by the Governor with the advice and consent \IW
Senate. His appointment is vetted with a Permanent Joint Committee on th %ottery.
The Director is removable by the Governor for cause only.

Based upon background investigations conducted by the R and State
Police or Rhode Island Department of Attorney General, the Dige J$ empowered to
authorize the granting of a license to Pari-Mutuel Licensees guahtying to be Retailers,
central communications system providers, technology provi @ and any other entity
required to be licensed. The license is administratively isSyéd by the Rhode Island
Department of Business Regulation upon its receipt irector's authorization. Video
Lottery and Table Game Retailers are responsible £or'the compliance of their respective
employees and independent contractors. There Qo y employee or employee licensing

or registration scheme,
Note: This model reflects an ex%i:y comprehensive approach to the "state

operated” regulatory model. In mos following that model, for example Delaware,
the primary regulatory authority ﬁ% ) owns or leases the VLTs and central system
but does not direct day to da ons as does Rhode Island.

Rulemaking Authorityo Director

Regulatory Enfo tand
Regulat&g‘ tice of Violation Recommendation

The @ctor, by and through an inspection staff within the Division, is
respon r regulatory compliance. Where a deviation or deficiency is identified the
Dir ercises full discretion to resolve the matter administratively by a corrective
a@ plan, warning letter or penalty of not more than $1,000 per violation. In the
altésnative, the Director may initiate a hearing before the Division to pursue penalties or
sanctions in excess of $1,000. Standard Rhode Island administrative procedures apply.
Criminal Enforcement

Gaming Related: Rhode Island State Police Gaming Unit

Non-Gaming Related: Local Jurisdiction
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