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Gaming Regulation

Overview of regulatory issues

For various reasons, casino gaming is one of the magddwide growth industries, and
that expansion of gaming has continued into the first decddbe new century. Legalized
gambling has existed in Nevada for more than 75 five yearlew Jersey for more than 30
years and has been expanded to most of the statesUmited States.

Both the governments that legalize casinos and theccasilustry face challenges in
jurisdictions either expanding legalized gaming activity onsidering casino gaming for the
first time. The challenge for government is to put iplace effective controls to oversee gaming
and to maintain the will to regulate the industry for public benefit. There is a direct nexus
between effective regulation of the gaming industry aeddhg-term success of casinos. Those
jurisdictions that create effective regulatory colstreill not only protect themselves but will
also provide a strong foundation for investment in the ggnmdustry.

This report will focus on those standards that gamingdiatisns should consider in
regulating and controlling casinos. In just about eveigcsssful jurisdiction that has legalized
casino gaming, that activity is highly regulated. The elmef effective casino regulation
include various operational controls and licensing of éhogmpanies and individuals who
participate in the gaming industry. The goal of licensintp iensure that only those companies
and individuals who meet the standards of the partiguigdiction actually receive a gaming
license, that organized criminal elements are kept ouhefotvnership and operation of the
casino industry and vendors that service casinos, ahaterwise unqualified companies and
individuals do not receive a casino license. Additiondilgm an operational perspective, the
goal of casino regulation is to ensure that all moniesaacounted for, the casinos are not used
to launder money, and that the games are operated fairly

Many jurisdictions have also incorporated in their gamaggslation public policy goals
relating to the regulation and oversight of gaming includmigre or all of the following:

1) Strict regulation of the industry, including detailed pravis pertaining to licensure,
ongoing regulation and taxation;

2) Framing the granting of a casino license as a privildge tan be revoked by the
government if circumstances so warrant rather thanraght or entitlement. In this way,
the holder of any type of license is placed on natie it must conform its conduct to
certain standards;

! Every state in the United States except Hawaii aath bas legalized some form of gaming.
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3) Creation, by the enabling legislation, of an independgeney to oversee gaming
activity. Alternatively, the oversight of gaming shouldgddaced in an agency or cabinet
department with sufficient authority to effectivelggulate gaming activity. In either
event, the regulatory agency should have law enforcenseveerp and should be isolated,
to the extent possible, from the political whims of thay. The powers typically granted
to regulatory agencies include:

o Investigation of the qualifications of casino applicants
Issuance of casino licenses and permits

Promulgation of regulations

Investigations if violations of the gaming act and regoreti
Initiation of regulatory compliance actions

Continuing reviews of casino operations

Financial and operational audits of casino operations

O O O o o o o

Hearings and adjudication of licensing and other cases

o Collection of fees and penalties

4) An all-encompassing and continuing obligation of individuad eompanies who want
to participate in gaming activity to disclose information e tappropriate regulatory
agency. A subcomponent of this category is that thosepanies and individuals
applying for a casino or vendor license should be requdrguhy for all costs associated
with the conduct of their background investigations. Thigquirement allows the
regulatory agency to undertake what are often complex aitéfaceted entity and other
investigations without having the taxpayers of the state paythese types of
investigations.

5) A strict code of ethics under which regulatory agencrek senior government officials
should operate so that actual and perceived conflicts efestt can be avoided and the
regulatory decisions can be made on the basis of merit.

Casino licensing

One of the fundamental methods to preserve the ityegrcasino gaming is an effective
and comprehensive licensing process. Licensing standards ageedeso allow regulatory
agencies to perform these functions and maintain publicideoe in the integrity of the
process.

Licensing standards are commonly divided into affirmaéimd disqualification criteria.
Many jurisdictions require that applicants for a casinendor and employee license
affirmatively demonstrate qualifications for licensufer example, an affirmative demonstration
of good character, honesty and integrity for a desiginpe&giod prior to licensure is a common
feature of the licensing process. Generally, a demdiastraf financial stability, responsibility
and integrity relating to financial solvency, viabilitmda honesty in business dealings is also
required.

Regulatory Overview 4

<83 SPECTRUM



Disqualification criteria permit a casino regulatorydipao deny a license even if the
affirmative criteria have been met. Failure to providermation, failure to reveal material facts,
or supplying false or inaccurate information are generallgpendent bases to deny licensure.
However, not every failure to disclose information regd to a licensure denial. For example, a
failure to disclose must generally be willful or showanscious disregard for the regulatory
process; an inadvertent failure to disclose a non-mat&@ would not usually mandate
automatic disqualification.

Other disqualification factors typically relate to cnmal conduct and convictions.
Convictions of certain offenses, generally felonies @t for second degree crimes, within a
specific period of time, usually 10 years preceding the ofatee casino application, results in
automatic disqualification. Disqualification is also uguanandated if an applicant is a career
offender, a member of a career offender cartel or smocate of a career offender cartel.
Involvement in the illegal drug trade would also be a Hasidenial.

The licensing standard discussed above safeguards agaitsttiofilof organized crime
or other undesirables through the ownership or managerhartasino. Qualification standards
ensure that all individuals who have control or influeocer the corporate structure of a casino
licensee satisfy minimum standards for licensure.

The scope of the licensing process is important to reoteedl. Typically for casino entity
licensing, the individuals who are required to file appitatorms include:

* Members of the Board of Directors

* Major stockholders owning 5 percent or more of the casompany or its parent

company

» Company officers

* Key employees

Similar standards typically are applied to companies ¢hgge in business activities
with casinos and for casino employees.

Corporations and their board of directors, major stolddrs of the casino companies,
financial sources, casino service industries and casmployees are typically subject to
licensure. Once a casino applicant receives a licghselicensee remains under government
scrutiny, and its operations are subject to review, auditemdation.

The standards discussed above are used by most gaming jiomsdidiut the
interpretation of these standards can differ amongdiations. Nevertheless, the basic goal of
barring organized crime and undesirables from the industhydatermining the “suitability” of
applicants remains a universal goal of credible gamingdiations. Strict licensing standards
and their implementation has been successful in ftusgréhidden casino ownership and
ensuring that only qualified individuals are licensed and eyepldn the casino industry.
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Operational controls

Once a casino applicant has been licensed, it is tanmioto monitor and regulate casino
operations. Elements of effective casino controiciity relate to:

1. Adoption and implementation of minimum accounting anceothternal controls
through the adoption of regulations

Generally uniform rules of the games
Effective oversight by casino supervisors
Internal controls for slot machines
Anti-money laundering controls

Viable surveillance

N o g bk~ wDd

. Regulatory oversight
The first element of effective control in casino @i®NSs relates to a system of minimum

accounting and other internal controls (MICS) desigoeshfeguard casino assets. To the extent
possible, MICS should establish accountability of casincemees and pinpoint areas and
individuals responsible for such funds during the gaming day.

The second aspect of casino control relates to havingromiénd defined rules of the
game for each game offered by the casino. Uniform subbstamiles of the game permit casino
supervisors and regulators to identify any deviations, whiai imdicate cheating or tampering
with the games.

The third aspect of casino control relates to intecnatrols related to gaming equipment
including casino chips, cards, dice, dealing shoes and cadtn@ee?

The fourth aspect of casino control relates to sk¢tmmes. Electronic games are unique
and subject to unique forms of tampering and cheating. Bféecontrols over slot machines
start with the testing of the slot machines by a lalboyakither independent or state operated, to
determine the randomness of the gaming related computer aap determine whether the
payouts are fair. The next step includes an aggressive imsp@cogram to ascertain whether
tampering has occurred. A final step relates to the vatifin of slot machine jackpots to make
sure they are legitimate.

The fifth aspect of effective gaming control relates ri-money laundering programs.
Since 1985, casino gaming come under the requirements ohtlie&ecrecy Act. At that time,
casinos were deemed to be financial institutions under edisrdl law. Specific requirements
have been established through regulations issued by theckh&rimes Enforcement Network
(FINCEN) mandating the filing of Currency Transactiop&es (CTRs) and Suspicious Activity

2 The development of casino software to track patron pldyaaidit various aspects of the gaming operation has made
MIS auditing a critical component of the regulatory proc&egulators, as well as operators, need to know andstadeérthis
technology in order to effectively regulate modern gamjperations.

Regulatory Overview 6

<83 SPECTRUM



Reports (SARC). Many states have adopted parallel rggrdathat require the filing of CTRs
and SARCs with state gaming regulators.

The final aspect of casino control relates to thenddatine surveillance of gaming
operations by management and regulators. Surveillans®mpel act as a check and balance
over casino personnel on the casino floor and providendependent level of review and
observations. The surveillance department should opedpendently of the management of
the casino and should report to the casino entity'ssdoé Directors or Audit Committee, or
both.

The element that ties all of the above togetheteslto an effective regulatory process.
As noted, regulatory agencies should have full authootyconduct reviews, audits and
observations of all aspects of a casino’s operations.

The model of regulation described herein has proven tdfdxetiee for casino operations
in many countries, including the United States, Austrahid, some in western Europe. It serves
to create public confidence in casino gaming and has led iowbstment of billions of dollars
in physical facilities and the creation of tens of tleaows of jobs.

Case study: Singapore

Singapore has not yet opened either one of its two plannegrated resorts, yet is
already being defined positively by the expected succedts gbming industry. Singapore’s
economy grew by 8.2 percent in the quarter ending June 2@By la 17.9 percent growth in
construction. In chronicling that growth, tH&nancial Times reported: “Lee Yuan Kew,
Singapore’s elder statesman, recently predicted thatityxstate was poised for a ‘golden age’
over the next five years, owing to its transformaiitio a private banking and gaming centér.”

Spectrum has been intimately involved in the planning andi@@went of Singapore’s
gaming industry, having served as consultants to the Minidtiyome Affairs in advance of
issuing licenses for the two planned integrated resols.fd@llowing summarizes the Singapore
experience to date.

Decision to Allow Casinos

The United States provided a backdrop in the decision by Sirgapallow casinos. In
June 1999, the U.S. National Gambling Impact Study Commigh&@1SC), established by
President Clinton in 1996, delivered its Final Report to CesgrThe report collated two years
of comprehensive legal and factual study of the social emdognic impacts of gambling in the
United States. The basic issue addressed by the commiga®simple: “Gambling, like any
other business, creates both profit and jobs. But tHeqtesstion ... is not simply how many
people work in the industry, nor how much they earn, nenevhat tax revenues flow from

3 “Construction Boost for Singapore;inancial Times, July 11, 2007, p. 2.
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gambling. The central issue is whether the net incraasasome and well-being are worth the
acknowledged social costs of gambling.”

At the time when the NGISC delivered its report it wagpdy inconceivable that, within
five years, Singapore would allow casino gambling. For decagl@gernment policy had
opposed resolutely any and all calls to legalize casintblyag, a position that was also seen to
be aligned with public opinion on the issue. In late 20@Rooents of casino gambling seized
upon the case of Chia Teck Leng, the former finance geanaf Asia Pacific Breweries, who
was accused of embezzled more than S$110 million (US$70mpidis he became mired in debt
through gambling in casinos around the world. In April 2004, he sgatenced to 42 years in
jail in what was Singapore’s biggest ever case of comialdraud.

Yet in April 2005, a proposal to develop two multi-billion-dolintegrated resorts, each
including a casino, was approved at a special meeting @itlgaporean Cabinet, following an
earlier government call, in late December 2004, for isteredevelopers to submit concept plans
for such resorts; 19 responses were received.

In March 2005, Minister Mentor Lee Kuan Yew was briefedl@n19 proposals, and the
next month, following four days of parliamentary debatégrmal announcement was made by
Prime Minister Lee Hsien Loong in a speech that esighd the pressing need for Singapore to
take positive action in the face of clear indicatitimet the country was losing its attraction as a
tourism destination.

Deputy Prime Minister and Minister of Home Affairs WongrKSeng drew upon the
NGISC report in a statement to Parliament, also made8ofpril 2005, in which he said: “The
(report) analyzed data from 100 communities with varying @sgie proximity to casino
gambling and concluded that casino gambling has had no eff¢lot oates of serious violent or
property crimes.”

The decision to develop integrated sites at Marina Bay the downtown city center and
on the resort island of Sentosa reversed decadesi@ébéintipathy to casino gambling and was
reached only following considerable discussion and public datism. The Parliamentary
debate saw many Members of Parliament share their m@noa gambling, and followed more
than a year of vigorous public discussion on the subject.

Significant differences of opinion still exist withinrgaporean society, with concerns
focused primarily on the social implications of legadizzasino gambling.

Against this backdrop it is noted that the decision to proeatdwo integrated came as
major global casino operators are turning to Asia for estpanattracted partly by the explosive
growth seen in Macau. Between 1993 and 2002, visitor arrivéentgapore averaged between
6.5 million and 7.5 million visitors; over the same pertodrism receipts fell by 17 percent,
from S$11.3 billion to S$9.4 billion, reflecting a correspiagdall in the contribution of tourism
to GDP from 6.1 percent in 1993 to 3 percent in 2002. At the smmee however, the Asia
Pacific region as a whole recorded year-on-year drantourism traffic of more than 6 percent.
Over the course of this 11-year period Singapore witnessgedlme of more than 50 percent in
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its share of regional tourism receipts from 13.1 pert®lt percent. In 2005, the tourism sector
generated an estimated S$10.8 billion in tourism receipts.

The integrated resort developments are regarded by tleergoent therefore as essential
components of the strategic drive to double tourist nusnimet 7 million a year and significantly
enhance annual spending by tourists. They are primarily endisemee iconic lifestyle
developments showcasing a comprehensive range of wadd-@menities including hotels,
convention facilities, retail and dining, entertainmshbws, themed attractions and of course
casinos. The strategic objective is to broaden domésisare and entertainment options to
enhance Singapore’s reputation as a premium “must-visitindéistn for leisure and business
visitors.

It is the government’s intention that the gaming resettshave a compelling mix of
non-gaming attractions, with casino gaming revenues caiggita minority component of total
resort revenues. It is expected that internationabpat instead of local residents, will contribute
the greater proportion of total gaming revenues.

In his speech, Prime Minister Lee noted that the MaBiag and Sentosa sites attracted
two very different types of proposals. The Marina Begs deemed most suitable for a large
business and convention facility specifically targetindCH (Meetings, Incentive tours,
Conventions and Exhibitions), while the Sentosa site idastified as more suitable for a
family-friendly resort.

The total investment earmarked for both sites will exdd&$ 7 billion. Gaming will
occupy no more than 5 percent of the total floor areahef Marina Bay and Sentosa
developments. The Ministry of Trade & Industry furthetireates that, combined, the two
gaming resorts will create some 10,000 direct jobs and indiraployment for a further 25,000
people. The contribution to annual GDP is expected io tiee region of S$1.5 billion.

Singapore regulatory framework

In parallel with the decision to proceed with the IRj@cts, the government of Singapore
has also worked to develop a transparent and effective tegusamework to govern the
operation of the casino components of these proj€etstral to this is the Casino Control Bill, a
150-page document that was passed by the Singaporean Pariiafebruary 2006, and which
came into force in June 2006.

In drafting the bill, the Ministry of Home Affairs (MH)Astudied the regulatory practices
of well-known casino jurisdictions in other parts of tiworld, including both multi-casino
jurisdictions, such as Nevada and New Jersey; and siaglao jurisdictions, such as New
South Wales and Victoria in Australia and Macau. MHAcdls, including the Minister, Wong
Kan Seng, visited casinos and regulators in Las Vegasaland Australia to learn from their
experience.

The draft Casino Control Bill was subject to public cdiadion in late 2005, and
potential investors in the IR projects were also invitedotovide feedback. In addition, the
Singaporean government sent the draft to regulators inJtlieed States and Australia for
comments. The ultimate goal, as expressed by MinistengMvhen presenting the Bill to
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Parliament, was simple: “We aim to position our gntged resorts with the best in the world.
Our regulatory standards must necessarily be on patheits too.”
The objectives of the Casino Control Bill are prirhatd ensure that:

* The casinos remain free from criminal influence qlexation
* Gaming in the casinos is conducted honestly

* The potential of casinos to cause harm to minors,evalile persons and society at

large is minimized

The provisions of the Casino Control Bill will be plemented through two bodies, the
Casino Regulatory Authority of Singapore (CRA) and thatidvial Council on Problem
Gambling (NCPG). The CRA will adopt primary responsibilfoy regulation, licensing and
investigation, inspection and enforcement, adjudicatiomisputes between the casinos and
patrons, and evaluation and audit of the casinos’ inteamdrols. The NCPG, which has already
been established by the Ministry of Community Developm&auth and Sports, will be
responsible for actions including the promotion of publi@@ness of problem gambling. The
NCPG will also be empowered to exclude persons fromabmas.

The Bill also sets up a dedicated Casino Investigatioen®r within the Criminal
Investigation Department of the police to detect and inyat&icrimes that take place in the
casino.

Each integrated resort operator has been granted a 6Qeyeae over the land and
awarded a concession to operate a casino for 30 yearsptitession is independent of a casino
license, for which the operator must apply to the CaRgulatory Authority.

The Singapore Tourism Board has further stated thaa foeriod of 10 years from the
date of the signing of the second integrated resort agreeomy two casino licenses will be
issued.

For each resort, the Controlling Shareholder, definethasingle entity that owns the
largest direct and indirect stake of the voting shasibnot be permitted to hold an interest or a
management contract for operating the casino in ther atkegrated resort. The resort operator
can apply for the casino license only when at lea$tolfidhe proposed gross floor area is ready
to receive visitors and at least half of the committeestment has been expended. The operator
is then required to expend 100 percent of its committed daweloipinvestment within three
years of the date of issue of the casino license.

The Casino Control Bill contains a number of provisioriended to control access to the
two casinos by Singaporean nationals and permanent resigentarily through a minimum
age restriction and a requirement that these patronsityegy a daily or annual entry fee to gain
access to the properties.

» The social safeguards delineated by the bill include:
* Entry prohibited to the casino for those below 21 years

* A casino entry levy of S$100 (US$65) per day or S$2,000 (US$1,30@epelfor
Singapore residents
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* Provision of self and third party exclusion schemes (inoctudequests by family
members)

* Requirement to display information on problem gambling, ls&prices, rules of
games and odds of winning

* Restrictions on advertising of casino and casino gambling

* Restrictions on extension of gaming credit to Singapes&lents, with the exception
of premium players

* No automatic teller machines allowed within the casino

* Provision of a system to allow loss limits to besdtintarily
Section 108 of the bill also prohibits casino and junketaipes from extending credit to

Singapore nationals and permanent residents, unless tiejaim a credit balance of at least
S$100,000 (US$65,000) with the casino operator at the stdreiofgaming, this being the sum
needed to qualify as a premium player.

The legislation also requires the casino operator toirpytlace a robust anti-money
laundering program that includes know-your-customer due-ddgemandatory reporting for
transactions above S$10,000 (US$6,500) and record keeping forctimmsaabove S$5,000
(US$3,250).

Tax will be levied at 15 percent on monthly gross gaming tevdrom mass market
players, and 5 percent on monthly gross gaming revenue V& (premium) players. The
Singaporean government has committed not to raise dasitevels for at least 15 years.

Gross gaming revenue will also be liable to Goods & Serviges which was raised
from 5 percent to 7 percent in July 2007.

A withholding tax of 3 percent of commissions earned alglo be levied upon junket
promoters

Overview of bidding process

In December 2004, the Singaporean Ministry of Trade & Indusisyed the “Key
Conditions & Requirements For The Request For Concéptisich generated 19 responses.

Marina Bay

In November 2005, a formal Request For Proposals (RFRhéoMarina Bay site was
issued by the Singapore Tourism Board to 12 short-listed mdepts, with a deadline of March
29, 2006, stipulated for the submission of such proposals, aexpantation that the Marina Bay
decision would be announced by mid-2006. The approximate weighsgged by the tourism
board to four evaluation criteria for the Marina B&ere identified as:

Tourism appeal and contribution: 40 percent
Architectural concept and design: 30 percent
Development investment: 20 percent
Strength of the consortium and partners: 10 percent
Regulatory Overview 11
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The Marina Bay site area covers approximately 51 ammdghe resort will have a gross
floor area no greater that 6.1 million square feet,ranéess than 2.9 million square feet, with a
maximum gaming area not to exceed 161,460 square feet and eotlmaor 2,500 gaming
machines.

On May 26, 2006, it was announced that Las Vegas Sands hathevbrdding for the
Marina Bay development. The complex, to be called Magina Bay Sands, is expected to be
completed in 2009, and to generate an additional S$2.7 bill&$1.8 billion), or 0.8 percent,
to Singapore’s annual GDP and create 30,000 jobs throughoetdhemy by 2015. Las Vegas
Sands has committed to invest S$3.9 billion (US$2.7 billiorthéproject, not including the
fixed S1.2 billion (US$800 million) cost of the site itsedfhich by most estimates will make it
among the most expensive casino investments in thelwarbddition to the casino, other key
components of the plan are three hotel towers with 2t60fhs, a museum and a convention
center capable of accommodating over 52,000 people.

Sentosa

An RFP for the Sentosa integrated resort was issueipah28, 2006, and closed on
October 10, 2006. The approximate weightings assigned byuhsnoboard to four evaluation
criteria were identified as:

Tourism appeal and contribution: 45 percent
Architectural concept and design: 25 percent
Development investment: 20 percent
Strength of the consortium and partners: 10 percent

The site area is approximately 121 hectares with a maxignoss floor area of 3.7
million square feet. As with Marina Bay, the maximunmgzg area allowed is 161,460 square
feet and the maximum number of gaming machines allowed is 2,500.

On December 8, 2006, it was announced that Genting Intamaatiad won the bidding
for the Sentosa Island development. Together withlahd price and other associated capital
costs, the total investment by Genting will total S$5.2 dill(US$3.5 billion). The casino
element of the development is to be accompanied by gelshoffering 1,830 rooms, and
convention facilities for approximately 12,000 people. Sent@#l also host Universal Studios’
largest theme park in Asia, with 22 attractions withiregethemed worlds.

Conclusion: Singapore case study

The decision to allow casinos in Singapore was not niadely and remains a
controversial issue, and significant divisions stillsexn public opinion. Just one week before
the decision was made public, the Ministry for Commuiigvelopment, Youth and Sports
released findings stating that 58 percent of all Singapoaelults gambled, and that 2.1 percent
were at risk of addiction. The findings arose from a sumenducted by the Ministry from
December 2004 to February 2005.
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The government’s decision, founded on the need to bdlsgying tourism revenues,
therefore reflected an approach adopted by many of tisgligtions where casino gaming is
legal. The core elements of this approach are essghiatt

* Limited casino gambling should be allowed, at least ihjtial
* A small number of large casinos is preferable to a laugeber of small properties

» Casinos should visually enhance a locality, ideally cnstg just one component of
an integrated entertainment and leisure development

» Effective consumer protection policies and social sadeds should be in place.

* Regulatory and taxation frameworks need to be cleaad fand reflect the realities of
global capital markets

* Regulation and oversight regimes must ensure thatasasire free from crime and
vice, and that they are owned and operated only by fit aoyjgkppersons
In his speech of April 18, 2005, Prime Minister Lee notedcthecerns of opponents, but

concluded his remarks with the following comment: “If weject these Integrated Resort
projects, the world’s investors and players will megitairatch us off from the list of countries
that will go for business, for leisure and entertainmnient.

Case study: Kansas

Kansas has had an interest in legalizing casino gamingglhacking in consistency, for
the last 15 years. Most recently, that interest laated the Kansas Expanded Lottery Act,
which has provided for destination casinos in four locgtiorhis act also has provided for a
general outline and requirements regarding applicants amel frames for submission of
documents.

The Kansas Lottery Commission was given the tasletting forth in regulation form,
the specific time frames and rules that applicants mmesit. At this time Kansas is still in the
midst of a variety of issues relating to their Expandexttdry Act, including the state
constitutionality of the law itself and the selectminthe best applicants, but their experience so
far is worth examining.

As is often the case with legislation related to g@mthe law was passed amid some
controversy. As a result, the legislation includesvgions that could prove difficult to
implement. For example, the law requires persons @hat0.5 percent owners of applicant
companies to qualify, rather than the more typical amttipal 5 percent. Since 0.5 percent
owners of a company can change, especially in a publatiett company, on an almost daily
basis, this will make it difficult to create a packagfecompleted investigations in a timely
manner. Thus, this alone could serve to emphasize thertamce that legislation be based on a
practical and logical foundation. It is all the mormepbrtant to solidly establish this base on
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specific matters and maintain it, regardless of anyrowetsy that is engendered during the final
debates.

The legislation requires that the Lottery Commissadilopt and publish rules not more
than 30 days after the effective date of the act. Thimagas a difficult practical hurdle for that
agency to meet. Such timelines can also serve to @eatesion and create rules that are not as
practical as they would otherwise be. Spectrum recomsamdact, that an emphasis be put on
the early part of rule-making and development of polioy,the extent possible, since the
consequences of those actions can be felt for years.

The Kansas Expanded Lottery Act gave responsibility toliteery Commission to
approve a management contract with a licensee (calletieay gaming facility manager in the
law), by taking into consideration the following factors

* The size of the location

* The geographic area in which the facility is to be lotate

* The proposed facility’s location as a tourist and eatement destination

» The estimated number of tourists that would be atthby the proposed facility

* The number and type of lottery facility games to be dpdrat the proposed facility

* Agreements related to the ancillary lottery gaming itgadperations
The law required that applicants needed to meet cemairmum criteria. Part of the

process in Kansas was to give preference to Kansas-batiad tribes. Beyond that criterion,
the law required that a prospective applicant:

* Should have sufficient access to financial resourcespport the activities required
» Is current in filing all applicable statewide tax returns

» Has three consecutive years' experience in the mamragerhgaming which would
be Class Ill gaming
Beyond those minimum criteria, the law required tihare be an investment of at least

$225 million to $50 million by the applicant, depending on tlsas gaming zone. The law
provides for a 90-day period for the negotiation period. The tirame also proved less than
sufficient according to Lottery officials.

Once approved, the law specified that the contract wowld &a initial term of 15 years
and include provisions for the applicant to pay for ovetsagia regulation, among other things.
[A privilege fee of $25 million or $5.5 million was alsoqrered for the privilege of being
selected as the lottery facility manager.] A privilege ie also required if selected as the lottery
facility manager. This fee is $25 million for a lottdagility manager in the northeast, southeast
or south central Kansas gaming zone. The fee is $5libmiibr a lottery facility manager in the
southwest Kansas gaming zone.

The act also creates a board (the Review Board) wihrpose of determining which
contracts best maximizes revenue, encourages touridmtharwise serves the interests of the
people of Kansas. The law requires that the board holdcpdérings, take testimony, solicit
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the advice of experts and investigate the merits ofi eantract submitted by the executive
director. The law requires that the board, within 60 ddysubmittal of all contracts, select by
vote the contract which is the best possible such acntr, if just one contract is submitted,
determine if that contract is the best contract.gifeement cannot be reached, the board can
request that the contract be renegotiated.

After a determination by the Review Board that a cantisathe best possible contract,
the agency which is assigned to investigate the applithaet,Kansas Racing and Gaming
Commission, is required to investigate the applicantahdfficers and directors, as required.
The Kansas Racing and Gaming Commission has 10 days attewvimg the board’s
recommendation to vote to approve or reject in wholéb#iekground of the facility manager. It
is apparent that this time frame, of 10 days, to makdeardimation on backgrounds of what can
be a very complex application, presents practical sssiitiough the Racing and Gaming
Commission may start the process before the dedssiorade on the contract and may ask for
additional time, this is another example of the needafstate to invest heavily in the beginning
portion of a process.

Conclusions: Kansas Case study

The Kansas Expanded Lottery Act, while setting fortkeda and time frames for the
selection of facility managers (destination casinagy prove most useful in illustrating a law
that is difficult and impractical to implement. In orderimplement the law the Kansas Lottery
and Racing and Gaming officials have now contracted vatis@liting companies that are more
familiar with the gaming industry so as to make inforrdedisions in critical areas. It may have
been worthwhile for such actions to take place at tmkestpossible time. It appears that a
number of small changes to the law could have saveel &nd money in the creation of an
industry that will affect much of the state's populationrhany years.

The time frames and criteria for applicants shouldaamough time for promulgation of
regulations in the most efficient and thorough way possidr example, the requirement for the
filing of applications has been done by many gaming agencig ipast several decades and
there are precedents that abound. A law that enacts)\gahould allow for the agencies with
those responsibilities to avail themselves of thoseeatents and use the time-frames that are
practical and applicable.

Of considerable significance, the law should allow adexjtiane for the significant
owners of the company to be investigated. If an unr@absinchmark requiring qualification of
all those who own 0.5 percent of a company is placeédeaw, it could force the investigatory
body to make unnecessary judgments as to what investigabicamnplete and prioritize. If an
unrealistic timeframe to complete background investgatiis imposed, it would diminish the
serious treatment with which such an important functian be brought to completion. Such an
investigation will take very serious resources, resousgbEh a state is not familiar in
dedicating. If mistakes are made and an applicant epéed and then found to have background
issues which are unacceptable, as has happened in o#tes sind internationally, the
consequences can be close to disastrous in terms cdmidneoney for a jurisdiction.
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None of these decisions or the others in the bid prastessid be casually addressed in
enabling legislation. In each case in the Kansas Expdmuoléery Act, it appears a shorter time
frame was allowed than has proven practical.

Kansas chose to allow simultaneous bids for contractaighout its four designated
zones. This has the advantage of reducing the amoum@fri starting the industry but has an
important disadvantage. Specifically, an applicant tegd a bid in one part of the state does not
have the opportunity to rebid in another, nor the knowledd®w their bid will do in another
area. In effect, this serves to diminish the attentian applicants can give to the bidding process
and ultimately may deprive the state of the ability &et advantage of the best pool of
applicants.
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State-by-state analysis of gaming regulation

The following tables provide an overview of the regulatorgtesm in place in seven
states with large commercial casino industries (gatasinos that are not racetracks or Indian
operations):

Gaming Agency Operational Analysis

State Gaming Use of Police Employee Vendor Inspectors Decision
Agencies License License Presence Making and
(Primary Structure Structure Investigatory
Agencies Structure
Only)
Colorado Colorado Colorado License Slot Machine Field Independent
Division of Bureau of Required for Manufacturers Operations Commission is
Gaming/ Investigation Key and and Distributors Staff not 24/7 Part Time,
Colorado are State Police Support only Division makes
Gaming (Gaming) Decisions on
Commission/ Employees Employees
Bureau of
Investigation
lllinois lllinois Gaming  State Police are License Gaming No Yes, Board is
Board assigned to Required for All Related Part time
Gaming Board Employees Companies only
lowa lowa Racing Division of License Gaming Regulatory Investigatory
and Gaming Criminal Required for All Related Officials at Agency is
Commission Investigation Employees Companies Casinos Independent
and State work with must be Business Days Recommendati
Division of Racing and investigated, ons
Criminal Gaming Regular and not made to
Investigation Commission Continuing Commission
Company
Contracts
examined only
Louisiana Louisiana State Police is Key Employees Gaming No Yes, Board is
Gaming Control the Primary Licensed, Work Related Part-time
Board and Regulatory Permit for Companies only except for Chair
State Police Agency Gaming
Employees
Mississippi Mississippi Some Agency Key Employees Gaming No No
Gaming Employees are Licensed, Work Related
Commission Law Permit Companies
Enforcement Required for Licensed only
Officers Gaming
Employees
Nevada Nevada Some Agency Key Employees Gaming No Yes,
Gaming Control  Employees are Licensed, Equipment Commission is
Board and Sworn Officers Gaming Distributors unstaffed and
Gaming Local Police Employees only, no Part time
Commission Assist in some Registered Renewal
Process
New Jersey New Jersey State Police Key Gaming Yes, 24/7 at all Investigatory
Casino Control Assigned to Employees, Companies and casinos Agency is
Commission Division of Casino Regular and Independent,
and Division of Gaming Employees Continuing Decision
Gaming Enforcement Licensed, Non-Gaming Making Agency
Enforcement Employees with Related is Full time and
Access to Companies Staff
Casino are Licensed
Registered
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Nevada model

Nevada’'s Gaming Control Board was created in 1955, with dfated purpose to
“eliminate the undesirable element in Nevada gaming and tadpereegulations for the licensing
and operation of gamingd.1n 1959 the Nevada Tax Commission was relieved of galagory
duties over the gaming industry and the Nevada Gaming Commisas created with licensing
authority. In 1971 legislation expanded the duties of thee Ssaming Commission to include
tax collection. As the first modern gaming agency it gn@svn over the years.

Largely because of the toughened regulatory system redpsmt@panies were attracted
to the industry and today the gaming industry in Nevada hegni@e a multibillion dollar
business. The Board is comprised of three members appdmtefour year terms, and has
approximately 450 employees in seven divisions.

New Jersey model

New Jersey took a different approach than Nevada whempiemented gaming in 1978.
New Jersey had a prior history of problems with organizedecand thus the desire to keep the
industry crime free was upper most in those who draftedNéve Jersey Casino Control Act. In
addition, New Jersey clearly did not want to creasysiem were regulators were a captive of
the industry, as they perceived existed in Nevada.

The result in New Jersey has been a stricter regylaovironment. Rules include a
system of internal controls which help account forrtiezement of cash in the casino and divide
functions between departments so as to eliminate mpatible functions. Licensing
requirements were implemented for both employees aidacaervice companies.

New Jersey has gone through several periods of deregulatioa strict system still
exists in areas deemed critical. Through their approashsthte has largely accomplished its
original goal, of establishing a crime free industry. Thst of regulation has been relatively
high, as there are approximately 700 employees in theategylagencies now and a budget of
about $72 million. As a percentage of revenue, howelercost is relatively small.

New Jersey undertook some major regulatory reformseieaénly 1990s, streamlining the
rules and eliminating most of the regulatory provisionat tdid not focus on what was
determined to be the critical regulatory functions:

» Ensuring the good character, honesty and integrity opaltaiors, employees and
suppliers.

» Setting the rules of the games to be fair and fixed.

* Ensuring the proper accounting of all revenues.

* Nevada Gaming Commission. http://gaming.nv.gov/documents#miiig_regulation_nevada.pdf
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Variations in gaming agencies

Gaming agencies vary, because of the differences in jctios that they represent and
also because of different approaches to regulating thengaindustry. The extent of attention
that is given regulation, while different in budget antsus not as different relative to gross
revenue. More important than expense is whether thoseiageare designed with the attention
to the accomplishment of their charge. The public confideand trust in the industry is a
precious commodity that cannot be overestimated, fallovs for the existence of gaming
industry itself. Moreover, it is not necessary todaghvadvancements in technology and well
established networks of law enforcement and intelligeiaceyerlook areas of regulatory control
that could allow for organized crime or theft of assets.

The budget for a gaming agency should be paid for not obeajéneral fund, nor out of
taxes on gaming gross revenue, but out of fees and billhggged by the gaming agencies
directly to the gaming industry. The extent of the budgetushbe sufficient to assure the
gaining of the public confidence in the integrity of the indusind should include those areas
that allow for the needed licensing, internal contraig] regulatory oversight.

Recommendations for gaming regulation

As can be seen from the case studies and the alues,tgaming agencies vary in the
following ways: with regard to license structure; pregent inspectors or other regulatory
oversight; and decision making and investigatory structuue.r@&ommendations are that any
state considering gaming adopts an efficient but relgtiseict approach to the regulation of
their gaming industry at least at the start becauseeodttreme value that such regulations hold
relative to the public trust and confidence.

» Create regulations for the control of the assetsttimbughly address rule for table
games and controls for slot machines, including the mesént technological
changes in the industry

* Provide for sufficient regulatory oversight by creatingnit or team that is frequently
on the casino floor, accessible to the public and @dibicasino employees

* Create a license structure that addresses all thgeparticipate in the gaming
industry, including the casino licensees, the companiesstraice those licensees
and the employees. It is only by examining the backgrourall tthose who seek to
participate in the industry that integrity can be asdur

» Create a decision-making structure that allows for peddence from the
investigatory branch of the regulatory structure. In @midi sufficiently staff the
decision-making agency to ensure it has adequate to restaicaasy out its duties.
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About this Report

This report was prepared by Spectrum Gaming Group, an indepgeresearch and
professional services firm founded in 1993 that serves privabhd public-sector clients
worldwide. Our principals have backgrounds in operations,a@oananalysis, law enforcement,
regulation and journalism.

Spectrum holds no beneficial interest in any casino abipgr companies or gaming
equipment manufacturers or suppliers. We employ only ségvel executives and associates
who have earned reputations for honesty, integrity ardhighest standards of professional
conduct. Our work is never influenced by the interests dfgrgzotentially future clients.

Each Spectrum project is customized to our client’s spe@fjuirements and developed
from the ground up. Our findings, conclusions and recommemdadice based solely on our
research, analysis and experience. Our mandate i nelt tlients what they want to hear; we
tell them what they need to know. We will not accepigd have never accepted, engagements
that seek a preferred result.

Recent private-sector clients include Elad PropertiesraHs Entertainment, Morgan
Stanley, the Pokagon Band of Potawatomi Indians, andémeca Nation of Indians. Recent
public-sector clients include the Massachusetts Officaifsing and Economic Development,
the Connecticut Division of Special Revenue, Broward Co(ifty, the West Virginia Lottery
Commission, the New Jersey Casino Reinvestment Dewvelot Authority, the Atlantic City
Convention and Visitors Authority, the Singapore Minisaf Home Affairs, Rostov Oblast
(Russia) and the Puerto Rico Tourism Company.

Within the past 18 months, Spectrum has performed work faargety of state
governments, including Maine, Massachusetts, ConnecticlawBee, Maryland and Indiana.

We maintain a network of leading experts in all gifnes relating to the gaming
industry, and we do this through our offices in Atlantic Cégngkok, Guangzhou, Harrisburg,
Hong Kong, Las Vegas, Macau, Manila and Tokyo.

Governments regularly call on Spectrum’s expertise wdwdrating public policy. Our
principals have testified before the following governmeodies:

* International Tribunal, The Hague

* U.S. Senate Select Committee on Indian Gaming
* U.S. Senate Subcommittee on Organized Crime
* U.S. House Congressional Gaming Caucus

* National Gambling Impact Study Commission

* Indiana Gaming Study Committee

* lllinois Gaming Board

* New Jersey Casino Control Commission
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* Pennsylvania Gaming Control Board

* New Jersey Senate Wagering, Tourism & Historic Pvasien Committee

* New Jersey Assembly Tourism and Gaming Committee

* Massachusetts Joint Committee on Bonding, CapitaleBopures, and State
Assets

Disclaimer

Spectrum Gaming Group (“Spectrum,” “we” or “our”) has maxlery reasonable effort to
ensure that the data and information contained g ghidy reflect the most accurate and timely
information possible. The data are believed to be gignezlable. This study is based on estimates,
assumptions, and other information developed by Spedmam its independent research effort,
general knowledge of the gaming industry, and consuiistivith the Client and its representatives.
Spectrum shall not be responsible for any inaccuraciesporting by the Client or its agents and
representatives, or any other data source used inripgep@a presenting this study. The data
presented in this study were collected in January.28@6ctrum has not undertaken any effort to
update this information since this time.

Some significant factors that are unquantifiable andaghgtable — including, but not limited
to, economic, governmental, managerial and regulatorngelsaand acts of nature — are qualitative
by nature, and cannot be readily used in any quantitativecpooje.

No warranty or representation is made by Spectrum tiyabfethe projected values or results
contained in this study will actually be achieved. Stiall not be responsible for any deviations in
the project’s actual performance from any predicti@ssimates, or conclusions contained in this
study.

Possession of this study does not carry with it the agpublication thereof, or the right to
use the name of Spectrum Gaming Group in any mantieowvifirst obtaining the prior written
consent of Spectrum. No abstracting, excerpting, or suzingpof this study may be made without
first obtaining the prior written consent of Spectrum.

This study may not be used in conjunction with any pudliprivate offering of securities or
other similar purpose where it may be relied upomtodeegree by any person other than the Client,
without first obtaining the prior written consent of &pem. This study may not be used for any
purpose other than that for which it is prepared omfbich prior written consent has first been
obtained from Spectrum.

This study is qualified in its entirety by, and shoulel ¢onsidered in light of, these
limitations, conditions, and considerations.
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