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Executive Summary
Indiana, which has grown increasingly dependent on its casino industry as a source of tax
revenue, faces the likelihood ekpanding and intensifying competition from other states in

coming years that will lead ®ignificant revenuéeclines

e Among I ndi an a-tnarketsy ghemimosy at gisk bis the Southeast,
comprised of Belterra, Grand Victoria, and Hollywood Lawrenocgband the
threat is largely from Ohio. In the unlikely worst case, this market could
conceivably see its annual gaming revenue decline by as much as $390imillion
more than half its preompetitive level. State gaming taxes could drop by as
much as $12million annually.

e The Southwest Indiana subarket of Casino Aztar, French Lick, and Horseshoe
S.1., is at risk, mainly from Kentucky. If two Kentucky properties open across the
river from this market, gaming revenues could be cannibalized by as mu@fi as $
million annually, or 18.2 percent. State revenue from this market could dwindle
by about $30 million per year.

e In Northwest Indianai ipart of the existing Chicagoland marketi robust
competition with lllinois continues, and Michigan tribal operatoes/eh also
increased their presence. Northwest Indiana (Horseshoe Hammond, Ameristar,
Majestic Star, and Blue Chip) gaming revenues will decline by at least $8 million
per year due to a new casino in Des Plaines, IL (less than 1 percent of pre
competitive leels), but could eventually lose $72 million more annually (over
five percent) to a large casino in downtown Chicago. State revenues could decline
between $2.8 million and more than $24 million per year as a result of these
changes.

e I ndianads semest damisgt sulnarket the central, Indianapolis
region, comprised of Hoosi®arkand Indiana Live!, isomewhamoreinsulated
from the likely competitive threats. Still, new developments, again mainly those
in Ohio, could erode this market loyore han $29million per year, or about.3
percent. The stateds @tdeastdd milion anrually, woul d
likewise abou®.3 percent.
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With such prospects in mind, Indiana public officials and industry leaders need to

recognize that:

. The stais quo could prove to be the least palatable option, leading to the
most serious revenue declines.

. Indiana needs to foster the evolution of its gaming industry into more of a
regional destination, with more amenities and marketing tools to help maintain a
competitive position.

o State policy toward gaming should be interwoven with other state policies,
ranging from the promotion of tourism to job creation to urban revitalization.

o Statutory and regulatory requirements to operate a casino in Indiana
should beexamined to determine whether or not their original rationale remains

supportable in a changing economic environment.

The most viable option for Indiana to protect its gaming revenue is to help its industry
evolve into more of a regional hub, in which ogders are encouraged to strive toward a goal of
making their casinos more attractive than offerings in neighboring statek.a goal would be

difficult to achieve in the absence of policies designed to encourage capital investment.

The casinoindustry and the state shouldléntify their common interests and develop
joint policies that advance those parallel interests. Policies should then be developed to create a
series of incentives and actions tletvance parallel interests while meeting their pdralle

responsibility: to protect and advance the public interest in Indiana.
From the standpoint of the state, the goals would be:

e To encourage capital investment in new and improved amenities.

e To ensure that all gaming policies in Indiana are sufficientlydinated and are
designed to advance the same goals.

e To ensure that any financial incentives inure to the benefit of Indiana, rather than
to other states where operators may have an interest.

e To maximize revenue from all sources, not just the gaming tax.

That latter point is acutely critical, considering that the status quo will certainly result in

reduced tax revenue from all sources. The state can help ensure that such goals are met, in part
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by requiring thatoperators who seek foarticipate in any inggives must developlars as to
how they intend to invest in their properties, or otherwise advance public policy in Indiana.

Regulators could be empowered to approve such plans.

Indiana lawmakers should consider and measure the impact gfoéentialincentives

based on some broad parameters that could include:

e Will incentives cannibalizeprotector grow existing tax revenues?
e Will incentives lead to additional capital investment in Indiana?
e Would such incentives increase employment, promote touisadvance other

policy goals?

Wherever possible and practical, the burden should be on participating casino operators
to demonstrate that incentives would create employment in their region, make them more
attractive 7 i and ultimately help to ensure theirsuccess in an increasingly competitive

environment.
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PARTI: EXAMININGGAMINGPOLICY INNDIANA

Introduction

Spectrum Gaming Group i Sp e c t r u was ratamed bwteedChasino Association
of Indiana to analyze the future prospects of gaming in Indidiés analysis includes
guantitative projections of revenue in light of the likelihood of expanded gaming in states that
border Indiana.

At the same time, Spectrum examined statewide gaming policy from the standpoint of
how it has evolved, and how it coulolve in amanner more likely to advandbe public

interest in Indiana.

While we are suggesting a framework in which gaming policies can be examined and
developed, we are refraining wherever possible from suggesting specific statutory or regulatory

changes that should be implemented.

Such detailed suggestions would not be appropriate, in part because the interests of the
casino industry itself are so divergent that any detailed policy changes will likely have a
disproportionate benefit for some operatoAdditionally, we are not in a position to fully
appreciate all the political, social and other concerns that are reflected in existing gaming

policies.

Much of our research included detailed interviews and discussions with a variety of
stakeholders andbservers in Indiana, including numerous industry executives. This analysis, in

large measure, reflects a synthesis of this wide variety of opinions and insights.

Overview
Any discussion of gaming policy in Indiarshould be guided by certain precepts or

principles:

. The interests of the gaming industry and the interests of the public sector

should be parallel, i.e., the public clearly benefits when the gaming industry succeeds.
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. Going forward, t he tg aurdeadgn the fiadeuo$ t r y 0 ¢
potentially significant competition from other states will be largely dependent on its
ability to attract capital investment.

. The state is more likely advance public policy when it creates a positive
investment climate in which #rules areertain

. Wherever practical and appropriate, state policy toward gaming should be
interwoven with other state policies, ranging from the promotion of tourism to job
creation to urban revitalizatiofthe ancillary benefits of such policies milikewise be
considered when measuring the economic and fiscal impacts of gaming.

o All statutory and regulatory requirements that impose material costs on
operators should be examined to determine whether or not their original rationale remains

supportablen a changing economic environment.

In our experience, such a framework makes political and economic sense in any
environment, but its necessity is particularly acute at the present time in Indiana. As this analysis
concludes, the most viable option fodiana to protect its gaming revenue is to help its industry
evolve into more of a regional hub, in which operators are encouraged to strive toward a goal of

making their casinos more attractive than offerings in neighboring states.

Such a goal would be di€ult to achieve in the absence of policies designed to encourage

capital investment.

The efficacy of sucla frameworkhas been borne out the history of gaming ivarious
states, busuch ruleshave not always been considered or followed. For exarsplagpast
legislative change@ Indianai isuch as the authorization of dockside and retneetlock
gamingi Thave been balanced byles that added graduated tax rat&uich balancing acts,
which may have worked in the pastjl be less likely to advace public policy in the changing
competitive climate. With that in mind, Spectrum suggests that the political calculus be adjusted.
Rather than look to balance the interests of the state and the casino industry, policymakers should
look to rule changes @t advance their parallel interests.

! Indiana Business Review S p r i rThe T@&dBRi&d Coirii Casino Gaming afésino Tax
Revenue in Indiana ¢ Jiim {tanders, PhD
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For example, the state could examine maritime requirements for riverboats that are
neither required nor expected to move from their docks. Spectrum offers no expertise in this
area, and thus offers no opinion. We simgliggest that such requirements be examined on the
simple test as to what public benefits they gffeeasured against their costs

Those are the bigicture themes that guide this analysis of gaming in Indiana. They
should, in turn, guide state policybsn di anadés gaming industry f ac:eé

and potentially quite troublesome.

In one important sensédiana lawmakers displayed foresightestablishinga gaming
industry inkey locations thatould easilytap gamblers from other statédl other things being
equal, a casino is more likely to advance public policy and serve as a more vibrant economic

generator if it attracts revenue from outside the area, and outside the state.

However, those very same geographic benefits can turnvinb@rabilities as gaming
expands in other states. Spectrum has been studying gaming policy across the United States for
more than three decades, amutes that certain political themes are more likely to resonate. In
particular, the notion that states dde retain dollars from their own residents is likely to gain
traction, and wil |l increase the |likelihood of

That |l i kely expansion reveals a very real
| ndi auccass ;1 gaming has been significantly dependent on policies that were established
outside its baters.The reluctance of Ohio and Kentucky lawmakers to approve casinos, coupled
with Tl linoisbds imposition of adgammng pasitiogs, ban

have collectively inured to the benefit of Indiana.

This status qud Twhich was largely established by decisions made in other $tates
will inevitably shift, as policies in those states chariget means that the status guould not
be a palatable optionfor Indiana lawmakers, since it wiltlearly translate into significant

declines in revenue and profitability.

The challenge then is to modify gaming policy in Indiana in a way that protects the public
interest while helping the gang industry to protect itself against inevitable external challenges.
Another complicating factor is that the gaming industry is already highly competitive within the
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state, and most major policy shifts run the risk of assisting one segment of theyiradube

potential expense of another.

Within that context, angffortst o i mpr ove | ndi an wdlls nethermpet i t
be simple nor do they offer any guarantees of success. Spectrum simply suggests that these
precepts and themes should be considieas lawmakers consider any modification of gaming
policy.

We also note that thgaming industrytself 7 iwhich, unlike almost any private industry
in Indiana, has been granted monopolistic protectiofibearsa concomitantesponsibility in
any effors to advance the public interest in Indiana. This means that, wherever possible, any
modification of gaming policy that offers relief to casino operators should come in the form of

incentives.

The goal would be to help ensure that operators respond tativeein ways that are

more likely to promote the public interest in Indiana.

One way to ensure a positive response is to require that operators put forth specific plans

and goals that require regulatory approval in order to qualify for such incentives.

Gaming policy background

|l ndi anads gami ng policies were establishe
uncoordinated fashion. That is, to be sure, the norm among most states. Gaming Iegis]'lation
considered and approved in an ad hoc fashion, often in response to very specific concerns, such

as addressing an immediate budget deficit.

Consider that, slightly more than two decades ago, Indianaypwkers and citizens
undertook a decisive policy shift, going from a state that had no legalized gaming to a state that,
within a brief period of time, added three major forms of gambling: casinosmpéuiel tracks

and a lotter:.

At the outset|ndianai ilike many state$ idisplayedserious misgivings and reluctance
about developing a gaming industipdeed,such reluctance was initially evidenced in 1993

when the Legislature overroda gubernatorial veto in the initial authorization of its casino

2 |bid.
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industry®. This reluctance isisoevidenced by various restrictions that were initially imposed,
such as limiting gaming to riverboats, and the initial imposition of cruising requirements. While
many of these requirements have been modified or eliminatedekirctance to fully embrace
gaming has, in large measure, been a driving factor in how the industry has developed and

evolved.

Spectrum does not suggésinor wouldit be appropriate to suggéstithat policymakers
adopt a laissefaire attitude towardaming.Indeed, a full embrace of gamiingisay, by issuing
additional license$ icoul d i tself prove to have an adver
Rather, our goal here is tgoint out the nexus between such policies and the ultimate

development ofaming.

Gaming has quickly risen to become®lndian
behind only the sales and personal income taxes, edging out the corporate incéaetade
ago, gaming was the fifth largest sodtand its relative rise hasicr eased | ndi anads

on maintaining a healthy gaming industry.

Policymakers and industry leaders correctly recognizei thatith such a dependence on
the health of one industiy ithey need to understamehat steps can be taken to help ensoae

continued health.

Spectrum doesiot recommendpecific state policies that should be adopted. Gaming
policies have to be considered in light of values and principles that have little or nothing to do
with the economics of gaming, and it is not ouertd either discuss or suggest changes to such

concerns.

Rather, we suggest that whatever policies may or may not be adopted should be weighed

in terms of what advances the parallel interests of the industry and the people of Indiana.

34 Ga mb IniAmegica: an Encyclopedia of History, Issues, and Sciety, 6 2 OyOMlliam Nobman

Thompson, p. 195

‘AState, Cities Win Big with Casino Taxes, 0 by Dan Card
http://www.nw _itimes.com/news/local/article_24536aac -37al52aa93ea-71cl0b2e8cae.html(accessed

October 7, 2009)

SAiGambling and the Law: Status of Gambling Laws, 0 by 1.
http://www.gamblingandthelaw. com/status.html (accessed October 7, 2009)
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The state can indeedr ovi de power ful incentives to h
improve its competitive posture and protect the public interest. However, it should rely to a great
extent on the regulatory approval process to help ensure that those incentives are chranneled
the proper direction.

Capital investment: potentially powerful tool
A core theme of this repoit that the expected impact of competition from outside
Indiana can best be addressed through the encouragement of additional capital investment in

gaming poperties.

Well-planned capital investment in the gaming industry can advance public policy in

differentways:

e |t can extend both th demographic and geographic reach of casinos. Gaming
properties that are more attractive, with a wider range of amenitesnare
likely to reach adults who would be more willing to travel greater distances, visit
more frequently and stay long&uch propertiesan also prove more attractive to
some adults who would otherwise not be likely to visit a casino simply to gamble.

e Capital investment is a proven generator of incremental employmenitt, alsd
can attract incremental capital from third parties, such as restaurants or retailers
who would have an incentive to invest in the hope of realizing a favorable return

on thatinvestment.

Such impacts, when borne out, can then further advance a variety of other policy goals,
such as reducing unemployment loelping to create or improve tourist destinatioR®r
exampl e, the addition of h ot e land fuel asmsarketiryn e n h

program, since hotel room nights can be an attractive incentive for profitable gaming customers.

Atlantic City, a regional destination in the East, offers one example of how capital

investment can generate incremental increaseBsgaming revenue.

The following regression analysis demonstrates the close relationship between occupied
room nights and gaming revenue in Atlantic City, with each occupied room night adding nearly
$1,000 in GGR.
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Regression analysis: annual occupied room nights to gamir
revenue in Atlantic City, 1978 through 2008
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The incremental revenue does notessarily come from the adults who occupy each
hotel room. Rather, we suggest that this illustrates a wider relationship between capital
investment and gaming revenue. The addition of hotel rooms further enhances the viability of
additional capital projesti Tfrom restaurants to retail stor@ésithat could be developed in

response to the likelihood of more adults visiting Atlantic City.

Clearly, the prospect of a shift in gaming reveiiugeither increasing or decreasingi
can have a profound effect on decisions made by opeilatarsy marketas to whether or not

they should pursue additional capital investment.

This has proven true in markets large and small, ranging from Atlantic City to Dover,
Del. The latter example significant because Dover Dowiisiwhich operates a racino in that
marketi Tmade a conscious marketing decision to add hotel rooms to enhance its property in the

face of growing competition.

Case study: Dover Downs Hotel & Conference Center
Notably, Dove Downsi ione of three racinos iDelawarel iis in a relatively rural area

that depends largely on adults from Delaware, Maryland and to a lesser extent, Pennsylvania.
However, Dover Downs is not the closest racino to either Maryland or Pennsylvaria, wit

competitors that are materially closer to those border states.
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The property has responded by building a hotel and conference center, and has enhanced

its retail product as well.

In early 2002, Dover Downs opened a 282m hotel and conference centegreg with
a combination ballroom/concert hall, a new foieing restaurant, pool and spa. The property
also added a 428eat buffet, among other investments. The heted the only facility in the
Dover area to receive the AAA Four Diamond AwArdnd has done so for six consecutive

years

As the company reported in 005 10-K filing with the Securities and Exchange
Commi ssi on: AW th t his facility, w e ar e ca
accommodations in the Dover area and offeringider range of entertainment options to our
patrons, including concerts featuring prominent entertainers, live boxing, gourmet dining, trade
shows and conference3.he facility allows us to attract new patrons and lengthen the stay of
current patrons.Since opening the Dover Downs Hotel and Conference Center, we have

managed its operations ourselvésn 2004, hot el occupancy averag

More recently, Dover Downs opened its sixth expansion, the Colonnade, which includes

more gaming posbns, retail space, restaurants and a lolinge

An estimated5 to 70percent of Dover Downs' slot play comes from rated customers in

its databasewhich is an increase of at more than 5 percent since the first year hotel.opened

Loyalty programs at Delaave racinos cannot be as generous as those at Atlantic City
properties, due in large measure to the tax differentigtlantic City casinos pay 8 percent on
gross gaming revenue, plus an additional 1.25 percent in reinvestment obligations. Until
December2004, Dover Downs could not offer cash back or free casino play. Now, the Capital

Club program offers both, plus free room nights at its hotel, along with some other benefits.

The Capital Club presently has about 150,000 active members, and Dover Devwaik ov
hosts about 3.2 million annual visitor tffpsiotel occupancy remains at about 95 percent, with

about 80 percent of its room nights offered as complimentaries to gaming customers

6 Dover Downs Gaming & Entertainment, Inc. SEC filings.

7 Dover Downs 2008 Annual Report

8 Dover Downs 2008 Annual Report

9 Interview with Dover Downs CEO Ed Sutor, September 26, 2009
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As a result, Dover Downs has proven to be resilient in the faceowfirgy competitive
threats. Maryland is emerging as a gaming state, and Pennsylvania continues to expand its

gaming industry as well.

The lesson from Dover Downs is thafiwhether out of necessity or of a desire to grow
T Tcapital investment remains onéthe few weapons that an operator can wield in response to a

changing external environment.

Spectrum has met with management and staff
that the relationship between hotel rooms, along with other attractionghargkeneration of

incremental gaming revenue has validity.

Many general managers listed various amenities that would help them defend their
existing revenue base in the face of expanding competition, and the wish list ranges from new

spas to more hotel ons to more golf courses.

Adding those amenities, however, requires that the potential returns on those investments

are sufficiently attractive in order to justify those investments.

Corollary consideration: Dockside vs. Land -based Casinos

When Indiana etninated cruising requirements and allowed for dockside gaming, it
created an inevitable question: Why not allow full loaded gaming, which would allow
casinos to invest capital in their facilities in a more effective manner, developing properties that
theoretically could be larger, more attractive and more efficient? Put another way, the question
is: If the rationale for cruising requirements no longer exists, is there still a rationale for limiting

full-scale casino gaming to boats?

Mississippj in respnse to the damage wrought to its gaming industry by Hurricane
Katrina in 2005, eliminated its requirement that gaming be limited to riverboats, for operators in
the Gulf Coast region.

For many operators in Indiana, however, the question is hardly acaderdiraises basic
qguestions of fairness: Such operators invested heavily in riverboats, based on a set of rules that
existed at the time. If the rules change, and some operators are allowed to build more competitive
facilities away from waterways, on a#t that are potentially larger and/or offer more convenient

access, then the level playing field would no longer be level.
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A sense of fairness, along with a sense that the rules are relatively immutable, can be key
ingredients in the success of gamimbeir absence, as noted, adds investment risk that, in turn,

raises the cost of capital.

Policymakers, then, are faced with a difficult, Hobbesian dilenboathey maintain a
commitment to fairness, which helps maintain a stable investment climate,@ydchiange the
rules in a way that would potentially encourage more capital investment in profitabkbased

casinos?

Reconciling those seemingly conflicting scenarios requires the identification of
incentives that would be available to all particigaimt the Indiana gaming industry, and that
balances these incentives with a concomitant responsibility to invest capital and advance the

public interest.

One point worthy of consideration is that policymakers should distinguish between rule

changes that eourage capital investment and rule changes that discourage capital investment.

For example, when state law changed to allow dockside gaming, some operators were left
with less than optimal investments. Casino Aztar, in one case, had an escalatodshdovea
from its second floor and points away from the casino entrance. This seeming design flaw,
according to interviews with management at that property, can be attributed to the cruising
requirements. The area closer to the casino was needed-dailsdl ficattl e <call s,
patrons lined up in anticipation of the next cruise. Repositioning the escalator will require a
capital investmenthat would not have had to be made had the timing been different.

As another example, Grand Victoria in RisingnSound that the transition to dockside
had another downside as well. When cruising requirements were in place, Grand Victoria
staggered its boarding times to be 30 minutes behind those of Argosy (now Hollywood) in
Lawrenceburg. As a result, Grand Victobanefited from the overflow of adults who were

unable to board Argosy. That benefit was eliminated with the advent of dockside.

Other states offer examples as well. In 1992, New Jersey eliminated a requirement that all
Atlantic City casinos must have catliks above their casino floors. This change was prompted
by dramatic improvements in surveillance technology that made catwalks obsolete. Trump Taj
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Mahal had opened one year prior to that rule change, and subsequent expansions or new

properties have beeelatively free to design more open, lesstly casino floors.

Such examples, of course, do not alleviate concerns about changing the competitive
landscape. We offer them simply to illustrate differences between rule changes that either

encourage or discmage capital investment.

Any consideration of allowing lanbdased casinos must consider the advantages and

disadvantages. The advantages are:

e Properties would be more attractive, efficient and competitive.

e They could potentially draw from a wider area atitis, generate more gaming
revenue than riverboats.

e They would potentially employ more individuals, and generate incremental taxes

in other areas ranging from sales to income taxes.
The disadvantages are:

e Some existing operators are locked into sites or acreage that does not allow for the
consideration of efficient landased construction.

e Operators that are able to relocate could find sites with improved access that
could materially alter the competitielynamics.

e Some existing operators have recently invested significant sums in their
riverboats, and any change in rules could materially alter the value of those

investments.

The most visible example of that latter point is the Hollywood Casino in Lawrerg;eo
$336 million boat that replaced the former Argosy boat at the same site. The Hollywood boat
includes a $40 million system that ensures it will remain level and stable despite changing tides

and winds.

Clearly, if the rulesn place at the timéad dlowed landbased gaming, the investment
would have been different. Changing the rules now could arguably put that progevtyich
now has a competitive advantagiele in many ways to its significant capital investnieriat a

disadvantage.
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With such arexamplein mind, if policymakersare to consider such a change, we suggest
they take the broadest possible view. That means sheuld endeavor to couple any such
change with tax or other incentives to ensure that the investment climate in Indiana tdoes no

suffer as a result.

Spectrum cannot envision scenarios or policy changes in which every participant would
benefit equally, and some may not benefit at all. We simply point out that inaction by tlie Gtate

which would then become the de facto policycreates its own set of consequences.

Tax rates: Critical Role
Spectrum cautionthat resultsdemonstrated ithe case studiethat have been citeare
hardly inevitable. Nor would capital investment have the same impact in different markets.
Capitatinvestnent decisions should be guidédias they usually aré by detailed analyses of
each specific project in each specific location. The potential return on such investments, as well

as the potential impacts of such investments, can differ widely.

Another fator that should be taken into account by Indiana policymakers is that, while
states may compete against other states for gaming dollars, casino operators often have interests
that cross state lines, and many operators can be expected to have operatuwes, ioften
competing states. Such a scenario is common, and musinseleredn the development of
gaming policy.

The gaming industry has evolved in recent years into two types of business models, and
this evolution has largely been in response to how states have established their own gaming
policies. Spectrum hasermed thist h e -dnthsuppo k e 60 busi nesBe mbHdel Ah Wk

business model as havitige following characteristics:
e A relatively low tax rate.
¢ A relatively high degree of capital investment.
e A concentration of casinos in one location.

¢ Arelatively broad demographic and geographic reach.
T h e fAobysiodssemodely contrastjs characterized by:

¢ Relatively high tax rates that discourage significant capital investment.
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¢ A limited number of licensees with a degree of geographic protection and

separation.
e A focus on local, convenienalriven, gaminecertric customers.

The gaming industry in most statésiincluding those in much of the Midwektihas
adopted the fAspiWkedbebusi nessmemotier practical
converted into a fAhubo obestdharacterize tde ghming iddugtra t e r
in states such as Connecticut or the commercial casinos in Michigan, where licenses are limited,

but the tax rates are considered attractive), the benefits or drawbacks of each should be

considered.
From the standpotrof the statet he fispoked model i's desirabl
tax rate, while the Ahubodo offers | esstermri si bl e

benefits, including:

e Greater employment opportunities
e Greater protection against exhal competition
e Broader demographic and geographic reach

e Wider variety of revenue sources

Given the option, operators and public officials should be more inclined to encourage the
devel opment of t h eoffefstsuch ldenefitso Hosvévemoss states aect itot
pursue the fispokeoIi facardng to our obsetvationg @ever mwidesauay e

of stated Tbecause higher tax rates are simply more politically palatable.

However, we note that few states consider revenue generationnitdiiple sources,
including the benefits to the public sectmm greater employment opportunitiééhe following
charts illustrate the relationship betwetax rates and employment. Tfiest chart lists various
states with commercial gaming by both tlag rates and the total number of jobs within the

gaming industry:
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The next chart refines the comparison somewhat by showing the average number of jobs per

property:
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Note that Nevada, which is not included in the first chart because the nundzenioiy
jobs in the state would simply be out of proportion, has the lowest number of jobs per property.
This is reflective of the nature of gaming in Nevada, which has unlimited licenses of various
types, ranging from some of the largest casino hotelseémrld to some of the smallest Ron

hotel casino properties.

Intuitively, the relationship between capital investment and employment is clear and
comprehensible. Hotel rooms, restaurants and retail space create demands for a variety of service
jobs. Les<clear but no less significant, however, is the relationship between tax rates and capital
investment, which in turn creates a clear nexus between tax rates and employihsnt

evidenced in these charts.

Capital investment is also essential in delineating differences between hubs and
spokes. Gaming customers cannot reasonably be expected to bypass a relatively convenient
spoke property to visit a more distant, less convenient spoke property in the absence of some

catalyst.

The catalysts can range fromnzore desirable promotional package to a more robust
|l oyalty progr am. I n Spectrumbs Vi ew, however

capitalized property with multiple attractions.

Changing tax rates: intended and unintended consequences
Tax rates on gross gaming revenue represent the most readily available and effective tool
that policymakers can wield in shaping a gaming industry. An increase or decrease in tax rates
has an immediate dolidor-d o | | ar i mpact on an opmeahavwar 6 s bc
immediate, discernible impact on other areas as well, ranging from employment to the cost of

capital.

The latter example has been borne out in deditional case studies in which states
either implemented or suggested the implementatiortanfincreasesThe two examples
demonstrate how capital markets viewed potential changes in tax rates as material impacts on

risk, and risk is an essential element in determining the cost of capital.
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lllinois case study

Spectrum has regularly cited theample ofa 2002 tax increase meighboring lllinois to

demonstratéow the capital markets can react negatively to an unforeseen risk.

In mid-2002, lllinois eliminated a fiwstep graduated casino tax system with a maximum

rate of 35 percent, and replacégdwith a severtiered system with a maximum rate

of 50

percent'® The highest rate under the new system was imposed on annual casino revenue that

exceeded $100 million. The admission tax was also raised from $2 to $3 per patron.

On Monday, June 3, 2002,hen the lllinois Legislature approved the tax increase, the

impact on gaming stocks was immediate, as demonstrated in the following chart:

Price declines: June 3, 200

Dow Jones
Industrial Mandalay Resort Harrah's Hollywood
Average Group MGM Mirage Entertainment Boyd Gaming Casinos
0% :
= b N B
-10% - -6.4% -6.5% 7 7%
-15% -
-14.4%
-20% -
-19.4%
-25% -

Source: Las Vegas Revidwurnal

Notably, MGM Mirage had no gaming investment in lllinois, but had submitted

a bid of

$615 million to acquire &asino license in the Chicago suburb of Rosemont. On that same

Monday, MGM Mirage withdrew its bid. i
on jurisdictions which offer a stable

statementhat day*

The t ax i ncrease created ot her uni

example, canceled plans for a $40 million hotel to support its riverboat in Metrtpolis.

10 Jllinois Riverboat Gambling Act (230 ILCS 10)
AGami ng Giant Wi thdr aws abVegasSunduned| 2002i noi s Cas
2Harrahés Entertainment, conference call with
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Argosy Gamingthena major casino operator in lllinois and other rb@at states, was
also negatively impacted by the tax increase. On June 3, 2002, Argosy issued a statement that,
because of the tax increase, fiits previously
a share would be reduced by up to 22 cents i shdhe second half of the year. Free cash flow

would be slashed by 24 cents a share from previous estimates of $4.21 to $4.30% share.

Li ke Harrahoés Entertainment, Argosy al so 1
lllinois. Originally, Argosy panned to spend between $75 million and $80 million on capital
improvements to its Empress Joliet property, which it had estimated would generate a return on

investment of at least 15 percent.

After the announcement, Argosy significantly scaled back thel lelvinvestment in its
project to $40 million, a mini mal |l evel t hat
project competitive. With the tax increase, a larger investment could not be justified since it

would not generate sufficient return.

As part of its original study of the lllinois tax increase, Spectrum interviewed investment
professionals at CIBC World Markets (now Oppenheimer & Co.), which produced a detailed
analysis of the tax increase in lllinois that concluded that the increase yacusilthe state tax
revenue because riverboat operators had no incentive to invest additional capital in their facilities

or target new markets because the highly graduated system eliminated any incentivesto do so.

New Jersey case study

New Jerseypecame the first state outside of Nevada to legalize casino gambling when
voters approved a 1976 constitutional referendum that limited casinos to Atlantic City. Spectrum
professionals have been studying, observing and (as regulators) participatingnarttettsince
1978. In our experience, the constitutional protection that limits casinos to Atlantic City has been
an important factor in promoting investor confidence in that market, i.e., investors know that the
rules are fixed, which provides some leval assurance that new, unanticipatedstate

competition will not threaten Atlantic City investments.

BAArgosy Gaming Lowers Gui dawwwdghedreeecom, dunel4]2002noi s Tax Hi |
14 |nterview with Michael Liebman, CIBC World Markets, March 4, 2003
15 CIBC World Markets, data sheet prepared March 4, 2003
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At the same time, the tax rate on gross gaming reveriget by statute, and not by the
1976 constitutional amendmeitihas remained unchanged sin€¥&° While there have been
some additional obligations imposed on casinos over the years, including a 1.25 percent
reinvestment obligation that began in 1984 and subsequent parking and other fees, these were
largely viewed by investors as immaterial. Fetample, the reinvestment obligation allows
casinos to realize a return on such reinvestments, albeit a-bedoket return. Additionally, the
obligation simply restated the terms of a more generic reinvestment obligation that was already
in the Casino Camol Act. Similarly, subsequent additional féegsuch as a parking tdx iwere

passed on to customers, and thus would arguably not be viewed as tax increases on casinos.

History, however, suggests that material changes in the core gaming tax would be

perceived as a significant risk factor that would impact the cost of capital.

On February 4, 2003, various media covering New Jersey reported that then New Jersey
Governor James E. McGreevey was considering a 2 percent increase in casino revenue taxes, as
well as other potential tax hikes, such as a tax on complimentaries, as part of-bdseadeffort
to address a $5 billion shortfall in the state budgén that same daiy iTuesday, February 4,

200371 Tthe market value of public casino companies with tasseAtlantic City declined by
more than $500 million collectively. The next day, the stocks lost another $290 million in

value®®

The New York Times e p o rWwhendvir. MéGreevey originally proposed $135 million
in tax increases on casinos in his buddahgearly this year, the financial and political fallout
was swift and severe. The stock market value of resort companies operating in Atlantic City fell
by more than half a billion dollars the first day and Bally's postponed a major construction

project'

16 The tax rate in the original 1977 Casino Control Act, 5:12144, was set at 8 percent. The state Legislature

temporarily raised the 8 percent tax on casino revenue to 12 percent in early 1979 The legislation allowed

for a reduction in that rate as more casinos opened. The rate declined to 10 percent in 1980, and t®8

percent in 1981 after the citybés fifth casino hotel op
Y"Waura Manserus, fAMcGreevey Offers a BewYp&kTimedi th No Ney
February 4, 2003

BAExamining i mfadctys odn pAtolpamsteidc t ax increases, VLT comp
April 2003

YDavid Kocieniewski, fln a Tax Battle, McGreevey Criti
2003
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Around the same time, McGreevey signed an executive order creating a commission to
study the possibility of allowing VLTs at the Meadowlands Racetfa€ln February 26, 2003,
The Press of Atlantic Citseported that a variety of events created certaksrihat affected the

ability of Trump EntertainmerResortdo obtain debt financing:
ADonald Trump was supposed to have alle

Al nstead, a series of events and cond
complicated his gaing company's ability to sell bonds critical to the future of Trump
Marina HotelCasino

AFi rst came Gov. James E. Mc Gr eeveyobds F
the casinerevenue tax, taxtasino complimentaries, create a hoetevenue tax and

consder putting slot machines in northern New Jersey racetracks.

APotential Trump Marina bond investors
rising gasoline prices, declining stock prices, war looming in Irag, a possible smoking
ban in casinos, and the oy of Borgata HotelCasino& Spa perhaps less than four

months from no&.

A6l tbés going to be tough, 6 symlddamidgane Pe
anal yst. 60 Mo st people don''t |l i ke to buy

wholethings goi ng to be halted. o

ATr ump HadineResorts &ad planned to complete the $475 million bond
sale "within a few days" of Jan. 31, a company executive testified last month. Exactly

where the deal sfands today is unclear. o

It should be noted that, tiate, neither the tax increase nor the prospect-staite VLTS
at tracks has come to pass in New Jersey. The case, however, illustrates that capital markets can

react immediately and powerfully when new risk factors emerge.

“MNew Jersey panel t Bhorsughbredfimed Eebruafyd® 20030 i | i ty, o
21Borgata opened in July 2003 as the first new casino hotel in Atlantic City to open in 13 years.

22 Joe Weinert, fi8475m. Question Still Lingers: Can Trump Refinance? / Bonds Are Becoming An Even
Tougher Sell, Bress of Atlantic City, February 26, 2003, p. B6
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Lessons to be learned
lllinois and New Jersey offer graphic examples of how changes in tax rates can signal
increased risk, which adds to the cost of capital. They are not the only examples, however, of

how operators consider tax rates when capital investment decisions.

Tax raes were increased in Delaware on May 2809. The effective rate (fees to
vendors, racing interests and others included) went from about 54 percent to more than 60
percent.

Dover Downs,which as noted earlier hasaraged to compete in large measure by
adding a hotel, conference center and other amenities, had to shelve a planned $40 million
parking garage, which would have ultimately accommodated up to 3,000 cars, because the

numbers no longer worked, once the tax increase went into’ffect

The parking graged an important competitive weapon, particularly when catering to
ol der cust ome rthe gwdter disthiocasdbetweeni ckreand casino that must be
traversed byurface parking no longer made sens€hat is a very telling example that, when
coupled with the previous case studies, illustrates how tax increases can impact planned capital

projects in two ways:

e Tax increasesepresent a material shift in the investment climate, which capital
markets interpret as a sign of increased risk. Thigrim, requires that investors
get greater returns on their investment to compensate for that risk, which
translates into a higher cost of capital.

e Tax increaseadversely affect the profitability of an operation, which means that
the potential returns omanvestment will decline. Such declines could mean that

investments no longer make sense, and will not be made.

Closer to home, examples can be found as Wwelf. example, management at Indiana
Live!, one of two racinos in the state, has indicated thabiild benefit from the addition of a
hotel, conference center and possibly a live entertainment venue. The property was designed in
anticipation of a hotel, and has set aside an area that would accommodate a front desk and other

hotel assets.

23 Gaming Industry Observer , vol. 14, no. 12, p. 8
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At this writing, however, the property is struggling under a debt burden that requires it to
channel as much of its cash flow as possible toward servicing its debt. Capital investment in

other assets idespite the potential for an attractive return on that invesieithti Thas to wait.

That offers another important lesson for Indiana policymakers.di ana Li vel! 0s
to fund an otherwise profitable expansion means that the state is losing potential revenue that
could be generated from such an expansida particularly acute concern as the likelihood of

increased competition grows.

Spectrum, however, suggests that the reversal of these scénéities potential for tax
rates moving in a more favorable directibrioffersthe possibility of an enhancedvestment

climate, which could translate into reduced risk and a lower cost of capital.

Disinvestment: undesirable alternative

Examples from other states are particularly important, in part because they demonstrate
the potential relationship between capinvestment and public policy. However, they also need
to be heeded because capital investment is an easily transferable, fungible commodity. Capital
can be invested easily in other statesor other industrie$ Tif there is a perceived material
difference in the potential risk and the potential return.

Gaming communities can experience significant benefits when capital is invested in their
communities. However, they can suffer significant pain as well, when the perception of risk and
reward turns, anthey are no longer viewed as attractive investment opportunities.

ADi sinvestmento is a term that characteri zes
investors turn sour Disinvestmeoteguatesita ilatkyobecongmct e nt i
confidene. It is a belief by investors and owners that an existing investment may have a bright
past, but a dismal future. These investors and owners will take profits out of an investment that

might have been profitable for years, if not decades, and not puomaty back in.

Disinvestment can bésidious because it feeds on itself, becoming afa#ifing
prophecySpectrum suggests that the potenti al for
real, and the likelihood would increase in the absericeng state policy designed to attract

capital investment.
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Considering tax incentives

I n Spectrumb6bs judgment, the casino iIindustr
collaborative effort and combine their resources to maximize the potential ofsihe aedustry
in the state to their mutual benefit. It is undeniable that a healthy, prospering casino industry is
an invaluable economic tool for the state, particularly in these trying economic times.
Accordingly, from a policy perspective, it behooues lawmakers to consider measures that
could enhance the industryos growth and foste

integrity issues.

From our vantage point, it is readily apparent that there are opportunitEstectthe
casino indusy in Indiana. One critical component involves thbility of current casino
operators to expand and improve their facilities through the addition of hotel and meeting rooms,
as well as customdriendly amenities such as entertainment venues, restaugattourses
andhealth spasCasinooperators may be reluctant to make such investments during this period
of economic turmojl and the likelihood of increased competitiothey may need added

inducements to invest needed capital to improve their venues.

To provide such incentives, the Indianagislature may consider the efficacy of allowing
for tax reductions on casino revenues or tax credits in proportion to investments made during a
calendar year for capital expenditur&ése Indiana Gaming Commissiaould be entrusted with
the statutory authority to approve the expenditures and verify the amount, determining the
eligibility of such investments for the purpose of allowing the tax incentives. Depending on the

amount expendedhe tax rate@uld be adjgted accordingly.

Tax incentive§ Tatool that isreadily available anttas the potential to beffectivei 1

couldtake one of two forms:

¢ Reducing the gaming tax rate, or at least the incremental tax rate

e Offering other tax incentives to developessch as reductions in sales taxes
In either case, however, incentives can only serve the public interest if:

e They ultimately grow gaming and n@aming revenues in Indiana.

e They encourage capital investment in Indiana.
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e They are used to encourage investmamd employment growth in Indiana, and

are not used to subsidize investment in other states or regions.

Many gamingstates, when faced withn external challenge to the status ,qemd to

react in one of two ways:

e They consider expanding their revenuechgaby either approving new licenses,

adding new forms of gaming or increasing taxes.

e They follow the political adage of dAcir
operations.
Il n Spectrumd0s experience, st at owrlodklorret f ol |

important consequence: Such actions, as noted earlier, wiltlzténvestment climate and add
risk. This, in turn, diminishes potential profitability for the gaming industry and reduces

opportunities for incremental capital investment.

Those states that follow the second approach have tried approaches that range from

regulatory relief (which could take various forms) to, in rare cases, offering tax incentives.

New Jerseyffers some experience in both categorfes | ant i ¢ Cionfgasts mono
Coast gaming ended in the 1990s with the establishment of Indian casinos in Connecticut and
racinos in Delaware. 88lw J er s e y includall & Isrgud assoement of legislative and
regulatory changes, starting in 1990, that have encompassethagfyom removing limits on
the number of licenses that one operator can hold to expanding gaming hours and removing a

variety of roadblock$?

In the beginning of this decade, New Jersey took additional steps to create incentives that
were largelydesignd t o br oaden Atl antic Citybés appeal

gaming attractions.

The most telling sign of political and legislative relief is the legislation, known as the
GormleyJames bill, which encouraged ngaming development througlax incentives.The

preamble to the legislation, introduced in February 2001 states:

AiThe Legislature finds and declares that:

2AYears of Chah4g,ed NOWOJer sey Casino Control Commi ssi on
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fiLegalized casino gambling was approved by New Jersey's voters in 1976
as a "unique tool of urban redevelopment” to facilitdte trevitalization of

Atlantic City and other distressed municipalities throughout the State;

fiThe Legislature created the Casino Reinvestment Development
Authority (the "CRDA") to oversee the investment of casino gambling revenues

for development projestin Atlantic City and other areas throughout the State;

fiDuring the past 25 years, the development of Atlantic City's +hullion
dollar casino industry and the CRDA's investment of hundreds of millions of
dollars in housing, commercial and nonprgifibjects have greatly benefited the
people of New Jersey and have served as a model for many other states and
countries that wished to emulate Atlantic City's successful record of casino

development and economic growth;

filt is altogether fitting and propesn the occasion of the 25th year of
legalized casino gaming in Atlantic City to establish a new program to facilitate
the next phase of Atlantic City's development into a regional, national and
international "destination resort" and at the same timendorée that substantial
commitments are made to projects to revitalize urban areas and promote

continued economic growth throughout the State.

The GormleyJamedegislatiof°c r eat ed up to 11 Aentertainment/
Quialifying projects:
e Are exempt from construction sales tax

¢ Receive a rebate on sales taxes, up to $2.5 million per year for 20 years

e Receive a rebate on incremental unique local entertainment taxes

generated for 20 years

The incentives have encouraged several majoamsion projects in Atlantic Cityrhe

following table lists the approved projects under this program:

25 New Jersey Senate Bill $2173, introduced February 26, 2001
26 The principal sponsors were former New Jersey state SenatorsSharpe James, DEssex and William
Gormley, R-Atlantic.
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RETAIL  HOTEL PARKING COST JOBS START END

PROJECT (sg.ft) Rooms Spaces ($millions) (permanent) Date Date
Tropicana 179,000 500 2,400 $230 2,000 1/02  11/04
Caesars 415,000 0 3,000 $215 1,190 9/03 6/06
Resorts 168,000 1,159 1,500 $108 514 3/02 n/a*
A.C. Outlet Shops 670,000 0 1,600 $205 1,348 5/02 7/04
Borgata 179,000 800 1,400 $563 1,725 3/05 6/08
Harrahoés/ Sho» 257,646 1,360 3,697 $688 1,088 5/02 5/08
Trump Plaza 504,000 4,612 9,850 $1,542 2,662 n/a n/a*
Revel 420,000 1,822 7,793 $2,300 5,457 11/07 10/10*
TOTALS 2,792,646 10,253 31,240 $5,743 20,307

Source: New Jersey Casino Reinvestment Development Authority / * - Project not yet started
The success of such legislation extends beyond its ability to attract capital investment by
reducing the risk in such investments. The -gaming investment that wasieled by this

legislation has quietly but materially expanded the Atlantic City market.

Retail is proving to be an important secondary driver of visitation to the market. By that,
we suggest that most people still visit Atlantic City to gamble, but ¢bailr dining and
entertainment options that have been developed are proving to be vital in improving the quality

of the visitor experience and extending the length of stay.

The Atlantic City Outlets/The Walk, developed by the Cordish Companies, is ld¥hper
|l eased and occupied in its first two phases,
arendot any more outlets | eft. Tenant demand
Cordish saidn an interview last yedr Sales per square foot at@hvalk are well over $500,
Cordish said. Leat herware company Coach, whic
foot, tripled its square footage in phase two, and other tenants are likewise expanding their
footprint, he said.

Atlantic City retail hasgrown, and continues to grow, more upscale, in essence
mimicking, although lagging, the trend in Las Vegas. The catalyst for this trend in Atlantic City
was the November 2004 opening of The Quarter at Tropicana. The 2G00&@foot retail,
diningand et ert ai nment compl ex -fharketCagdohjglend rnetailensdes b
such as Brooks Brothers and Swarovski. The Pier Shops at Caesars continued this trend,

attracting retailers such as Apple, Armani, Bebe, Louis Vuitton, Movado and Tiffany.

27 Gaming Industry Observer , March 24, 2008
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High-erd casino retail has proven successful. Borgata in its first year reported retalil
revenue of $1,400 per square foot. One RDE at an Atlantic City casino reported to us sales per
square foot of $890. The Pier at Caesars had revenue per square foot of egphpX8650 in
2007.

In the recent Visitor Profile Study that Spectrum conducted for the Atlantic City
Convention & Visitors Authority, the shopping experience ranked 3.12 on a satisfaction scale of

1-5, while the dining and restaurant experience scoredf’3.8

Case Study: The Quarter

Consider The Quarter, which includes new retail, dining, entertainment and other
offerings, which opened November 2004 at Tropicana Casino Reséitantic City. At the
time of the investmenthe present value of the rebatkat the Tropicanavaseligible for under

GormleyJames has been estimated to be $60 mfiflion

In examining The Quarter at the Tropicana, we focused on the second quarter of 2004
and compared it to 2005, rather than the third quarter to minimize theialbyatistorting effect

of construction disruptions, which would have been more pronounced in the third quarter.

Tropicana Analysis ($ in thousands)

Capacity change 2nd quarter 2004 2nd quarter 2005  Period-to-
period
change

Total casino square footage,end of quarter 144,779 149,291 3.1%

No. of slots, end of quarter 4,372 4,304 -1.6%

No. of tables end of quarter 171 193 12.9%

No. of hotel rooms 1,624 2,129 31.1%

Changes in key metrics 2nd quarter 2004 2nd quarter 2005  Period-to-
period
change

Casino revenue $ 88,651 $ 108,617 22.5%

Cash hotel revenue $ 6,75¢ $ 9,607 42.2%

Gross operating profit $ 21,82C $ 31,84z 45.9%

Win per square foot (not in thousands) $ 614 $ 744 21.2%

Daily win per unit (slots) $ 162 $ 19/ 19.8%

Est. average monthly win per FTE $ 7,35€ $ 7,471 1.6%

*The Quarter includes 200,000 square feet of retail space, 502 additional hotel rooms, a 2,408pace parking
garage; and 20,000 square feet of meeting and convention space.

28 Atlantic City Visitor Profile Study, September 2008, Spectrum Gaming Group
29 Aztar Corp., form:10-Q Filing Date:11/2/2004
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Note also that the Tropicana had significant excess gaming capacity prior to its
expansion, largely in anticipation of The Quarter, which had been in various stages of planning

for years prior to its November 2004 opening.

More dramatic, however, than the 45.9 percent increase in gross operating profit was the
increase in visitation tdhe Tropicana. Spectrum, which tracks visitation to Atlantic City
properties through it$saming Industry Observemewsletter, estimates that visitation to the

Tropicana from the second quarter of 2004 to the second quarter of 2005 grew by 54 percent.

Lessonsto be learned
We do not sugge$t inor should anyone reasonably exgedthat such results are easily
transferable to Indiana. Rather, we suggest that Indiana lawmakers should consider and measure

the impact of potentianyincentives based on some brgamdametershat could include:

¢ Will incentives cannibalize or grow existing tax revenues?

e Will incentives lead to additional capital investment in Indiana?

e Would such incentives protett Tand perhaps exparid igaming revenug in
Indiana?

e Would such incentives increase employment, promote tourism or advance other

policy goals?

Wherever possible and practical, the burden should be on participating casino operators
to demonstrate that incentives would create employment in thgion, make them more

competitivel iand ultimately ensure their success in an increasingly competitive environment.

Case Study:New Jersey Economic Stimulus Act of 200930

The New Jersey Economic Stimulus Act of 2d894048) was signed into law on July
27, 2009 by Gov. Jon Corzitte This recent piece of legislatigmovides for a new tax increment
grant/financing program to be known as the Economic Redevelopment and Growth Grant
((AERGGO) progr am.

30 This section was written and researched primarily by James Kennedy, former Executive Director of the
New Jersey Casino Reinvestment Development Authority
31 New Jersey League of Municipalities press release Jul
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The law is broadbased and, while it includes casinosnfiioed to the city of Atlantic
City) it encompasses a wide variety of potential projects throughout the state. Indeed, while
casinos potentially benefit, the law was designed in some degree to mirror the more attractive
aspects of the GormlelJames legist#on cited earlier.

Attorney Jack Pl ackter of ThibActidFaotremeRloush s c hi
incentive to developers in the targeted areas and is similar to laws we have used to help finance

major casino expansions in New Jer&&y.

Under theAct, a casino or other economic development project is eligible for a state
ERGG to close a project gafhat remains to be financed after all other sources have been
accounted for, including, but not limited to, developer contributed capital, whicmshéalé less
than 20% of the total project cogiThe cost of the casino floor and directly related batek
house space cannot be included).

According to Fox Rothschild, the following criteria would be used to determine the
eligibility of a particular pragct™:
. fiThe economic feasibility of the redevelopment project;

e fiThe extent of economic and related social distress in the municipality and the

area to be affected by the redevelopment project;

e fiThe degree to which the project will advance state, regalocal

development and planning strategies;

o fiThe likelihood that the project will generate new tax revenue in an amount in
excess of what is necessary to reimburse the developer for project costs incurred as provided

in the redevelopment incentive gtaagreement;

e fiThe relationship of the redevelopment project to a comprehensive local
development strategy, including other major projects undertaken within the municipality;

e fiThe need for the redevelopment incentive grant agreement to the viabiligy of t

project; and

32 http://njrealestatepropertylawanddevelopment.foxrothschild.com/2009/07/articles/land -use-
development/economic -stimulus -act-0f-2009/ (accessed October 9, 2009)
33 http://www.foxrothschil d.com/Newsstand/News.aspx?id=10546 (accessed October 9, 2009)
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e fiThe degree to which the redevelopment project enhances and promotes job

creation and emomic developmen.

The law allows up to 75 percent thec asi n o poectgd emntas idcremental
revenueqprimarily sales and luxury taxtp be pledged toward theade portion of an incentive
grant. The increment is calculated as being the difference between the amounts collected in any
fiscal year from any eligible revenue source included in the redevelopment incentive grant
agreementminusthe revenue increment base for that eligible reverftm. a new project, the

incremental revenue base is set at zero.

The decision whether or not to enter into a redevelopment incentive grant agreement is
solely within the discretion of thew Jersey Eanomic Development Authoritgnd the State

Treasurer

The governing body of a municipalithat includesa qualifying ERGG grant incentive
areais empowered tadopt an ordinance to establish a local ERGG progmrmancourage
redevelopment projects in thateaby providingincentive grants to reimburse developers for

certain project financing gap costs.

As much as 75 percewnff the incremental local revenuesuld be pledged towarihe
municipal portion of an incentive granfhe increment is calculategls being the difference
between the amounts collected in any fiscal year from any eligible revenue source included in
the redevelopment incentive grant agreement, less the revenue increment base for that eligible

revenue.

Thi s means a cxaceuldhe gedgedas a goetnibtitign, aloag with state
tax revenue to close a projectds 20 percent
mean that such an option is not likely to be exercised. However, a municipality may also commit
up to 5 percenpf the incremental local revenugsmunicipal infrastructure that would support
the casino project. The use of public dollars to provide for roads, green space and other public

amenitiesd such as Boardwal k and beach pavili

Lessons to be learned
The Economic Stimulus Act, while not limited to casinos, joins other legislation, such as

the GormleyJames Act, to provide a powerful incentive. A casino project can leverage the
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combined statutory incentives to fund 20 percentoremoro f a casi no project 6.
that is not directly related to gaming, and can provide for a dedicated revenue source for

supporting municipal infrastructure.

The two laws have a similar rationéilél'leveraging future government revenuesissist

casino industry, can have a similar effect: Helping casinos evolve into regional destinations.

The stimulus legislation, however, is not riske. ThePhiladelphia Inquirernoted in a
recent editorial *titled fARisky Incentivesbd

fiNew Jersey has had little success with an economic development tool known as
tax-increment financing that it began using in 2002, but its new, "improved" TIF program

raises some scary possibilities.

fiUnfortunately, the Economic Redevelopment and GrowdnGurogram was
signed into law last week. Only introduced in the Legislature in June, it was put on a

track so fast its detractors could barely lay a glove on it.

fiThat shouldn't happen in a state that got its reputation for corruption the old
fashionedwvay: It earned it. Some of those crimes involved kickbacks and schemes tied to

economic development.

fiThe new, more lucrative TIF program will be tempting to any who might try to
offer an, ahem, incentive to public officials involved in handing out teaks. That may
never happen, but the ERGG program has other problems that will be hard to avoid.

fiThe state's old TIF, the Revenue Allocation District program, allowed up to nine
local sources of revenue to be diverted and used to help developers cenppigést.
ERGG increases the revenue sources to 22 state and local taxes and fees, including the
corporation business tax, the sales and use tax, and the property tax.

fiNo other TIF in the nation taps as many sources of revenue to provide incentives
to developers. And it is risky for New Jersey to do that, even in its understandable zeal to

counter the recession. In fact, the recession makes this move even riskier.

ARI s ky | nRhiadelphiaingsrer  August 5, 2009
http://www.philly.com/inguirer/opinion/ 20090805 _Editorial__Risky_incentives.html  (accessed
October 9, 2009)
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fiThe ERGG program allows the state and local governments to divert up to 75
percent of tk revenues generated by a mall, office building, residences, etc., and use
those funds to issue grants to developers that can total up to 20 percent of the project's

cost.

fAs New Jersey Policy Perspacte anal yst S awithfallingtaxe c k e r
revenues forcing state and local governments to make deep cuts to public services and
furlough employees, New Jersey and its municipalities catffdrd to funnel needed tax

revenue to private developers. o

fiNew development usually requires additional pusdicvices, including police
and fire protection and sanitation, as well as public schools, if new houses are what's
built. Will only 25 percent of revenue generated by a new development after it gets its
ERGG grant be enough to pay those costs?

fAs this pogram goes forward, state and local officials who will decide which
developers get ERGG grants must avoid the Legislature's haste as they assess the impact
of each request. Keep the process transparent, and don't hand out money to projects that
should stad on their owrd

The next section of this report will analyze various scenarios to better understand the

relaionship between tax incentives, capital investment and revenue growth.

Adjusting tax rates
Public officials in Indiana have a clear, defensigpteal in any discussion of gaming tax
policy: They want to ensure that any adjustment of tax rates does not result in a reduction of

revenue from what it would have been otherwise.
With that in mind, policymakers have a number of options that could bedeoed|
including:

e Marginal tax rates can be adjusted to encourage capital investment.
e Operators could receive other incentives, such as ayéae 10year or other

limited period of reduced taxes in order to reduce the cost of such investments.
As an example, a hypothetichl billion capitalexpenditure may result in a reduced tax

rate of a certain percentage, while an expenditure of $500 million may result in a reduction of a
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lesser percentage. Alternatively, the tax rate deduction could bbligiséd as a flat rate
dependent on reaching a specified threshold. As we note iregiag, the New York &gislature
recently enacted a law that allows for significant tax rate reductions upon the infusion of $600
million of capital into the casino fdity. In this context, the Indianaegislature may decide that

this is a positive approach worthy of consideration.

Spectrum, based on its work in a number of domestic gaming markets, fully understands
that political concerns are often paramount in aggussion of tax rates, and most stétésvith
few exceptions over the lafiiree decadeis ihave tended to impose higher and higher tax rates.
From the standpoint of a reasonable political stance, that makes sense. Spectrum points out,

however, that theame would not necessarily hold true from an economic standpoint.

This could be particularly true in states, such as Indiana, that offer graduated tax rates.
The apparent assumption is that greater revenue should be taxed at a greater rate. The rationale
for that would vary from state to state, and perhaps from legislator to legislator, butb&ould
|l argely tied to the view that such a tiered s

would be imposed, say, on the oil industry.

However, we sugest that such a rationale miag inappropriate and potentialbpunter
productive. The traditional gaming business model does strive to maximize regeaumeans
of maximizing profit at an even greater rate Si nce so much of gami ng
incremental revenue tends to increase profit margins, when all else is equal. However, graduated
tax rates mean that all elsenist equal. As a result, management of a property in which revenue
is approaching a higher rate might make management decisions that keep that marginal rate in
mind. For example, decisions as to whether to add gaming positions or not could be impacted, as
could decisions as to whether or not to add tabledads,or to shift the position mix. Tables, by

definition, are more labor intensive and, thus, operate at lower profit margins than slots.

This leads to the question as to whether lawmakers have thg abuitfer incentives for
operators to aggressively pursue that incremental revenue. One possible incentive would be to

offer incremental tax rates that are loweinot higheri ithan existing tax rates.

Lower tax rates would alter the calculus in whiddrtain management decisions are

made. If operators understand that incremental revenue would be more profitable, it could mean:
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e A more aggressive pursuit of table revenue, which would encourage more
employment.

e An enhanced ability to spend marketing ddalan pursuit of that incremental
revenue, since the lower rates offer more flexibility to spend money that might not
otherwise be available.

e An increased likelihood of additional capital investment, since the incremental

revenue would generate higher masgi

From a publiepolicy standpoint, lawmakers and others should consmistain
guidelines:

e The incremental revenue to be generated and taxed at a lower rate should not
come at the expense of existing reevenue

lower than it otherwise would be.

e The incremental revenue to be generated should inure to the benefit of Indiana.

The state would certainly have the authority, for example, to require that operators who
seek to reach a lowsax threshold develop a plaas to how they intend to invest in their
properties, or otherwise advance public policy in Indiana.

If lawmakers in Indiana were to consider adjusting marginal tax rates, we respectfully
suggest that they not necessarily adhere to the existing graduatedo$dreak points in
revenue. The entire scale should be examined in an effort to identify an oliteahative
scale.

Any consideration of changes in marginal tax rates cannot be separated from a discussion
of changes in the overall tax structurenca properties that are less likely to cross revised
thresholds might object to such changes in marginal tax rates as being unfair and anti
competitive.

The state has limited ability to address those concerns. It can maintain the status quo,
which would Ikely ensure a bleak future for many of the existing operators. Or it can adjust
overall tax rates at lower levels as well. That approach, however, would rediureur viewi

T a concomitant responsibility by participating operators to put forth plam®w they intend to
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invest in their properties ieither directly or through thirgarty participants, such as retailers or

restaurant operators.

Additionally, the state could require that operators seekmygrelief in tax rates put forth
credible planson how they intend to advance other state policies as well, most notably by

promoting tourism and employment.

Indiana faces a number of tax options that could, in theory, make its gaming industry
more profitable, which would in turn make it more competitiThese include allowing the
deductibility of promotional play from gross revenue, which would encourage casinos to reinvest

more dollars in generating repeat business from its existing customers.

Spectrum recognizes that consideration of a more conwveetiix structure might, from a
political standpoint, be anathema. Still, we suggest that it is worth considering since the status
qguo will clearly change regardless of what actions are takiem not takeri by legislators or

regulators.

Admissions tax and capital investment

Any consideration of adjusting tax policy to encourage additional capital investment must
consider the admissions tax, amiist include the asking dfard questiongs towhether that
particular levyhas beemenderedbsolete and gentially countesproductivein a more intensely

competitive environment

Unlike other relatively small levies such as, say, hotel room taxes or sales taxes, gaming
operatorg 1for competitive reasons and in the interest of customer converiierd® notpass

on the admissions tax. The tax is assessed on the operators, who pay it.

The admissions tax not only creates administrative costs for operators who must monitor
attendance, track admissions and pay the fee, but it also has created some unintended

congquences that have particular resonance when considering additional capital investment.

Consider a scenario in whiah hotel guest travels between the hotel and casino three
times during the course of a single day, generating a $3 admissions fee eadhtliméotel
guest spends$90 in the casino, he or she wgemérate approximately $&0 gaming taxes plus
$9 in admission fees. From the opebaraly$60fads st a

difficult revenue level from which to generate a reasonable profit.
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Capital projects that might generate even more foot traffic, such as a lifestyleicénter

complete with retail, dining and entertainmeénicould prove to be very costly to theesptor.

Using the example of The Quarter in Atlantic Citge number of cars parked at the
Tropicana increased by about 64 perdegtiveen2003 (the last full calendar year before The
Quarter openednd2005 (the first full calendar year with The Quaxeen). During that same

period, however, gaming revenue only increased by 19 pé&tcent

If the Tropicana had to pay $3 per adult visitor to The Quarter, the incremental cost of the
increased visitation would have been approximately $3.6 mifliar2005, anumber that would
have stayed relatively fixed in subsequent years. That annual cost would have materially reduced

the onetime $60 million benefit supplied by the tax incentives.

The lesson is clear: If Indiana lawmakers elect to analyze their gameigptasystem
to develop a system that encourages capital investment, they should not do so in isolation, but

would be advised to look at all relevant taxes to ensure that they are not qiurprsses.

Tourism Development
Gaming and tourism can be hightomplementary, in some cases, and this would be
particularly meaningful when considering the relationship between capital investment and

gaming.

Spectrum believes that capital investment in a variety of attractions would improve the
appeal of a gaming pperty, and at the same time, this potentially wider appeal would improve

the potential return on investment for such attractions.

Additionally, a complementary relationship between gaming and tourism would translate
into more employment and advance otpeblic policies as well. The issue of tourism has
particular resonance in Indiana because so many of the casinos are positioned near state lines,
with easy access to more enftstate visitors. Within the interior of the state, a property such as
French Lck i iwhich is positioning itself as a destination resort that offers gainiraye also

well positioned.

35 New Jersey Casino Reinvestment Development Authority, parking data. New Jersey Casino Control
Commission, revenue data.

36 Spectrum uses a standard estimate of 2.3 adults per vehicle, aneasure initially established by the South
Jersey Transportation Authority.
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According to the statebds most recent (200€
62.8 million visitors in 2008 Total tourism spending (ieding transportation) in 2006 was
$10.36 billion an increase of7.8 percent from 2004% The economic impact (Gross State
Product) of these expenditures totafglD.51 billion in 2006 an increase of 8.7 percent from
2004%* This includes $5.88 billion idirect economic impac$2.01 billion in indirect economic

impact (supplier effect), and $2.62 billioniirduced economic impact (income effett).

Traveler spending supported 257,785 jobs in Indiana in 2006, with 181,637 directly
employed by tourisnsecors andan additional 30,003 indirect jobs and 46,idéuced jobs®
Nearly $3.88 billion in wages were generated?006, a 7.5 percent increase from 208 a
direct result of tourism with amdditional $2.86 billionattributed toindirect and induced

wages'’?

Travelers generated federal, state, and local tax revenue totalingtfiRd®0in 2006, a
5.5 percent increase from 2004, includBiy66 billion in federataxes, $901.8 million in state
taxes and125.9 million in local taxe®® Additionally, caunty occupancy taxes paid by travelers
totaled $72.80 milliorand burism sales tax receipistaled$621.5 million in 2006

Visitation for the business segment was up by 2.9 million more business visitors than in
2004, with overall businessays up15.®% to 10.4 million in 2006> Overnight leisure stays,
which account for 80 percent o0f6.1%InR200®t6BIA ndi ar
million, its highest level since 200 Overnight kisurespending increased significant 20%
from 2004 ta2006*

Daily visitor spending in Indiana was up slightly in 2006 from 2004, however, it was

substantially lower in Indiana compared to tiipical United Stateslestinatiorf® The average

37 Indiana 2006 Visitor Profile, D. K. Shifflet & Associates, Ltd, December 2007.
38 The 2006 Economic Impact of Travel & Tourism in | ndiana, prepared by Global Insight in partnershi p
with D. K. Shifflet & Associates, Ltd.

39 |bid

40 |bid

41|bid

42 |bid

43 |bid

44 |bid

45 Indiana 2006 Visitor Profile, D. K. Shifflet & Associates, Ltd, December 2007
48]bid

47lbid

48|bid
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business traveler to thgpical United States destination sp8a87 per daycompared with $105
in Indiana and the average United Stagesulre travier spent$102 peday in contrast to $77 per

day in Indiand?
Indiana Office of Tourism Development

The Indiana Office of Tourism Development (IOTD) is a stalwhe state agency
overseen by Lt. Governor Becky Skillman and managed by Director Amy Vaughmagéhey
implemented dramatic changes in itearketing program in 2006 with theevelopment of a
strategicbrandcampaign entitledi | n diiRestara Your Engineso Il n 2007, | OTD
new creative designed tmnprove the image of the states a lesure destination. fie 2007
campaigrutilized radio and television advertising as welbasexpandedrmt component and a
new online presencé he budget foroverall campaign costs of all mediums increased from
$679,941in 2006 t0$931,553 in 2007, an increase of 37 peréeént.

Howeverthe agencyds tot al operating bUrdhget wa:
$4.8 million in Fiscal Year 2008/2009 to $2.4 million in Fiscal Year 2009/2blkOcomparison
to other states, Indiana now rank$48 the amount of state spending on tourism developrent.
These budget cutbacks have resulted in the eliminatioradib and television advertising
previously targeted to the oeuof-state markets of Chicago, Cincinnati and Louisville as well as

in-state markets of Indianapolis and Fort Wayne.

I n regard to state tourism trendemshaeOTD D
held their own recentl vy, with the Fort Wayne
Holiday World up two percent over last year while the hotel and restaurant sectors are

struggling. o0 She al so poi nt endredreatiomtdutmanentsaasnu s e m
growth areas in Indiana tourism. She said eve
children to baseball, softball and soccer tea

Director Vaughn said her agency is active
stateds gaming industryo and poi ntragdatled ttipp t he
491bid

50 Indiana Office of Tourism D evelopment, Advertising Effectiveness, Strategic Marketing & Research,
November 2007

51|ndiana Office of Tourism Development

52 |pid
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suggestions. The |1 OTDO6s websitedatadmtadidresasa tn
family fun, romantic retreats, outdoor recreation, girlfriend getaways, arts and culture, casinos
and sports & recreations. The fAcasinoso tab e
Gamers paradi se. 0 Thafellowing twedaycasino garirgetatee tripd: s

. Canoes, Casinos and Caves (Croydon, Elizabeth, Leavenworth and
Milltown)

. Come Horse Around (Anderson)

o French Lick Resort Casino (Ferdinand, French Lick and West
Baden)

o Just the Two of Us (Bristow, Evawille, New Harmony and Saint
Meinrad)

o One of a Kind (Chesterton, Michigan City and Valparaiso)

J Rockind and Rollind on the Mighty
and Rising Sun)

o Steep Slopes and Great Slots (Aurora, Guilford and Lawrenceburg)

o Unique Historyand Gaming Fun (Crown Point, East Chicago,
Gary, Hammond, Hobart, Miller Beach, Munster, Portage, St. John and
Valparaiso)

These casino dAtrip ideaso all combine vis

outdoor recreation, visiting historical sitesfs and culture, family fun, romantic getaways and
other sightseeing activities. Most suggest seeing the local sights of interest during the day and
visiting a casino during the evening for gami

doesnotma k e t t he st at eafdse toarsm desticaion.as a st and

T he | [@diaDa 2608 Travel Guide f e apictureeolihe French Lick Casinon
the cover. However, the photograph depicts several adults enjoying cocktails in the ornate lobby
of the hoel. The only means of identifying the picture as a casino hotel is the caption that said
fiFrench Lick Casino Fr ench Li ck, 2008. 0 On page one, tr

ASteeped in history, l uxur i ouslryn plrredsiearnvaedds ahhe
National Forest, the French Lick Resort Casino provides wibalss amenities and natop
gaming, sporting and spa activitiesia | | in one fabulous | ocation.
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reader to page 142 that includes an advenise for the casino but the travel guide does not

contain any feature stories on the casino.

The travel gui deds index contains the hea
attractions, campgrounds, information, recreation, restaurants, and shopregisTio heading

for casinos. Some of the individual casino pr
are |isted under Al odging. 0

We suggest that the |1 OTD6s annual travel g
more effectivelythrouly a separate index heading of fAcasin

The South Shore Convention and Visitors Authority

The South Shore Convention and Visitors Authority is the agency responsible for
promoting tourism in Lake County on Lake Mich
of state government with its funding derived from a portion of gaming admissioroteidaxes.

The area is a 30 minute drive from downtown Chicago and includes the city of Gary

Lake County ranks second in Indiana for visitor spending with approximately 9.4 percent
of the stateds >tThewreconosinimpaatofteitism sakeaCoenty is $837

million per year, second only to Indianapafts.

The authority has established a sports p
recreation facilities to national, regional and local sports teams seeking to hold sports
tournaments. Ths i s a growth area of Il ndi anadés tour.i
Midwestern tournaments in recent years, including the 2007 and 2009 National Softball
Association Word Series Girls Fast Pitch tournaments.

The authority played a key role the original drive to authorize casino gaming in Gary
in 1992. Today, there are four dockside | ake
website includes a prominent section on casinos. The section features pictures of a casino
gaming floorandaatc k of chi ps on a craps table. The we
the Midwest that rivals Lake County for providing Las Vegas style adventure and action! The

area i's home to four casino boats on Beauti fu

53 http://www.southshorecva.com/media/media -kit/facts/
54 |bid
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The MAcasi nporsoovi ecst inbor e det ai l on the ar e;
number of slot machines (6,500) and table games (250) as well as the availability of restaurants,
buffets, shows and live entertainment. The website includes a general brief descriptiomvof the t
casinos in Buffington Harbor in Gary as well as the casinos located in East Chicago and
Hammond. The website continues listing each casino separately with its address, phone numbers

and a hyperlink to each casi neméhpropsreybsi te as w

Speros A. Batistatos, president and CEO of the authority, said the casino market in Lake
County i-driigemongnd not overly centered on ho
authority markets the casinos as a gaming attraction wibt h e r att-ractitong he
casino experience. Mr. Batistafbswho previouslyserved as president and CEO of the Atlantic
City Convention and Visitors Authority is ai d t hat the Lake Countyods
substantial investments indin properties have seen a better return on investiHergointed to
the recent $500 million investment in the Horseshoe Hammond Casino as evidence of increased
market share as a result of substantial property investment. He said the properties that have

invested or renvested in capital improvements are suffering market share.

According to Mr. Batistatos, the South Shore Convention and Visitors Authority is
pursuing a consolidated approach to regionalize the county visitor and convention authorities
Lake, Porter and LaPorte counties. The advent of-lbes@d casino gaming at the nearby Four
Winds Casino in Michigan, the establishment of a racino in the Indianapolis area and the push
for landbased casinos in lllinois are legitimate threats taetablished dockside casino gaming
market in this area. Mr. Batistatos said that both Michigan and lllinois have substantial
mar keting budgets targeted toward the Chicago
it difficult to compete. The authoritys also advocating a regional convention center in
Northwest Indiana to compete with the existing facilities in Indianapolis and Fort Wayne.

Evansville Convention and Visitors Bureau

Marilee Fowler, executive director of tlevansville Convention and Visirs Bureau
said her agency touts the accommodations and amenities of the Casino Aztar property when they
bid on prospective conventions to be held at the Evansville Convention Center. The casino hotel
property is located-8 blocks from the downtown Evawille Convention Center. She said the

propertyds two hotels (350 total rooms) as
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attractions are included in the agencybds pac

meetings and convention visitors.

The present Evansville Convention Center is undergoing a renovation that will add a
sports and entertainment arena but will decrease the number of available hotel rooms at the
compl exbés present hotel. The agesewigchomathadt et s t
are located near the convention center. Ms. Fowler said with the completion of the new arena,
the 350 rooma t Casino Aztar wildl be an even more e
strategy.

The hotel rooms in Evansville are subject t & percent county room tax that is
distributed as follows2.5 percent to be used for marketing and promotional activity of the
Evansville Convention and Visitors Buredpercent for the operating costs of the convention
center an@.5percentfortous m capi tal devel opment that must

In observing the Evansville market, we note that one of the hotel facilities affiliated with
Casino Aztari iLe Merigoti Thas been successfully positioned as a leading business travel

desthation in the market.
Association of Indiana Convention and Visitor Bureaus

Jim Epperson, executive director of the Harrison County Visitor and Convention Bureau,
is the president of the statewidessociation of Indiana Convention and Visitor Burgaa
statewide nonprofit organization dedicated to promoting tourism within Indiana. Mr. Epperson
said tourism is stateds third | eading industr
Indiana tourism market had seen some signs of growth before tlemtcrecession. The cited a
recent trend that shows Indiana is losing market share of leisure travelers to neighboring states.
He pointed to the dramatic budget cutbacks at the IOTD and said the state needs to do more to

remain competitive.

Mr. Eppersondad hi s membership is reporting that
been able to hold its own during the current recession. This is due to the fact that in a good
economy, people have more money to travel (by air) to destinations further away fromntdbme a

when money is tight; they tend to choose destinations closer to home.
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I n regard to bright spots in Indianads tou
statewide and regional sports tournaments including softball, baseball and soccer a well a
wi nter event s s60tdm AAE bakkatlsall toupnanzent.0rbesebetlents are held
at municipal or county recreation facilities with several sites being utilized to stage a single
sports travel tournament. He mentioned Evansville, Columbugh3end, South Shore and

smaller destinations as leaders in this growing segment of the tourism market.

Another growth area, according to Mr. Epperson, is the Indianapolis matieh has
re-invented itself as a convention and business destination giiirthe expansion of the
downtown convention center complex and the 2008 opening of the Lucas Stadium, home to the
professionalfootball Colts. He said the 1180om Marriot Hotel and a vibrant downtown

provide a product that can support conventions asasddusiness and leisure visitors.

As to strategies concerning tourism and casino gaming in Indiana, Mr. Epperson said the
state has historically not mar keted casino gz
state tourism officials did not inetle casinos in any tourism marketing efforts and the state
tourism guide did not even include the state:q

casinos in its tourism guide but could do much more to promote the casino industry.
Lessons to be learned

Tourism, in its broadest sense, can work well with gaming for a variety of reasons,

including:

e Tourism will broaden the visitor base for gaming properties, in varying degrees.

e Gaming properties can often position their amenities at more -valeieed price
points because these properties can assume that the incremental visitors will spend
some additional dollars on the gaming floor.

e Convention and meeting destinations that offer gaming are likely to be at a
competitive advantage to destinations thanot.

e Conventions and meetings, as well as other segments of the hospitality industry such
as tour and travel, can be used to generate incrementaiveekl traffic, thus
complementing gaming, which is more likely to have its prime activity during

weekeands.
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The Washington Postsummed up the national debates to why cities look for

conventions as economic engines

AWashington and other cities find conve
They spend money and leave, so they don't require socialesenficross the country, a
boom in convention centers, built in the name of economic development, has made the
alwayscompetitive business of attracting big conventions even more brutal. An
estimated 8 million square feet of space is expected to come ontime next few years,
even as attendance at shows remains steady and demand for the space grows only

modestly®.

Spectrum has noted in a variety of studies that we have performed around the nation that
a variety of najor cities thattarget largerconvenions and meetings are increasingly viewing
casinos as a competitive weap@ities such as Chicago (ranked Naamong convention cities,
according to Tradeshow Week magaziaed Atlanta (ranked No. 5) amdnsidering adding

gaming, in part to give thenmadye over citiegshat do not offer gaming

A more robust relationship between convention authorities and nearby gaming facilities

can be mutually beneficial in smaller markets, as well as in Indianapolis.

The anecdotal information we gathered during search for this study indicates that
managers of properties of varying sizes indicate that they would benefit from additional meeting
space and hotel rooms. Moreover, Indiana Live! indicated that it is already seeing some

incremental impact from majoreetings held in Indianapolis.

If policymakers seek to leverage and encourage this complementary relationship, they
can do so as part of an overall gaming strategy designed to encourage capital investment.
Operators that seek to avail themselves ofinagntives should, among other things, develop a
tourismbased strategy.

New York Case Study
In New York, the eight racinos have already received some tax relief from levels that

proved to be too severe for some operators. Last year, the percentages ajagnasg revenue

55 AConvention Center Not Living Up to Lofty Goals, oy Dana Hedgpeth, Washington Post, February 19,
2007, Page AL
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that operators could retain was increased by about 10 points to 42.9 PefEeat number,
however, is a rough estimate, as the state gives back up to 8 percent for marketing. Additionally,
that number does not reflect all fees paid toing interests. New York operates the racinos
under the regulatory supervision of the New York State Lottery, which also purchases the slots,

thus saving operators the costs of buying or leasing their gaming equipment.

In any event, New York racinos stdperate under one of the most severe tax systems in
the gaming industry, with an effective tax rate of about 60 percent, down fromtieneneigh of
about 80 percent.

New York, however, has recently embarked on an unusual plan to provide a significant
tax incentive to the operator of a potential casino resort in the Catskills régidune 2008, the
two houses of the New York Legislature each approved a bill that would allow a cagim® on
site of Monticello Racewayo enjoy a tax rate as low as 25 gt if certain conditions were

met.These conditions include

e At least $1 billion in capital must be invested in the facility.

e Atleast 2,000 permanent jobs must be created.

e At least one 1dole golf course, among other amenities, must be built.

e The contibution to state education from the tax would increase from its- then
current levels, estimated at about $19 million.

e The tax was structured so that the operator would pay the lesser of 25 percent or
$38 million, which was twice the amount then going to cation. That $38
million would stay the same for eight years, and then could be increased under
certain terms, such as the lesser of either 2 percent or the rise in the Consumer
Price Index®.

This legislationi Tlargely reflective of the realities imposdéy the current economic
recessiori thas since been revised. Under the new law, which was signed in August 2009 by

New York Gov. David Paterson, the changes incltide

56 American Gaming Association

57 http://www.state.ny.us/governor/press/press_0623085.html (accessed Oct. 5, 2009)
58 8-K report filed by Empire Resorts, Inc., June 23, 2008

59 http://open.nysenate.gov/openleg/api/html/bill/A8767A
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e The amount of capital to be invested declined from a minimum of $1 billion to
$600 million.
e The minimum number of permanent employees declined from 2,000 to 1,000.

e The requirement to build a convention center was eliminated.

The new law also reflects changes to the potential increase in taxes if certain thresholds
are met. For example, the preus law required that, if the employment numbers fell short by
more than 50 percent of the 2,660np | oyee goal , t he sthirdstoethewo ul d
tax revenue that it would have given up as an incentive. The new law states that, if the
employment numbers are less than tihards of the 1,00@mployee goal, 100 percent of the
foregone tax revenue would be recaptured. fEwsed lawhas a sliding scale on that measure,
down to an 11 percent recapture rate if the employment shortfall is moréGhzercent of the

goaf®.
Lessons to be learned

Although the New York law targets only one property for such incentives, it does offer

some valuable insights for Indiana policymakers. The law recognizes that:

e Benefits to the state cannot simply be meashyetthe tax on gross revenues.

e Employment is an important public policy goal, and should be an essential
barometer of the success of a gaming operation.

e Other amenities, ranging from golf to hotel rooms, are also essential and can help
grow revenues and rka a property more competitive.

e Operators should be held accountable to their own projections, and must use tax

incentives for their statepurposes.

From the standpoint of Indiana lawmakers, the new law demonstrates that tax rate
revisions can work if bbt the state and operators recognize an essential quid pro quo. The
reduction in taxes should require a significant investment in the sthteh would bedesigned

to encourage multiple public policy goals, from employnenhcreased tax revenue

60 |bid.
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Addressing multiple business models
Indiana is a relative rarity among gaming states in that it has developed several gaming
industries that must operate concurrently and competitively within the same state, yet state law

and taxation policies require them to ¢tion under different types of business models.

Riverboats, the casino at French Lick and the racinos function under different rules that

can be viewed as either assets or competitive constraints, depending on the vantage point.

Spectr umoés tysslisenotitonsuggebtirute chmmges that could either further
benefit or further hamstring segments within the gaming industry, but to point out that the laws
of economics must somehow be acknowledged and addressed by those who write the laws of

Indiana.

The st at e oisilndianecLive! ia Shelloyaille and Hoosier Park in Ander$on
are burdened by effective tax rates that exceed 50 percent, and have to amortize $250 million

license fees, along with other factors, and are barred from offeringbleagames.

We recognize that there are two sides to the fairnessiissineluding the argument that
the two racinos were added to the Indiana gaming industry after riverboats and French Lick, thus
cutting off much of the Indianapolis market from jaqgroved, preexisting competitor$ Tand

we are not taking sides in any such discussion.

Rather, Spectrum points out that the law, as structured in Indiana, makes it
extraordinarily difficult for racino operators in Indiana to operate under a business tmaidel

materially advances the public interest.

Interviews with management at the racinos, for example, indicates that both would
benefit from additional capital investment to broaden their demographic reach, while increasing
the frequency of visitation arttie length of stay. Hotel rooms, spas and other attractions would

increase employment and generate more gaming revenue.

Additionally, the ability to develop more attractive properties would allow the racinos to
be more fully integrated with the hospitglindustry in Indianapoli$ iwith a particular focus
on conventions and meetingsito make the region more attractive to meeting planners.

Spectrumbs work around the nation makes it
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competitive in attracting netings and conventions if it could market destinattyle gaming as

one of its amenities.

Notably, if gaming could help broaden the appeal of Indianapolis as a convention market,
this would make the racinos somewhat less dependent on the local aduldtipoplLooking
ahead, that could become a significant issue. The marketing of gaming could have something
akin to a domino effect going forward. As Indiana properties lose some existing markets to new
or expanded competition in neighboring states, thegtruok elsewheré iand would likely

become more competitive within Indiana.

Racinos, however, are effectively barred from pursuing solutions that would address such
issues because they must service their existing obligations, including the $250 nuditse |

fees.

Last year, Spectrum wrote a report for the Commonwealth of Massachusetts that, citing

the experience in other states, noted the follofting

filnitial license fees required of successful development bidders are generally

viewed as part of thegapital investments and therefore:

e Have a detractive effect on capital development spend, as the

licensing expense competes internally for capital with construction spending.

e Pose a dampening effect on development interest among potential
candidates, as é¢hfees raise the cost of entry with no direct return on that

expense, and thereby simultaneously reduce projected ROIC rates.

fAiThis is not to say government entities should not impose substantial operator
license fees, to both winnow out ungdesourcedld d er s and hel p recoup
startup and other infrastructure costs, but rather to make clear the underlying

considerations®

fOngoing gaming tax rates, however, are seen as the more important determinant
of initial and future capital investmerby operators.Philadelphia vs. Atlantic City

provides a good case studyhe more highly taxeeasternPennsylvanigropertiesare,

®1¢ / 2 Y LINB K Sy & Rrageting ayid: Pieiirig fo& Potential Impact of Expanded Gaming
on Commonwealthad I 4 &1 OKdzaSGdazé¢ {LISOGNHzY DIF YAy 3 DNERdz
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aside from their racetrack operations, essentially slot machine venues enhanced only by
sufficient food and beverage offegs to service theicustomersIn Atlantic City,
meanwhile, existing casino operatdrsi without even considering new or proposed
casinosi Tare spending, or in the last three years have spent, roughly $2 billion for
additional hotel towers, retail cemte restaurants, bars, nightclubs, swimming pools,

spas, casino expansions and other amenities.

fiWhile due in part to legislative limits on allowed forms of gaming in
Pennsylvania, the differendeetween the capital investmeintiand thusthe types and

range of amenitie$ iin the two states duechiefly to their respective tax structegre 0

The lesson for Indiana and other states is that, while license fees serve valuable purposes
for the state such as the upfront payment of fees that acknowledge thefalstateuthorized
franchise, such fees have drawbacks as well. Developers must amortize the cost of such fees as
they do with other forms of invested capital, yet this particular investment plays no role in

employment or in the cost of developingaitractive property.

Our analysis makes it clear that racino operaiorfdike other gaming operators in
Indianai Twould benefit from the establishment of financial incentives that would encourage the

development of noigaming amenities.

Implications of a llowing tax deductibility of promotional electronic credits

Building new and improved amenities should be considered a marketing strategy. The
goal of such attractions is to expand the visitor base, but also to encourage additional visits by
existing cusomers. However, policymakers must recognize that such programs must be
coordinated with other, existing marketing programs to help ensure an effective overall
marketing strategy that serves the interest of the operators and the state. With that ihemind, t
state must consider other policies that affect marketing, such as the present law that does not

allow operators to deduct the value of promotional credits from their taxable gaming revenue.

A promotional electronic slot play credit is a marketing thalt a gaming operator can
use to encourage additional trip frequency. Such promotional play is effectively an electronic
credit, posted to a playerés account and down
t he player 6s c lerodovieadingThe elayredits/te the slotanfachine, has no
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choice other than to wager the credits. As widely established in practice, a player cannot
download the issued promotional play credits and cash out the issued value, thereby eliminating
any ©Bbwdlalkctor. Naturally, t hat i's an attribut
costs. All issued play credits must be wagered, and only the winnings obtained through the

gaming of the promotional play credits can be redeemed for their dollarbyathe patron.

Such promotional play offers some inherent, distinct advantages over many other

marketing programs:

o Such credits are electronic and require no printing costs to the operator.

o The issuance of such credits is accompanied by gaming play, thus
reducing the walk factor, vs. issuing cash to a customer.

o No incremental labor is required to issue, redeem and reconcile such
customer offers.

o Redemption on the device increases a

increasing revenues as well as the dqualf the customer experience.

o Redemption of such credits on the device reinforces player loyalty to the
operator.

o Redemption on the device reinforces the core experience of gaming,
which may be the customerds pratomary infl ue

o Promotional sweepstakes and bonus prize programs can be configured to

award prizes in the form of electronic promotional credits to increase time on device and
increase consumer excitement.
o The issuance of supplemental electronic credits prtentially increase

player visitation frequency.

The issuance of promotional credits has become widespread across the casino gaming
industry landscape over the past six years. Every major commercial gaming jurisdiction, along
with tribal casinos, has adtmu the marketing practice. During this evolution, several
jurisdictions and also tribal gaming compacts have allowed it usage when redeemed to be a

deductible credit against the gaming tax or fee calculation.

o Pennsylvania allows 100 percent of the isseavalue to be gaming tax
deductible.
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o New Jersey allows 100 percent of the issuance value above the first $90.0
million issued by the entire state industry to be gaming tax deductible during a calendar
year.

o Most tribal gaming compacts allow 100 percenthaf issuance value to be

gamingfee deductible.

From a business standpoint, the issuance of promotional credits rests on the premise that

such electronic play generates more actual play than would be the case otherwise.

The issuance of such promotionaédits to a customer is no different than any other
promotional discount marketing programming in any retail industry. Couponing and direct
advertising of percentage discounts on purchases during select periods are effectively the same
marketing tactics agmployed by casinos issuing promotional credits. Such incentives are
designed to promote incremental spending and incremental visitation to the issuing business.
Built into such assumptions, however tie notion that certain bargain hunters will redeem a
offer and not spend any additional dollars.

I n Spectrumds experience, h o wsEendebeypnd the s t g
issuance value of the electromiredit redemption. We have seenspgend levels that range from
a low of 50 cents for every Har issued to shigh as $12 for every dollar issued. The variations
are distributed by player value. The higher the customer value, the highergpertb When
such programs are carefully designed, it is clear that any incremerdpend equals mortax
revenue for the jurisdiction.

We recognize two other factors at play here:

e The state has a very real concern in protecting existing revenues, and not taking
steps that could further reduce the sta
e Operators consider the dedibility i Tor nondeductibility i Tof promotional
credits into account when developing their marketing strategies.

These two considerations are potentially contradictory. Indiana runs a real risk in that any
policy shift that addresses one could potdhtiimpact the other. One suggestion, therefore, for
consideration is that Indiana could emulate the New Jersey model by setting a floor for
deductibility. The floor could effectively be
what the statevould receive going forward. Promotional credits above that level could be
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deductible, thus encouraging operators to be more aggressive in their marketing caingaigns

which would have the added effect of protecti

Defensive capital investment: policy tool
As discussed at some length earlier in this study, these potential outcomes for Indiana can

and will be influenced by state policymakers, as potential developments that are still fluid
become clearer in the monthsd years ahead. What is clear already is that regional market
circumstances are changing, and Indiana lawmakers and gaming operators must collaborate on
making the best adjustments possible to mitigate the competitive forces lining up against them in

neighboring states.

One example of such possible changes that might simultaneously mitigate revenue
erosion as well as stimulate capital investment and bolster tax receipts would be the addition of
hotel rooms at an existing casino, which would capture inarte&ghgaming revenue either from

guests traveling greater distances and/or local visitors staying longer and spending more.

If casino operators are faced with the prospect of declining competitive revenues due to
new market entrants, yet they still have tivailable capital and wherewithal to profitably add
hotel capacity that could mitigate or replace some of that impending revenue loss, they might

well do so, if such an investment would be profitable.

Furthermore, Indiana could benefit as well, if swoh investment would have a net
mitigating or positive effect on what would otherwise be a declining revenue stream. A tax break
in some form on the operatordés investment cou
the developer and protect theatst from greater tax losses than would occur absent such an

investment.

The following chart illustrates this possible scenario:
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Sample Scenario of possible tax incentive(s) for defensive capital inve stment:

($'s in Millions, except per day) 2009 2010 2011 2012 2013 2014 2015

GGR Base: units $M GGR WPUPD,
Slots 1,500 $127.5 $233
Tables 45 $22.5 $1,370

GGR base (w/o rooms or new entry) $150.0 $153.0 $156.1 $159.2 $162.4 $165.6 $168.9

Cumulative $303.0 $459.1 $618.2 $780.6 $946.2 $1,115.1

Gaming tax @ 35% $52.5 $53.6 $54.6 $55.7 $56.8 $58.0 $59.1

Cumulative $106.1 $160.7 $216.4 $273.2 $331.2 $390.3

New market entry GGR erosion @-15.0% ($23.4) ($23.9) ($24.4) ($24.8) ($25.3

Cumulative ($47.3) ($71.6) ($96.5) ($121.8

GGR (w/o rooms, with new entry) $150.0 $153.0 $132.7 $135.3 $138.0 $140.8 $143.6

Cumulative $303.0 $435.7 $571.0 $709.0 $849.7 $993.3

Gaming tax @ 35% $52.5 $53.6 $46.4 $47.4 $48.3 $49.3 $50.3

Cumulative $106.1 $152.5 $199.8 $248.1 $297.4 $347.7

Gaming tax reduction ($8.2) ($8.4) ($8.5) (%8.7) (%$8.9

Cumulative ($16.6) ($25.1) ($33.8) (%$42.6

Rooms 200 Capital per room $0.220

Avg. GGR/day $100 Total Capital $44.000
(Risk) GGR ROl req. 15.0%

GGR ROl actual 16.6%

Rooms incremental GGR $7.3 $7.4 $7.6 $7.7 $7.9
Cumulative $14.7 $22.3 $30.1 $38.0
GGR (with rooms, with new entry) $150.0 $153.0 $140.0 $142.8 $145.6 $148.5 $151.5
Cumulative $303.0 $443.0 $585.7 $731.3 $879.8 $1,031.3
Gaming tax @ 35% $52.5 $53.6 $49.0 $50.0 $51.0 $52.0 $53.0
Cumulative $106.1 $155.0 $205.0 $256.0 $307.9 $361.0
Rooms-revised Gaming tax reduction ($5.6) ($5.8) ($5.9) (%$6.0) (%$6.1
Cumulative ($11.4) ($17.3) ($23.2) ($29.3
Rooms benefit to gaming tax $26 $2.6 $2.7 $2.7 $2.8
Cumulative $5.2 $7.8 $10.5 $13.3
Possible 5-year Gaming tax incentive for rooms @ -1.0% ($1.4) ($1.4) ($1.5) (%$1.5) (%15
Cumulative benefit to operator $2.8 $4.3 $5.8 $7.3
Net rooms benefit to gaming tax (state) $1.2 $1.2 $1.2 $1.2 $1.3
Cumulative $2.3 $35 $4.8 $6.0
- Or -
Possible 5-year tax incentive for rroms @ percent of capital-3.0% ($1.3) ($1.3) ($1.3) ($1.3) (%1.3
Cumulative benefit to operator $2.6 $4.0 $5.3 $6.6
Net rooms benefit to gaming tax (state) $1.2 $1.3 $1.3 %14 $1.4
Cumulative $25 $39 $5.3 $6.7
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The table shows that a hypothetical casintabsent new competitioh imight expect

gross gaming revenues to grow from $150iom to $168.9 million over this skyear span. The

cumulative revenue would exceed $1.115 billion.

A Anew

mar ket

entry, o

million, and would reduce tax revenue by $42.6 million.

In our model, we ame that an operator might invest $44 million in 200 new hotel

rooms, which would generate an average incremental GGR of $100 per room per day. This

as shown, wo ul

would incrementally add a cumulative $38.0 million over five years.

We then consider two possible sta® breaks to the operator: one as a 1 percent gaming
tax credit, or the other as a 3 percent capital investment credit. As the table illustrates, we can
project that if a hypothetical investment of $44.0 million dollars was made, even with the tax
breaksthe cumulative benefit to the state would range from $6 million to $6.7 million, while the

cumulative benefit to the operator would be between $6.6 and $7.3 million. This is exclusive of

other tax benefits and jobs produced by the new hotel.

The questiondr the state would then be: Is the tax break a good investment? The answer
to that lies in whether or not the incentive is sufficient to generate an adequate return for the

operator. A $7.3 million cumulative tax break on an investment of $44 million woaild

material reduction of risk, and could make such an investment more attractive.

We recognize that, in this scenario, our gaming revenue per room and the number of
rooms is conservative. The following table shows what the total gaming revenue for this

hypothetical operator would be under a range of scenarios that changes both of these variables.

CumulativeGGR (in

millions)

§ 200

= 250

()

= 300

&

9 350
400

The cells that are highlighted in bold are the scenarios in which revenues could

100
$ 1,031.31
$ 1,040.81
$ 1,050.31
$ 1,059.80
$ 1,069.30

150
$ 1,050.31
$ 1,064.55
$ 1,078.80
$ 1,093.04
$ 1,107.29

Number of rooms

200
$ 1,069.30
$ 1,088.29
$ 1,107.29
$ 1,126.28
$ 1,145.28

250
$ 1,088.29
$ 1,112.04
$ 1,135.78
$ 1,159.53
$ 1,183.27

300
$ 1,107.29
$ 1,135.78
$ 1,164.27
$ 1,192.77
$ 1,221.26

350
$ 1,126.28
$ 1,159.53
$ 1,192.77
$ 1,226.01
$ 1,259.25

d

theoretically recover from the new competition, ireyenues would be at least as high as they

would be absent the competition.

g
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The state, however, has a different set of questions. Even with no tax break, its
cumulative revenue with the addition of these rooms would be $361 million, far short of the
$390.1million envisioned without competition.

With a 1 percent tax break, here is a range of scenarios based on the same numbers of

rooms and GGR per available room night:

Number of rooms

Cumulative state tax
revenue (inmillions) 100 150 200 250 300 350

. 200 $ 3610 $ 3676 $ 3743 $ 3809 $ 3876 $ 394.2
8 250 $ 3643 $ 3726 $ 3809 $ 3892 $ 3975 $ 4058
g 300 $ 3676 $ 3776 $ 3876 $ 3975 $ 4075 $ 4175
Q 30 $ 3709 $ 3826 $ 3942 $ 4058 $ 4175 $ 4291

400 $ 3743 $ 3876 $ 4008 $ 4141 $ 4274 $ 4407

Again, we havéighlighted the cells that show the scenarios in which state tax revenue

would reach at least the level it would have been absent new competition.

We then examined whether or not tax incentives could be increased further to build more

rooms, assuming\ery conservative $100 in GGR per room:

Number of rooms

Cumulative state tax
revenue (inmillions) 250 300 350 400 450 500

o 34% $ 3539 $ 3571 $ 360.3 $ 363.6 $ 366.8 $ 370.0
o 33% $ 3435 $ 346.6 $ 349.7 $ 352.9 $ 356.0 $ 359.1
E_ 32% $ 3331 $ 336.1 $ 339.1 $ 342.2 $ 3452 $ 3483
IE) 31% $ 3227 $ 325.6 $ 3285 $ 3315 $ 3344 $ 3374

30% $ 3122 $ 315.1 $ 317.9 $ 320.8 $ 3236 $ 3265

Note that none of these scenarios shows state tax revenue recovering to- its pre
competitive level.

We then changed the assumptiamsing the base 26@om model, but running different

scenarios based on the GGR per room and the effective tax rate:
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Cumulative state tax GGR per room

revenue (inmillions) $ 125  $ 200 $ 275 $ 350 $ 425 % 500
o 34% $ 3539 $ 3636 $ 3732 % 382.9 $ 392.6 $ 4023

§ 33% $ 3435 % 3529 $ 3623 $ 3717 % 381.1 $ 390.5

55: 32% $ 3331 $ 3422 % 3513 $ 3604 $ 3695 $ 378.6

Lﬁ 31% $ 3227  $ 3315 $ 3403 $ 349.1 % 3580 $ 366.8
30% $ 3122 % 320.8 $ 3293 $ 3379 % 3464 $ 355.0

While only three scenarios show the state tax revenue recovering-tmrppetitive
levels, clearly the state would be more dependent on the quality of visitor in the room, rather
than the nmber of rooms Tand the value of incentives tails off significantly, with each 1
percent drop in the effective tax rate cutting cumulative state revenues from between $10.4

million to $11.8 million.

We reiterate that this does not take into account atberces of tax revenue, such as
payroll or sales taxes, nor does it account for other forms of capital investment that might

accompany the addition of rooms, such as meeting space, restaurants, night clubs or spas.

The lesson is clear: Capital investmeah make a significant difference in a competitive
market, and the state can carefully encourage such investmeéntiencdertain circumstancés i

recover from competition by offering a more diversified product.

Section I: Conclusion
The gaming industryni Indiana faces difficult future. Like many gaming states, the

industry is likely to be whipsawed and impacted by decisions made elsewhere.

In response, Indiana policymakers have limitetbut potentially powerful Toptions.
The first certainty is thegoal: Attract more capital investment to help the industry evolve, to

whatever extent is possible, into more of a regional hub.

A simple and unassailable rule of gaming is that adults will not bypass one casino for
another if the offerings are relativelgentical. This clearly makes sense from the standpoint of
any consumer offering. For example, consumers will not bypass a local hardware store to visit

another local hardware store if the offerings are essentially identical. They might bypass a local
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hardwvar e st or e, however, to visit ai itaogmgfrode p ot

selection to pricé imight be materially different. The same principle applies to gaming.

Our analysis suggests that one policy path is to assist and encourageitig igdustry

to evolve into more of a regional destination, while another is to maintain existing policies.

Regardless of which policy path is selectdtere is a second certainty that should be

considered: The status quo will not hold.
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Part Il: Analyzing Competition, Projecting Future

External competition: overview
Spectrum has studied the expansion of gaming throughout the United States over the
years, and notes several political and economic factors that, singly or in some combination, are

themost likely to gain traction among voters and lawmakers. These are:

e Economic downturns, which tend to reduce state revenues.

e The continuing decline of the racing industry, which fuels the call for converting
tracks to racinos.

e The argument that states akipping dollars across state lines, as adults visit

casinos in other states.

All of these factors are present throughout the region in which Indiana casinos operate,
leading Spectrum to the conclusion that gaming will expand in states that surround.lRaian
example, we have examined the political campaign taking place at this writing in Ohio, which
includes TV commercials thahow an image of Ohio resideritsiin this example, two long
time female friend$ Twho are sitting on a bus during the londerito a casino in Indiana. The
women lament that they have to travel out of state, and would look favorably upon spending

money and valuable leisure time closer to home.

Lawmakers should pay particular note to the political traction that could be gained in
other states when they claim that their residents are spending money in Indiana. That same

argument was used in 1993 in Indiana: Aslulere spending money at casinos in lllifis

Additionally, other factors are also present that could further fuelretteompetition. In
Chicago, for example, a case could be made that a downtown casino could boost convention
business. Such arguments, in turn, would further increase the likelihood of increased

competition.

The following is an analysis of some specifisuss in neighboring states.

62 Thompson, p. 195
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