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Letter from Macau ...

JUNKET COMMISSION WARS,
MAINLAND VISITATION RESTRICTIONS
WEIGH ON OUTLOOK FOR GAMING

BY NORMAN MACKILLOP

Editor’s note: Norman MacKillop is Country
Manager Macau for Spectrum Gaming Group,
publisher of this newsletter.

‘ X Thether called “Junket war” or “commission
wars,” the escalating ﬁght for market share
in Macau has sufﬁciently alarmed the government of
Macau Chief Executive Edmond Ho, who in
Avpril announced a raft of initiatives to cool down the
battlefront. These included a freeze on further
gaming concessions, no additional land to be allo-
cated for casinos, and only casino projects already
submitted for approval would be considered by the
government.

There will be no increase in gaming tables at
existing casinos, and more to the point Ho
announced that the government was considering
imposing a cap on commissions paid to junkets. Per-
haps it was a slip of the tongue when Ho revealed
that these policy changes were in accordance with the
see MACAU page 2
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New York update ...

LEGISLATURE PROVING RESPONSIVE
TO NEEDS OF RACINO OPERATORS;
MORE CHALLENGES LOOM

mid the slings and arrows aimed at Albany

his decade concerning its creation and
treatment of the gaming industry, the New York
State Legislature has demonstrated the admirable
traits of flexibility and positive response.

This was never more apparent than late June,
when the Legislature abandoned the traditional
slots-in-a-box racino mindset and passed a rather
creative bill tailored for a single property. The deal
provides Monticello Gaming and Raceway in the
Catskills — which would be relocated to the nearby
old Concord hotel site — with a dramatically
reduced effective gaming tax: from 58 percent to 25
percent. In exchange, developer Louis Capelli and
current operator Empire Resorts would be required
to invest at least $1 billion, employ at least 2,000
full time, and boost school taxes by 50 percent,
among other conditions.

This legislative engineering essentially assures
what some free-market gaming jurisdictions already
know: Lower tax rates lead to greater capital

investment and the attendant positive economic

impacts. “If this project comes to fruition, we believe
it could take market share from Mohegan Sun at
Pocono Downs, Mount Airy, Sands Bethlehem,
Yonkers and Saratoga,” Wachovia Capital Markets
analyst Dennis Farrell said.

This is, to be sure, an extreme example of
legislative accommodation, but it does illustrate
that the decision-makers in Albany do listen —
and respond. This marks the third time since 2005
that the Legislature has eased the tax burden on
racino operators — a burden that started shortly
after 9/11 with an effective tax rate of 79.8 percent
on gross gaming revenue.

In its latest round of gaming tax cuts, the Legis-
lature virtually gave each racino its own tax rate
based on competitive criteria — though the rates
still hover around 60 percent. It also established a
capital-improvements fund, which provides
matching funds of up to $2.5 million per property,
per year. The fund is projected to raise $14.3 mil-
lion in its first 12 months.

As a result, tracks are now planning expansions
big and small. Fairgrounds Gaming & Raceway,
near Buffalo, is planning a $21 million new gaming
building that will vastly improve its access and
enable it to better compete against the Seneca
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M A C A U

wishes of Beijing, as according to the constitution of
Macau (The Basic Law), the Central Government
should only interfere in Macau’s governance on
matters of national security.

Although, the announcement in April was ini-
tially received positively by the stock markets, none
of these stated intentions has materialized into new
laws or regulations, in particular the cap on junket
commissions. [t appeared, however, that the gov-
ernment and gaming operators were trying to set up
a July 8 meeting to cap the junket commissions at
1.25 percent of chips purchased, the rate agreed
upon in May.

UBS analyst Grant Chum views the current
lack of certainty and confusion over regulatory
issues, together with confirmation that VIP gaming
represents low quality of earnings, as two funda-
mental issues leading to the current compression of
stock value. Commission rates, which translate as
46 percent to 48 percent of casino net revenues, are
currently the norm and the big question is can this
be sustained as the battle for VIP players continues
unabated.

The current success of Macau is largely due to
visitors from Mainland China. In May 2008, visi-
tors from Mainland China, Hong Kong and South-
east Asia, accounted for 59.9 percent, 24.8 percent
and 5.9 percent, respectively, of the total. In the first
five months of 2008, wisitors from Mainland China
(7.4 million) and Southeast Asia increased by 25.5
percent and 59.8 percent, respectively.

Among the Mainland visitors, 42.5 percent

(658,454) traveled to Macau under the Individual
Visit Scheme, which was launched in July 2003 to
boost the economy of Hong Kong and Macau after
the huge downturn in the economy of these cities due
to the SARS outbreak.

The timing could not have been better for the
Macau gaming industry which was at that time in
the process of breaking the Stanley Ho monopoly
and reforming its gaming industry. Under the ini-
tial stage of the scheme, citizens of Beijing,
Shanghai, and eight Guangdong provincial cities
could apply for visas to visit Hong Kong individu-
ally. The scheme was extended to all 21 cities of
Guangdong in July 2004, and later to nine other
provincial cities.

It allows travelers from Mainland China to visit
Hong Kong and Macau on an individual basis.
Prior to the Scheme, Mainland residents could nor-
mally only travel to Hong Kong on business visas or
in group tours. The Scheme brought about an
immediate surge in the number of Mainland visitors
to Hong Kong and Macau which has largely

remains unchanged .

Macau’s economic progress, however, remains
vulnerable to the vagaries of Mainland authorities
tinkering with the visa rules. The big news in May
2007 was the affect of new visa restrictions imposed
on Chinese citizens. When the application period
was raised from six days to 10 days, permits for busi-
ness travel suspended indefinitely, urgent application
procedures canceled, and Guangdong residents
allowed to visit Macau only on a single entry permit
instead of the previous double
entry permit, the stock markets
reacted with shares of Melco
PBL, Las Vegas Sands and
Wynn dropping
heavily. SJM announced that
its VIP business dropped by 10

percent to 15 percent. Similar

Resorts

temporary restrictions occurred
in August 2007.

One year on, the flow of
visitors from the Mainland has
again been restricted. At the
end of May 2008, Guangdong
residents were limited to
applying for a visa to Macau
once per month. At the begin-
ning of this month, this was further restricted to once
every two months. It is interesting to note that gov-
ernment servants (which includes officials of state
owned enterprises) can only apply to visit once a
year.

It is too early to assess the effect on the gaming
industry of these new measures or for how long they
will be imposed. Although there has been specula-
tion from the Macau tourism sector that the move is
a further step to slow down the pace of development
of Macau’s gaming sector, no reasons have been
given by the Mainland government as to why these
measures have been implemented.

Whatever the reasons, the dependence on visitors
from the Mainland to sustain the pace of the
economic development of Macau is a crucial factor
often overlooked by analysts.

In a similar vein, the first flight directly from
Taiwan for 55 years landed in Beijing late last
month, heralding a new relationship weeks after the
election of Taiwan’s new President Ma Ying-jeou.
Gaming companies are watching closely to gauge if
electoral promises to legalize gambling on the island
will be translated into action.

Larry Woolf, whose Amazing Holdings, a
land-development company registered in the Isle of
Man that holds land on Penghu Island (believed to
be the most likely site for casino development), sees
one of the most critical issues that the Las Vegas-

based gaming companies will be looking at 1s

, .
Macau’s economic
progress remains

vulnerable to the

vagaries of

Mainland authorities
tinkering with the

visa rules.

whether Taiwan would allow its own citizens to have
access to the casino gaming facilities, as they do in
the Macau Special Autonomous Region of China.

Abhead of the celebrations over the historic cross-
straights direct flight, the Chinese government,
through their Xinhua News Agency, warned that
travel agencies are not allowed to arrange gambling,
pornographic and drug-related activities, and other
activities harming cross-strait relations.

Of course, these activities are
already highly illegal in
Taiwan, for Taiwanese citi-
zens and visitors to the island
alike. When Macau is so
dependent on visitors from the
Mainland of China to sustain
its gaming and tourism
industry, we wonder if there is
a message here for Woolf on
his vision of replicating
Macau’s current success in
Taiwan.

Chan Meng leng, wife of
high-
ranking official Ao Man

imprisoned former

Long (who is currently serving
his own 27-year sentence), was sentenced to 23
years in prison on June 4. Chan, along with three of
Ao’s family members and three business associates,
were convicted of money laundering and bribery,
according to the verdict. The sentence was in
absentia, as her current whereabouts are not known.
Sources tell us that this is not the end of the Ao
investigation and more arrests and trials will follow.
Most Macau citizens regard the landmark Ao trial
as a turning point in the battle to clean up Macau’s
reputation for corruption. Others, however, may see
it differently in the rush to complete the massive con-
structions projects on the Cotai Strip.

The effect on the gaming industry is to slow down
approvals for project construction, as government
servants are now being extra careful in making
decisions or simply not making decisions.

Sources report that gaming companies in Macau
currently undergoing large-scale development are
having problems obtaining necessary approvals from
the government, which in turn will cost them dearly
in late completion. In its recently released annual
report, Las Vegas Sands said it has yet to receive
government approval to develop more than half of
the parcels of land it has commenced developing in
Cotali.

Whatever the inconvenience, Macau’s progress in
achieving the status of a clean, responsible and
progressive government is arguably more important

in the long run. n
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Nevada update ...

BEYOND THE GLOW OF STRIP,
IMPACTS OF GAS, ECONOMY
EXACERBATED IN SMALL MARKETS

he economic trends responsible for declining

gaming win, room rates and non-gaming rev-
enues in Las Vegas are taking an even tougher toll
on drive-in markets on the city’s periphery. Laughlin,
Primm, Jean and Mesquite are in more precarious
positions than they were after the post-9/1 1 visitation
slump.

In 2002, those secondary markets were less
affected by the aviation slowdown that followed 9/11
because all four casino markets are dependent on
drive-in customers. Today, high gas prices, the eco-
nomic slump and rising jobless rates are significantly
impacting Laughlin, Primm, Jean and Mesquite.

Annother negative for those markets: casino divesti-
tures that followed corporate consolidations left many
of the properties in the hands of smaller operators,
who have fewer resources and who are less geo-
graphically diverse — and therefore less able to offset
regional weakness.

The biggest of Las Vegas’ peripheral markets,
Laughlin, has experienced rapidly accelerating
declines in gaming revenue. Laughlin’s 10 casinos
reported a 2.4 percent decline in gross gaming rev-
enue, to $616 million for the 12-month period
ending in April. For the three-month period ending
in April, gaming revenue declined 5.6 percent, to
$165.6 million — including a 6.4 percent dip in
April and a 9.6 percent dip in March.

Most of Laughlin’s customers drive in from
southern California and Arizona metropolitan areas,
and it also serves as a locals casino market for Bull-
head City, AZ.. The average gas price in California
is now $4.57 per gallon, meaning fuel costs for a trip
to Laughlin is now three times as expensive as it was
in 2002. Laughlin, like the other peripheral markets,
attracts a greater percentage of value-oriented cus-
tomers than LLas Vegas Strip casinos, customers who
are less able to absorb the impact of high gas prices.

High gas prices put a double whammy on some of
the market’s biggest-spending customers, as many
Laughlin visitors are outdoor enthusiasts who bring
boats, peisonal watercraft and recreational vehicles to
enjoy the Colorado River, Lake Mojave and Lake
Havasu.

Those same customers have also been impacted
by declining real estate values, which have reduced
the availability of home equity-based credit and hurt
potential customers’ sense of financial well-being (or
what we call the wealth effect). May jobless rates in
California and Arizona have also jumped, to 6.8

Las Vegas timeshare unit growth, 1998-2007*
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percent and 4.4 percent, respectively, up 1.5 points
and 0.8 points, over the same month last year.

In 2002, the Big Four Las Vegas casino opera-
tors — Park Place Entertainment, Harrah’s Enter-
tainment, MGM Mirage and Mandalay Resort
Group — controlled five of Laughlin’s 10 casinos:
Golden Nugget (MGM); Edgewater and Col-
orado Belle (Mandalay); Flamingo (Park Place)
and Harrah’s. Only Harrah’s is still owned by an
industry heavyweight.

The city’s other owners are a motley crew. The
Flamingo is now the Aquarius (owned by Stratos-
phere owner American Casino Entertainment, which
is owned by a subsidiary of investment house
Goldman Sachs, which, like most Wall Street banks,
has its own issues). Town founder Don Laughlin
still runs his Riverside resort. The Golden Nugget
has had four owners in eight years and is now owned
by Landry’s Restaurants. MGM sold former Man-
dalay properties Edgewater and Colorado Belle to
Anthony Marnell III, the son of Rio developer
Tony Marnell. And the market has two casinos
owned by troubled Columbia Sussex, the Tropicana
Express and the River Palms.

Laughlin and the other small markets ringing Las
Vegas continue to lose business to expanding

southern California and Arizona tribal casino oper-

ations, options that are a less-expensive drive from
home. Many of the gaming tribes have injected
significant capital investment into their casinos, com-
pared with little significant investment in the
southern Nevada peripheral markets.

Another negative for Laughlin and the other
secondary southern Nevada markets: The tough
economy is spurring Las Vegas Strip casinos to
cut room rates and boost incentives, luring some
patrons who were priced out of the market in
recent years.

Revenue numbers for Primm and Jean — both
located on Interstate 15 on the approach to Las
Vegas from southern California — are tough to
glean from Gaming Control Board statistics because
their casinos are grouped in the “Balance of
County” market that also includes many heavy-
weight Las Vegas locals casinos.

But Herbst Gaming, the owner of the three
casinos in Primm, discloses its results in public
filings. MGM Mirage last year sold the three
Primm casinos (Buffalo Bill’s, Whiskey Pete’s and
Primm Valley Resort) to Herbst Gaming, which is
struggling to stay afloat largely because of the poor
performance of Primm.

Herbst’s three Primm casinos reported first-

GAMING

INDUSTRY OBSERVER/JULY

14, 2008

see NEVADA page 4







° °
Statlstlcal FOCUS eee EAST COAST SLOT REPORT®
lot revenue among the 42 publicly reporting casinos on the East Coast increased by 7.8 percent during spring 2008, as measured by the March 1- May 31 period. T his gain was driven
by the opening of three Pennsylvania properties since or during the year-earlier period. Philadelphia Park remained atop the daily win per unit leaderboard, nosing out Mohegan Sun
at Pocono Downs. The latter will be challenged to maintain its high daily win per unit when it nearly doubles its slot inventory with the opening of its permanent casino later this summer.
Elewen properties were below the Mendoza Line (fo use a baseball analogy, referring to a .200 batting average)in daily win per unit, compared to nine last year. This data is extracted from
our more detailed monthly East Coast Slot Report© for GIO2 premium service subscribers. Note that the New York Lottery does not disclose drop, thus skewing the total Northeast
correlation between drop and win. Also note that the Rhode Island Lottery reports cash processed, not amount wagered, thus resulting in artificially high drop (and artificially high hold).
East Coast slot performance, ranked by daily win per unit, spring 2008
o] "sgmmen | | vt [P vt [ | "
Philadelphia Park PA 2,693 28.3% $1,149,884,852 47.1% $100,253,172 41.3% $405 10.1%
Mohegan Sun CT 6015 0.9% $2,609,125,329 ©03%) $222,060616 @1% $401 3.0%
Harrah’s Chester PA 2,774 1.1% $1,050,182,066 27.7% $99,865,265 28.4% $391 27.0%
Mohegan Sun PA 1,203 8.5% $487,958,257 42% $42,283,801 (5:4%) $382 (12.8%)
Meadows PA (opened June ‘07) 1,816 na $777,069,889 na $63,744919 na $381 na
Harrah’s NJ 3845 11.0% $1314,797818 74%) $115034151 (15%) $325 (113%)
Foxwoods CT 7,056 2.0%) $2,182,057,660 1% $191,385,835 G.1%) $295 (32%
Borgata NJ 3992 (18%) $1,441,389,570 3% $106,627,175 4% $290 4%
Caesars NJ 3,151 (19%) $911,054098 (162%) $83,577.242 (140%) $288 (13.1%)
Presque Isle Downs PA 1,997 (0.2%) $553,234,623 6.5% $48,759,161 0.9% $265 1.1%
Yonkers (Empire City) NY 5,320 0.1% $1,584,267,326 36.6% $129,157,501 36.8% $264 36.6%
Trump Taj Mahal NJ 3,185 (65%) $906,911,247 (12% $76,509,690 (1.7%) $261 5.1%
Showboat NJ 3309 (53% $799,714515 13.1%) $78,436,514 (108%) $258 (59%
Hollywood ME 475 0.0% $146,128281 (6.6%) $11,255,843 1.8% $258 1.8%
Hollywood PA (opened Feb. ‘08) 2,020 n/a $591,845,762 nla $47,809,594 nla $257 na
Pompano Park FL (vs 48 days)* 1,499 (0.0%) $455,992,182 36.0% $35,290,621 26.7% $256 26.7%
Twin River RI 4,750 11.9% $534,774,603 29.2% $111,529,294 11.3% $255 (0.6%)
Charles Town Races WV 5,005 103% $1,147,613,602 G1% $116,073,027 (15%) $255 (107%)
Finger Lakes NY 1,199 (0.1%) $319,198,997 9.0% $26,747,752 11.5% $242 11.6%
Trump Plaza NJ 2147 22% $556,064,171 39% $47,776964 ©03%) 240 @4%
Delaware Park DE 3,191 4.8% $900,055,600 (8.4%) $68,261,000 (4.8%) $235 (9:2%)
A.C. Hilton NJ 2302 1.7% $588,426518 ) $49,630,776 (10.7%) $234 (12.2%
Trump Marina NJ 1,954 ©02%) $489,964590 (113%) $42,130252 ) 234 7%
Dover Downs DE 2,644 (1.5%) $713,875,800 3.2% $54,900,100 1.6% $228 3.1%
Bally’s NJ 5,056 1% $1,157,519378 (175%) $105,698,959 1329 $227 as%
Tropicana NJ 3,507 88% $757,773,69 (165%) $69,722,046 7.9%) $216 20%
Saratoga NY 1,770 29.9% $420,976,806 5.0% $34,968,084 84% $215 (16.5%)
Resorts NJ 2,606 (5% $584,166,205 (55%) $51,116063 (8% 213 ©03%)
Wheeling Island WV 2,135 (8.9%) $428319,813 @1.4%) $41,266336 (19.7%) 212 (128%)
Mount Airy (opened Oct. ‘07) 2523 na $631,700,295 na $48,977,981 na $211 n/a
Mountaineer Park WV 3,191 06%) $588,421,303 (128% $53,865,524 (123% $185 (11.8%)
Mardi Gras FL 1,263 9.7% $245,111344 (0.3%) $21,102,252 (3.8%) $182 (12.3%)
Tioga Downs NY 750 0.0% $152,714,063 15.9% $12,495,630 17.6% $18l1 17.6%
Newport Grand R 1,19 46% $65,837,713 G2% $18,043,889 GT% $175 98%
Harrington Raceway DE 2,060 32.8% $392,359,000 1.7% $32,712,800 1.8% $174 (233%)
Batavia Downs NY 592 0.2% $96,238615 14.6% $8,338277 19.2% $153 19.0%
Fairgrounds (Buffalo Raceway) NY 959 (0.2%) $153,989,975 9.7% $13,494,836 11.3% $153 11.5%
Gulfstream Park FL 822 (23.5%) $142,093,139 26.6% $11,327,752 3.9% $150 35.9%
Vernon Downs NY 761 (1.7%) $108,889,641 25.7% $9,752,702 26.2% $139 28.3%
Tri-State Park WV 1,588 (109% $175316,123 (125%) $16,283,056 84%) $113 28%
Mighty M (Monticello) NY 1,587 0.0% $196,084,053 (85%) $15,200,821 ) $104 9%
EAST COAST TOTAL 105,833 7.8% $28,509,098518 7.8% $2,533,467,274 71.8% $261 (0.8%)
*When the number of days per month varies in year-over-year comparisons, we daily averages to calculate year-over-year changes in drop and win so as to normalize comparisons.
The East Coast Slot Report© is copyright of the Gaming Industry Observer and Spectrum Gaming Group. It may not be forwarded, ret itted or reproduced without permission.
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N E W Y O R K UPDATE

Buffalo Creek casino. Another Delaware North
Companies property, Finger Lakes Gaming &
Raceway near Rochester, is undertaking $30 mil-
lion in projects that will, or could, include a new
entryway, restaurant, meeting space and small hotel.

Jeff Gural, chairman of American Gaming and
Racing Entertainment, is weighing a $9 million
investment in hotel renovations, meeting space and
a parking garage at Vernon
Downs and possibly a hotel
and parking garage at Tioga
Downs.

With the newfound money,
there may be a temptation to
overbuild. “Sane, smart growth
is going to be the key to the
future,” Jamie Hartman,
Executive Vice President and
General Manager of Saratoga
Gaming and Raceway, said at the New York
Gaming Summit in Saratoga.

The Legislature in April further raised the
marketing allowance — in essence a rebate that
must be used for dedicated purposes — for all of the
upstate racinos to 10 percent. Since the original
marketing allowance went into effect in April 2005,
racinos have received $133 million in marketing
allowances from their father, the New York Lottery.

As a result, gross gaming revenue at the race-
tracks over the first five months of 2008 was $392.8
million, up 24.9 percent over the same period last
year. The statewide daily win per unit in May was
$221, up 25.2 percent.

“Regional competitors were spending six to eight
times what we were (in marketing programs). With
the (original) marketing allowance, our revenues
were up 20 percent almost immediately. It caused
two other properties to open and saved two others
from having to shut. The additional allowance will
contribute to the next wave of growth,” Hartman
said.

Hartman’s boss, Delaware North gaming presi-
dent Bill Bissett, noted that the marketing
allowance has allowed New York racinos to post
handsome revenue gains at a time when many other
markets in the East are experiencing downturns.

While any state government should be applauded
for being responsive, there exists in New York the
need to be proactive. Its gaming legislation to date
has been in response to dire situations, from the
creation of the bill immediately after 9-11, to the
April 2008 tax relief only after Gural had closed
Vernon Downs for four days, to the Monticello bill.

New York gaming leaders would like to see the

Legislature at some point in the near future address

New York racino

markets are growing

while others are

declining.

two non-tax areas that are putting their racinos at a
competitive disadvantage to surrounding markets.
The first is tax-free promotional slot play, which the
legislature has been reluctant to address. It is
allowed in Pennsylvania, is allowed beyond a $90
million minimum in New Jersey, and is the subject
of pending litigation in Connecticut. “It’s something
we’re going to want to visit. As the competition gets
tougher, it will get to the point where it’s something
we're going to want to look at,”
Bissett said.

A second key issue is the
speed to market for the state’s
video gaming machines, as
their slots are formally named.
Because of the unique system
of acquiring, allocating and
operating the VGMs (see
related story, p. 8), New York
racinos have to wait in line to
get some popular games. Gardner Gurney,
Deputy Director of the New York Lottery, noted
that manufacturers have to confirm their games spe-
cially for New York, which can take a back seat to
quickly placing them in other markets.

Still, the Lottery does have more than 450 game
themes across the state, 18 of which are generating
daily win per unit of more than $400 per day,
Gurney said. Among the standouts are Bally Tech-
nologies” Tower of Power and Tower of Cash, at
$769 to $780 per day; Bally’s Green Machine at
$685 per day, and International Game Tech-
nology’s Triple Red Hot 7s themes at $555 to
$625 per day.

Meanwhile, Empire City at Yonkers Raceway
continues to show tremendous growth after a disap—
pointing start. To be sure, its gross gaming revenues
were often overshadowed by a subpar daily win per
unit. The racino ramped up from 1,870 VGMs at
opening to 5,478 within six months, with supply
growth far outpacing demand growth. Over the last
seven months, however, it has led the state in daily
win per unit, with its May result of $273 putting it
in the upper class of East Coast gaming properties.

“We believe Yonkers racino will continue to gain
Northeast market share from Atlantic City operators
and Connecticut tribes (Foxwoods and Mohegan
Sun), especially with higher gas prices reducing
lengths of travel for gaming patrons. ... At this pace,
we suspect Empire City could become the largest rev-
enue-generating racino in the country,” Farrell said.

Yonkers has at least two more years to build its
database and its brand before gaming comes to
Aqueduct on the other side of the New York metro
area. “Aqueduct will require Yonkers to compete

more effectively,” Bissett noted. n

N E W Y O R K vV 1

ufacturer in the mix, particularly WMS Gaming.
However, it is possible for the company’s machines
to get into New York. Its titles, or any other
vendor’s, can be provided under a strategic license
agreement with one of the contractors. As long as the
machines use Lottery-approved software and hard-
ware requirements, such introductions are permitted.
As a result, the racinos do include some WMS titles
on SDG devices.

With $10.7 billion in handle in the 12 months
ending March 31, the partnership is making money.
The state is getting almost $500 million for public
education, the operators are getting almost $309 mil-
lion in commissions, and the manufacturers are split-
ting almost $55 million.

The weakest link is the racino operators, who even
with the new legislation are retaining only about 40
percent of the gross gaming revenue (the new legisla-
tion practically gives each racino its own tax struc-
ture). The legislation allows more funds for
marketing and capital plans, and attempts to make
the video gaming machines more productive will be

monitored closely this year. n
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Borgata Caesars Harrah’s Resorts  Showboat Tropicana Trump
Taj Mahal
ESTIMATED ATLANTIC CITY NO. OF SLOTS, SPRING 2008
IGT
TOTAL ARISTOCRAT ATRONIC BALLY STAND-ALONE | IGT SYSTEMS SIGMA WMS OTHER
A.C. Hilton 2,302 188 6 321 1,399 121 46 195 26
Bally's 5,103 319 30 1153 3,162 108 0 265 66
Borgata 3,973 541 45 635 2,116 248 0 341 47
Caesars 3,196 420 25 503 1,735 141 0 307 65
Harrah's 3,855 381 42 369 2,199 215 10 597 42
Resorts 2,605 182 18 573 1,428 190 26 138 50
Showboat 3,514 289 22 333 2,347 171 10 342 0
Tropicana 3,395 183 44 607 1,824 202 0 480 55
Trump Marina 1,951 341 16 208 1,067 98 19 182 20
Trump Plaza 2,137 237 14 230 1,194 152 0 282 28
Taj Mahal 3,137 251 52 552 1,674 199 2 312 95
Total 35,168 3,332 314 5,484 20,145 1,845 13 3,441 494
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View from New York ...

EXPECT SOME TWEAKS
BUT NO MAJOR CHANGES
WHEN VGM CONTRACTS EXPIRE

In 2001, following the September terrorist
attacks on Lower Manhattan that devastated
New York’s economy, the political leaders in Albany
called a special session and quickly moved to expand
gambling statewide to create new revenue streams to
help pay for government and mitigate the losses of a
weakened Wall Street.

Harness track operators had already been lobbying
for authorization to set up video lottery terminal
racinos. Those operators and two thoroughbred race-
tracks got their wishes suddenly in a bill that was
promptly drafted and passed into law before the end
of October. Ground Zero was still smoking.

With such rapid legislation, problems surely would
arise, right? Well, other than complaints by the tracks
that their effective tax rate is too high, New York’s
unique structure seems to work well, according to stake-
holders. Indeed, the taxes paid by the operators remain
among the highest in the nation despite a series of
tweaks to the law in recent years to upgrade their take.

Yet operators, machine vendors and the state reg-
ulators overseeing the network of 13,000 machines at
eight tracks are not complaining about the funda-
mental system. It is unusual because, unlike video
gaming in other states, New York’s Division of the
Lottery retains total control. But the Lottery has
proven to be a good partner, working with manufac-
turers and allowing operators to have a say on what
happens on the gaming floors.

The state owns — actually leases — the machines.
The Lottery decides how many, what kinds, and
when to change themes. Even the games are unique,
governed by an instant lottery system, not a slot game
per se, where there’s a one-on-one play between the
customer and the machine and a finite supply of win-
ning tickets so that every winner depletes the pool of
jackpots. This produces a finite number of winners
and losers from the machines, controlled by a main
center at Lottery headquarters n Schenectady. The
central system operator contract, with Multimedia
Games, expires in early 2010. The contracts with the
four manufacturers that won the right to stock the
racinos with machines run through late 2010. No one
is talking about reopening competitive bidding. Con-
tract extensions are more likely.

When the process opened, the bidders were
fiercely competitive. The winning bidders — Bally
Gaming, IGT, Spielo and Sierra Design Group —
got spaces for their machines based on the pricing
and scoring of bids. All received about 25 percent of

the floors, give or take. But there are adjustments
that allow changes based on the popularity of
machines, with six-month benchmarks.

IGT had the most popular games, but they were
the most expensive, so they did not immediately get
more market share than the other bidders. They have
brought up their percentage of overall machines by
making games that people like, such as Triple Dia-
mond. After starting with almost 24 percent of the
total machines, IGT enjoys about 32 percent of the
New York floor space now. When the company first
started, SDG had roughly 27 percent and Bally had
about 24 percent. Bally maintains 22.45 percent and
SDG grew to 28.27 percent — giving Bally, which
now owns SDG, more than half of the slot market
share in New York racinos. Spielo started with about
25 percent; that fell to 17.39 percent.

The state is in constant — Webster’s defines
“constant” as meaning at least daily — contact with
the manufacturers and racino operators. Themes
can be changed in a few days and input from the
racinos is weighed heavily, although the Lottery and
manufacturers have greater say.

That is an unusual situation, to be sure. The inter-
ests of the operators and the vendors might not always
synchronize perfectly. All vendors want their
machines in high-traffic areas, for example, but opera-
tors might want to move popular games to less
populated areas as a way to spread the flow of bodies.

Operators may not get the newest machines first,
as big casino companies such as Harrah’s Enter-
tainment, which don’t operate in New York, have
first dibs. And highly popular machines may be too
pricey to make it into the New York racinos. As a
result, some titles, such as Men in Black and Wheel
of Fortune, have yet to make it onto New York’s
racino gaming floors, although the latter is expected
soon. Alternative machines have had to make do,
such as Wheel of Gold or Alien Attack.

Saratoga Gaming and Raceway, with 1,771
machines, was the first racino to open, in early
2004. With the longest track record, the racino also
is the most successful. Its mix of machines has fluc-
tuated, using the six-month review to make sure the
highest earning machines are in place.

Vendor sales and product managers analyze what
is working or not working in the racinos and keep
pace with trends to make sure the right games are
placed. Typically, the latest game introduced
becomes the hottest, but those with progressive jack-
pots are becoming major attractions.

Manufacturers know their machines can be
replaced every six months, so they are motivated to
place machines that will allow them to maintain their
floor share. Operators wouldn’t mind another man-

see NEW YORK VIEW on page 6
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