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Revenues from Pennsylvania Slot Machines

Purpose
This report has asingle purpose: to assess whether a plan to place 35,500 dot machines a eleven

locations within Pennsylvania can feasibly generate $1.0 billion dollars in annud tax revenue for the
Commonwedlth.

Thisandysswill consder adigribution of dl the machines as outlined in a bill presented to the House of
Representatives of the Pennsylvania General Assembly in 2003. The $1.0 billion dollar figure
represents 34% of the gambling win from the machines. The win is the money remaining with the
machines after players put money into the machines and prizes are paid out. The 34% tax isin addition
to dl other fees. The fees are not consdered inthisandyds. In thisreport the revenue assumptions
presented by the House of Representatives are examined, as well as those presented by the
Pennsylvania Economy League in its newdetter "Issues PA." The focus of this report will be upon
assumptions regarding the placement of dl the machines for afull year (fisca year) of operation, eg.,
fiscd 2006-2007.

It must be emphasized thet this andyssis not a politica analys's, and represents neither an endorsement
of nor an argument againg this or any other gambling proposa.

An Overview Bottom Line
This report concludesthat it is reasonable and feasible to achieve the god of machine win revenues of
$3.0 billion dallars with tax revenues of $1.0 billion dollars for the state of Pennsylvania

M achine Performance

A critica question in evauating Pennsylvaniadot proposasis the relevant revenue per machine per day
that can be expected in the Sate, particularly asthe number of machines changes. Aswill be discussed
later in this paper, revenue per machine per day greater than $226 is needed to reach the $1 billion
revenue target in Pennsylvania under various scenarios. To establish whether this target can be reached
in the Commonwedth, it is useful to review performance in comparable jurisdictions, and also to view
the gtuation globally.

a Overview

The American Gaming Association, an organization of leading commercid casinosin the United States,
reports that the northeast sector of the United States has less casino participation per person that other
sectors of the United States. In the Northeast 17% of adults gambled, compared to 33% in the West.

Y et thislower casno participation isnot aresult of less desireto gamble. Indeed surveys going back to
the Nationd Gambling Policy Commission of 1975 show east coagters as gambling more when al forms
of gambling are taken into account. It isjust that thereis avast under supply of casnosin the

Northeast. This suggests that thereis room for considerable market growth. That growth could be
witnessed in sustained revenue for gaming machines even with much larger numbers of machines.



Chart A presents the daily revenues for machinesin commercial American jurisdictions as well as Native
American casinos in Connecticut and casinos in Ontario.

Chart A: Daily Per Machine Revenue

L ocation Revenue Per
Machine Per Day

lllinois $442
Connecticut $370
Niagara Fdls, Ontario $294*
Detroit-Windsor $293*
Deaware $278
Rhode Idand $253
Indiana $248
Louisana $234
New Jersey $232
West Virginia $217
lowa $190
Missouri $176
Mississippi $150
Colorado $123
Nevada $90

South Dakota $50**

* Inthesejurisdictions, the revenues are daily wins per gaming position. Each machineis one position.
** Deadwood casinosonly.
Source: Jason Ader, Bear Stearns 2002-2003 North American Global Gaming Almanac.

For the 35,500 proposed machines of Pennsylvaniato produce tax revenues of $1 hillion dollars, at a
tax rate of 34%, the machines would have to win $2.941 hillionayear. Each sngle machine would
have to produce a daily average win of $226. Of the jurisdictions with closdly restricted locations for
meachines, only West Virginia has alower per day win, at $217. The other lower producers as revesled
on Chart A, are venues where there is not a cgp on the number of casino or machine locations and
applicants do not have to compete with one another for the right to have gambling facilities. While lowa
and Missouri do have sdlf imposed limits (by state commissioners), Missssppi dlows as many casnos
as qudify aslong as they locate facilities next to waters. Colorado and South Dakota have unlimited
opportunities for casno licenses abeit they have to locate in selected towns. Only Nevada with "wide-
open" licensing has more casinos than South Dakota and Colorado. The casinos in these three venues
are dso in remote areas widdy removed from population centersin other states. This wide-open
licengng, redtricted by genera zoning, and available only to qualified applicants (who undergo persond
investigations for integrity), is accompanied in Nevada by a philosophy of oversupply of games.

b. Atlantic City Comparables

The overd| performance required by dot machinesin Pennsylvaniais aready being matched today by



machinesin Atlantic City. In Atlantic City thirteen casinos have 37,067 machines producing win
revenues of $3.139 billion a year, or $232 per machine per day (the casinos take an additional $1.163
billion in table wins away from players).

c. Ddaware

Ddaware's three machine sites have annud gambling wins of $530 million from 5,200 machines, or
$270 per day per machine. The main track--Delaware Park--within 50 miles of Philadelphia, has ahigh
number of players from Pennsylvania. Its 2,000 machines produce daily wins of $362 each.

d. Wes Virginia

While four stesin West Virginiawith 6,475 machines produce $513.7 million in annua revenues, or
$217 per machine per day, the leading site within 50 miles of Pittsburgh does much better. Mountaineer
Park, approximately 40 miles from Fittsburgh, produces a $183.7 million win from 2,046 machines, or
$246 per machine per day.

e. lllinois

Illinois has a population that is very closeto that in Pennsylvania. lllinoisis dso surrounded by states
that offer machine gambling near 1llinois borders--Indiana, lowa, Missouri, and Wisconsin. Still 1llinois
machines achieve the greatest revenues of any of the machinesin North America. They eech winan
average of $442 daily. Chicagoland (northern llinois and northern Indiana) machines win $406 daily.
The Philadd phia area will be dlotted approximately the same number of machines asin Chicagoland. If
the 15,000 Philade phia machines performed the same asthose in lllinois, they would produce annud
wins of $2.4 hillion. They would win $2.2 billion if they produced equivaent Chicagoland revenues.
Statewide, 18,663 Pennsylvania machines would win the projected $3 billion if they could perform as
well asthosein lllinois. Again, lllinois has gpproximeately the same populaion as Pennsylvania, and
Illinois is faced with casino competition in every direction near its borders.

f. Rhode Idand

In March 2003, Harrah's Entertainment Corp. made a study of the revenue potentia for machine
gaming expanson in Rhode Idand. The report offered adisclamer cautioning thet it was not to be
relied upon for actua revenue production. Currently two Stesin Rhode Idand have 2,478 machines,
each producing (an average of) $253 per day in revenues. The Report found that by increasing the
number of machinesto 4,300, the daily revenue would remain about the same--increasing to $254 in
their initia year of operation. However, by 2007, each machine would be winning an average of $318

every day.
g. Mayland

In 2003 the Maryland Public Policy Ingtitute engaged Jeffrey Hooke and Thomas Frey to examine
market desgns for video dot machinesin the "Old Line" state. While they concentrated upon means by
which the state government could extract the greatest possible machine revenues, those numbers were
generated from estimates of gaming machinewins

While Maryland, like Pennsylvania, is certainly within easy automobile reech (1-4 hours) of casinos



machinesin Ddaware, West Virginia, and Atlantic City, they saw the gate as a place with limited
gaming.

They andlyzed a proposed distribution of 12,000 machines, with 9,000 of these being placed in the
Bdtimore and Washington Metropolitan areas. They considered whether the machines would be &t (or
near) race tracks, or at locations removed from tracks.

When the machine sites were near tracks, each machine had an average win of $443 per day, with the
Bdtimore urban machines yidding $600 per day. For off track sites, the per machine per day revenues
climbed to $490.

h. Pennsylvaniais Likely to Meet or Exceed Required Leves of Machine Performance

The jurisdiction by jurisdiction data reved that the Northeast does have heavy per unit gambling.
However, the greatest revenues are in lllinois, where there are only ten locations, each of which has
gpproximately 1,000 machines (no casino in lllinois can have over 1,200 positions). Other venuesin the
Northeast recelve machine revenues from $232 to $370 per machine per day. The three adjacent
venues to Pennsylvaniareceive from $217 to $278. The $217 figureisfor West Virginiaand includes
tracksin very rurd areas as well as the one track near Pittsburgh, the latter having revenues of $246 per
machine per day. Thereis no reason to beieve that machinesin Pennsylvania, most of which will bein
urban areas, and the preponderance of which will be in the two largest metropolitan areas, will achieve
revenues lower than the range of the adjacent states. | expect that it is reasonable and feasible for each
of the machines to produce wins averaging between $217 and $278 per day, with a grest likelihood the
revenues will be toward the upper ends of the range. Given the smilarities between Pennsylvaniaand
lllinois, it is not impossible that the $442 win per day per machineleve in lllinois could be reached in the
Commonwedth.

The annua revenues for 35,500 machines therefore will be between $2.812 billion and $3.602 billion.
At atax rate of 34%, the state will receive machine taxes of between $956 million and $1.225 hillion
per year. However, a lllinois $442 per machine per day rate, these numbers could reach annudl
revenues of $5.727 billion and taxes of $1.947 billion.

Vigtation

The necessary revenue per machine per day can only be met if people actudly vist dotslocationsin
Pennsylvania. This section discusses the likelihood that sufficient vistorswill cometo play dotsin the
Commonwedth.

a. Vidtation Projections from 2001

Jason Ader isthe leading market analyst for gaming securitiesin the United States. Each year he
prepares market anayses and presents these in his Bear Stearns North American Gaming Almanac.
His 2002-2003 edition projected results for a Pennsylvania proposd that was put in front of the Generd
Assembly in 2001. That proposal caled for 9,000 machines &t five locations, with only one location
each in the Philadephia and Pittsburgh metropolitan areas. Ader determined that the five steswoud
draw 20.9 million vigtsin 2006, and that they would spend $1.022 hillion (lose to the machines). He
sees those vigts retrieving $140 million from West Virginiamachine facilities and up to $60 million from
Delaware.



The proposal analyzed here seeks to have dmogt four times as many machines with two stesin
Rittsburgh and four Sites in Philadel phia, and with an additiona Site probably in one of these two
metropolitan aress. Y et here we are being asked to judtify only two times as many visits as projected
by Ader, dbeit three times the revenue.

To the extent that the projections of the Bear Stearns North American Gaming Almanac are reasonable
and feasible, the notion that 35,500 machines can generate revenues in excess of $3 billion ismore than
reasonable and feasible.

b. Penetration and Vidtation Rates, Mid- Atlantic Neighbors

The Pennsylvania machine stes will receive vistation numbers comparable to smilarly located gaming
Stes.

Penetration rates and participation rates increase as gaming locations are near population centers. They
aso increase as the volume of gambling activity offered (supply) increases. Thisisafunction of Say's
Law ("Build It and They Will Come") as those having supply adjust their behaviors to attract and
increase demand.

Chart B: Selected Gaming Visitsin the Mid-Atlantic

L ocation Annual Vistsper Capita Annual Vistsper Capita
Adults 0-50 miles Adults 50-100 miles
Atlantic City (NJ) 35 2.0
Delaware Park (DE) 1.5
Mountaineer (WV) 3.7 2.0

The projected population surrounding Atlantic City shows 14 million adults within 200 miles, and
additiond 13.5 million (for atota of 27.5 million) within 150 miles. By comparison Philadephia (the
proposed location for four gambling stes with 15,000 machines - and a possible fifth ste with 3,000
more machines) will have 20.0 million adults within 200 miles and 5.4 million within 50 miles. A 150
mile ring would show greater population near Philadelphia than Atlantic City. The state of Pennsylvania
itsdlf includes 8.8 million adults

The Philadelphiaregion is closer to New York City than is Atlantic City, and Philade phiaitsdlf is closer
to both the Batimore and Washington metropolitan areas. Philadel phia so serves as an entry point to
many (perhaps most) travelers going from the west toward Atlantic City. Moreover the average
Atlantic City vigtor isaday traveler who spends less than sx hoursin the casinos. All these reasons
suggest that Pennsylvania based machines--especidly Philadd phia area machines--will do aswell as
mechinesin Atlantic City casinos, individualy, and even collectively.

Similar points can be made for other dots venues atracting Pennsylvanians. For example, the
Mountaineer racetrack in West Virginia estimates that 30% of its dots play is from Pennsylvania
resdents. It can be expected that many of these Pennsylvanians will gamble closer to home if given the

opportunity.



c. Penetration and Vidtation Rates, Nationd

Of particular Sgnificance is the number of visits seen nationdly, compared to what Pennsylvaniais likely
to experience. Chart C showstheleve of gaming participation in key US markets.

Chart C: Gaming Participation Rates (numbers of vists per adult population)

Miles 0-50 50-100 100-150
New Jersey
Atlantic City 35 2.0 0.9
[llinois
Metropolis 2.8 1.0 0.2
Peoria 3.8 1.3
Chicagoland 35 15
Indiana
Southeast 5.0 25 0.5
lowa
Coundl Bluffs 9.2 7.0 0.5
QuadCities 5.6 25
Dubuque 6.8 3.3
Des Moines 6.0 3.0
Missouri
Kansas City 6.5 3.0 2.0
<. Louis 7.2 4.5 25
Michigan
Detroit-Windsor 4.2 1.8 0.6
Louisiana
Shreveport 6.0 4.0 2.5
Lake Charles 6.0 4.0 2.0
New Orleans 8.0 35
Baton Rouge 5.3
Mississippi
Gulf 8.5 6.5 4.0
Tunica 8.8 6.5 4.0
Vicksburg 8.8 5.0

Source; J. Ader

d. Taking Exception

The "Issues PA" newdetter of the Pennsylvania Economy League uses a survey which was conducted
by Harrah's casino corporation. Harrah's listed Pennsylvania as one of the ten leading "feeder” markets
for American casinos, yet they projected that residents of the state (8.8 million adults) made 9.6 million
viststo casinos. Only 3% of these visits were to Delaware, meaning a $75 avist, Pennsylvanians
spent only $21.6 million at the Delaware gaming sites. (Thisis only 4.1% of dl the gambling a Delaware
meachines). Y et Ader sees one Philade phia machine Ste retrieving as much as $60 million in play from



Ddaware. Harrah's sees 4% of the visits going to West Virginia where Pennsylvania players would lay
down $28.8 million, assuming a $75 per visit amount gambled and logt. (Thisis only 5.6% of the West
Virginiamachine gambling). Yet Ader sees one Pittsburgh site drawing $140 million away from West
Virginia The Harrah's numbers are clearly understated, as West Virginia' s Charles Town reports over
15 percent of customers from Pennsylvania and its Mountaineer claims 30 percent Pennsylvania
patronage.” It isinconceivable that the Deaware vidtation from Pennsylvaniais aslow asthe Harrah's
report would indicate.

It would be reasonable to dso chalenge the notion--discerned from the Harrah's survey--that
Pennsylvaniavigtsto Atlantic City condtitute only 12.7% of the gambling there, considering that
Philadelphiais the closest mgjor metropolitan area near Atlantic City.

The 2001 Harrah's survey reported that Americans made 303.3 million viditsto casnosin asingle year.
The "average" American adult made 1.5 annual casinos visits, while the Pennsylvanians made only 1.1
vigts The American Gaming Association finds that 27% of American adults visit casinos each yedr,
while the Harrah's data suggest that Pennsylvania casino (including machines casinos) vists equa only
22% of the numbers of adults in the state--making the percentage of adults making vists considerably
below 20% (assuming many make multiple vists).

The Harrah's datamay aso be understated because they do not include Pennsylvania residents who
have not traveled to gamble in acasino in the last twelve months, but who may become dots players a
nearby locationsin Pennsylvania A trip to ardatively nearby dots gaming establishment will be amore
casud and affordable trip for most Pennsylvanians than alengthy journey to Atlantic City or Las Vegas.

Harrah's aso does not count out-of- state residents who may travel to Pennsylvaniato play (a number
that may be subgtantid given the proximity of non-gaming states and the rel ative accessability of

potential Pennsylvania gaming Stes to certain residents of neighboring states with gaming). Fndly, the
Harrah's survey defined “casino gamblers’ as those “ respondents who indicated that they had gambled
in acasino during the 12 months prior to being interviewed” (emphasis added). While thiswould seem
to exclude non-casino locations like Delaware or West Virginia, respondents from Pennsylvania did cite
these states as destinations. Therefore, it is possible that the Harrah's data is understated because some
respondents only cited only their viststo traditiona “casinos’ in their response, and did not report trips
to dots-only locations. Some respondents who had exclusvely visited dots-only locations might have
excluded themsdlves from the definition entirely.

As atop feeder market very near (within 50 or 100 miles) machine gambling Stesin three other Sates,
the current Pennsylvania gaming visits must far exceed those indicated in the Harrah's survey.

The placement of gaming Sites near populations generates even greeter numbers of vidts, the suggestion
being that the introduction of 35,500 new gaming machinesin Pennsylvania, with the vast mgority of
these being in the two very large metropolitan areas, will generate sufficient number of visitsto yied
target revenues for machines and for machine taxes.

Spending

Thefind piece of the equation is how much gamblers will spend. It has been suggested that gamblers
cannot or will not gamble enough in Pennsylvania dot machines to reach the $1 billion revenue target.



However, aclose look at the data show that this god is very likely to be reached.

a Amount Spent per Vidgt

The Pennsylvania Economy League (PEL) suggests that each visitor will spend $75 per visit. Thisis
reasonable. 1t represents a number experienced with daily visitsto Las Vegas and Atlantic City.
However, it iswell below the lllinois number which is $97.

Even at the PEL levels, though, the Commonwedth’s $3.0 hillion revenue god isachievable. At $75
per vigt, the participation of Pennsylvania s 8.8 million adults would have to be just 4.55 — afigure
attained in every jurisdiction in Chart C (above) except Illinois. Based on discussions to date, most
Pennsylvania adults would be within 50 miles of afacility, and dmost dl would be within 100 miles.
The numbers could aso be met with vidts to Philadd phia facilities done:

Chart D: Requisite Philadelphia-Area Gaming Visits

Adult Population 0-50 miles 50-100 miles
Philadephia 54 million 14.6 million
Necessary participation for 40

S 31 1.6
million vigts

Even if participation rates were lower than those for every jurisdiction besides Illinoisin Chart C, there
would be over 40 million vigts to Philade phiafacilities done, generating over $3.0 billion in winnings
per year at PEL’s $75 figure.

b. Tota Amount Wagered

The PEL study suggested that “if all tax proceeds from dots were used for property tax relief, gamblers
would have to wager about $24.4 billion annualy in dots to reach a statewide revenue god of $830
million...If $1 billion is expected to come from dots done, gamblers would have to wager about $30
billion - and lose $3 billion.”

As noted above, revenues of $3 billion are quite likely given Pennsylvania s demographics. However, it
is dso important to understand why the $30 billion figure is not gppropriate. This requires and
understanding of the casino accounting terms of handle, drop and hold. The handle refersto the total
amount wagered at agame or gamesin a specific period of time. This amount includes prize money that
iswon and then bet again. The handle for adot machine would condtitute dl of the coins put into the
machinein a period of time without regard to coins coming out as prizes. Drop isthe money the
gambler brings to the game and plays. For example, if adots player brings $100 and plays the
machines for severd hours, both winning and losing, the drop is $100. The hold is the amount of money
the house wins from the player over a period of time. For ingtance, if the dots player arrives with $100
and leaves with $20 &fter playing for some time, the casino hold is $80.

Theeillugtrations show smply why a statewide annud hold of $3 billion is achievable. Sots players
often arrive with a specific drop and play until it is gone, winning and losing. Often, over time, the



casino hold isequa to or nearly equd to the drop. Asaresult, the handle often cannot be cal culated,
and isin fact irrdlevant, because an annud statewide hold of $3 billion can result from a drop thet is not
much larger. As discussed above, even if PEL’s suggested hold figure of $75 per visitor is used,
participation rates indicate that the Commonwedth’stax god of $1 hillion will be achieved. The
number of timesthe visitors drop is cycled to result in that $75 hold is of little consequence.



