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SAGAMORE CROSSING GOLF RESORT
& CONVENTION CENTER

MARKET FEASIBILITY, ECONOMIC & FISCAL IMPACT
ANALYSIS

MAJOR FINDINGS

Capital Investment:
$300 million resort hotel & convention center

Direct Economic Impacts (Construction):
1,211 jobs and $52.8 million payroll
Average Annual Wage = $43,599

Indirect & Induced Economic Impacts (Construction):
762 jobs and $33.7 million payroll

Total Annual Gross Revenue for Casino:
Resort + Racetrack Scenario = $667 million
Massachusetts Scenario = $532 million

Direct Economic Impacts (Operations):
Resort + Racetrack Scenario = 5,068 Jobs + $158 million payroll
Massachusetts Scenario = 4,402 Jobs + $126 million payroll
Average Annual Wage (Casino Operations) = $38,935

Indirect & Induced Economic Impacts (Operations):

Resort + Racetrack Scenario = 2,612 Jobs + $58.8 million payroll
Massachusetts Scenario = 2,081 Jobs + $47 million payroll
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EXECUTIVE SUMMARY

The Greenmeadow Golf Club, Inc. is proposing a destination resort hotel and
convention center that includes a casino in Hudson, New Hampshire, subject to
authorization by the New Hampshire State Legislature. The proposed resort is tentatively
named the Sagamore Crossing Golf Resort & Convention Center. The resort will take
approximately 18 months to complete in a single phase build out. The site is near Exit 2 of
the Everett Turnpike (Route 3) along the Merrimack River.
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The proposed resort will include a 300 room hotel with 50,000 square feet of
convention and meeting space, and an 18-hole champion length golf course. A major
attraction of the resort will be its 135,000 square feet of gaming space with approximately
4,000 slot machines and 100 table games. The resort will also have additional amenities,
including a cabaret, 8 retail outlets (16,000 sq. ft.), a buffet, steakhouse, food court, and an
18-hole golf course. The facility will have structured parking for 4,500 vehicles. Sagamore
Crossing Golf Resort & Convention Center will be the only full destination resort hotel and
convention center with casino-style gaming in northern New England.

Dr. Clyde W. Barrow, Director of the Center for Policy Analysis at the University of
Massachusetts Dartmouth, and project manager for the New England Gaming Research
Project (“the Consultant”), was retained by Greenmeadow Golf Club, Inc. for the purpose
of conducting an independent market feasibility and economic impact analysis of the
proposed resort hotel, convention center, and casino.
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Market Area & Market Potential

The Sagamore Crossing Golf Resort & Convention Center will occupy a strong
position in the New England resort, convention, and gaming market, based on its
accessibility, quality, size, and proximity to a dense concentration of population and
disposable personal income. There are nearly 8 million adults (age 21+) living in the
proposed facility’s Designated Market Area and these individuals had $439.5 billion in
disposable personal income (DPI) in 2007.! The primary market area alone (0 to 60
minutes), where Sagamore Crossing will not have direct competition from other resort
casinos, has an adult population (age 21+) of more than 3 million residents with DPI of
$181.6 billion.

The proposed resort’s location in Hudson, New Hampshire is strategically situated
to capture resort casino patrons from New Hampshire, who already make 466,136 visits per
year to Foxwoods and Mohegan Sun, where they spend approximately $75.9 million
annually on gaming and non-gaming expenditures. The location is also strategically
situated to capture casino patrons traveling from eastern Massachusetts, Maine, and
Vermont, who would otherwise travel to Connecticut, where they already spend
approximately $750 million annually on gaming related activities. In other words,
Southern New Hampshire gaming facilities would be in a position to capture or recapture
up to $825 million in existing gaming and resort expenditures, since the proposed
location’s drive time is less than the drive-time to Foxwoods and Mohegan Sun from all
points in the primary market area (0 to 60 minutes) and for nearly all points within a 90
minute drive-time.

Population & Disposable Personal Income Within 30, 60, 90, 120, and 150 Minutes of Hudson, New Hampshire

Within 0 - 30 Within 31 - 60 Within61-90  Within 91-120 Within 121 - 150

Minutes Minutes Minutes Minutes Minutes
Total Population (2007) 712,180 3,460,915 2,277,983 2,613,602 2,033,043
Adult Population (21+) (2007) 496,608 2,525,046 1,613,034 1,866,896 1,482,973
Average Per Capita Income (1999) $25,899 $27,761 $24,213 $21,340 $25,949
Total Disposable Personal Income (2007) $29,014,793,106  $152,621,923,414  $86,618,747,849  $88,279,332,464  $83,004,777,290

Sources: U.S. Census, American Community Survey, 2007; U.S. Bureau of Economic Analysis (2007); Center for Policy Analysis (2008).

The Consultant constructed three models to estimate the Sagamore Crossing’s
revenue potential under two different scenarios: (1) a golf resort with a hotel, convention
center and casino gaming, plus video lottery terminals at the New Hampshire racetracks,
and (2) a golf resort with a hotel, convention center and casino gaming, plus video lottery
terminals at the New Hampshire racetracks, and a resort casino in the Greater Boston Area.

Market Area for Sagamore Crossing Golf Resort & Convention Center

1 The Designated Market Area for the proposed resort hotel and convention center is
differentiated into primary, secondary, and tertiary market areas. The primary market area is
defined as a drive-time of 60 minutes or less to Hudson, New Hampshire. The secondary market
area is defined as a drive-time of 61 to 120 minutes, while the tertiary market area is defined as a
drive-time of 121 to 150 minutes.
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Sagamore Crossing Golf Resort & Convention Center:
Gross Gaming Revenues Under Two Scenarios

Gross Gaming VLT Win Table Win

Scenario Revenues Per Day Per Day
GGR - Resort + Tracks $666,562,618 $373 $3,350
GGR - Resort + Tracks + Boston $531,356,759 $293 $2,750

Construction of the Resort Hotel
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It is estimated that a $300 million capital investment will be required to undertake
the resort hotel, convention center, and casino program proposed by the Greenmeadow
Golf Club, Inc. The Consultant constructed a model, which discounts expenditures for
gaming devices, hotel furnishings, other equipment, and employment leakage that will
either be purchased out-of-state or not contribute directly to the creation of construction
jobs. Itis estimated that the proposed project will:

e result in an estimated $140 million in direct construction expenditures in the
state of New Hampshire,

e directly create 1,211 construction jobs over an 18-month period, with a total
annual payroll of $52.8 million and an average annual wage of $43,599,

e indirectly support and induce an additional 762 jobs throughout the state
economy with a total annual payroll of $33.8 million.

Golf Resort & Convention Center + VLTs at the Racetracks

The Consultant constructed a model to estimate the market potential of a golf resort
with a hotel, convention center, and casino gaming in Hudson, New Hampshire, which
includes the assumption that 5,000 VLTs will also be allocated to New Hampshire’s
racetracks, including 3,000 VLTs that would be allocated to Rockingham Park. Under this
scenario:

» the total gaming market potential for all facilities combined is approximately
$1.2 billion in annual gross gaming revenues,

e it is estimated that Sagamore Crossing would generate $373 in win per day
per VLT and $3,350 in win per day per table,

e it is estimated that Sagamore Crossing would generate $667 million in
annual gross gaming revenues, $169 million in non-gaming revenues, and
total gross revenues of $835 million,

e it is estimated that Sagamore Crossing would generate 2.6 million visits
annually,

e Sagamore Crossing will directly create 5,068 jobs with a total annual payroll
of $175 million, with an estimated average annual wage of $39,000 in casino
operations, while annual average wages in all other operational sectors (i.e.,
retail, hotel, food and beverage would be significantly higher than the
current statewide average in these sectors), and
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e Sagamore Crossing will indirectly support and induce an additional 2,612
jobs throughout the state economy with a total annual payroll of $58.8
million.

While VLTs at New Hampshire’s racetracks would divert some customers and
gaming revenue away from the Sagamore Crossing Golf Resort, the more significant effect
of a balanced combination of a resort casino and racinos would be to grow the gaming
market by supplying unmet demand within the southern New Hampshire DMA. This is
partly because the market area of a resort casino is significantly larger than the market for
racetrack casinos (150 miles vs. 30-45 miles) and, therefore, the inclusion of a golf resort
with a hotel and casino will actually expand the market. It will further expand the gaming
revenue tax base with the addition of table games, while increasing other sources of state
tax revenue from meals and lodging.

Gaming Market with a Casino and VLTs at the Tracks
150 minute market radius
81% or more of casino patrons from out-of-state

$667 M
Resort

$450 M in State Revenues + Non-Gaming Taxes + More Employment

Indeed, a racinos only gaming policy will not capture a majority of the potential
resort and gaming market available to southern New Hampshire and will essentially fail to
capture more than half of the available market. The New England Gaming Research
Project has documented that between 75% and 80% of the New England region’s casino
patrons do not visit racinos despite their closer proximity, because they are attracted to the
guality and atmosphere of a resort casino, table games, and other forms of non-gaming
entertainment. A racinos only strategy that relies primarily on local convenience gamblers
will also leave New Hampshire more vulnerable to competition from Massachusetts.

Golf Resort & Convention Center + VLTs at the Racetracks + Greater
Boston Area Casino
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The Consultant constructed a second model to estimate the market potential of a
resort hotel, convention center, and casino in Hudson, New Hampshire, which includes the
assumption that 5,000 VLTs will also be allocated to New Hampshire’s racetracks, and the
assumption that Massachusetts authorizes a comparable resort casino in the Greater Boston
Area. Under this scenario:

e the total gaming market potential for all facilities combined is approximately
$1.5 billion in annual gross gaming revenues,

e it is estimated that Sagamore Crossing would generate $292 in win per day
per VLT and $2,750 in win per day per table,

e it is estimated that Sagamore Crossing would generate $531 million in
annual gross gaming revenues, an additional $138 million in non-gaming
revenues and total gross revenues of $668 million,

e it is estimated Sagamore Crossing would directly generate 4,042 jobs with
annual payroll of $126 million, with an estimated average annual wage of
$39,000 in casino operations, while annual average wages in all other
operational sectors (i.e., retail, hotel, food and beverage would be
significantly higher than the current statewide average in these sectors), and

e itis estimated that Sagamore Crossing would indirectly support and induce
an additional 2,081 jobs throughout the state economy with a total annual
payroll of $48.4 million.

A Greater Boston casino would divert some customers and gaming revenue away
from Sagamore Crossing, but again the more significant effect of such a facility would be to
grow the regional gaming market by supplying unmet demand within the Boston DMA
and by recapturing additional customers from southern and eastern Massachusetts who
currently gamble in Connecticut. Its most significant negative impact be on Rockingham
Park and Seabrook Greyhound Park, which would be competing with Boston for
convenience gamblers living in Northeastern Massachusetts.

North Country Scenario

This report does not undertake a full analysis of any scenario involving one or more casinos
in the New Hampshire North Country, because VLTs in the North Country will not
materially alter outcomes for the two scenarios included in the report:

e the primary market area for a North Country casino barely touches the
tertiary market area for Hudson, while the secondary market area only
partially overlaps with Hudson’s tertiary market area so they would not be
in direction competition with each other,

Vi
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e a North Country casino would have a highly limited market area that
would draw most of its customer base from sparsely populated areas of
northern New Hampshire, Maine, Vermont, and Canada,? and from seasonal
tourists and second home owners visiting the area from outside Sagamore
Crossing’s primary and secondary market area, and

e a North Country casino is too far distant to attract many visitors from
Massachusetts or southern Maine, except those whose primary reason for
visiting the area is other recreational activities.

The Optimal Scenario

The optimal gaming policy for the state of New Hampshire would be to authorize a
golf resort with a hotel, convention center, and casino-style gaming, in addition to VLTs at
the state’s racetracks. The total capital investment, gaming tax revenues and new
employment accruing to New Hampshire will be substantially higher if the state authorizes
the proposed golf resort with VLTs and table games, than if it pursues a racinos only

policy:

e the potential gaming market for southern Hampshire is sufficiently large
that racetrack casinos will not be able capture even half the estimated
gaming market of $1.2 billion,

e racetrack casinos alone will only create about 1,752 new jobs compared to
5,068 that will be created by a resort and convention center with gaming,

e racetrack casinos alone will do little to capture or recapture the flow of
gaming revenues to Connecticut. Survey research by the New England
Gaming Research Project indicates that 75% to 80% of resort casino patrons
in New England do not visit racinos, even when racinos are closer. Casino
patrons want table games, a resort atmosphere, and multiple forms of non-
gaming entertainment,

« the destination effect of a golf resort with VLTs and table games is sufficient
to attract visitors within a regional market area of 2.5 hours (approximately
150 miles), compared to 30 to 45 minute market area of a racetrack casino,

e thus, the estimated export effect of the proposed golf resort will be greater
(81%) than for a racetrack casino (70%) so a combination of facilities will
attract more out-of-state visitors and revenues,

e the golf resort, hotel, and convention center will allow it to attract overnight
visitors and to attract regional conventions, rather than local business
meetings,

2 In 2007, New Hampshire received 461,000 overnight visitors from Canada, who spent
approximately $110 million in the state (Okrant 2008).

vii
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e resort casino patrons typically travel longer distances, spend more per visit,
stay longer, and spend on a wider range of non-gaming amenities than
racino patrons,

e The average demographic profile of casino patrons is more affluent and
more educated than racino patrons, which explains their greater purchasing

power. 3
Gaming Tax Revenues Under Three Scenarios for VLTs
Gaming Tax Gaming Tax Total Gaming
Scenario Tracks GGR Revenue Resort GGR Revenue Total GGR Tax Revenue
Racetracks Only $584,000,000  $292,000,000 $0 $0 $584,000,000  $292,000,000

Resort + Racetracks $533,000,000  $266,500,000 $667,000,000  $166,750,000 $1,200,000,000 $433,250,000

Resort + Racetracks
+ Boston $380,000,000 $190,000,000 $531,000,000  $132,750,000 $911,000,000 $322,750,000

New Employment Under Three Scenarios for VLTs

New Employment New Employmentat  Total New

Scenario at Tracks Resort Employment

Racetracks Only 1,752 0 1,752
Resort + Racetracks 1,599 5,068 6,667
Resorts + Racetracks + Boston 1,140 4,042 5,182

3 These estimates assume a 25% gaming tax on the resort’s gross gaming revenue and a 50%
tax on the racetrack’s gross gaming revenues. New employment estimates for the racetracks are
based on national averages.

viii
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8.00 ECONOMIC & SOCIAL COSTS OF GAMING

Proponents of casino gaming regularly point to the economic and fiscal benefits
of casinos, while opponents of casino gaming regularly raise the specter of the economic
and social costs of casino gaming. There are economic and social costs associated with
casino gaming, but these are generally the same types of economic and social costs that
would be incurred with any large scale economic development, such as a regional mall,
an amusement park, a sports stadium, or any major tourist attraction. When these
economic and social costs are identified, it becomes evident that few of these costs are
unique to casinos and that most of these costs can be transferred to casino operators or
mitigated with policies and programs funded by gaming tax revenues.

Thus, from an economic and fiscal standpoint, the question of whether these
economic and social costs generate a negative economic and fiscal impact depends on (1)
the magnitude of these costs compared to the amount of economic activity and
government revenue generated by the gaming facility and (2) whether these costs are
borne by the gaming facility (i.e., taxes) or the general public. If the economic and social
costs are less than the economic activity and the revenue generated by taxes, then even
after incurring these economic and social costs, there is still a positive economic and fiscal
benefit. If the economic and fiscal costs of casino gaming are more than the economic
activity and tax revenue generated by casino gaming, only then can one claim that there
is a negative economic and fiscal impact for that particular governmental jurisdiction
(Gramlich 1998).

Consequently, the cost-benefits equation of casino gaming is not fixed or static
for any jurisdiction. The cost-benefits equation of casino gaming is always malleable
and, most importantly, the equation can be adjusted by state and local government
officials by utilizing standard policy instruments, such as licensing, regulation, and
enforcement, tax rates, the implementation of mitigation programs (e.g., problem
gambling treatment and responsible gambling campaigns), negotiating development
impact agreements, and with local vendor and employment preference policies, among
others. By focusing their attention on these types of programs and policies, public
officials can craft a reasonable gaming policy that maximizes the economic and fiscal
benefits of casino gaming, while minimizing and controlling the economic and social
costs of expanded gaming.3t

8.10 DEFINITIONS

The following items are defined as potential economic, fiscal, and social costs of
casino gaming (Ryan and Speyrer 1999, 17-20):

81 The Final Report of the Public Sector Gaming Study Commission (2000, 9, 11)
concludes that “the challenge for policymakers is to assess the tradeoffs between benefits and
costs at the state, regional, and local levels, and to use this information to manage legalized
gambling so that economic and social benefits are maximized while any potential economic and
social costs are minimized....the answers tend to be context-specific.”
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Economic & Fiscal Costs:

Substitution — the substitution effect refers to the claim that casinos do not
generate economic growth, but merely divert consumer spending from existing
businesses, particularly local retail, food, and beverage establishments.

Government expenditures — the introduction of casino gaming potentially requires
increased expenditures by state and local governments, including capital
investments in infrastructure and on-going operating expenditures to provide
state and municipal services. State governments inherently incur expenses for
licensing, regulation, and enforcement and may incur capital expenses for
improvements to roads or highways if the existing transportation infrastructure
is not sufficient to handle the required volume of traffic. Municipal governments
may incur expenses for infrastructure improvements (e.g., water and sewer),
traffic impacts (e.g. road improvements and signaling), and increased demand
on public services (e.g., fire, police, EMS).

Social Costs: The main social costs attributed to casino gambling are associated
with problem and pathological gambling, which can lead to personal
bankruptcy, crime, unemployment or loss of productivity, divorce, and social
welfare expenses associated with bankrupt or fractured families.

8.20 BENEFIT-COSTS ANALYSES

In the United States today, there are 421 Indian casinos, 191 commercial casinos,
and 41 racetrack casinos hosted by 30 states other than Nevada. These casinos employ
527,000 persons nationwide and more than a quarter of all Americans visit a casino at
least once a year. Yet, with all the dire warnings about the economic and social costs of
casino gaming not a single state or municipality that has authorized casino gaming has
ever voted to rescind that authorization. In fact, in one of the most intensive community
based research projects on new casino jurisdictions, commissioned by the U.S.
Department of Justice, it was found that “most community leaders in the new casino
jurisdictions believe that the casinos have been good for the communities” (Stitt 2001, ii).

Unfortunately, a great deal of the public debate about casino gaming has
revolved around “pseudo-facts” that are commonly accepted by many public officials
and the media even after official government studies and academic publications have
cast doubt on many of the claims about the economic and social costs of casino gaming
(Barrow 2008).32 The single most comprehensive effort to compare the benefits and costs

32 pseudo-facts are unsubstantiated or empirically false claims that nevertheless are
widely circulated within a policy network and come to be accepted as true by many individuals.
Even though experts and scholars may have documented that such statements are false, pseudo-
facts continue to be repeated by public officials and political activists, and are therefore quoted in
the media, where they again circulate among policymakers and the general public. Pseudo-facts
become “real” to the extent that they influence decision-makers and the wider policy-making
process.
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of gambling in the United States is a report by the National Gambling Impact Study
Commission (NGISC), which was created by the U.S. Congress in 1996. The NGISC was
charged with conducting a comprehensive study of the social and economic impacts of
gambling in the Unites States (NGISC 1999). This study, which took three years and $2.5
million to complete, included two national surveys of U.S. adults and youth regarding
gambling behavior and attitudes, a survey of patrons at 21 gambling facilities in the
United States, case studies in 10 communities with casino gambling, and detailed
analysis of a 100-community sample to determine the economic impact of casino
gambling nationwide. The NGISC released its final report in June of 1999.

With respect to the economic benefits of gambling, the NGISC (1999, 7-6) found
that “casinos and pari-mutuel are the most labor intensive aspects of gambling” and
therefore provide the greatest economic benefits to host communities and the state. The
NGISC also found that “the economic benefits of casino gambling have been especially
powerful in economically depressed communities where opportunities for economic
development are scare.” Further empirical research conducted for the NGISC by the
National Opinion Research Center (NORC) also confirmed testimony by casino workers
and government officials that casino gambling creates jobs and reduces levels of
unemployment and government assistance in communities that have legalized it.
NORC found that in communities close to newly opened casinos unemployment rates,
welfare outlays, and unemployment insurance decline by about one-seventh (NGISC
1999, 7-7; also see, Appendix B.2).

While the economic and fiscal benefits of casino gaming are easily measured and
forecast, the NGISC (1999, 7-3) concluded that “it is extremely difficult to quantify social
costs and benefits.” The Commission received individual testimonial and anecdotal
evidence asserting a link between casinos and increased social costs, but in the end the
NGISC was unable to reach any conclusion as to whether casino (or other) gambling
actually causes family problems, crime, or suicide for the general population.

Consequently, a member of the U.S. Congress immediately requested that the
U.S. General Accounting Office (GAO) conduct a follow up study, which was designed
as a case study of Atlantic City, New Jersey, which at the time hosted 12 resort casinos.
The U.S. GAO (2000, 3), developed a costs-benefits model in accordance with generally
accepted government auditing standards, but it too “found no conclusive evidence on
whether or not gambling caused increased social problems in Atlantic City.” The GAO
concluded:

“Neither NGISC nor our Atlantic City case study was able to clearly
identify the social effects of gambling for a variety of reasons...While
data on family problems, crime, and suicide are readily available,
tracking systems generally do not collect data on the causes of these
incidents, so they cannot be linked to gambling...while studies have
shown increases in social costs of pathological gamblers, it is difficult to
isolate whether gambling is the only factor causing these problems
because pathological gamblers often have other behavior
disorders...NGISC reached no conclusions on whether gambling
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increased family problems, crime or suicide for the general population.
Similarly, we [the GAO] found no conclusive evidence on whether or
not gambling caused increased social problems in Atlantic City (GAO
1999, 3).

There have also been several independent cost-benefits analyses commissioned
by various states to measure whether or not casino gaming yields a positive net benefit
to individual host communities or the state. The most comprehensive and intensive
effort to sort out the relationship between the economic and fiscal benefits of casino
gaming and its imputed economic and social costs was commissioned by the Louisiana
Gaming Control Board in 1998 at a total cost of $600,000. The one-year study was
conducted by a team of nine academic researchers based at various universities and
medical centers in Louisiana. The study developed locally specific measures of the
dollar cost of casino regulation, casino-related crime, personal and business
bankruptcies induced by pathological gambling, lost productivity, theft, and
embezzlement, and treatment costs for problem gamblers. The study concluded that
casino gaming in Louisiana had a net positive benefit to the state of $531.5 million and a
benefits to costs ratio of 2.08 (i.e., benefits exceeded costs by a factor of 2) (Ryan and
Speyrer 1999, iv)

The Indiana Gaming Commission contracts with the Center for Urban Policy and
the Environment at Indiana University-Purdue University to produce annual
evaluations of its casino riverboat licensees for the first five years of operation, and then
every three years thereafter. These evaluations include an analysis of economic and
fiscal benefits, employee impact surveys, and community impact surveys. The
evaluations are uniformly positive in their assessment of job creation, job quality,
economic opportunity, and community impacts. 33

However, in response to critics to who claim that Indiana’s evaluation process
does not sufficiently account for the economic and social costs of casino gaming, the
Indian Gaming Commission commissioned an independent comprehensive benefit-cost
analysis in 2005. This benefit-cost analysis incorporated data on personal and business
bankruptcy, crime, unemployment and lost productivity, divorce, and other costs
related to problem gambling (Policy Analytics 2006, 3). The Indiana benefits-cost
analysis made two estimates of the benefit-cost ratio of casino gaming in that state. One
estimate relied on social cost data developed by NORC for the National Gambling
Impact Study Commission, which most scholars view as the best estimate of these costs
up to this time. A second estimate relied on social cost data developed by Earl Grinols
(2004), an economist at Baylor University who is critical of casino gaming, and whose
estimates of social cost are considered inflated or flawed by many in the academic
community. However, under both scenarios, Policy Analytics found that Indiana’s
casinos generate a net positive benefit (after social costs) of $717 million to $740 million
annually. The Grinols model yield a positive benefits to cost ratio of 8:1, while the
NORC model generated a positive benefits to cost ratio of 11:1 (Policy Analytics 20086, 2).

33 Available at http://www.in.gov/igc/2361.htm
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In 2005, the lowa Legislature also commissioned an academic research team
from the University of Northern lowa to conduct a comprehensive benefit-cost analysis
of its casinos and racinos. This benefit-cost analysis also incorporated data on personal
and business bankruptcy, crime, unemployment and lost productivity, divorce, and
other costs related to problem gambling (Chhabra et al. 2005; Chhabra 2007). The lowa
analysis also relied on the social cost estimates of Earl Grinols and NORC, and similarly
concluded that “the combined economic impacts of gambling and its ancillary activities
are positive overall for lowa” (Chhabra 2007, 173). The lowa study estimated the net
positive benefits of casino gaming as 1.78:1 to 3.18:1 depending on which estimates of
social costs are incorporated into the benefits-cost equation.

8.30 ECONOMIC COSTS

8.31 THE SUBSTITUTION EFFECT

The modeling system used to estimate the economic impacts of Sagamore
Crossing Golf Resort & Convention Center predicts that the proposed facility will
generate positive indirect and induced impacts on off-site retail sales, lodging
establishments, and non-casino eating and drinking establishments. However, many
critics of casino gaming argue that casinos put small recreation- or hospitality-based
businesses out of operation. This pseudo-fact relies on the assumption that the residents
of a local community have a limited amount of money to spend and must make choices
about how to spend it, such as choosing between a visit to a casino or a visit to a
restaurant or movie theater (PSGSC 2000, 14). The alleged substitution effect of casino
spending is often the basis for unsubstantiated assertions that casinos “cannibalize”
other local businesses, particularly small establishments in the retail, entertainment,
lodging, and food and beverage sectors.

There are numerous theoretical flaws with this argument starting with the
assumption that local, state, and regional economies are a zero sum game in which no
business can expand or grow except at the expense of other businesses. Amusement,
recreation, leisure, and entertainment businesses are among the fastest growing sectors
in the United States economy. The growth of this industry, including casino
entertainment, is made possible by increases in disposable personal income and,
consequently, these sectors can continue to grow without displacing other spending so
long as disposable personal income continues to increase from year to year as it does
regularly in the United States and New England.

As noted in Section 5.40 of this report, the DMA for the Sagamore Crossing Golf
Resort & Convention Center includes nearly 8 million adults with disposable personal
income (DPI) of $439.5 billion. DPI regularly increases in New England at a rate of 3% to
5% during expansionary phases of the economic cycle and even during the current
recession it is still increasing at a rate of 1% to 2% annually. Even a 1% rate of growth in
DPI will yield an additional $4.39 billion, while a 3% rate of growth in DPI will yield an
additional $13.2 billion in new income. When one compares the estimated $1.1 billion in
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gross gaming revenues estimated at maturity for a golf resort with casino gambling and
VLTs at the racetracks in New Hampshire, it is quickly evident that the regional
economy could absorb the proposed gaming facilities through income growth alone just as
local economies regularly add restaurants, fast food outlets, or other businesses without
any corresponding decline in existing businesses.

However, putting theoretical arguments aside, the argument that casinos
cannibalize existing businesses is simply not supported by micro-level analyses of the
gaming industry (see Appendix A). In fact, the empirical research on substitution
documents that not only does cannibalization not occur, spillover effects actually
stimulate other local businesses as a result of two factors:

1. increased consumer purchases by casino employees, and

2. mid-level niches open for other hospitality businesses, because
a. high occupancy rates at resort casino hotels generate spillover
demand for lodging for out-of-region visitors, and
b. not all casino patrons are willing to spend for high end luxury
hotels or gourmet dining, but would prefer other mid-range
local alternatives.

Several examples of research on this topic illustrate this principle. For example,
there was a net increase of eight restaurants in Bossier City, Louisiana following the
introduction of riverboat casinos. The city’s taxable restaurant sales, excluding
restaurants in the hotels and casinos, increased by 5% in 1994 and by 7% in 1995 after the
introduction of riverboat casinos. In Biloxi/Gulfport, Mississippi, the rate of non-casino
retail sales growth increased from an average of 3% annually (1990-1992) in the years
prior to riverboat gambling to 12% annually in the years after riverboat gaming began in
the locality. Restaurant sales in Biloxi/Gulfport have increased overall, although
increased competition from national chains, and a migration of clients toward higher
guality has forced some local restaurants to close. Nevertheless, the net economic
welfare benefit is better quality, wider selection, and increased overall sales and
employment in eating and drinking establishments. Finally, along the Mississippi Gulf
Coast the hotel occupancy rate increased from 55% in 1992 to 70% following the
introduction of dockside riverboat gaming.

Similarly, in 1995, two University of Minnesota economists conducted a study of
the effects of Indian-owned casinos on self-generating economic development in non-
urban areas of Minnesota. This unique study used the number of new business
establishments in a town or city that can be attributed specifically to their proximity to a
casino as the exclusive measure of economic impacts. The study’s statistical
methodology made it possible to control for the effects of factors other than casinos on
the number of new business establishments in a town or city. The study shows that
since the introduction of casino gaming in Minnesota, most towns and cities within a 30-
mile radius of a non-urban casino experienced marked growth in the number of local
consumer and service business establishments that can be specifically attributed to the
nearby casino. Communities located closest to the casinos enjoy the greatest growth in
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new businesses (Hoenack and Renz 1995). The study also found that casinos have
succeeded in stimulating self-generating and sustained economic development in areas
“where government economic development grants and intergovernmental transfers
have failed” (Hoenack and Renz 1995).

The Mystic Lakes Casino & Hotel in Scott County, Minnesota, which is included
in the Twin Cities MSA, opened in May of 1992 and its hotel opened in July of 1996. The
study finds that non-casino retail sales increased by 54% from 1990 to 1996. Hotel
performance in the county was at a ten year low in 1990 before doubling in 1991 and
continuing to increase from 1993 through 1995, even with the addition of new hotels.
Retail sales in Scott County increased from approximately $30 million in 1992, when
casino gaming was introduced, to more than $42 million in 1995 (excluding casino mall
sales). Hotel gross sales in Scott County increased from $4 million to $5.7 million during
the same period.

In 1997, the Allegany County (Maryland) Blue Ribbon Task Force on Gaming
commissioned a study by a team of Frostburg State University economists. This study
compared the economic performance of casino counties to non-casino counties
throughout the United States for the period 1987 through 1993. The study found
“statistically significant positive differences” in the rate of growth in casino counties for
retail trade (including food and beverage), finance, insurance, real estate, and
construction employment. The study concludes that “there is no evidence that casino
development ‘cannibalizes’ other sectors of the economy” (Rephann et al. 1997, 14).

Similarly, the number of restaurants in the area (county) surrounding Foxwoods
and Mohegan Sun increased from 472 to 506 following the casinos’ opening, while off-
site restaurant employment increased from 5,911 to 6,628 during the same period. In the
seventeen years since casinos were introduced to Atlantic City, the number of eating and
drinking establishments in Atlantic County has grown from 415 to 580, while
employment in this sector has grown from 4,439 to 7,176. In Gilpin County Colorado,
the number of restaurants increased from 31 to 40 after the introduction of casino
gaming. In Tunica County, Mississippi, the number of restaurants increased by 13%
and restaurant employment grew by 9% after the introduction of casino gaming in the
county (Fenich 2004).

Finally, the most extensive research on this subject has been conducted by
Professors George G. Fenich and Kathryn Hashimoto of the Lester E. Kabacoff School of
Hotel, Restaurant, and Tourism Administration at the University of New Orleans. Drs.
Fenich and Hashimoto Fenich and Hashimoto have analyzed the local and regional
impact of land-based, floating riverboat, and dockside casinos (both commercial and
Indian) on local food and beverage and retail establishments in twenty jurisdictions,
including Colorado, Connecticut, lllinois, Indiana, lowa, Louisiana, Mississippi,
Missouri, New Jersey, and South Dakota. Their overall findings are unequivocal about
the fact that:

“..across the U.S., from mountains to beachfront to the industrial
northeast, from small rural towns to large urban areas, the legalization
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and subsequent development of casino gaming did not drive all the
restaurateurs out of business. Casinos did not cause the predicted drop in
the number of businesses, nor the drop in people employed, nor the drop
in payroll. In fact, they have just the opposite effect. When casinos are
developed, all aspects of local food and beverage business increase: the
number of establishments increases, the number of people employed
increases, and payroll increases at a greater rate than the first two”
(Fenich and Hashimoto 1997, 13).

8.32 GOVERNMENT EXPENDITURES

The introduction of casino gaming potentially requires increased expenditures
by state and local governments, including capital investments in infrastructure and
operating expenditures to provide state and municipal services. State governments
inherently incur expenses for licensing, regulation, and enforcement and may incur
capital expenses for improvements to roads or highways if the existing transportation
infrastructure is not sufficient to handle the required volume of traffic. Municipal
governments may incur expenses for infrastructure improvements (e.g., water and
sewer), traffic impacts (e.g. road improvements and signaling), and increased demand
on public services (e.g., fire, police, EMS). Gaming taxes, property taxes, lodging taxes,
meals and beverage taxes all provide government with fiscal mechanisms to insure that
the fiscal benefits of casino gaming outweigh its fiscal costs.

It is important to note that state and local economic development officials have
other tools besides taxes for adjusting the benefits-cost ratio of an economic
development project. Economic development specialists long ago identified mechanisms
for compensating communities that host major economic development projects. Local
governments can shift some costs to the state (e.g., infrastructure improvements), which
receives the largest share of gaming revenues. Some costs can be shifted to the business
establishment itself in the form of impact fees that pay for capital improvements (e.g.,
water and sewer lines, expanded sewage treatment capacity, road and highway
improvements). Capital donations by the business establishment (e.g., a new fire truck,
police cruisers, etc.) may eliminate certain costs to local governments.

8.32a The Cost of Regulating Casinos

An inherent governmental cost of casino gaming is gaming regulation and
enforcement. This is not a cost unigue to the gaming industry, since virtually all
industries and business establishments in the United States are subject to some type of
federal, state, and local regulation, reporting, and licensing. However, gaming is one of
the most highly regulated industries in the United States. These regulations include
licensing the gaming establishment, its employees, and vendors. Owners, operators,
employees, and vendors are licensed after extensive background checks that can include
a review of state and federal criminal offender records, credit rating, financial history
and capability, and many other items. Casinos are often required to issue public reports
on their financial operations, employees, payrolls, and vendor purchases that far exceed
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the transparency of other private industries. The adoption, monitoring, and enforcement
of these regulations, as well as the promulgation of licensing requirements, generate
costs that are borne primarily by state governments (e.g., gaming or lottery commissions
and state police), although some costs are borne by local governments (e.g., liquor
licensing, victuals licenses, public health regulations, etc.).

The best practice in casino regulation is one where the licensing and regulation of
casino operations is conducted by a state regulatory authority (e.g., gaming commission
or lottery commission), while enforcement and investigation is conducted by a division
of the state attorney general’s office that includes specially assigned attorneys,
investigators, and a special detachment of the state police who are responsible for
gaming enforcement and investigation.

In states with commercial casinos, the cost of licensing, regulation, and gaming
enforcement is between 0.3% and 1.4% of GGR, with New Jersey spending more than
any other state, including Nevada, in absolute terms, at 1.4% of GGR (see Table 40).34

Table 28
COMMERCIAL CASINOS:
COST OF LICENSING, REGULATION, AND ENFORCEMENT, FY 2006
Licensing, Lic, Reg, &
State Regulation, & Commision&  Gross Gaming Enforc
Enforcement Enforcement Revenues No. Costs as %
(millions) Employees* (millions) Casinos  of GGR
Colorado $ 8.7 72 782 46 1.1%
Ilinois $ 14.4 138 1,924 9 0.7%
Indiana $ 12.6 180 2,577 10 0.5%
lowa $ 31 1,173 13 0.3%
Louisiana - - - - -
Michigan $ 28.8 148 1,303 3 2.2%
Mississippi** $ 10.0 2,780 29 0.4%
Missouri $ 18.4 228 1,592 11 1.2%
Nevada $ 39.4 12,460 317 0.3%
New Jersey***  § 68.3 693 5,219 11 1.3%
South Dakota $ 1.1 90 36 1.2%
Notes: *Licensing, regulatory, and enforcement staff includes managers and supervisors,
investigators, state police, auditors, accountants, clerical personnel, attorneys, financial analysts,
technicians, information systems, and all other personnel.
** Mississippi is 2004 data pre-Katrina.
*** NJ = 324 NJCCC and 369 for AG Division of Gaming Enforcement.

Source: Annual Reports of state gaming regulatory commissions.

Based on this range, New Hampshire would have to spend between $3.3 million
and $11 million annually to license, regulate, and enforce gaming laws for a resort casino
and VLTs at the racetracks. In most states, these costs are defrayed a special positions

34 The Michigan Gaming Control Board also provides regulation and enforcement for 16
Indian casinos through a special assessment. If revenues from Indian casinos are included, then
Michigan’s regulatory and enforcement costs are 1.3% of total GGR.
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tax on each slot machine and table game, or by a special assessment on gaming facilities
levied in proportion to the their share of the state’s total gross gaming revenues.

8.32b Other State & Local Costs

There are other potential government expenditures required by the introduction
of a casino and racinos involving both capital expenditures and increased demand on local
public services. The range and cost of these expenditures are locally specific and depend
on the size, location, and accessibility of a proposed casino. These costs are normally
defrayed through a development impact agreement(s), local property taxes, and revenue
sharing with the host community.

Development impact agreements (DIA) are a common policy instrument of state
and local governments. The purpose of a DIA is to insure that taxpayers who are not
direct beneficiaries of a project’s costs do not bear a disproportionate share of the costs
of any infrastructure improvements required by the project. The types of items that
public officials normally negotiate into a DIA, including the following:

Access to the Site — it is increasingly common for commercial and tribal
casinos to provide primary public access to the site via a dedicated ramp
from a major highway that is also promoted by the gaming operator as
the sole public means of ingress and egress to the site. A dedicated ramp
also mitigates local traffic congestion by insuring that non-local traffic can
access the site without using local public roads. Additional capital
investments may include local roadway, signal, landscaping, curb, and
drainage improvements.

Employment and Vendor Preferences — state and local employment and
vendor preference agreements insure that the economic benefits of a
casino inure to residents of the host state and community. These
preferences generally require the gaming operator to give preference to
qualified local vendors and potential employees and to provide
information and training for local vendors and employees.35

Water & Sewer Capacity — casinos pay water and sewer fees like any
other commercial establishment, but when increased capacity or
connections are required to build the casino, the casino developer may be
required to bear all or a portion of these capital costs if these costs are not
already built into local water and sewer fees. In the absence of public
capacity, these costs will be borne by the developer as a cost of
development.

35 Data collected by the New Jersey Casino Control Commission (2006) documents that
Atlantic City casinos make 61 percent of their non-payroll purchases -- $2.16 billion in 2006 --
from 2,331 different vendors within the state, while a majority of casino employees. In New
Jersey, 84% of casino employees live in Atlantic County, where the state’s 11 casinos are located.
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Police & Fire Protection — a small local government may have to add
police officers and fire fighters, which in turn requires training and
additional equipment. The developer may be required to compensate the
town or city for these initial start-up costs.

A second mechanism for insuring that host communities do not bear the
governmental costs of gaming expansion is to insure that such facilities provide a
revenue stream that exceeds any increases in municipal costs attributable to the
gaming facility. As commercial entities, casinos typically pay millions of dollars
annually in property taxes to a host community. It is also increasingly common
for host communities to receive a host community payment equal to 1% or 2% of
annual gross gaming revenues.

For comparison purposes, in a report prepared by a former Mayor of
Ledyard, Connecticut, which hosts Foxwoods Resort Casino, it was estimated
that the town incurred $2.2 million in additional costs due to the casino in FY
2000-2001. These costs included crime, social services, legal costs, road and
bridge improvements, zoning enforcement and litigation, public safety and
traffic associated with hosting the single largest casino in the United States
(Johnson, Sr. 2001).

8.40 SOCIAL COSTS OF CASINO GAMING

8.41 PROBLEM & PATHOLOGICAL GAMBLING

Anti-casino activists frequently use the term “gambling addiction” as a rhetorical
device to link casinos with criminal activity and to equate a day or night of
entertainment with something like heroin addiction. The term “gambling addiction” is a
rhetorical strategy and not a scientifically recognized term. The American Psychiatric
Association’s Diagnostic Statistical Manual of Mental Disorders (DSM-1V), which was
adopted in 1994, classifies defines problem and pathological gambling as a “persistent
and recurrent maladaptive gambling behavior that disrupts personal, family, or
vocational pursuits.” The APA classifies problem and pathological gambling as an
“impulse control disorder” (i.e., a behavioral disorder), rather than an “addiction,”
because it is not involve a physiological dependence, such as alcoholism, smoking, or
drug abuse. According to the national Gambling Impact and Behavior Survey (1999, 15-16)
submitted by NORC to the National Gambling Impact Study Commission: “Most
researchers and treatment professionals working with gambling problems have
expressed satisfaction with the new DSM-1V criteria...Internationally, researchers and
treatment professionals have adopted the DSM-IV criteria as the new standard” for
diagnosing and conducting research on problem and pathological gambling.

The DSM-1V identifies 10 criteria to guide the diagnosis of a gambling disorder

(see Table 41). “Pathological gamblers” are defined as gamblers who experience at least
five of the ten diagnostic criteria identified in the DSM-1V. “Problem gamblers” are
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defined as individuals who experience a range of adverse consequences from their
gambling, but fall below the threshold for pathological gambling (i.e., they experience 3
or 4 of the 10 DSM-IV criteria used to identify pathological gambling). “At-risk
gamblers” are defined as individuals who experience one or two of the DSM-IV criteria
for pathological gambling. At risk gamblers are considered at risk of becoming problem
gamblers, although they may gamble recreationally throughout their lives without any
negative consequences (NGISC 1999, 4-1 to 4-5).

Table 29

DSM-IV Criteria for Pathological Gambling
Behavior Definition
IS preoccupied with gambling (€.g., preoccupied with
reliving past gambling experiences, handicapping or
planning the next venture, or thinking of ways to get
money with which to gamble)
Needs to gamble with increasing amounts of money in

Preoccupation

Tolerance order to achieve the desired excitement

Withdrawal Is restl_ess or irritable when attempting to cut down or stop
gambling
Gambles as a way of escaping from problems or relieving

Escape dysphoric mood (e.g., feelings of helplessness, guilt,
anxiety, or depression)

Chasing After losing money gambling often returns another day in
order to get even (‘chasing one's losses')

Lying Lies to family members, therapists, or others to conceal the

extent of involvement with gambling

Has made repeated unsuccessful efforts to control, cut
back, or stop gambling

Has comitted illegal acts (e.g., forgery, fraud, theft, or
embezzlement in order to finance gambling)

Loss of control

lllegal acts

Risked significant relationship  Has jeopardized or lost a significant relationship, job, or
educational or careeer oppportunity because of gambling
Has relied on others ot provide money to relieve a

Bailout L .
atou desperate situation caused by gambling

In 1998, the National Gambling Impact Study Commission (NGISC) asked the
National Opinion Research Center (NORC) at the University of Chicago to design a
survey questionnaire based on the DSM-IV criteria for identifying pathological
gambling. The survey instrument was field tested with both a Random Digit Dialing
(RDD) pilot telephone survey and a patron intercept survey administered at gaming
facilities. The survey instrument was found to be a highly reliable measure of
pathological and problem gambling based on the assessment of treatment specialists
(NORC 1999, 17-24). The final Gambling Impact and Behavior Study (1999) prepared by
NORC for the National Gambling Impact Study Commission was based on RDD
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telephone interviews with 2,417 individuals nationwide and a patron intercept sample
of 530 individuals at selected gambling venues.36

The Gambling Impact and Behavior Study (1999) estimated that “lifetime”
pathological and problem gamblers comprised about 2.7% of the adult U.S. population
and that “past year” (12-month period) pathological and problem gamblers comprised
1.3% of the adult U.S. population (NGASC 1999, 4-5). These figures aggregate
individuals whose gambling problems are related to casino, lottery, video lottery
terminal, and pari-mutuel gambling.

For comparison purposes, it is estimated that within any 12-month period (past
year prevalence) about 1.3% of the U.S. population are pathological and problem
gamblers, that 2.8% are drug dependent, and that 7.2% are alcohol dependent (NGISC
1999, 4-7). The national Gambling Impact and Behavior Study was linked to economic and
other cost data to yield an estimate that pathological and problem gamblers cost
American society approximately $5 billion per year in 1999 and an additional $40 billion
in estimated lifetime costs due to lost productivity, social services, and creditor losses
(1999 dollars). NORC estimated that the annual average costs of job loss, unemployment
benefits, welfare benefits, poor physical and mental health, and problem or pathological
gambling treatment was approximately $1,200 per pathological gambler per year and
approximately $715 per problem gambler per year (NORC 1999, 53). NORC further
estimated that lifetime costs (bankruptcy, arrests, imprisonment, legal fees for divorce,
etc.) were $10,550 per pathological gambler, and $5,130 per problem gambler. These
costs are borne primarily by private businesses, affected families, and to a lesser extent
by government, although it is assumed that many of these costs are transferred to
society as a whole in the form of higher prices or social service expenditures. However,
some economists now argue that many of the costs of problem gambling have been
incorrectly classified as social costs, rather than private costs, (which are borne by
casinos, individuals, and affected families), since many of these costs are not
compensated by society or borne by government (Walker 2007, 85-112).

At any rate, if NORC'’s estimated lifetime costs are amortized over 40 years ($1
billion per year) and added to annual costs ($5 billion), the NGISC figures indicate that
problem and pathological gamblers generate a combined cost to U.S. society of
approximately $6 billion annually — that is, $1,091 per pathological and problem gambler
per year (1999 dollars) -- or about $1,382 per pathological and problem gambler per year
in 2007 dollars (NGSC 1999, 4-14).

For comparison purposes, the U.S. Department of Labor estimates that alcohol
and drug abuse cost American businesses about $81 billion per year in lost productivity
(about thirteen times more than is attributable to pathological and problem gambling).3”

3% The patron intercept surveys were conducted to supplement the RDD telephone
sample mainly to generate a larger N of problem and pathological gamblers, since it was known
that the RDD sample would yield a low number of problem gamblers; hence making it difficult to
generalize about the demographic and other characteristics of problem gamblers, (NORC 1999,
22).
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Similarly, the American Lung Association (2006) estimates that smoking costs
business and government $167 billion annually -- $92 billion in lost productivity and $75
billion in direct health care expenses.38

Finally, it has been estimated that “internet abuse” (lost productivity and
criminal activity) costs private businesses $54 billion annually in lost productivity
(Young and Case 2004).

However, as indicated previously, many of the impacts of casino gaming are
highly specific to a state or local area. Consequently, in November of 2006, the Center
for Policy Analysis implemented the NORC survey instrument to measure lifetime
pathological and problem gambling in New England (see Barrow 2007, Appendix B,
Question 17). The CFPA surveyed 2,806 individuals in Maine, Massachusetts, New
Hampshire, and Rhode Island to determine the lifetime prevalence of pathological and
problem gambling in those four states.

Table 42 shows the percentage of all respondents in each state answering yes to
each of the ten questions used to identify pathological and problem gamblers. To be
classified as a pathological gambler, an individual must answer “yes” to at least five of
the ten questions. To be classified as a problem gambler, an individual must answer
“yes” to three or four of the ten questions. To be classified as “at risk” of becoming a
problem gambler, an individual must answer “yes” to one or two of the ten questions.

The aggregate lifetime prevalence of pathological and problem gambling was
1.8% in the four states surveyed (0.9% problem gamblers and 0.9% pathological
gamblers), compared to 2.7% of adults nationally (1.2% pathological gamblers and 1.5%
problem gamblers). The four New England states surveyed, including New Hampshire,
have a lower than average rate of problem and pathological gambling despite the fact
that they have easy access to virtually every form of legal gambling, including state
lotteries, video lottery terminals, pari-mutuel facilities, and casinos (see Figure 19).39

The lifetime prevalence of at-risk gamblers in the four New England states
surveyed was 4.2% as compared to 7.7% nationally (NORC 1999, 25).

87 u.s. Department of Labor, see,
http://dol.gov/asp/programs/drugs/workingpartners/stats/wi.asp.

38 American Lung Association, “Smoking Policies in the Workplace Fact Sheet” (August
2006), http://www.lungsa.org/site/pp.asp?c=dvL UK9O0Eb=44459.

39 Given the small N, it is not possible to generalize about the demographic characteristics
of these individuals, although the national Gambling Impact and Behavior Study found that men
were more likely than women to develop gambling problems.
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Table 30

All New Rhode
Respondents Maine Massachusetts Hampshire Island
All Respondents 0.4% 0.0% 0.6% 0.0% 0.5%
Have you ever received any kind of help or treatment for gambling problems? This includes =~ Gambled Last 12
self-help groups and help from professionals such as doctors or counselors. Months 0.6% 0.0% 0.8% 0.0% 0.8%

All Respondents 3.0% 1.2% 4.1% 2.1% 2.9%
Months 4.7% 2.1% 6.0% 3.6% 4.7%

Have you ever tried to stop, cut down, or control your gambling?

All Respondents 1.9% 0.6% 2.2% 2.3% 2.0%
Have you ever gambled as a way to escape from personal problems? Gambled Last 12
Months 3.2% 1.2% 3.6% 4.0% 3.3%

All Respondents 1.9% 0.8% 2.5% 2.4% 1.7%

Have you ever lied to family members, friends, or others about how much you gamble or how Gambled Last 12
much money you lost on gambling? Months 3.1% 1.5% 3.8% 4.1% 2.8%

All Respondents 0.9% 0.0% 1.5% 2.3% 0.4%

Has your gambling ever caused serious or repeated problems in your relationships with any of Gamblea Last 12
your family members or friends? Months 1.4% 0.0% 2.0% 4.0% 0.7%
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Figure 4

Degree of Gambling Problem in New England
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The prevalence of pathological and problem gambling in Massachusetts and
Rhode Island is higher than in New Hampshire and Maine, which is not surprising
based on findings of the NORC Gambling Impact and Behavior Study. This national study
found that “the availability of a casino within 50 miles (versus 50 to 250 miles) is
associated with about double the prevalence of problem and pathological gamblers”
(NORC 1999, ix). New Hampshire residents do not currently live within 50 miles of a
casino or slot parlor, although most of them do live within 50 miles of a pari-mutuel
racetrack or state lottery outlet.

The treatment of problem gambling is often identified as a social cost peculiar to
the gaming industry, although genuinely impulsive or addictive behavior is associated
with other legal industries (e.g., tobacco, alcohol, internet, video games, shopping).
Consequently, most states earmark a portion of gaming taxes to support responsible
gambling education and to fund the treatment of problem gambling, which means these
costs are not borne by the general treasury, but covered by revenues generated from the
gaming industry. To minimize these costs, many casinos are directly implementing in-
house policies and employee training to identify problem gamblers. Most states also
maintain self-exclusion lists in cooperation with the casinos, which allow problem
gamblers to self-identify themselves to gaming operators and enforcement agencies for
purposes of excluding or removing problem gamblers from a gaming facility.

While there is some consensus about the prevalence of pathological and problem
gambling in the United States, the costs of treating problem gambling remain
controversial. One of the difficulties in attaching financial costs to problem and
pathological gambling is that it does not occur in isolation from other problems.
Pathological and problem gamblers often suffer from multiple addictions or psychiatric
disorders, including alcohol or drug addiction, bi-polar disorder, or depression. These
problems, addictions, and disorders may precede the onset of problem gambling, or
occur simultaneously, so it is often unclear to researchers whether gambling is the
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primary disorder or the effect of an antecedent underlying problem. This also
complicates the issue of assigning costs to problem gambling, because a large percentage
of the actual treatment costs attributed to “gambling” by some researchers are actually
“caused” by psychiatric illness, alcoholism, drug dependency, etc. In other words, it is
rarely the case that 100% of the costs of treating problem gamblers is actually to treat
problem gambling per se.

Nevertheless, most states with legalized casino or racino gambling recognize a
responsibility to treat problem gamblers and to implement programs to prevent problem
gambling so far as possible. Most states currently spend $1 million to $2 million per
year on gambling education and prevention and on the treatment of pathological
gambling, although Kansas spends more than any other state at $17 million per year.

8.42 CRIME

Crime is often identified as one of the major social costs of the gaming industry.
There are basically two theories of the possible relationship between crime and casinos.
The theory most frequently advanced by opponents of expanded gambling is that
casinos lead to “gambling addiction,” which in turn leads to embezzlement, theft,
robbery, and larceny as “gambling addicts” exhaust their personal funds and seek
additional gambling monies. A second theory known as routine activity theory (Cohen
and Felson 1979; Felson 1994) argues that as routine patterns of behavior take people
away from household and family activities, this dispersion places individuals in
environments where they are in increased jeopardy of becoming victims of predatory
crime. The convergence of motivated offenders, suitable targets, and the absence of
capable guardians results in an increase in predatory crime. Routine activity theory,
which has gained currency among experts over the years, suggests that the relationship
between crime and casinos is complex interplay between the location, size of facility,
number of casinos, state gaming regulations, law enforcement policies, internal casino
security, problem gambling treatment, and responsible gambling campaigns. As a
general strategy, the goal of crime prevention policies in casino jurisdictions is to reduce
the number of motivated offenders (location, treatment, education, and self-exclusion),
while deterring motivated offenders through the presence of capable guardians (casino
security, gaming regulation and enforcement, and police presence).

There are other crime-related factors to be considered beyond the mere number
of crimes when assessing the potential or actual fiscal impacts of the gambling industry:

- Does the crime generated by a casino require increased law enforcement off-site,
such as traffic enforcement, burglary, and robbery (which will increase the
demand on a local police department) or does the majority of casino-related
crime occur on-site, such as check and credit card fraud or pick pocketing? On
site crime can be mitigated by in-house security, which means the major costs of
such crimes are borne by the gaming facility, rather than local government - both
in terms of potential lost revenue and security enforcement.
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- Is casino-related crime violent in nature, such as murder, rape, armed robbery,
and assault and battery or is it non-violent crime, such as larceny, speeding, and
DUI? The latter crimes are typical of any major attraction that draws large
numbers of visitors to a location, particularly in the amusement, entertainment,
and recreation industry.

Numerous studies have examined the purported link between casinos and crime,
but at best this research has produced mixed results and no conclusive findings. An
early study completed by Maryland economists in 1997, compared casino to non-casino
counties in the United States from 1987 to 1993. This study found that “the average host
county was no more likely to experience a crime wave than its non-casino match in
1993,” although this study did observe an anomalous one-year surge in auto thefts in
casino counties during this period and it also found that an increase in the volume of
crimes in Atlantic City was attributable almost entirely to a surge in larcenies committed
against the casinos (e.g., bounced checks, stolen credit cards) (Rephann et al. 1997, 13).

The National Gambling Impact Study Commission reported an anecdotal link
between crime and pathological gambling, but it concluded that existing data were not
sufficient to quantify or define the relationship, if any, between gambling and crime.
The GAOQO’s case study of Atlantic City reached a similar conclusion, although an earlier
report submitted to the NGISC by the New Jersey Casino Control Commission found
that the visitor adjusted crime rate decreased from 69.9 per 1,000 visitors in 1977 (a year
before the first casino opened) to 52.6 per 1,000 visitors in 1997 (NJCCC 1998, 29). The
NJCCC (1998, 29) claimed that this reduction in the visitor adjusted crime rate “may be
directly associated with the increase of employment opportunities and implementation
of a number of programs to improve police effectiveness” made possible by the new
revenues accruing to the city.

Shortly after the NGISC issued its final report, William Miller and Martin
Schwartz, professors of sociology at Ohio University, reviewed the available literature
on casinos and “street crime” (i.e., hotel burglary, auto theft, prostitution, pickpockets,
armed robbery, purse snatching, etc.). The authors (1998, 133-34) of this review
observed “that although a great deal has been written on the subject [casinos and crime],
so much of the writing on all sides is bombast and blather,” which makes it “difficult to
discern any strong facts.” Consequently, Miller and Martin (1998, 135) conclude:

“We have not found here any compelling evidence to suggest that there is
something unique about casinos that causes an increase in street crime in
the surrounding area. Of course, with increased people traffic, it is
entirely likely that the raw number of crimes will go up...particularly if
little security is provided and it becomes known that people are leaving
valuables (jewelry, cameras, winnings) in these [hotel] rooms....None of
these arguments, however, is different from those for resort areas and
tourist attractions.”

In an effort to fill this lacuna in the research on casinos and crime, the U.S.
Department of Justice (DOJ) funded the single most comprehensive study of casinos and
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crime, which it released in January of 2001. The DOJ study was conducted by a research
team composed of an economist and two criminologists, who were assisted by
demographers and experts in survey research. This research team, led by Dr. Grant Stitt,
completed the most intensive community based research ever conducted on new casino
jurisdictions. This longitudinal study tracked crime rates in seven communities for
several years prior to the introduction of casino gaming and for a similar period of years
after the introduction of casino gaming.#% The DOJ’s review of crime statistics in these
seven communities found that:

*“casinos do not appear to have any general or dramatic effect on crime,
especially in communities that do not have a high concentration of
casinos. The data indicate that minor crimes are more likely to increase in
casino communities than are the index offenses, although there is little
consistency in types of crimes that significantly change when all the new
jurisdictions are compared” (Stitt 2001, ii).

These findings are consistent with a similar study conducted in 1998 by the
Citizens Research Council of Michigan (CRCM). In an effort to forecast the potential
impact of legalized casino gaming on Detroit and Wayne County, Michigan, the CRCM
examined pre- and post-casino crime statistics in 13 casino jurisdictions throughout the
United States and Canada.*! The CRCM (1998, 2) review of crime statistics found:

“that legalized gaming does not cause crime. Rather crime in cities with
casinos tends to increase proportionately to the increase in the population
caused by visitors coming into these cities. The same phenomenon has
been experienced in cities that introduce a tourist attraction. Since the
opening of casinos in Atlantic City and the opening of Disney World in
Florida, the growth of crime in Orlando far surpasses the growth of crime
in Atlantic City.”

The CRCM analysis found that the experience of local casino jurisdictions was
most consistent with routine activity theory and concludes that “based on the
experiences of other cities with casinos, it appears that an effective security contingent
goes a long way toward deterring crime.”

In contrast to these findings, a recent study by Earl L. Grinols and David B.
Mustard (2006) has gained currency among anti-casino groups for its conclusion that up
to 8% of crime in casino counties is attributable to the presence of casinos and costs
residents of those counties an average of $75 per year. This study purports to examine
the relationship between casinos and crime using county-level data for the United States

40 The DOJ research plan, as completed, looked at eight new casino jurisdictions: Alton
and Peoria/East Peoria, Illinois; Sioux City, lowa; St. Joseph, St. Louis (city), and St. Louis
County, Missouri; and Biloxi, Mississippi.

41 The CRCM research plan, as completed, looked at the following jurisdictions: Las
Vegas, Atlantic City, Deadwood, Alton, Joliet, East Peoria, Biloxi, Aurora, St. Louis, Kansas City,
St. Charles, Gary, and Windsor, Canada.
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between 1977 and 1996. The study suggests that the effect of casinos on crime is low
shortly after a casino opens, but grows over time.

However, the Grinols and Mustard study exemplifies that type of flawed
research that had been criticized ten years earlier by Miller and Martin (1998). The many
flaws in Grinols’ and Mustard’s research on casinos and crime has been amply
documented by Professor Douglas M. Walker in his recent book on The Economics of
Casino Gambling (2007) and in a recent article “Do Casinos Really Cause Crime?” (2008).
The most significant flaw is that the authors rely on the FBI’s Uniform Crime Report as a
basic data source, but they ignore the FBI’s own warnings that simple comparisons of
the type made by Grinols and Mustard can “lead to simplistic and/or incomplete
analyses that often create misleading perceptions adversely affecting communities and
their residents.” Specifically, Grinols and Mustard failed to calculate “the visitor
adjusted crime rate,” rather than a simple crime rate, as advised by the FBI and most
scholars, and this fact alone renders their findings scientifically questionable.

When analyzing the relationship between crime and casinos (or any other tourist
attraction), it is generally agreed that one must distinguish between the volume of crime
(total number of crimes) and the crime rate (crimes per 100,000 people). When examining
crime rates in tourist communities that attract hundreds of thousands to millions of
visitors per year, it is generally agreed that one should examine the visitor adjusted crime
rate in a local jurisdiction. Thus, a town of 10,000 residents that attracts 20,000 visitors
per day has a visited adjusted population of 30,000. The crowds attracted to a large
facility of any type will become targets of crime, and some will be perpetrators of crimes,
which raises the additional question of whether local residents or visitors are the victims
of crimes. Grinols’ and Mustard’s research fails to use the appropriate measure of crime
rate and also fails to identify the types of crimes and the victims of crimes. Grinols
claims that he did not make this appropriate adjustment because visitor adjusted data
does not exist for all county level jurisdictions in the United States, but it is exactly for
that reason that the FBI advises researchers to use its data cautiously and with the
appropriate caveats. It is recognized by other scholars that a proper use of the correct
data would have dramatically changed, and perhaps reversed, Grinols’ and Mustards’
findings.

Given the mixed results of the extant research on crime and casinos, one can gain
some additional insights by micro-level community-based examinations of specific
casino jurisdictions such as Foxwoods Resort Casino and Mohegan Sun Casino.
Foxwoods Resort Casino and Mohegan Sun Casino are the first and second largest
casinos in the United States. Ledyard, which hosts Foxwoods Resort has a population of
15,097 persons (2007). Montville, which hosts Mohegan Sun has a population of 19,744
persons (2007). The two casino are located within 8 miles of each other and each casino
attracts between 20,000 and 40,000 visitors per day or roughly two to four times the
daily visitation rate anticipated for Sagamore Crossing.

The simple crime rate in Ledyard and Montville 714.8 and 718.0 crimes per

100,000 residents, respectively, as compared to 2,973.8 for the state of Connecticut (CT
State Police, 2004). In other words, Ledyard and Montville has a crime rate that is one-
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fourth the statewide average, despite each casino hosting more than 14 million visitors
per year (see Table 43). By comparison, the simple crime rate for Plymouth,
Massachusetts is approximately 1,700.0 crimes per 100,000 residents, while it is 10,842.0
per 100,000 residents for Orland, Florida, which hosts Disneyworld. If adjusted for
tourist visitation, visitor adjusted crime rate for Orlando, Florida is about five times
higher than the crime rate for Ledyard and Montville, Connecticut. Moreover, if one
focuses on the crime of larceny, one finds that the number of larcenies in Connecticut fell
from 2,669 per 100,000 persons in 1995 (before Mohegan Sun) to 2,011 in 2000 and 1,705
in 2007 (FBI, Uniform Crime Reports).

Table 31
Crime in Ledyard and Montville, Connecticut (2004)
Ledyard Montville

Index Offense No. Offenses  Value Stolen No. Offenses Value Stolen
Murder 0 $0 0 $0
Rape 4 $0 3 $0
Robbery 3 $5,703 6 $1,083
Aggravated Assault 5 $0 10 $0
Burglary 37 $43,162 39 $75,118
Larceny 54 $42,556 71 $399,823
Motor Vehicle Theft 5 $27,502 8 $22,001
Arson 1 $1 3 $60,001
Crime Index Total 109 $118,923 140 $558,026
Source: CT State Police & Uniform Crime Report

Professor Stephen P. Lanza of the University of Connecticut recently published a
study in The Connecticut Economy, which found that there were few negative “spillover
effects” attributable to Foxwoods Resort and Mohegan Sun - the two largest casinos in
the United States. In fact, Lanza found that “between 1990 [before the casinos] and 2000
[after the casinos], crime dropped in both Ledyard and Montville,” which host the
casinos.

The main error among researchers and activists, who assert a cause-effect
relationship between casinos and crime is the assumption that casinos are somehow
different from other forms of entertainment, recreation, or tourism, when they are in fact
just another business within the leisure and hospitality sector. The results of the
numerous studies on casinos and crime have yielded mixed results, even for similar
jurisdictions. In some casino communities, the crime rate has actually decreased,
because of the dramatic reduction in unemployment levels (a major correlate of crime)
and because of the proper staffing of previously understaffed police departments made
possible by gaming and property tax revenues.

In those instances where researchers have identified a correlation between

casinos and crime, it has been with non-violent crimes against property, particularly
larceny and “minor” non-index crimes, such as driving under the influence (DUI).
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However, the recent experience of most communities is that the main demand placed on
local public safety services is related more to “calls” than to crime, i.e., fender benders,
traffic enforcement, fire alarms, and emergency medical response. The most negative
findings suggest that the volume of crime may increase in a casino community, although
the visitor adjusted crime rate remains the same, i.e., crimes increase in proportion to
visitations, which is the same result one would have for any other tourist or
entertainment destination.

However, there is no evidence of any major spillover effect on crimes within the
local community, because it appears that most crime (excepting DUI) is committed
against the casino or casino patrons and, therefore, casino operators have a direct
interest in minimizing this potential social cost. There are several simple, but effective
actions that a resort hotel with a casino can implement on its own initiative to minimize
the potential for criminal activity and these actions have become commonplace within
the industry, including:

e asecure controlled access point to the main facility (i.e., direct off-ramp),

e electronic surveillance of gaming floors, lobbies, elevators, and parking
structures,

e an on-site security staff the monitors electronic surveillance on the
gaming floor and that patrols the interior and exterior of the facility at the
resort’s cost,

e key code and card activated hotel room access,

e key code and card activated elevator access,

e key code safes in hotel rooms with reminders to customers to use them,

e security alert boxes in parking structures and other isolated areas of the
resort facility,

« enforcement of self-exclusion lists,

e posting of phone numbers for compulsive gambling help lines,

e training employees to recognize the signs of problem and pathological
gambling with instructions to “cut off” these customers and refer them to
help lines,

However, consistent with routine activity theory, the plethora of studies
attempting to answer these questions about the relation between casinos and crime have
produced mixed results over the last two decades. These findings do not indicate that
research supporting pro-casino or anti-casino positions is necessarily wrong or flawed,
but it does suggest that the relationship between casinos and crime is more a matter of
public policy and casino management, than a question of whether casinos “cause” crime
as compared to any other tourist attraction. The overall findings of most research now
suggests that there is no fixed cause-effect relationship between casinos and crime, but
that crime too is a malleable outcome influenced by a variety of factors within the
control of casino operators and state and local law enforcement agencies. These factors
include self-exclusion programs, a capable police force that is sufficiently staffed and
trained, on-site casino security and surveillance, effective gaming enforcement by state
gaming officials, secure parking garages, and secure hotel rooms and related facilities
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(Albanese 1995). The best strategy for public officials is to focus on mitigation measures
that reduce or eliminate the potential for crime by reducing the number of motivated
offenders and by increasing the number and effectiveness of capable guardians.
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9.00 POLICY CONSIDERATIONS: COMPARING
CASINOS AND RACINOS

The differences in economic impact between destination resort casinos -- both
commercial and tribal -- and convenience gambling facilities, such as racinos and video
poker parlors, was first identified by the National Gambling Impact Study Commission
(1999). In 1999, the NGISC found that “convenience gambling” primarily attracts local
residents and does not offer the jobs and economic benefits generated by destination
resort casinos, which bring in visitors and money from outside the immediate
community, from further distances, and for longer visits. The NGISC final report also
observed that convenience gambling creates few jobs, and even fewer good quality jobs,
while its legalization is does not typically produce any significant capital investment in
the local economy. The NGISC found that jobs derived from convenience gambling
were minimal in comparison with destination resorts that had gaming facilities (GAO,
23).

The distinction between destination resorts with casinos and convenience
gambling facilities was reiterated shortly thereafter in a U.S. General Accounting Office
report entitled Convenience Gambling (2000), which it prepared for the U.S. Congress as a
follow up to the NGISC’s final report. The GAO conducted an intensive analysis of the
economic and social impacts of convenience gambling in Charleston, South Carolina;
Great Falls, Montana; and Salem, Oregon. These communities were located in three of
the eight states identified in the NGISC report as having legal convenience gambling at
the time. These three states were selected primarily because they did not have
destination resort casinos and, therefore, the impacts of convenience gambling could be
isolated from the impacts of destination resort casinos. The specific communities were
selected because they hosted large numbers of video gambling devices and also did not
border other states. Consequently, the potential economic and social impacts of
convenience gambling were confined almost entirely within these states and were not
exported to adjacent states (GAO 2000, 2-3, 64-68).

The GAO found that the main difference destination resorts and convenience
gambling facilities was in the magnitude of their economic and employment impacts. It
was found that “the estimated number of jobs created by convenience gambling was
minimal in comparison to total private sector jobs,” whereas destination resorts usually
account for a significant percentage of the private sector workforce in the host
community or county (GAO 2000, 7). In fact, the GAO found that determining the
number of actual number jobs generated by convenience gambling was difficult, because
the video gaming devices installed at convenience gaming facilities are usually placed in
establishments that were existing businesses before the legalization of convenience
gambling (e.g., a pari-mutuel facility). According to state employment officials in South
Carolina, Oregon, and Montana, who have access to confidential employment security
reports (ES-202), convenience gambling establishments in those states did not appear to
have added new employees when they began operating video gambling devices, but
instead relied on existing workers to monitor the devices (GAO 2000, 21). Thus,
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convenience gaming does more to stabilize employment at existing businesses than to
create new jobs in the host community.

The GAO'’s analysis also found that jobs in the convenience gambling sector are
generally low-paying jobs with minimal benefits. It was found that the jobs at
convenience gambling establishments are generally part-time, minimum wage jobs,
without benefits. For example, a 1998 legislative review of convenience gambling in
Montana, reports that the employees at convenience gambling parlors in that state
earned an average of $9,600 annually in 1998, excluding fringe benefits and tips
(Montana Gambling Study Commission 1998). Thus, in contrast to resort casinos, which
have greatly reduced unemployment rates and rates of dependence on public assistance
in counties where they are located, the GAO found that the “unemployment rate
appears to have been unaffected by the legalization of convenience gambling” in the
three communities studied (GAO 2000, 8, 28). Furthermore, surveys and interviews of
public officials in the three communities studied by the GAO found that most public
officials believed “that convenience gambling establishments created a stigma that
discouraged new businesses from coming into a community and that the
parlors/casinos were sometimes ‘tacky’ and did not contribute to a quality urban
setting” (GAO 2000, 3, 10).42

Racinos are a significant step above the small convenience gambling facilities
and video poker parlors studied by the NGISC and GAO, but there are similarly
significant differences in the economic and fiscal impacts of casinos and racinos that
policymakers should consider when deliberating the expansion of gambling as part of a
state’s economic development and fiscal policies. Most racinos in the United States are
classified as convenience gaming facilities that attract most of their customers from
within a 30-mile radius. Consequently, when deliberating gaming expansion, policy
makers should strike a balance between short-term fiscal considerations and long-term
economic development (Thompson and Stream 2005).

In 2007, there were forty-one authorized racinos operating in eleven states.
These racinos employed more than 27,000 persons (see Table 18) and generated $2.2
billion in revenues for state and local governments. The average effective gaming tax
rate on racinos was 39.7 percent of gross gaming revenues, although several states tax
racino GGR at a rate of 50% or higher (e.g., Florida, Maine, New York, Rhode Island).
Consequently, cash-strapped states began shifting toward racinos in the late 1990s and
2000s on the assumption that VLTs or slot machines could be installed at existing
racetracks in less time than it takes to build new land-based resort casinos and because

42 On a positive note, the GAO (2000, 3, 39) found that “aside from specific anecdotal
examples linking social problems and convenience gambling, we found no conclusive evidence
showing whether convenience gambling increased social problems in the three communities.”
The GAO reached this conclusion after collecting data on divorce, suicide, bankruptcy, child
abuse and neglect, prostitution arrests, index crimes, and the prevalence of pathological
gambling. The available data for Oregon and Montana showed that the prevalence rate for
pathological gambling fell within the range of other states, while data was not available for South
Carolina.
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the low capital investment and license fees demanded from racinos allowed states to
impose a much higher effective tax rate on gross gaming revenues.

Racinos have proven to be effective and comparatively quick revenue generators
for state and local governments, but there are several limitations to a state gambling
policy that relies exclusively on racinos. First, although the average effective tax rate for
casinos in the non-traditional jurisdictions was 25 percent, (as compared to 39.7 percent
for racinos), nonetheless casinos in the non-traditional jurisdictions generated $3.8
billion in gaming tax revenues for state and local governments, as compared to $2.2
billion from racinos. In addition, the non-gaming resort amenities that distinguish a
casino from a racino generate additional tax revenues through meals taxes and lodging
taxes.

Second, there is a significant difference in the long-term economic development
impact of casinos and racinos (Barrow 2008e). Casinos generate approximately twice as
many jobs per million dollars of GGR as racinos, because table games require dealers,
operators, floor managers, and supervisors, while the non-gaming amenities, such as the
hotel, retail outlets, food and beverage services generate additional jobs that are not
found at racinos. Thus, U.S. racinos generate an average of 5.2 jobs per $1 million in
GGR, but this number overstates their potential to create new jobs, since much of this
employment is pre-existing employment in the pari-mutuel side of the operation. In
contrast, if one excludes Nevada as a special case, casinos in the United States generate
an average of 7.6 jobs per $1 million in gross gaming revenues. The gap in job creation
potential will likely widen in the coming decade as gaming facilities move to electronic
slot machines and VLTs that accept currency and as they automate cashier operations
with ATMs and cash out machines, while racinos are introducing virtual poker,
blackjack, and roulette that do not require dealers.

The inverse relationship between tax rates and job creation is illustrated in Figure
19 Generally speaking, the higher the tax rate on casinos, the less employment it
generates per $1 million in gross gaming revenue. This is because higher tax rates on
gross gaming revenues reduce the return on investment and the reduce cash flow
available to finance the types of capital improvements that generate higher levels of
employment at casinos. In contrast, racinos can be taxed at much higher rates, because
little capital investment is required, but due to the lack of non-gaming resort amenities,
they generate only about one-third or less the number of new jobs per $1 million GGR as
a destination resort with a casino.
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Figure 5
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Third, casinos regularly attract visitors from functional distances of up to 2.5
hours, while racinos draw most of their customers from functional distances of 30- to 45-
minutes. This difference in retail gravity has a significant impact on the total revenue
potential of casinos and racinos and either expands or limits their opportunities for
future growth. The Consultant has estimated that under a monopoly scenario the
gaming market potential for Sagamore Crossing is $1.07 billion in GGR, although the
facility’s proposed specifications will not allow it to capture that full potential, but will
leave space in the market for other gaming facilities (see Appendix B). By contrast, the
Consultant’s estimated market potential for VLTs at the racetracks (without a golf resort
and casino) is approximately $584 million in GGR.4 Furthermore, resort casinos outside
Nevada normally generate 20% to 30% of total revenues from non-gaming amenities,
while even upscale racinos such as Dover Downs (Delaware), Mountaineer (West
Virginia), or Hollywood Slots (Maine) generate only 8% to 12% of their total revenue
from non-gaming sources.

Southern New England is an instructive example of this principle. In 2007,
Massachusetts residents spent a total of $212 million at Rhode Island’s two racinos, but
they spent $846 million at Connecticut’s two casinos, despite the fact that most Bay State
residents live closer to the racinos and must drive past them to reach Connecticut’s
casinos. Twenty-one percent (21%) of the total expenditures at Connecticut’s two
casinos were on non-gaming amenities and entertainment, while only 10% of the total
expenditures at Rhode Island’s two racinos was for non-gaming amenities. Similarly,
despite the fact that every resident of Rhode Island lives within 30 minutes of a racino in

43 The Consultant’s independent assessment of Rockingham Park’s market potential is
consistent with findings released earlier by the Innovation Group and Millennium Gaming
(Bencks 2008; Leach 2009). The Consultant’s model also yields an average win per slot of $367
per day.
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their own state, Ocean State residents continue to spend $261 million per year at
Connecticut’s two casinos compared to $272 million at their own state’s two racinos
(Barrow 2008a).

Fourth, the “gravity” of resort casinos — that is, their ability to attract visitors
from greater distances — is directly related to the size, quality, and range of amenities
offered by casinos as compared to racinos. Racinos typically do not attract overnight
visitors, because they lack the hotel, restaurant, and entertainment amenities of a resort
casino. However, these amenities require a much greater initial capital investment than
is typical of a racino. Hence, the initial impact on construction jobs is much greater,
while attracting larger amounts of capital investment to the state. The effective tax rate
on land-based casinos is lower than for racinos, precisely to support this higher level of
capital investment, which in turns allows a casino to attract visitors from further
distances.

Finally, the results of the 2004 and 2006 New England Gaming Behavior Survey
indicate that casinos attract a different type of clientele than racinos. Casinos attract a
more up-scale clientele, who in New England are generally college educated and
generally earn well above the median income for the region. Racinos do not capture a
significant portion of this upscale clientele, as results of the same survey indicate that
from 75% to 80% of all casino patrons never visit a racino, because they are attracted by
the casino’s physical attractiveness, general atmosphere, table games, and non-gaming
amenities (Barrow 2008b, 2008d).
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