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Executive Summary

The Washington State Gambling Commission (“WSGC”) retained Spectrum Gaming Group
(“Spectrum,” “we” or “our”) to conduct an economic market study of regulated gambling in the
state other than lottery and horse racing. This study focuses on Indian gaming and cardrooms
while also examining commercial pull tabs and amusement games and non-profit bingo, pull tabs
and raffles.

Washington Casinos and Cardrooms

Washington has more casinos of some type — 80 —than all but three states: Nevada (271),
California (149) and Oklahoma (124). The Washington casinos are classified as follows:

e C(Class lll casinos — 26
e C(lass Il casinos — 4
e House-banked cardrooms (often called casinos or mini-casinos) — 50

Washington’s Class Il casinos have a remarkable breadth of size and quality, ranging from
first-class destination resorts such as Northern Quest in suburban Spokane and Suquamish
Clearwater across from Seattle, to regional casinos such as Mill Bay on the shores of Lake Chelan
and Red Wind in Olympia, to smaller, no-frills casinos such as Coulee Dam and Shoalwater Bay
on the coast. Spectrum found that the size, quality and offerings of the Washington Class Il
casinos is on par with casinos in other states that have large tribal gaming industries.

Spectrum identified six Indian casino expansion projects underway, including the under-
construction llani casino near Vancouver, WA, and the planned (but unnamed) Spokane Tribe
casino near Spokane.

Although it is beyond the scope of this project to assess the needs of each casino, we
believe some properties have the opportunity to increase their volumes — or at least stem
potential declines — by making carefully planned capital improvements. Such projects are critical
on an industrywide basis for several reasons, including:

e Keeping the property fresh

e Expanding the market

e Defending market share

e Upgrading technology

e Upgrading amenities to reach more affluent customers

While Washington’s Indian casino industry continues to grow, the state’s $220 million
cardroom industry continues to decline. The number of cardrooms today has declined by more
than half since 2001 — and could be halved again with the next few years. Its challenges include:

e Proposals to increase the minimum wage that do not take tip income into account
e Smoking bans that affect cardrooms but not Indian casinos

e Extremely low barriers to entry, which allow new cardrooms to spring up periodically
that cut into already-thin profit margins
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e Continuing expansion of the Indian casino industry — notably the scheduled 2017
opening of the llani casino in Ridgefield, which will directly impact five cardrooms
operating in Clark and Cowlitz counties.

Cardrooms effectively have facility limitations because of the statutory cap of 15 gaming
tables; i.e., they cannot expect to expand their gaming area or add amenities that would help to
drive gaming revenue. Even in facilities that have a bowling center, for example, the crossover
play between casino play and bowlers is small.

Of Washington’s 39 counties, 26 have at least one casino or cardroom, while eight have
at least one of each. Moreover, 42.1 percent of the gaming facilities (equating to 32 properties)
and 48.2 percent of the statewide gaming positions® are concentrated within the Seattle-
Tacoma-Bellevue Metropolitan Statistical Area, where just over half of Washingtonians live.

Washington Gaming Revenues

WSGC-regulated gambling generated estimated net receipts of $2.7 billion (after prizes
are paid) in 2015. Class lll Indian casinos are the dominant form of WSGC-regulated of gambling
in Washington, accounting for $2.32 billion, or 86 percent of the total.

Spectrum projects the following gross gaming revenue for Washington casinos:

Projected casino gross gaming revenue by type, 2015-2020

‘ 2015 ‘ 2016 2017 2018 2019 2020

Class Il Casinos | $2,322.0 | $2,390.7 | $2,749.1 | $3,124.6 | $3,213.4 | $3,305.1

Class Il Casinos $60.8 $62.7 $64.9 $67.2 $69.7 $72.2
Cardrooms $225.9 $216.8 $216.2 $212.7 $201.4 $189.3
Total Gaming $2,608.7 | $2,670.2 | $3,030.2 | $3,404.5 | $3,484.5 | $3,566.6

Source: Spectrum Gaming Group, Washington State Gambling Commission

In addition, casinos generate significant non-gaming revenue:

Projected casino non-gaming revenue by type, 2015-2020

‘ 2015 2016 2017 2018 ‘ 2019 2020
Class Il casinos $580.50 | $597.68 | $687.28 | $781.15 | $803.35 | $826.28
Class Il casinos $6.08 $6.27 $6.49 $6.72 $6.97 $7.22
Cardrooms $69.95 $67.14 $66.95 $65.87 $62.37 $58.62
Total $656.53 | $671.08 | $760.72 | $853.74 | $872.69 | $892.12

Source: Spectrum Gaming Group

The gambling participation rate for Washington adults is significantly higher than the
national average. Nationally, 32.5 percent of adults spent approximately $950 per year at casinos.
If Washington maintained that national average rate, total GGR at Indian casinos in Washington
would be $1.61 billion. By contrast, we estimate that Washington adults generated GGR of $2.11
billion at the state’s Indian casinos, indicating a materially higher participation rate. Spectrum

11 gaming position = 1 slot machine or 1 gaming table seats; we assume the industry-standard 6 seats per table.
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attributes that higher rate to the geographic distribution of gaming facilities throughout the
state, as well as to the overall quality of the facilities.

The largest forms of other WSGC-regulated gambling — pull tabs (both commercial and
non-profit) and bingo (which is non-profit only) —are in serious decline with no visible catalyst to
halt the downward trends. They are antiquated, paper-based games whose mostly older
customer bases are dying out and not being replaced by younger generations who prefer faster,
more technologically advanced games.

Gross receipts trends for commercial and non-profit pull tabs, non-profit bingo, 2000-2014
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The amusement games (commercial) and raffle (non-profit) sectors have shown growth
in recent years but represent only a tiny portion of regulated gambling in Washington.

Washington Casino Employment

Spectrum estimates current gaming employment is 17,098 at Indian casinos and 6,231 at
cardrooms, for a total of 23,329 total jobs (or 16,515 full-time equivalents) with an estimated
total payroll of $514.5 million. This equates to an average FTE annual income of $31,150, which
is in line with other gaming properties across the nation.

Spectrum estimates that the casino expansion projections underway will add another
1,517 jobs and $34.1 million in wages.

The employers in other WSGC-regulated sectors are primarily liquor-licensed
establishments that offer pull tab games, non-profit organizations that offer bingo and pull tabs,
and amusement-games centers. Some of these establishments have created gambling-specific
jobs that, while important because they provide the livelihoods of numerous individuals, are
comparatively small on a total, industrywide basis. We estimate that bingo and pull tabs are
responsible for generating 300-500 gambling-specific jobs. The amusement games sector blends
both non-gambling and gambling-type games and thus we did not estimate the number of
gambling-specific jobs in this sector.

Economic Impacts of Washington Casinos

The most significant impact of Indian gaming in Washington is arguably its least visible:
Gaming in many areas is a bulwark against extreme tribal poverty. By way of example, the
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economic impact of both the Skokomish and Shoalwater Bay casinos would be miniscule as
measured by their contribution to the gross state product or employment base of the entire
state. Yet, within their regions, and particularly among their tribal members, the impacts can be
justifiably viewed as profound. Many casinos, particularly in more remote markets, have become
social gathering spots in areas that would otherwise be largely devoid of such centers. Further,
they provide much-needed jobs for Native Americans and fund vital tribal government services,
thus improving the quality of life on their reservations.

From a qualitative standpoint, Washington casinos and cardrooms (collectively) are a
significant employment source and major contributor to the state’s professional services, retail,
and tourism industries. From 2015 to 2020, the casinos are expected to have the following
average annual economic contributions the state.

e Employment: The casinos are expected to employ 25,431 people (including construction
jobs) and casino spending will support an additional 13,337 jobs, for a total employment
contribution of 38,768 jobs.

e Income: Casino employees are estimated to collectively have an average of $616 million
in earned income, which supports an additional $716 million of income in the state
economy for a total income contribution of $1,332 million.

e Output: The casinos’ direct spending of $4,143 million is expected to support an
additional $2,177 million in spending in Washington supply chains, for a total economic
contribution of $6,320 million.

e Value Added: Casinos’ direct contribution of $2,209 million to the gross state product
supports an additional $1,216 million, for a total contribution of $3,424 million to net new
economic activity in the state.

e Taxes: Casino employees are expected to pay a total of $0.8 million in personal income
taxes, and firms that sell goods and services to the casinos are expected to pay a total of
$0.5 million in corporate profits taxes. The total tax contribution of the casino industry,
including taxes from other sources, is expected to be a total of $894 million to the state.

e Industries: The major industries that casino spending in Washington supports include
Accommodations and Food Services, Administrative and Support and Waste
Management and Remediation, Retail Trade, Professional, Scientific and Technical
Services, and Health Care and Social Assistance.

Annual average economic contributions of casinos on the Washington State economy, 2015-2020 (in
millions of $2016)

Impact Type ‘ Direct Effect Indirect Effect Induced Effect Total Effect

Employment 25,431 8,009 5,328 38,768
Income $616 $452 $264 $1,332
Output $4,143 $1,349 $828 $6,320
Value Added $2,209 $732 $484 $3,424

Source: Spectrum Gaming Group, UMDI, Washington State Gambling Commission.
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Washington Population Trends

More than 83.5 percent of Washington adults reside within a reasonable one-hour drive
of a Washington Class lll casino; this figure will increase to more than 90 percent in the coming
years with the opening of two new casinos. To this point, unlike in many other states where
casinos may be out of reach or inconvenient, the bulk of the adult population — 99 percent —
reside within a two-hour drive of a Washington Class Il casino.

Our research demonstrates that a number of Washington regions are underserved by
Class Il casinos, meaning that adults have to drive more than an hour to visit the nearest casino.
Cardrooms may fill the void in some of those under-penetrated counties, but cardrooms cannot
offer slot machines, which means they cannot meet all of the potential demand.

When looking at casinos and cardrooms together, we found that only 42.1 percent of the
gaming facilities and 48.2 percent of the statewide gaming positions are concentrated in the
Seattle Seattle-Tacoma-Bellevue Metropolitan Statistical Area. Absent daily win per gaming
position results for these gaming facilities, it is difficult to ascertain if the MSA is under-supplied
or over-supplied with gaming positions to serve local market adults (or tourists and out-of-market
visitors).

Washington Gaming & Tourism

Gaming is clearly interwoven into the state’s overall tourism fabric, as casinos are situated
throughout the state, and prominent tourism organizations such as the Washington Tourism
Alliance, Visit Seattle and Visit Spokane include casino gaming in their marketing messages. The
WTA lists gaming as one of its 10 major categories. Seven casinos are Visit Seattle partners, and
the WTA counts nine tribal operators among its members, including two (Squaxin Island and
Tulalip) that serve on the Board of Directors.

Most Washington casino tourism in-state, but border properties do attract from outside
and major destinations casino resorts draw visitors who may have had trip purpose other than
gambling. Spectrum estimates that Washington’s Class Il casinos this year will generate 11.1
percent of their gross gaming revenue, or $265 million, from out of state. That percentage will
double by 2018, reflecting primarily the opening of Ilani.

If Washington had no casinos, we project that its residents would export more than $790
million in gross gaming revenue to out-of-state casinos annually, assuming the out-of-state
casino landscape did not change.

National, Regional Casino Gaming Trends

Today, 42 states have casinos of some sort. National revenues continue to grow, albeit
slowly, with Indian gaming revenues averaging 2.4 percent annual growth over the last five years,
commercial casinos averaging 3.0 percent and combined Indian-commercial averaging 2.8
percent.

Washington’s Indian gaming revenues (Class Il and Class Il) have outpaced other western
regions, as well as total Native American, as shown in the following table:
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Washington and regional Indian GGR, 2005-2015
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GGR in billions
Washington
Sacramento
Region (CA, N.NV)
Phoenix Region
(AZ, CO, NM,
S.NV)

Total Western
Remainder of
Total Native
American

2010-15 CAGR 5.9% CAGR 2.6% CAGR 2.0% CAGR 3.0% CAGR 2.7% CAGR 2.2% CAGR 2.4%

2005-15 | CAGR 8.5% I CAGR 5.1% I CAGR 1.1% | CAGR 1.2% CAGR 1.9% CAGR 3.7% I CAGR 2.8%
Source: Washington State Gaming Commission; National Indian Gaming Commission. Note: Western US is sum of the three
indicated regions (Portland, Sacramento, Phoenix). CAGR = compound annual growth rate.

As the casino industry grows its patron base is changing. Casinos are tasked with
attracting Millennials while at the same time not alienating 50-plus age group, a group long
considered to be the bedrock of casinos patrons. However, there is a danger that bringing in large
numbers of newer, more interactive skill-based games in order to attract Millennials will disaffect
older gamblers who enjoy traditional slot machines and that is a demographic that operators can
ill afford to alienate. The CEO of Penn National Gaming says the industry should wait another 15
years “before focusing a disproportionate amount of energy on Millennials.”

Meanwhile, casinos continue to seek to diversify their revenue streams by offering non-
gaming amenities, essentially trying to replicate the Las Vegas Strip model. The rapid, widespread
expansion of casinos across the country caused Las Vegas casino owners to give patrons other
reasons to drive past or fly over their local casinos for new experiences — and often gambling has
nothing to do with their trip. Last year, the Strip properties generated 73 percent of their total
revenue from non-gaming sources. However, being “like Las Vegas” remains a quixotic dream for
other states, as no jurisdiction could realistically challenge Las Vegas in terms of size, scale and
mass of attractions.

As the Indian gaming sector continues to grow, the desired expansion by both existing
gaming tribes and tribes that aspire to enter the gaming industry has caused complex issues
regarding public policy, taxation and sovereignty in states that also have commercial casinos.
Florida, Massachusetts and New York are among the states that have recent grappled with the
collision of Indian and commercial gaming.

The widespread expansion of gaming invariably raises the issue of saturation, and
whether the United States has reached the saturation point with respect to casinos. This certainly
is true in some markets but, as any large casino operator will advise, attractive untapped markets
remain throughout the country. In some jurisdictions operators — both tribal and commercial -
are building smaller facilities to tap smaller markets, with examples being lowa on a statewide
basis and, on a micro basis, the Colville federation’s plan to build a small slots facility in Inchelium,
WA.

New Forms of Gaming and Technology Impacts

The gaming industry is sharply focused on attracting Millennials, who now outnumber
Baby Boomers in Washington by 24 percent to 23 percent. They are the only demographic
segment that prefers table games over slot machines. The successful casino of the future will
create open spaces that have an excitement not apparent to Millennials in the current casino
layout, including games that are similar to those they now play via the Internet.

< i > SPECTRUM Economic Market Study on Gambling — Washington State vii
GAMING GROUP.




Casinos can use technology to attract Millennials by offering:

Indoor location technology such as WiFi, iBeacon, near-field communications and GPS
Relaxed restrictions on the use of mobile phones

More places to charge mobile phones

Increased access to digital pay

In-property mobile wagering

Improved mobile app

New and emerging forms of gaming are, or soon will be, taking hold in casinos or online,
or in both spaces, across the country. These include:

Internet gaming: Currently legal only in Delaware, Nevada and Jersey, Spectrum
estimates the potential for Washington Internet gaming to be $100 million in gross
gaming revenue.

Social/mobile gaming: Free-to-play social casinos, typically played on mobile devices,
can be a valuable initiative for land-based casino operators by expanding the
customer base and deepening the customer relationship. The social casino industry is
legal in all 50 states, and in North America this year is estimated to reach $1.7 billion
in revenue, nearly 10 times larger than real-money online gaming. Numerous other
casino operators have invested in or acquired social casino companies due to the large
size of the industry, profit potential and ability to cross-market to the land-based
casino. Moreover, by operating social gaming sites, casinos already have a system in
place with a database of players that could, with minimum expense, be converted to
real-money gaming.

Online live dealer gaming: This hybrid activity combines the true-casino element of a
human dealing cards on a felt-covered table with the security and convenience of an
online transaction from a home computer or mobile device. As opposed to taking
place on a casino’s gaming floor, the games are dealt from a special studio. An Atlantic
City casino debuted the online dealer gaming in August 2016. In North America, online
live dealer gaming generated $111.7 million in GGR in 2015.

Skill-based gaming: Manufacturers are developing slot machines with a skill-based,
arcade-style component. Whereas the current generation of slots is based on a
random number generator to determine the winning outcome and are entirely games
of chance, skill-based and arcade-style slots incorporate many of the attributes of the
games that Millennials are already playing online. It’s like playing Angry Birds for cash,
as described by one expert.

Daily fantasy sports: Of the estimated 57 million Americans who play fantasy sports,
about 21 million play daily fantasy sports. Last year, DFS generated an estimated $3
billion in entry fees (approximately $143/person). DFS players tend to be younger and
wealthier than typical casino players, and are more likely to be male. Spectrum
estimates that DFS could generate between $9 million and $13 million in net receipts
in Washington.
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e Sports betting: Currently legal in only four states, if legalized in Washington sports
betting via casinos and cardrooms could reduce seasonality and benefit other areas
of the property, including increased volumes on other types of casino games and
incremental revenue to restaurants and nightclubs. Based on Nevada’s results, direct
net receipts from sports betting in Washington State could be in the range of $50
million and $60 million.

e eSports: The market for eSports —i.e., professional video gaming —is global and caters
to a younger demographic. In North America, the eSports market is estimated at $224
million, the vast majority of which is indirect revenue, meaning they are sponsorship
and advertising dollars. The remainder is direct revenue to the industry, sourced from
eSports betting and fantasy sites, prize pools, amateur and micro-tournaments,
merchandise and ticket sales. Casino operators throughout the country express
optimism about the long-term revenue potential of eSports and view it as an
opportunity to increase gaming’s appeal for Millennials.

Technology is also emerging as a significant tool to help with problem gambling, as digital,
or technologically-driven, formats of gaming are better capable of protecting against underage
and problem gaming than land-based alternatives. Online gaming sites use complex computer
algorithms to track player behavior that can be used to identify players at risk of problem gaming
and suggest appropriate resources. There will be more data available in online formats than in
the land-based casino environment because 100 percent of online players are tracked, whereas
some customers of land-based casinos elect not to sign up for loyalty cards and their play is not
tracked.

Massachusetts’ vanguard responsible-gaming program for its land-based casinos utilizes
the “GameSense — The Smart Way to Track Your Play” program first used by the British Columbia
Lottery Corporation. The Massachusetts program is a simple and entirely voluntary budgeting
tool to personalize one’s gambling activity, in which upon enrollment in a casino’s loyalty
program a patron selects spending limits on a daily, weekly or monthly basis. Once 50 percent,
75 percent and 100 percent of a patron’s voluntary spending limit is reached, a pop-up box
appears on the slot machine screen. The patron can choose to continue play after receiving a
notification, and notifications continue after the limits have been exceeded.
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Introduction

The Washington State Gambling Commission (“WSGC”) on April 15, 2016, formally

s

retained Spectrum Gaming Group (“Spectrum,” “we” or “our”) for the purpose of

... conducting an Economic Market Study (Study) on Gambling (other than lottery and
horse racing) for the Washington State Gambling Commission (WSGC). In an effort to be
proactive in its regulatory authority/role, WSGC believes that a Study would assist the
Legislature and the Commission as they consider potential changes in gambling policy and
in preparing for future industry changes. The Study is expected to provide an accurate
picture of the existing gaming market (other than lottery and horse racing) in Washington
State as well as a forecast for potential growth. [WSGC Request For Proposal No. 17-003]
In responding to the WSGC'’s Request for Proposal, Spectrum outlined nine specific tasks,
which collectively form the accepted study areas that comprise this report. (See Appendix 1 for
the contracted scope of services.)

Notably, the WSGC tasked the successful respondent with studying legalized gambling
“other than lottery and horse racing.” Accordingly, this report focuses on the economic impacts
of, principally, Washington’s $2.3 billion Class Ill Indian casino industry and the $220 million
cardroom industry. Additionally, we examine trends in the other forms of gambling regulated by
the WSGC, including bingo, pull tabs (commercial and non-profit), raffles and amusement
games.? We also provide critical insights into emerging vehicles for gambling, such as Internet
gaming, daily fantasy sports, and skill-based gaming.

A. Methodology
Spectrum relied on five primary methods for our research and analysis:

1. Data collection: Casino gambling is a highly regulated industry and state
governments, in their effort to assure public confidence in an activity that would
otherwise be deemed illegal, make troves of data available to the public. The WSGC
is no exception and, in our experience, makes more data available than most state
gaming agencies. Commission data were exceptionally helpful for this study; however,
the agency stopped posting data after Fiscal Year 2014 and does not expect to resume
until late 2016 — after the research and analysis for this report had been completed.

2 The WSGC is, to Spectrum’s knowledge, the only state casino commission that oversees amusement games,
which are not considered gambling in the usual sense. These are games played by both children and adults,
typically at grocery stores, arcades, etc., that involve elements of skill and luck and which reward winners with
merchandise or tickets redeemable for merchandise.
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As is the case in most states, Indian gaming operational and performance data are not
in the public domain (whereas they typically are for commercial casinos). Spectrum
obtained non-public data upon request from various sources that also proved helpful
for this study. Data used in this study were the latest available through July 31, 2016.

2. Financial modeling: Spectrum used a number of forecasting techniques and models,
including our proprietary gravity model, to forecast gaming revenues for the existing
and known future operations on a statewide basis. We further used these outputs,
along with employment data, as inputs for the widely recognized IMPLAN model used
to measure the economic impacts of Washington’s gaming industry.

3. Interviews: Spectrum interviewed more than 50 people in person, by telephone and
by email. In addition to WSGC staff, interview subjects included state and tribal
government officials, casino and cardroom operators, gaming suppliers, and tourism
officials. (See Appendix 2 for complete interview list.)

4. Site visits: From June 5-21, Spectrum visited all 263 Class Il tribal casinos and 16
house-banked cardrooms throughout Washington. (See Appendix 3 for list.) We
evaluated the facilities, talked with executives or managers who had agreed to be
interviewed, observed gaming operations, talked with patrons and employees on a
casual basis, stayed overnight in several of the casino hotels, and gained an
understanding of their relevant marketplaces. Spectrum introduced itself, and stated
its purpose, to casino staff at every visit.

5. Our experience: Spectrum has been providing independent research and professional
services related to the gaming industry since 1993 and many of our executives and
associates have been gaming regulators, operators or analysts for decades. We have
conducted studies or consultations in 36 US states and territories and in 45 countries,
including for numerous state, tribal and national governments. Spectrum
professionals participating in this project included experts in financial analysis,
economics, gaming law and regulation, casino operations, human resources,
construction, and public policy. A total of 12 Spectrum professionals and associates
contributed to this report, including members of our Spectrum Gaming Capital
affiliate.

3 There are officially 27 Class Ill casinos in Washington, per State compacts and as indicated in WSGC data.
However, from an operational, patron and practical standpoint, the officially listed “Muckleshoot Casino” and
“Muckleshoot Casino I1” that comprise what is widely recognized simply as the Muckleshoot Casino in Auburn are a
single entity. The Muckleshoot Indian Tribe and the Muckleshoot Casino make no distinction between the two
legally separate entities in their public information. For those reasons, Spectrum also treats Muckleshoot Casino as
a single entity in all respects in this report.

= SPECTRUM Economic Market Study on Gambling — Washington State 2
- GAMING GROUP.




Many entities cooperated with Spectrum during the course of this study, starting with the
Washington State Gaming Commission, whose staff were invaluable in directing us to certain
data sources and answering questions along the way. Most cardroom operators, and their trade
organization, the Recreational Gaming Association of Washington, were helpful in providing data
and information that helped us to develop economic impact projections. Several Washington
gaming tribes cooperated with the study but most chose not to do so, either by declining to
participate or by not responding to our outreach efforts. Spectrum drew no inferences from any
entity that did not participate, nor did non-participation impact the course of our study or our
deliverables.

Washington also has four Class Il Indian casinos,* which by definition are not subject to
state compacts or regulation/oversight by the WSGC. While the focus of this report is on the
forms of gambling regulated by the WSGC, we have included the Class Il casinos in all of our
employment, revenue and economic-impact modeling; to do otherwise would be to provide an
incomplete economic picture of Washington’s gaming industry. We further provide a summary
of the state’s Class Il casino landscape in Chapter I.

About Washington Gaming Devices

Traditional, Las Vegas-style slot machines are statutorily prohibited in Washington State.
Class lll machine gaming in the state is instead offered through Tribal Lottery System (“TLS"”)
terminals. Whereas slot machines use a random number generator to determine the outcome at
each device, TLS terminals are linked to an internal lottery system that effectively dispenses
electronic scratch tickets whose outcomes are displayed on electronic monitors similar to those
on slot machines. From a player’s perspective, there is no distinguishable difference between slot
machines and TLS terminals. We note that almost all Washington Class Il casino operators
commonly refer to their TLS terminals as “slots.”

Some Washington casinos have a mix of TLS terminals and Class Il (i.e., bingo-based)
electronic gaming machines, and the state’s Class Il casinos have only Class || machines.

From a legal and regulatory standpoint, the distinction between Las Vegas-style slot
machines, TLS terminals and Class |l machines is important. From Spectrum’s standpoint in
analyzing and projecting the performance of the Washington State casino industry — and from
the standpoint of casino players — the distinctions among the types of devices gaming devices is

4 per the Indian Gaming Regulatory Act, and as described by the National Indian Gaming Commission: “Congress
included the definition of Class Il gaming as follows: bingo; when played in the same location as bingo — pull tabs,
lotto, punch boards, tip jars, instant bingo, other games similar to bingo, and non-house banked card games
authorized or not explicitly prohibited by the state in which the tribal operation is located. All other games are
Class Ill, except for certain social or traditional forms of gaming. Class Ill games include, but are not limited to the
following: baccarat, chemin de fer, blackjack, slot machines, and electronic or electromechanical facsimiles of any
game of chance.” See http://www.nigc.gov/commission/fags.
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not important. Accordingly, for the purposes of this report we use the generic term “slot
machine” or “slots” to cover both TLS terminals and Class Il gaming machines.

Disclaimer

Spectrum has made every reasonable effort to ensure that the data and information
contained in this study reflect the most accurate and timely information possible. The data are
believed to be generally reliable. This study is based on estimates, assumptions, and other
information developed by Spectrum from its independent research effort, general knowledge of the
gaming industry, and consultations with the WSGC and its representatives. Spectrum shall not be
responsible for any inaccuracies in reporting by the WSGC or its agents and representatives, or any
other data source used in preparing or presenting this study. The data presented in this study were
collected through July 31, 2016. Spectrum has not undertaken any effort to update this information
since this time.

Some significant factors that are unquantifiable and unpredictable —including, but not limited
to, economic, governmental, managerial and regulatory changes; and acts of nature —are qualitative
by nature, and cannot be readily used in any quantitative projections. No warranty or
representation is made by Spectrum that any of the projected values or results contained in this study
will actually be achieved. We shall not be responsible for any deviations in the project’s actual
performance from any predictions, estimates, or conclusions contained in this study.

This study is qualified in its entirety by, and should be considered in light of, these limitations,
conditions and considerations.

B. About Spectrum Gaming Group

Spectrum Gaming Group LLC, founded in 1993, is an independent research and
professional services firm serving public- and private-sector clients worldwide. Our principals
have backgrounds in gaming operations, financial and economic analysis, law enforcement, due
diligence, gaming regulation, compliance and journalism.

Independence and integrity are our hallmarks. We assiduously avoid conflicts of interest,
and we hold no beneficial interest in any casino operating companies or gaming equipment
manufacturers or suppliers. We employ only senior-level executives and associates who have
earned reputations for honesty, integrity and the highest standards of professional conduct. Our
findings, conclusions and recommendations are based solely on our research, analysis and
experience. We do not tell clients necessarily what they want to hear; we tell them what they
need to know. We will not accept, and have never accepted, engagements that seek a preferred
result.
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Spectrum clients have included state, tribal and national governments; commercial and
tribal casino operators; investment firms; law firms; developers; and other gaming-related
entities. Our reports have been used by clients to shape public policy, secure financing, formulate
marketing plans, determine scope and size of development, establish gaming regulations, and
make licensing decisions, among other purposes.

Governments regularly call on Spectrum to share our expertise when considering public-
policy, regulatory and legal issues. Our principals have testified or presented before the following
government bodies:

= British Columbia Lottery Corporation

= California Assembly Governmental Organization Committee

= Florida House Select Committee on Gaming

= Florida Senate Gaming Committee

=  Georgia House Study Committee on the Preservation of the HOPE Scholarship Program
= Georgia Joint Committee on Economic Development and Tourism

= |llinois Gaming Board

= lllinois House Executive Committee

= |ndiana Gaming Study Commission

= Indiana Horse Racing Commission

= |owa Racing and Gaming Commission

= Louisiana House and Senate Joint Criminal Justice Committee

=  Massachusetts Gaming Commission

=  Massachusetts Joint Committee on Bonding, Capital Expenditures, and State Assets
=  Michigan Senate Regulatory Reform Committee

= National Gambling Impact Study Commission

= New Hampshire Gaming Study Commission

= New Jersey Assembly Regulatory Oversight and Gaming Committee
= New Jersey Assembly Tourism and Gaming Committee

= New Jersey Senate Legislative Oversight Committee

= New Jersey Senate Wagering, Tourism & Historic Preservation Committee
= New York Senate Racing, Gaming and Wagering Committee

=  Ohio House Economic Development Committee

=  Ohio Senate Oversight Committee

=  Pennsylvania Gaming Control Board

= Pennsylvania House Gaming Oversight Committee

=  Puerto Rico Racing Board

= US House Congressional Gaming Caucus

= US Senate Indian Affairs Committee

= US Senate Permanent Subcommittee on Investigations

= US Senate Select Committee on Indian Gaming

= US Senate Subcommittee on Organized Crime

=  West Virginia Joint Standing Committee on Finance

=  World Bank, Washington, DC

For more information about Spectrum, including a client list and links to our public reports
and presentations, visit www.spectrumgaming.com.
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I. Washington Casinos and Cardrooms

Washington State has more casinos of some type — 80 — than all but three states: Nevada
(271), California (149) and Oklahoma (124).> The Washington casinos are classified as follows:

e Class lll casinos — 26
e Class Il casinos® — 4
e House-banked cardrooms (often called casinos or mini-casinos) — 50

Spectrum in June 2016 visited all Class Il casinos and 16 cardrooms in the state to
evaluate how, generally, they compare to facilities in other states; examine the breadth and
quality of non-gaming amenities; assess the modernity and offerings on the gaming floor; and
observe the operations. Class Il facilities dominate the casino landscape in Washington,
generating more than 11 times the gross gaming revenue of the cardrooms.

A. Class Ill Casinos

Washington’s Class Il casinos have a remarkable breadth of size and quality, ranging from
first-class destination resorts such as Northern Quest in suburban Spokane and Suquamish
Clearwater across from Seattle, to regional casinos such as Mill Bay on the shores of Lake Chelan
and Red Wind in Olympia, to smaller, no-frills casinos such as Coulee Dam and Shoalwater Bay
on the coast.

The following table catalogs the Class Il casinos in Washington. In addition to listing the
size and primary non-gaming amenities at each casino, Spectrum classified each of the casinos
into one of four types, as follows, based on our observations and experience analyzing the casino
industry throughout North America:

e Major destination casino resort (MDR): A property with wide range of non-gaming
amenities, hotel, entertainment options, dining experiences; capable of drawing
tourists from beyond the regional market for a multi-night stay.

5 Nevada is for all non-restricted locations generating at least $1 million in revenue (Nevada Gaming Abstract
2015). California includes 60 Indian casinos (as of January 31, 2016) and 89 cardrooms (California Gambling Control
Commission reports accessed July 27, 2016). Oklahoma includes all Class Il and Class Il Indian casinos (Oklahoma
Indian Gaming Association, via Indian Country Today, July 27, 2016). Note: Montana has 179 cardrooms (Montana
Gambling Control Division interview July 27, 2016) that offer only poker or other non-banked games and thus are
not considered here (nor does the WSGC list non-banked cardrooms).

6 As noted in the Introduction, Spectrum did not visit Class Il casinos, as they are not regulated by the WSGC and
thus not a focus of this report.
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e Regional destination casino resort (RDR): Smaller than a destination resort, with non-
gaming amenities, hotel, entertainment, and dining options; capable of drawing
overnight guests from the region it serves.

e Regional casino (RC): A full-service casino with non-gaming amenities but without a
hotel; capable of drawing patrons from an extended drive-in market or day-trip
tourists.

e Locals casino (LC): A smaller gaming floor with amenities limited to food and beverage
service; patron base is primarily the local market.

The data in the table below are based on the latest available information sourced from
Spectrum site visits, interviews with gaming operators from June through August, and from the
casinos’ websites. The numbers of Tribal Lottery System terminals/slot machines,’ table games
and amenities (particularly food and beverage outlets) are subject to continual change based on
the operators’ business needs. Note that bars, lounges, restaurants and entertainment venues
can have multiple purposes and thus quantifying and classifying such venues is subject to change,
double-counting and subjectivity.

7 As noted in the Introduction, traditional, Las Vegas-style slot machines are statutorily prohibited in Washington
State. Class Ill machine gaming in the state is instead offered through Tribal Lottery System (“TLS”) terminals.
Whereas slot machines use a random number generator to determine the outcome at each device, TLS terminals
are linked to an internal lottery system that effectively dispenses electronic scratch tickets whose outcomes are
displayed on electronic monitors similar to those on slot machines. From a player’s perspective, there is no
distinguishable difference between slot machines and TLS terminals. We note that almost all Washington Class Il
casino operators commonly refer to their TLS terminals as “slots.”

In this report, the term “slot” or “slot machine” is used generically for all forms of TLS terminals and Class Il (i.e.,
bingo-based) gaming machines.

= SPECTRUM Economic Market Study on Gambling — Washington State 7
- GAMING GROUP.




Figure 1: Washington State Class Ill casinos
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7 Cedars Sequim RC 581 12 3 2 1 Golf course, deli
12 Tribes Omak RDR 560 8 80 2 1 300 1 1 Sweet shop
Angel of the Winds Arlington RDR 1,150 12 125 3 2 1,200 RV park
Chewelah Chewelah LC 320 5 1 1
Coulee Dam Coulee Dam LC 164 - 1 Deli
Emerald Queen I-5 Tacoma RC 2,060 56 3 1 20,000 1 1
EQC at Fife Fife RDR 1,630 - 100 3 5,600
Legends Toppenish RC 1,400 24 1 Two delis, espresso bar
Little Creek Shelton RDR 1,200 28 191 5 22,500
Lucky Dog Shelton LC 260 1 1
Lucky Eagle Rochester MDR 1,100 6| 170 | 4| 2 1 1 | RV parking, 18-hole golf
2 course
Mill Bay Manson RC 640 14 1 1 1
Muckleshoot/ Auburn RC 3,100 | 100 7] s 8,000 1 Hot dog cart, coffee shop
Muckleshoot Il
Airway
Northern Quest . MDR 1,653 46 200 4 4 22,000 1 1 Food court
Heights 1
Quil Ceda Creek Tulalip RC 1,000 8 2 1 1 Coffee stand, grab and go
Quinault Beach Ocean Shores RDR 700 12 159 3 1 10,000 1
Red Wind Olympia RC 1,400 20 4 1 1
Shoalwater Bay Tokeland LC 268 - - 2 1
Silver Reef Ferndale MDR 1,200 20 206 5 3 27,135 1 1 | Coffee stands
Skagit Valley Bow RDR 910 9 144 3 1 14,000 1
Snoqualmie Snoqualmie RC 1,700 54 6 1 1
Suquamish Suquamish MDR 1,158 32 18 | 6| 1 12,000 Outdoor events, golf course
Clearwater 1
Swinomish Anacortes RDR 820 15 98 3 1 9,000 RV park, golf course
The Point Kingston RC 495 10 3 1 1 1 | Cigar room
Tulalip Tulalip MDR 2,500 37 370 6 3 25,000 1 1 1 | Seasonal outdoor concerts
Two Rivers Davenport LC 230 3 RV Park, Marina, Grill
Totals 28,199 551 2,026 | 81 35 176,735 | 8 11 9

Source: Spectrum Gaming Group site visits and interviews, casino websites through June 30, 2016. Amenities shown are not
necessarily a complete listing. * Classifications: MDR = major destination resort; RDR = regional destination resort; RC = regional
casino; LC = locals casino.

Spectrum found that Washington casinos are geographically well distributed with respect

to the population. In this sense, they are somewhat akin to franchises. They have certain,
differing levels of geographic protection and this protection can work in their favor — or against
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them — depending on the population density and overall economic health of their respective
regions.

The casinos are largely reflective of the regions in which they operate. Casinos near
population centers can, by definition, draw more visits, and thus can justify greater capital
investment. Casinos in remote areas, by contrast, cannot justify such investments simply because
they cannot expect to draw from beyond their core catchment areas.

One laudable exception to this observation is the 12 Tribes gaming resort. Situated on the
Colville reservation in Omak in lightly populated north central Washington, 12 Tribes is located
almost three driving hours from Spokane and four driving hours from Seattle. Opened in 2015 at
a cost of $48 million, the property includes an 80-room, four-star hotel with spa, two restaurants,
nightclub, and pool with indoor-outdoor hot tub. It replaced the tribe’s smaller, simpler
Okanogan Casino that was 3.5 miles down the road. Clearly, the Colville federation is attempting
to expand its market. 12 Tribes draws players principally from a 50-mile radius as well as Canadian
tourists. Although initially hurt by area wildfires, a harsh winter and devalued Canadian currency,
the property is hitting its stride in Year 2 and has proven to be an attractive regional getaway,
said John MacClain, chief operating officer for the Colville casinos. We believe 12 Tribes could be
a model for other casinos looking to evolve beyond a simple gaming operation while making what
by industry standards is a modest capital investment.

A notable common aspect to Washington’s Indian casinos — particularly those in areas
with limited entertainment options — is that they have evolved to function as entertainment and
cultural centers in their respective regions. Even the smallest casinos we visited — such as Lucky
Dog Casino and Shoalwater Bay Casino — had limited entertainment options but were clearly able
to attract and service their home communities, creating a relaxed atmosphere where players and
staff enjoyed personal relationships.

By contrast, major properties such as Snoqualmie, Suquamish Clearwater and Northern
Quest can leverage their access to the populous areas by offering dining and entertainment
options that are beyond the economic reach of smaller operators.

As noted in more detail in Chapter VIII of this report, some casinos in less-populous areas
of the state — such as the Quinault Beach Resort and the Lucky Eagle Casino — include attractive
hotel offerings and have become central to the tourism industries in their respective regions.

Facility Assessments

Spectrum found that the size, quality and offerings of the Washington Class Ill casinos is
on par with casinos in other states that have large tribal gaming industries. Washington, like
California, Arizona and Oklahoma, includes casinos ranging from first-class destination resorts on
a par those on the Las Vegas Strip (in quality, not size) to small, no-frills casinos. In general, we
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found the casinos to be sized and developed (in quality and amenity offerings) appropriate to
their respective markets.

While it is beyond the scope of this project to assess the needs of each casino, we believe
some properties have the opportunity to increase their volumes — or at least stem potential
declines — by making disciplined and effectively researched capital improvements. Such projects
are critical on an industrywide basis for several reasons:

e Keeping the property fresh. Casinos rely on high-frequency customers and
considerable daily traffic, which wear down public facilities quickly. Failure to both
maintain public spaces and provide customers something new to experience can lead
to a vicious cycle of decline —i.e., the “cost of doing nothing.”

e Expanding the market. New amenities — particularly adding or expanding a hotel —
both increase the geographic reach of a property and provide additional reward for
players of higher value.

o Defending market share. To the extent a competitor improves its product offering, a
casino will need to give its current customers a new reason to stay put.

e Technology upgrades. Deploying the latest technological advancements in business-
intelligence-based marketing tactics, guest service enhancement, and operational
efficiencies can lead to higher profits.

e Upgraded amenities. Patrons in certain markets are willing to pay more for improved
amenities, such as a fine-dining restaurant, modern nightclub or luxurious spa.

Of course, any capital improvement project should be subject to a feasibility study specific
to the particular market to determine whether there is likely to be an acceptable return on
investment.

Regardless of the size, location or quality of the casino, we found Washington gaming and
gaming-related employees to be friendly, helpful and more personable than in other jurisdictions
where we have worked. Such service may be taken for granted within Washington but surely is
a positive attribute.

It is important to note that the quality of facility is not necessarily proportional to its
performance. There are many factors at play, including location, service levels and amenities
offered.

A superior location can trump facility quality, amenities offered and guest service. For
instance, Snoqualmie Casino is a 30-minute drive from Seattle and features 1,700 TLS slots and
54 table games. Spectrum found this property to be exemplary in contemporary “adult
playground” design, gaming product, levels of food and beverage, name entertainment and
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employee friendliness. Customer volume during our mid-week late afternoon visit was
impressive. Just 32 miles away, Emerald Queen I-5 in Tacoma is located directly off a major artery
in a city of more than 200,000. Emerald Queen I-5 features 2,060 slots, 56 table games, four
value-oriented restaurants and entertainment. We observed it to be the busiest casino, by far,
of any property we visited — a formidable competitor to a physically superior facility in almost
every aesthetic and operational category except gaming product. We found that a majority of
patrons were willing to substitute a far superior property with greater amenity variation
(Snoqualmie) and superior environment for the sake of convenience (Emerald Queen I-5).

The following observations, by casino type, are based on the physical and operational
aspects Spectrum observed in Washington casinos. They are assessed through the eyes of both
a prospective guest and a gaming operator.

Major Destination Resorts

Two Washington gaming resorts earned four-diamond ratings from AAA for 2016:
Northern Quest and Tulalip. Only 5.7 percent of 28,000 hotels approved by AAA make the four-
diamond list, including in 31 Washington.® No gaming properties in Idaho or Oregon have four-
diamond ratings but one in British Columbia does: Rock River Casino Resort. Based on the AAA
ratings, Northern Quest and Tulalip would be considered commensurate in quality to the four-
diamond casino hotel properties in the following major gaming markets:

Nevada Florida
e Delano Las Vegas s Seminole Hard Rock Hotel & Casino
 HRH * Seminole Hard Rock Hotel & Casino Tampa
e JW Marriott Las Vegas Resort & Spa Atlantic City
¢ Mandalay Bay Resort & Casino s Borgata Hotel Casino & Spa
e Vdara Hotel & Spa e Caesars Atlantic City
e  Aliante Casino Hotel and Spa ¢ Golden Nugget Atlantic City
¢ MGM Grand Hotel & Casino s The Water Club by Borgata
e  Palms Place Hotel and Spa Biloxi, Mississippi
e Red Rock Casino Resort & Spa e Beau Rivage Resort & Casino
e The Cosmopolitan of Las Vegas s Hard Rock Hotel & Casino
e The Mirage e |P Casino Resort Spa
* Green Valley Ranch Resort & Spa e  Palace Casino Resort Hotel
e  Hyatt Regency Lake Tahoe Resort Southern California

Pala Casino Spa and Resort
Pechanga Resort and Casino

e  Atlantis Casino Resort Spa
e  Peppermill Resort Spa Casino
e The Signature at MGM Grand

Harrah’s Resort Southern California
Viejas Casino and Resort

8 AAA Four-Diamond Hotels, January 15, 2016.
http://www.aaa.biz/Travel Information/Diamonds/Awards/2016/January%202016%20-%204D%20Hotels%20-
%20FINAL.pdf
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Tulalip and Northern Quest are among five Washington properties that Spectrum
categorizes as major destination gaming resorts; the others are Lucky Eagle Casino Resort,
Suquamish Clearwater Resort, and Silver Reef Hotel and Casino Spa.

We found Tulalip Resort to be emblematic of this category, capable of competing well in
any major US gaming market. The overall condition of the property is excellent. The landscaping
scheme of the property showcases water features and other natural elements designed to
heighten sense of anticipation and arrival. The combination of clear sightlines, navigability,
upscale hard surfaces, wall textures and natural elements complete a welcoming picture. The
room product is excellent. Rooms are spacious and clean with premium bedding and a powerful
shower. Storage capacity is ample for extended lengths of stay. The staff at Tulalip is well trained,
well informed, and easily capable of positive guest interaction while performing assigned duties
efficiently. This occurred at valet, the front desk, the casino floor, two food and beverage outlets
and security.

Northern Quest, located just eight miles from downtown Spokane and close to Spokane
International Airport, is a full-service resort of similar quality to a Las Vegas Strip resort, albeit
smaller. This property was not masterplanned; instead it has been expanded since opening and
now includes a 200-room, four-star hotel with spa, outdoor event venue, and numerous food
and beverage outlets including a large-scale sports and entertainment restaurant/bar. The
property is sized and equipped to serve a metro area with a population of nearly a half-million.
Curt Holmes, director of public and government affairs for the Kalispel Tribe, said Northern Quest
derives a significant percentage of its total revenue from non-gaming sources.

Casino properties in this category are well positioned to adapt to the emerging Millennial
demographic, which will significantly heighten the need for engaging interior design and social
interaction, wagering activities that requiring skill rather than random chance, and opportunities
for tech-based competition between groups of gamers.

Regional Destination Resorts

Regional destination gaming resorts are smaller than major destination resorts, designed
to both accommodate existing, higher-value players who seek to be rewarded for their play with
an overnight stay and to extend the reach of the market by providing an overnight stay for those
who arrive from farther away. Spectrum placed seven properties in this category, including 12
Tribes, Angel of the Winds, Emerald Queen at Fife, Little Creek, Quinault Beach, Skagit Valley
Casino Resort, and Swinomish Casino and Lodge Resort.

We found the Swinomish Lodge and Casino in Anacortes to a commendable example in
this category. Located in Anacortes, 76 miles north of Seattle, Swinomish property features 98
spacious, well-appointed hotel rooms, half of which offer picturesque views of Padilla Bay.
Swinomish also offers a 33-spot, full-service waterfront RV park. The Swinomish Links golf course
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is located within a five-minute drive of the property. The Swinomish gaming product is current
and well maintained. Housekeeping standards are above average and staff encounters reveal a
genuine effort in the consistent provision of current information and guest comfort. The facility
also offers a popular signature chef restaurant (13 Moons) with reasonable price points.

Anacortes is a popular boating and outdoor activity destination. Located on Fildago Island,
Anacortes is surrounded by Puget Sound, the San Juan Islands and the Swinomish Channel. Local
area activities range from boating, whale watching, sailing to the San Juan Islands, camping and
cycling. The Swinomish Lodge is uniquely well positioned in terms of a location that provides
diversity in activities that extend beyond the casino floor. Swinomish possesses a distinct
advantage in that the natural non-gaming activities require no capital expense and reduce
promotional inducement need. This results in low-acquisition-cost, free-spending traveler. This
places Swinomish in an advantageous growth position over many of its inland, gaming-centric
competitors. Looking forward, Swinomish would be well served to further capitalize on its natural
surroundings to spur both gaming and non-gaming growth.

Another regional casino resort property that enjoys a significant competitive advantage
is the Emerald Queen Casino in Fife (“EQC Fife”), but for a vastly different reason than Swinomish.
EQC Fife is a gaming-centric casino and enjoys the benefits of having a sister property three miles
away, the Emerald Queen Casino I-5 (“EQC I-5”), which we classified as a regional casino. EQC
Fife, which has 100 hotel rooms, 1,620 slots and three food outlets, is adjacent to one of the
busiest arteries in the densely populated Tacoma area. As a regional destination resort, EQC Fife
is an entirely different property than EQC I-5. EQC Fife exudes a notably subdued environment,
with contemporary design and more natural ambient lighting and intimate setting than its sister
property. EQC 1-5, on the other hand, exudes more of a “hustle and bustle” environment and no
hotel. The host Puyallup tribe is therefore able to offer guests distinctly different options that are
relatively close together, allowing the tribe to increase its the customer base and build brand
loyalty. Loyal EQC Fife and ECQ I-5 guests should always be made aware that they are welcome
to the any of the diverse amenity choices and environments available at either property.

Regional Casinos

Properties that Spectrum classified as regional casinos have the widest range of design
quality, operational best practices, amenity offerings, and guest service levels among our four
categories. Essentially, they include any property does not have a hotel but is more than a small,
locals-oriented casino. The category includes nine casinos: 7 Cedars, EQC I-5, Legends, Mill Bay,
Muckleshoot, The Point, Red Wind, Quil Ceda Creek, and Snoqualmie.

The greatest operational commonality across all levels of these properties was found in
the gaming product. All properties offered gaming assets that were current and well maintained.
Most slot floors were heavily skewed toward low-denomination video machines.
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Some of the larger regional casinos may be candidates to transform into gaming resorts
— as Legends is doing now. The Yakama Nation is investing $90 million to transform a mid-sized
casino with limited amenities into a resort that will feature 200 hotel-rooms in an attractive, six-
story structure that will include a spa, conference space, fitness center and business center. Any
such transformation from casino to casino resort would be subject to a feasibility study, including
a hotel market analysis, both to determine the optimal size of the project and the incremental
revenue and profits that would be generated from having most of the rooms yield-managed
toward higher-value gamblers; such overnight players are typically worth two times to three
times more than a typical day-trip players.

Spectrum found Snoqualmie to be a category-defining property. Located 25 miles east of
Seattle and just off Interstate 90, this property has standout design, operational efficiency,
superior guest service, and excellent food and beverage service. Spectrum found this property to
be a formidable competitor from a service and facility standpoint. We conversed with multiple
employees in food service, gaming and groundskeeping. In each case Spectrum found
Snoqualmie employees to be knowledgeable, friendly and proud of where they worked.

The Snoqualmie gaming floor layout is highly effective in showcasing gaming assets,
navigability and non-gaming amenities. Spectrum found Snoqualmie’s atmosphere to be
intimate, inviting and devoid of the “visual chaos” found in other properties. We believe the
Snoqualmie property would be highly competitive property in any market.

The smaller casinos in this category have more limited gaming floors and amenities. As
such, they are designed for shorter lengths of stay and lower frequency of visitation. These
facilities are skewed toward building guest loyalty with multiple “value proposition marketing
tactics” found in many similar-sized casinos in the Mississippi, northern Nevada and Las Vegas
markets. Spectrum found food to be the primary gaming driver in areas of quality and price point.
Aggressive slot club marketing strategies in areas of introductory slot point offers, free play, and
food incentives were found in every property within the category.

A standout property among the smaller regional casinos was the 7 Cedars Casino in
Sequim. The 7 Cedars exterior grounds and building design are exemplary in terms of upkeep and
sense of arrival. Parking areas are noticeably absent of dirt or debris and present a perception of
overall safety. The 7 Cedars gaming floor layout is spread over two areas. One area is designated
for 18-year-old slot gamers; this area does not offer table games and does not serve alcoholic
beverages on the floor. The second area is the main casino, which has an easily navigable casino
floor, flattering ambient lighting, and an intimate atmosphere to promote social interaction.

Locals Casinos

These properties are categorized as offering smaller gaming floors with amenities limited
to minimal food and beverage. Essentially, they are no-frills casinos. In some cases, the casino is
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sized and equipped based on market demand and in others it may be due to a lack of capital
needed to upgrade or expand the property.

We placed five casinos this category — Chewelah, Coulee Dam, Lucky Dog, Shoalwater Bay,
and Two Rivers — while acknowledging that the term “locals” may be misleading in some
instances.

Two Rivers Casino, for instance, is open only seasonally — typically May through October
— because it relies heavily on summer residents, tourists, campers and boaters. It is located in
prime camping/vacationing sites across from Fort Spokane at the confluence of the Columbia and
Spokane rivers. Coulee Dam Casino counts on tourism to the adjacent Grand Coulee Dam for a
portion of its revenue. Shoalwater Bay is a unique locals casino in that it does have a small,
associated lodging facility nearby — the 17-room Tradewinds on the Bay, also owned by the
Shoalwater Bay Tribe. Tradewinds provides complimentary shuttle service to the casino.

Chewelah Casino, now managed by Las Vegas-based Warner Hospitality, is more of a
typical locals casino — and it strikes us as a candidate for expansion or upgrades at some point.
The small but busy property on US 395 is equidistant from the British Columbia border and
Spokane and draws players from both markets.

Coulee Dam, the state’s smallest casino, has recognized the need to upgrade its facility,
which currently has only a deli, small bar/lounge and 164 slots. It is spending $3.5 million to add
a full-service restaurant, and improve and expand the gaming floor by 24 slots. Eventually, the
Colville federation plans to relocate the lounge upstairs to take advantage of the dam view.

We believe the small size of casinos in this category creates low guest expectations in
terms facility quality and amenities. In each instance, however, we found the employees to be
friendly and attentive to their guests.

Expansion Projects

The Washington State Indian gaming industry is growing, as shown by the annual
increases in gross gaming revenue. (See Chapter Il.) Its facilities have expanded to meet —and in
some cases stimulate — demand in the marketplace. Spectrum identified five Class Il expansion
projects underway in the state, including two new properties, as shown in the following table;
The economic impacts of these projects are included in our modeling in the Chapter IV of this
report.
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Figure 2: Class Ill casino expansion projects underway

Project Completion Amenities, notes
Colville gs:;iiig:m Casino $3.5 (i) Early 2016 October 2016 | Full-service restaurant, add 24 slots.

100,000 square-feet of gaming space
New Ilani casino with 2,500 slots and 80 gaming tables,
Cowlitz . . S510M (p) February 2016 | Spring 2017 15 restaurants, bars, retail outlets,
resort in Ridgefield . .
2,500-seat meeting and entertainment
venue. No hotel in this phase.
94-room hotel, 44-seat meeting space,
Port The Point Casino - $30M (e) September November fitness room, indoor/outdoor lounge,
Gamble | hotel expansion 2015 2016 outdoor gathering area with outdoor
kitchen and fire pit.
10-year development plan ultimately
costing $400M. Phase | includes: 450

New casino resort, Third quarter Late Class lll slots, 12 table games, two
Spokane | Phase |, in suburban $32M (e) q summer/early ! & L .
2016 restaurants, outdoor activity area with
Spokane fall 2017 . L
eating area, bar. Future phases/timing
will be market-driven.
Legends Casino - add Year-end 200-room hotel, spa, fitness center,
Yakama hotel, amenities 390M (p) August 2014 2016 conference room, business center, F&B.
Source: Casino websites, Spectrum Gaming Group interviews and estimates. Project cost notes: p = published; i = interview with

source; e = Spectrum estimate.

B. Cardrooms

Washington has 50 house-banked cardrooms, 28 of which operate the maximum 15 table
games. Spectrum visited 16 of cardrooms throughout the state. They ranged from casino-like
environments such as Casino Caribbean in Yakima to attractive locals spots such as Crazy Moose
in Pasco to small side rooms in bowling centers such as Lilac Lanes in Spokane. Some cardrooms
are situated close enough to give local players a reasonable choice, which of course breeds
competition and should increase the quality of the patron experience. We note that a section of
Tukwila’s Interurban Avenue is home to a cluster of cardrooms including Riverside Casino, Great
American Casino, Fortune Casino and Palace Casino. These facilities are gaming-centric and offer
value-priced Asian and American menu choices. The food at these establishments visited by
Spectrum was of excellent quality.

All cardrooms offer food and beverage (“F&B”) service, which is a State requirement;° the
F&B offerings range from a small bar with a few tables to more refined restaurants. Some offer
only F&B while others were part of larger enterprises. For example, Joker’s cardroom in Richland
is part of a complex that includes bowling, a games arcade, a pool hall, a comedy club, a
restaurant, a bar and lounge, and a cigar store. The following table provides the size and primary
non-gaming amenities beyond food and beverage at each house-banked cardroom.

9 By State law, gambling activities are established as an ancillary to other facilities, as noted by the WSGC, which
requires that commercial applicants must “demonstrate that the gambling activity would be a commercial
stimulant to on-premises food and/or drink sales.”
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Figure 3: Washington State cardrooms

Cardroom

Location

No. Tables

Features in addition to food and beverage

Aces Casino Entertainment Spokane 7

All Star Casino Silverdale 15 Bowling
Black Pearl Restaurant & Card Ro Spokane 15

Buzz Inn Steakhouse East Wenatchee 10

Caribbean Cardroom Kirkland 7

Casino Caribbean/Kirkland Kirkland 15

Casino Caribbean/Yakima Yakima 15 Off-track betting
Chips Casino/Lakewood Lakewood 12

Clearwater Saloon & Casino East Wenatchee 11

Club Hollywood Casino Shoreline 15

Coyote Bob's Kennewick 12

Crazy Moose Casino/Mountlake Terrace | Mountlake Terrace 15

Crazy Moose Casino/Pasco Pasco 15 Meeting room
Fortune Casino Tukwila 12

Freddie's Club/Renton Renton 15

Goldie's Shoreline Casino Shoreline 15

Great American Casino/Everett Everett 15 Banquet, meeting room
Great American Casino/Lakewood Lakewood 15 Banquet, meeting room
Great American Casino/Tukwila Tukwila 15

Hawks Prairie Casino Lacey 15

Iron Horse Casino/Auburn Auburn 15

Joker's Casino Sports Bar & Fiesta Richland 11 Bowling, arcade, pool hall, comedy club, lounge, cigar store
Lancer Lanes Restaurant And Casino Pullman 9

Last Frontier La Center 15

Lilac Lanes & Casino Spokane 12 Bowling
Lucky 21 Woodland 15

Lucky Bridge Casino Kennewick 15

Macau Casino/Lakewood Lakewood 15

Macau Casino/Tukwila Tukwila 15

New Phoenix La Center 14

Nob Hill Casino Yakima 7 Bowling
Palace Casino/Lakewood Lakewood 15

Palace Tukwila Tukwila 7

Papa's Casino, Restaurant & Lounge Moses Lake 12

RC's Sunnyside 9

Red Dragon Casino Mountlake Terrace 10

Riverside Casino Tukwila 15

Roman Casino Seattle 15

Roxy's Bar & Grill Seattle 12 Bowling
Royal Casino Everett 15

Silver Dollar Casino/Mill Creek Mill Creek 15

Silver Dollar Casino/Renton Renton 15

Silver Dollar Casino/Seatac SeaTac 15

Slo Pitch Pub & Eatery Bellingham 9

The Getaway Walla Walla 8 Bowling
The Palace/La Center La Center 15

Ubet Longview 11 Nightclub
Wild Goose Casino Ellensburg 7

Wizards Casino Burien 15

Zs Restaurant at Zeppoz Pullman 6 Bowling
Total 551

Source: Washington State Gambling Commission, Spectrum Gaming Group site visits and interviews, cardroom websites. Note:
Total table games subject to change on an ongoing basis. Amenities list is not necessarily definitive.

Spectrum observed some cardrooms that have lackluster visual appeal, ranging from

mundane interior ambiance to exterior building maintenance issues to uninviting parking lots.
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These stand in contrast to the often glitzier, more polished facilities provided by most Indian
casino operators. We believe this disparity is symptomatic of the limitations and economic issues
facing the cardroom industry, as discussed below.

Due largely to the 15-table cap, we found that the primary points of differentiation among
cardroom operators are in the quality and breadth of their food and beverage offerings as well
as the overall environment. In our observations, cardrooms were less like casinos and more like
comfortable, unintimidating hangouts for locals — and thus one reason for their appeal.

The types of games offered are limited, as well, and poker seems to be on the decline in
the cardrooms we visited. The Black Pearl in suburban Spokane is bucking the trend, with seven
poker tables among its 15. Co-owner lan Riley, a poker player himself, said poker success requires
a great deal of personal service and marketing geared toward regular players.

The cardrooms effectively have facility limitations because of the table games cap; i.e.,
they cannot expect to expand their gaming area or add amenities that would help to drive gaming
revenue. Even in facilities that have a bowling center, for example, the crossover play between
casino play and bowlers is small. Because of the facility limitations, Spectrum will focus on other,
operational issues facing the cardroom industry.

Operational Issues

Cardrooms, despite many branding themselves as “casinos,” are not true casinos in the
eyes of the patrons, whereas Washington’s Class Ill casinos certainly are. Cardrooms are limited
to card games (i.e., no roulette, craps, big wheel, etc.), have lower betting limits than the casinos,
and cannot offer slot machines or similar electronic gaming devices. They further pay a host-
municipality tax that ranges from 2 percent to the maximum of 20 percent of gross receipts.

The Washington cardroom industry further faces a series of challenges that range from
economic to political. Among them:

e Proposals to increase the minimum wage that do not take tip income into account.
e Smoking bans that affect cardrooms but not Indian casinos.

e Extremely low barriers to entry, which allow new cardrooms to spring up periodically that
cut into already-thin profit margins.

e Continuing expansion of the Indian casino industry — notably the scheduled 2017 opening
of the llani casino in Ridgefield, which will directly impact five cardrooms operating in
Clark and Cowlitz counties.

Taken together, such challenges paint a bleak picture for cardroom operators, based on
our research, which included interviews with leaders of the Recreational Gaming Association
(“RGA”), the industry’s trade group. Victor Mena, RGA Vice President and Vice President for

= SPECTRUM Economic Market Study on Gambling — Washington State 18
- GAMING GROUP.




Washington Operations of Nevada Gold, which operates nine Washington cardrooms, said the
combination of economic factors and growth in tribal gaming could soon halve the number of
cardrooms statewide — which already has been more than halved from their peak of 113 in 2005.

According to the RGA’s leadership, a typical cardroom in the state:

e Employs between 100 and 165 full-time equivalent employees who earn about $28 per
hour, including tips, on average

e Spends about 30 percent of its revenue on purchases of goods and services from other
Washington businesses

The minimum wage in Washington State is presently $9.47, but is higher in certain
municipalities.? In 2015, Washington enjoyed the highest minimum wage in the nation, but has
since been eclipsed five states that raised their respective minimum wage levels this year.!

According to the RGA leaders we interviewed, cardroom dealers must be paid the
minimum wage, as they do not meet the necessary requirements for exemptions under the law,
even though tip income for dealers can be extensive.'? According to one operator, every 10-cent
increase in the minimum wage adds $1,000 in cost per month. That presents a serious future
challenge to an industry, particularly in light of an upcoming referendum that would raise the
statewide minimum to $13.50 over a four-year span.!3

Such increases, coupled with related requirements on paid sick leave and other areas, will
place material pressure on an already pressured industry, according to RGA leaders. They report
that about 20 percent of their members are presently operating at a loss, while those that are
profitable are likely to be reporting profit margins in the 5 percent to 10 percent range.'* We
note that for Fiscal Year 2014, the last year for which WSGC data are available, 14 of the 49
cardrooms reported a net loss and 18 more operated at margins of less than 10 percent.

Low margins lead to lower capital investment and marketing outreach, which in turn can
depress revenues and further depress profits. In challenging times, their profit margins face
erosion from a variety of sources, but in profitable times, cardrooms face challenges from new
competitors who view cardrooms as a low-cost means of entering the gaming business.

10 Minimum-Wage.org, Washington fact sheet. http://www.minimum-wage.org/states.asp?state=Washington
(accessed June 29, 2016)

1 Ibid.

12 Interview with Recreational Gaming Association (“RGA”) board members, June 16, 2016.

13 Walker Orenstein, “State ballot measure filed to raise minimum wage to $13.50,” Associated Press, January 11,
2016. http://www.seattletimes.com/seattle-news/new-statewide-initiative-would-raise-minimum-wage/

14 RGA interview.
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Cardrooms are limited only by the availability of zoned acreage in municipalities that approve
such gaming. With such low barriers to entry, cardroom owners and operators are not
encouraged to invest significant capital in their facilities, which in turn also limits growth
opportunities in both gaming and in food-and-beverage facilities.

As the operators describe it, they must confront a playing field that is not level in more
than one area. For example, a statewide smoking ban that took effect on January 1, 2006,
resulted in a material drop in gaming revenue “right out of the gate,” as one operator noted.*

Indeed, 2005 was the peak year for cardrooms, when the number of facilities and gross
receipts peaked at 113 and $307.7 million, respectively. Receipts subsequently declined every
year, by a total of 29 percent, before rebounding slightly in 2014. (No further data have been
published.)

The operators we interviewed noted that demographic trends are not evolving in their
favor, as Millennials and other younger demographic cohorts are not attracted to card games,
and such operators seek the ability to offer a limited number (10 was frequently mentioned by
operators) of slot machines or similar electronic gaming devices within their facilities. Such as
move, they say, would broaden their demographic appeal, and would particularly enhance
business from couples, in which one adult prefers tables while the other wants electronic gaming.
Some operators believe the solution should be electronic pull-tab machines, essentially a slot-
like version of the paper pull tabs they already offer. Joshua Stueckle, a WSGC Agent in Charge,
said the Commission has entertained manufacturers seeking to develop a slot-like device that
would conform to State pull-tab regulations, but that approval or implementation is not
imminent.

C. Class Il Casinos

As noted in the Introduction of this report, Class Il casinos are not a focus of this report,
because they are, by definition, not subject to State compacts and thus not subject to regulatory
oversight by the WSGC. They are nonetheless important business operations for their sponsoring
Indian tribes and the people they employ. Per the federal Indian Gaming Regulatory Act of 1988,
Class Il gaming allows bingo and bingo-based slot machines as well as non-house-banked card
games. The following table provides a list of the Class Il casinos in Washington:

15 RGA interview.
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Figure 4: Washington State Class Il casinos

Casino \ Location No. Slots  Amenities

BJ's Bingo & Gaming Fife 250 | Bingo hall, café, 2 bars, cigar lounge
Elwah River Casino Port Angeles 138 | Deli

Muckleshoot Bingo Auburn 500 | Bingo, 1 restaurant, bar, coffee counter
Nooksack Northwood Casino Lynden 400 | RV park, 3 restaurants, gift shop

Total 1,288

Source: Property websites, Spectrum Gaming Group research

In addition to the existing Class Il operations above, the Colville federation — which
operates three Class Ill casinos — plans to open a Class Il facility, Twin Lakes Casino, in Inchelium
in spring 2017. The $1 million project is expected to have 50 slot machines along with a deli and
lounge that will be shared with the existing Rainbow Beach Resort.

D. Washington Casino and Cardroom Landscape

Washington has an active land-based casino gaming industry, with 26 Class Il Indian
casinos and 50 cardrooms. We estimate the 76 total casinos and cardrooms currently have a total
of 28,199 slot machines and 1,186 table games, yielding a total of 35,300-plus gaming positions.'®
(There are an additional four Class Il casinos, which as noted in the Introduction are not a focus
of this report but which are included in our forecast; see Chapter | for discussion of Class Il casinos
and Chapter Il for revenue projections.)

Geographically, casinos and cardrooms are well spread throughout Washington. Of the
39 counties, 26 have at least one casino or cardroom and while eight have at least one of each
co-existing. A total 42.1 percent of the gaming facilities (or 32 of them) and 48.2 percent of the
statewide gaming positions are concentrated within the Seattle-Tacoma-Bellevue Metropolitan
Statistical Area (or three counties), where just over one-half of the statewide residents are
located.

The 26 Class lll casinos are operated by 21 distinct tribes, with 16 operating one casino
each and five tribes having multiple casinos. We estimate the 26 casinos currently have 28,199
slot machines and approximately 551 table games, yielding more than 31,500 gaming positions.

Of the 39 counties, 17 are host to one or more casinos: nine are host to one casino, seven
counties are host to two casinos, and one (Snohomish) is host to three casinos.

The 50 cardrooms are located in 17 counties: 10 counties have one or two cardroomes, six
counties have three or four, and one county (King) is home to 16 cardrooms. We estimate the 50

16 1 gaming position = 1 slot machine or 1 seat at a gaming table; we assume the industry-standard six seats per
table game.
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cardrooms currently have approximately 635 table games, yielding an average of 12.7 table
games per cardroom.

Figure 5: Number of cardrooms, casinos and unit counts by county, June 2016

Counts \ Cardrooms Casinos Cardrooms & Casinos
‘ Table Table Table
County Facilities Slots Games Facilities Slots Games Facilities Slots Games
Benton 3 - 38 - - - 3 - 38
Chelan - - - 1 640 14 1 640 14
Clallam - - - 1 581 12 1 581 12
Clark 3 - 44 - - - 3 _ 44
Cowlitz 2 - 26 - - - 2 - 26
Douglas 2 - 21 - - - 2 - 21
Franklin 1 - 15 - - - 1 - 15
Grant 1 - 12 - - - 1 - 12
Grays Harbor - - - 1 700 12 1 700 12
King 16 - 218 2 4,800 154 18 4,800 372
Kitsap 1 - 15 2 1,653 42 3 1,653 57
Kittitas 1 - 7 - - - 1 - 7
Lincoln - - - 1 230 3 1 230 3
Mason - - - 2 1,460 28 2 1,460 28
Okanogan - - - 2 724 8 2 724 8
Pacific - - - 1 268 0 1 268 -
Pierce 4 - 57 2 3,690 56 6 3,690 113
Skagit - - - 2 1,730 24 2 1,730 24
Snohomish 5 - 70 3 4,650 57 8 4,650 127
Spokane 3 - 34 1 1,653 46 4 1,653 80
Stevens - - - 1 320 5 1 320 5
Thurston 1 - 15 2 2,500 46 3 2,500 61
Walla Walla 1 - 8 - - - 1 - 8
Whatcom 1 - 9 1 1,200 20 2 1,200 29
Whitman 2 - 15 - - - 2 - 15
Yakima 3 - 31 1 1,400 24 4 1,400 55
Grand Total 50 - 635 26 28,199 551 76 28,199 1,186

Source: Washington State Gambling Commission, Spectrum Gaming Group

The following table shows the data from previous table on a per-county share basis
(shares expressed within each column, each column must total 100 percent).
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Figure 6: Market share by county of cardrooms, casinos and unit counts, June 2016

% of Total (by

Column) Cardrooms Casinos Combined
Table ‘ Table Table
County Facilities Slots Games Facilities Slots Games Facilities Slots Games
Benton 6.0% - 6.0% - - - 3.9% - 3.2%
Chelan - - - 3.8% 2.3% 2.5% 1.3% 2.3% 1.2%
Clallam - - - 3.8% 2.1% 2.2% 1.3% 2.1% 1.0%
Clark 6.0% - 6.9% - - - 3.9% - 3.7%
Cowlitz 4.0% - 4.1% - - - 2.6% - 2.2%
Douglas 4.0% - 3.3% - - - 2.6% - 1.8%
Franklin 2.0% - 2.4% - - - 1.3% - 1.3%
Grant 2.0% - 1.9% - - - 1.3% - 1.0%
Grays Harbor - - - 3.8% 2.5% 2.2% 1.3% 2.5% 1.0%
King 32.0% - 34.3% 7.7% 17.0% 27.9% 23.7% 17.0% 31.4%
Kitsap 2.0% - 2.4% 7.7% 5.9% 7.6% 3.9% 5.9% 4.8%
Kittitas 2.0% - 1.1% - - - 1.3% - 0.6%
Lincoln - - - 3.8% 0.8% 0.5% 1.3% 0.8% 0.3%
Mason - - - 7.7% 5.2% 5.1% 2.6% 5.2% 2.4%
Okanogan - - - 7.7% 2.6% 1.5% 2.6% 2.6% 0.7%
Pacific - - - 3.8% 1.0% 0.0% 1.3% 1.0% -
Pierce 8.0% - 9.0% 7.7% 13.1% 10.2% 7.9% 13.1% 9.5%
Skagit - - - 7.7% 6.1% 4.4% 2.6% 6.1% 2.0%
Snohomish 10.0% - 11.0% 11.5% 16.5% 10.3% 10.5% 16.5% 10.7%
Spokane 6.0% - 5.4% 3.8% 5.9% 8.3% 5.3% 5.9% 6.7%
Stevens - - - 3.8% 1.1% 0.9% 1.3% 1.1% 0.4%
Thurston 2.0% - 2.4% 7.7% 8.9% 8.3% 3.9% 8.9% 5.1%
Walla Walla 2.0% - 1.3% - - - 1.3% - 0.7%
Whatcom 2.0% - 1.4% 3.8% 4.3% 3.6% 2.6% 4.3% 2.4%
Whitman 4.0% - 2.4% - - - 2.6% - 1.3%
Yakima 6.0% - 4.9% 3.8% 5.1% 4.2% 5.3% 5.1% 4.6%

Source: Washington State Gambling Commission

The following table shows a more detailed breakout for the Class Ill casinos only, listed
according to tribe and then number of locations by county.
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Figure 7: Washington casinos by tribe and county, June 2016

[ Thurston

Chehalis
Colville 1 2
Jamestown S'Klallam 1
Kalispel 1
Lummi Nation 1
Muckleshoot 1
Nisqually 1
Port Gamble 1
Puyallup 2
Quinault 1
Shoalwater Bay 1
Skokomish 1
Snoqualmie 1
Spokane 1 1
Squaxin Island 1
Stillaguamish 1
Sugquamish 1
Swinomish 1
Tulalip 2
Upper Skagit 1
Yakama Nation 1
Grand Total 1 1 1 2 2 1 2 2 1 2 2 3 1 1 2 1 1
Source: Washington State Gambling Commission

NN RN RN RN Grand Total

Future

As noted in Chapter |, two new Class lll casinos and a modest gaming expansion at one of
the existing casinos will add to the state’s Class lll gaming inventory. After these projects open
from fall 2016 to fall 2017, we estimate there will be 31,223 TLS terminals/slot machines and 643
table games (and 35,081 gaming positions) at 28 Class Il casinos throughout Washington. This
assumption is based on existing casinos not adding or subtracting gaming positions from their
estimated counts, as of June 30, 2016.

From a cardroom perspective, consistent with recent history and based on our interviews
with cardroom operators and the Recreational Gaming Association, we expect the number of
cardrooms to contract to approximately 45 by end of 2016. We expect this contraction to
continue through 2020 when the number of cardrooms will be one-half of the 2015 count, down
to 25 cardrooms statewide in 2020. We base this assumption on the combination of a few salient
factors, including, but not limited to the pending rise in the minimum wage, demographic shifts
(e.g., younger residents not interested in cardrooms), as well as the continued proliferation of
casinos and other gaming options in Washington and in the region.
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Il. Washington Gaming Revenues

Spectrum developed numerous assumptions that are the foundation for our projections
of gross gaming revenue for Class Il casinos, Class Il casinos and cardrooms. It is critical that
stakeholders understand these assumptions and the methodologies used in developing the
results.

A. Methodology

Assumed Class Il Landscape

As of June 30, 2016, we estimate there were 28,199 slot machines and 551 table games
(and 31,505 gaming positions) at the 26 Class Il Indian casinos. In 2015, these casinos generated
an estimated $2.322 billion'” of GGR, yielding an estimated $202 in GGR per gaming position
(commonly called “win per day,” or “WPD").

When the Cowlitz and Spokane tribes open their respective new casinos in 2017, along
with a small expansion of the Coulee Dam Casino, we estimate there will be 31,223 slot machines
and 643 table games (and 35,081 gaming positions) at 28 casinos throughout Washington (all
effective in 2017). Importantly, this assumption is based on existing casinos not adding or
subtracting gaming positions from their counts as of June 30, 2016.

Furthermore, 12 of the 26 existing casinos have integrated hotels, having a total of
approximately 2,026 hotel rooms. Effective 2017 (and through 2020), we assume there will be 14
casinos with integrated hotels having a total of 2,320 hotel rooms, due to Legends Casino in
Yakima County adding a 200-room hotel and The Point Casino in Kitsap County adding a 94-room
hotel. These provisions are included in our gravity modeling to project GGR.

Importantly, this understanding and recognition of the current casino landscape provides
the foundation for all of our modeling, and resultant GGR projections in this report. The casino
landscape is illustrated in the following table, showing total gaming positions by casino (and
sorted by casino name, with exception of the two new casinos shown after existing casinos).

17 WSGC estimate; see WSGC “Agency Overview Brochure,” p. 2.
http://www.wsgc.wa.gov/publications/brochures/brochure.pdf. Official data after 2014 not yet reported.
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Figure 8: Washington Class lll casino landscape by property, 2015-2020

Gaming Positions
Property -

12 Tribes Resort Casino Colville Okanogan 608 608 608 608 608 608
7 Cedars Casino Jamestown S'Klallam | Clallam 653 653 653 653 653 653
Angel of the Winds Casino Stillaguamish Snohomish 1,222 1,222 1,222 1,222 1,222 1,222
Chewelah Casino Spokane Stevens 350 350 350 350 350 350
Coulee Dam Casino Colville Okanogan 164 164 188 188 188 188
Emerald Queen Casino Puyallup Pierce 2,396 2,396 2,396 2,396 2,396 2,396
Emerald Queen Casino I-5 Puyallup Pierce 1,630 1,630 1,630 1,630 1,630 1,630
Legends Casino Yakama Nation Yakima 1,544 1,544 1,544 1,544 1,544 1,544
Little Creek Casino Resort Squaxin Island Mason 1,368 1,368 1,368 1,368 1,368 1,368
Lucky Dog Casino Skokomish Mason 260 260 260 260 260 260
Lucky Eagle Casino Chehalis Thurston 1,256 1,256 1,256 1,256 1,256 1,256
Mill Bay Casino Colville Chelan 724 724 724 724 724 724
Muckleshoot Casino Muckleshoot King 3,700 3,700 3,700 3,700 3,700 3,700
Nisqually Red Wind Casino Nisqually Thurston 1,520 1,520 1,520 1,520 1,520 1,520
Northern Quest Resort & Casino Kalispel Spokane 1,929 1,929 1,929 1,929 1,929 1,929
Quil Ceda Creek Nightclub & Casino Tulalip Snohomish 1,048 1,048 1,048 1,048 1,048 1,048
Quinault Beach Resort & Casino Quinault Grays Harbor 772 772 772 772 772 772
Shoalwater Bay Casino Shoalwater Bay Pacific 268 268 268 268 268 268
Silver Reef Casino Lummi Nation Whatcom 1,320 1,320 1,320 1,320 1,320 1,320
Skagit Valley Casino Resort Upper Skagit Skagit 964 964 964 964 964 964
Snoqualmie Casino Snoqualmie King 2,024 2,024 2,024 2,024 2,024 2,024
Suquamish Clearwater Casino Resort | Suquamish Kitsap 1,350 1,350 1,350 1,350 1,350 1,350
Swinomish Casino and Lodge Swinomish Skagit 910 910 910 910 910 910
The Point Casino Port Gamble Kitsap 555 555 555 555 555 555
Tulalip Resort Casino Tulalip Snohomish 2,722 2,722 2,722 2,722 2,722 2,722
Two Rivers Casino & Resort Spokane Lincoln 248 248 248 248 248 248
New Casino - llani Resort Cowlitz Clark 0 0 1,490 2,980 2,980 2,980
New Casino - Name TBD Spokane Spokane 0 0 286 572 572 572
Grand Total - WA | 31,004 | 31,004 | 31,505 | 31,505 | 33,305 | 35,081

#Slots | 28,199 | 28,199 | 29,723 | 31,223 | 31,223 | 31,223

# Table Games 551 551 597 643 643 643

Source: Spectrum Gaming Group. Note: 2017 gaming positions based on one-half of gaming positions for the three new casinos,
assumed partial year.

The same gaming position data/assumptions are shown in the following table, albeit
filtered and sorted on a county-by-county basis.

= SPECTRUM Economic Market Study on Gambling — Washington State 26
< GAMING GROUP.




Figure 9: Washington Class lll casino landscape by county, 2015-2020

‘ Existing Gaming Positions

County Casino Count 2017 2018

Chelan 1 1 724 724 724 724 724 724
Clallam 1 1 653 653 653 653 653 653
Clark 0 1 0 0 1,490 2,980 2,980 2,980
Grays Harbor 1 1 772 772 772 772 772 772
King 2 2 5,724 5,724 5,724 5,724 5,724 5,724
Kitsap 2 2 1,905 1,905 1,905 1,905 1,905 1,905
Lincoln 1 1 248 248 248 248 248 248
Mason 2 2 1,628 1,628 1,628 1,628 1,628 1,628
Okanogan 2 2 772 772 796 796 796 796
Pacific 1 1 268 268 268 268 268 268
Pierce 2 2 4,026 4,026 4,026 4,026 4,026 4,026
Skagit 2 2 1,874 1,874 1,874 1,874 1,874 1,874
Snohomish 3 3 4,992 4,992 4,992 4,992 4,992 4,992
Spokane 1 2 1,929 1,929 2,215 2,501 2,501 2,501
Stevens 1 1 350 350 350 350 350 350
Thurston 2 2 2,776 2,776 2,776 2,776 2,776 2,776
Whatcom 1 1 1,320 1,320 1,320 1,320 1,320 1,320
Yakima 1 1 1,544 1,544 1,544 1,544 1,544 1,544
Grand Total - WA 26 28 31,505 | 31,505 | 33,305 | 35,081 | 35,081 | 35,081

Source: Spectrum Gaming Group

The same gaming position data/assumptions are shown in the following table, albeit
filtered and sorted on a tribe basis.

Figure 10: Washington Class lll casino landscape by tribe, 2015-2020

Existing Future Gaming Positions

Casino Count Casino Count 2016 2017 2018
Chehalis 1,256 1,256 1,256 1,256 1,256 1,256
Colville 1,496 1,496 1,520 1,520 1,520 1,520
Cowlitz 0 0 1,490 2,980 2,980 2,980
Jamestown S'Klallam 653 653 653 653 653 653
Kalispel 1,929 1,929 1,929 1,929 1,929 1,929

Lummi Nation
Muckleshoot

1,320 1,320 1,320 1,320 1,320 1,320
3,700 3,700 3,700 3,700 3,700 3,700

Nisqually 1,520 1,520 1,520 1,520 1,520 1,520
Port Gamble 555 555 555 555 555 555
Puyallup 4,026 | 4,026 | 4,026 | 4,026 | 4,026 | 4,026
Quinault 772 772 772 772 772 772
Shoalwater Bay 268 268 268 268 268 268
Skokomish 260 260 260 260 260 260
Snoqualmie 2,024 2,024 2,024 2,024 2,024 2,024
Spokane 598 598 884 1,170 1,170 1,170

1,368 | 1,368 | 1,368 | 1,368 | 1,368 | 1,368
1,222 | 1,222 | 1,222 | 1,222 | 1,222 1,222

Squaxin Island
Stillaguamish

Suquamish 1,350 1,350 1,350 1,350 1,350 1,350
Swinomish 910 910 910 910 910 910
Tulalip 3,770 3,770 3,770 3,770 3,770 3,770
Upper Skagit 964 964 964 964 964 964

RIR[(N|R[R[R|R[N|R[R|R[R[N|RP[(R|R|R|R|R|[O|w|~
RIR[(N|R[R[R|R|W|R[R|R[R[N|RP[R|R|R|R|[R[R|wW|~

Yakama Nation 1,544 1,544 1,544 1,544 1,544 1,544

Grand Total - WA 26 28 31,505 | 31,505 | 33,305 | 35,081 | 35,081 | 35,081
Source: Spectrum Gaming Group
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The existing and future casino landscape is shown on the following map. Red markers
indicate locations of existing casinos, while the green markers indicate both an existing and future

casino in very close proximity to each other (Airway Heights), and the blue marker indicates a
future casino (llani Resort in Clark County).

Figure 11: Washington Class lll casino landscape by tribe, 2015-20
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Projecting Gross Gaming Revenue

Demand for gaming in Washington comes from multiple sources. Based on information
and belief, the local population within a reasonable two-hour drive of each existing casino
currently accounts for the vast majority of GGR and visitation.

The principal tool Spectrum uses in projecting GGR is our gravity model. The gravity model
is an industry-standard forecasting technique that uses the actual adult population totals around
a specified casino, taking into account competing locations from within a predefined catchment
area (quantified by reasonable drive times, expressed in minutes, surrounding each casino — not
actual driving or straight-line miles) to project visitation and, ultimately, GGR from the projected
visitation. Simply, the farther away an adult resides from a casino (and/or respective casinos
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throughout Washington and/or in nearby states), the lower the probability that that person will
make a trip to gamble there. If given an opportunity, adults with propensity to gamble will tend
to choose to patronize the closest casino to their homes, particularly if the gaming product is
similar among competing casinos. In addition to adult population totals surrounding the specified
location, among other variables, the gravity model employed also considers casino participation
rates and GGR per adult, and has the ability to adjust each location for the relative attractiveness
of the gaming options/facilities when two or more viable gaming options/facilities are available
to the population sets (i.e., adjust for number and/or offering of slots, table games, etc.).

Spectrum built a comprehensive, constrained gravity model. We incorporated estimated
annual population data from 2015 through 2021 covering 2,477 areas in Washington, Idaho and
Oregon, as well as portions of Montana, that were approximated according to Census Tract,
including all areas in the US within a four-hour drive of an existing or potential Washington
casino. The data included population data (both total and estimated for gaming-age adults — age
18 and over) and median household income by Census Tract (to adjust relative estimated GGR
budgets accordingly).

Our estimated population and median household income data were obtained from The
Nielsen Company (“Nielsen”) and is principally based on US Census Bureau data. Nielsen indicates
these data are further refined at the Census Tract level based on leading consumer surveys and
compiled household files, and other public and private sources of demographic and consumer
information.

Our gravity model accounts for all 26 existing Class Ill casinos in Washington, in addition
to provisions for the two additional casinos planned for 2017. Additionally, we include more than
a dozen casinos (and/or markets with casinos) in Idaho and Oregon where four-hour drive-time
boundaries may overlap with such boundaries emanating from casino locations in Washington
(to quantify shared visitation).

With regard to annual GGR per adult, the basis for the material assumptions is from
extensive experience and working knowledge in many domestic gaming markets by Spectrum
professionals assigned to this project, and supported by public data presented within this report
(where applicable). The material assumptions (aside from adult population by Census Tract and
relative distance calculations, gravity effect) are:

e Gaming age of 18+ or 21+ (i.e., the adult population) based on casino

e Local market gamers:
o Two-hour drive-time boundary from any Class Il casino location
o One-hour drive-time boundary from any Class Il casino location

e Casino participation rates up to 40 percent of adult population by Census Tract:
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o Adult population within a five-minute drive-time to any casino has an
estimated casino participation rate of 40 percent

o Adult population beyond a five-minute drive-time to any casino has an
estimated casino participation rate at or below 40 percent (while this rate
decreases for the adult population, according to Census Tract, as distance
from a casino increases)

e Provision for Canadian/other GGR dependent upon casino location and relative
proximity to a border crossing and/or population center

(@]

In 2015, there were 7.37 million personal vehicles and 13.12 million
personal vehicle passengers that crossed the US/BC border. The vast
majority of personal vehicle passenger crossings were over land, at 87.8
percent (versus 12.2 percent on ferry or to remote parts/islands of
Washington).'® Of the 11.51 million personal vehicle passenger crossings
at mainland points, the vast majority (at 93.4 percent or 10.76 million)
occurred at, or near, the [|-5 corridor in western Washington
(Blaine/Lynden/Sumas), while the remainder (or 756,000 personal vehicle
passengers) occurred at crossings in eastern Washington (Boundary,
Danville, Ferry, Frontier, Laurier, Metaline Falls, Nighthawk, and Oroville).
These data points, utilized to represent estimated casino patronage from
residents of Canada (assumed to be primarily from British Columbia), were
incorporated into our gravity model.

e Specific to casinos with integrated hotels:

o

o

Annual hotel occupancy of 90 percent

Annual GGR projections for hotel guests is based on an assumed average
GGR per occupied hotel room of $214 in 2015; we assume half of this
amount would have occurred absent a hotel stay and is attributable to the
local market (i.e., already quantified in our gravity model)

= This figure was determined based on FY 2015 estimated GGR-per-
occupied-room estimates from the 23 largest Las Vegas Strip resorts

= We deem this methodology as reasonable in quantifying expected
levels of GGR that casinos having integrated hotels could generate
from non-local market visitation (and one-half attributed to non-local
visitation in this report). For example, according to the most recent
Las Vegas Visitor Profile Study, for the years 2011-2015 the
percentage of visitors to Las Vegas staying overnight was in excess of
99.6 percent each year. We believe the vast majority of GGR to these
Las Vegas Strip properties was from out-of-state residents (i.e., hotel
guests and tourists), while the Las Vegas Visitor Profile Study excludes

18 The 12.2 percent includes border crossings at Anacortes, Port Angeles, Friday Harbor, and Point Roberts.
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residents of Clark County (where Las Vegas is located) from its results.
For FY 2015, average GGR per occupied room night was $214.

" |n our modeling, this figure is increased each year based on
inflationary growth.
Participation Rate

According to the American Gaming Association’s 2013 State of the States survey, 34
percent of the US adult population visited a casino during 2012, while 32 percent of the US adult
population gambled during a casino visit (i.e., of all US adults visiting a casino, 5 percent did not
gamble). Based on this information, as well as our experience, we believe the casino participation
rate for adults that live nearby to a casino, or casinos, may reasonably approach 40 percent,
annually. Therefore, in our modeling we assume a casino participation rate up to 40 percent by
Census Tract (albeit adjusted downward by gravity effect as the relative distance to a casino
increases).

Annual GGR per Casino Gambler

We have assembled nationwide casino GGR, as well as participants, over the most recent
10-year period available to provide a snapshot of the US casino participation and average GGR
per gambler.

Figure 12: US casino GGR, visitation and annual GGR per casino gambler, 2006-2015

GGR ($B) Casino
Commercial Native American Total Gamblers (M) Participation Rate = GGR / Gambler
2006 $35.4 $24.9 | $60.2 56.2 26.0% $1,072
2007 $37.5 $26.1 | $63.6 54.5 25.0% $1,167
2008 $36.2 $26.7 | $62.9 54.6 25.0% $1,152
2009 $34.3 $26.5 | $60.8 61.7 28.0% $985
2010 $34.6 $26.5 | $61.1 54.8 25.0% $1,115
2011 $35.7 $27.2 | $62.8 59.7 27.1% $1,052
2012 $37.4 $27.9 | $65.3 71.6 32.0% $912
2013 $37.8 $28.0 | $65.9 72.3 32.0% $911
2014 $37.9 $28.5 | $66.4 73.1 32.0% $909
2015 $40.2 $29.9 | $70.1 73.8 32.0% $950
5-year Avg. 2011-15 537.8 $28.3 | S66.1 70.1 31.0% 5943
10-year Avg. (2006-15) 5$36.7 $27.2 | $63.9 63.2 28.4% $1,011

Source: American Gaming Association, National Indian Gaming Commission, state gaming commissions

As illustrated, over the last 10 years nationwide commercial and Native American casino
GGR collectively averaged more than $63 billion annually, while there was an average of 63
million casino gamblers (casino participation) annually. This yields an average GGR per gambler,
per year, of $1,011 over the 10-year period.

The 2006 Harrah’s Survey estimated the average number of visits annually to a casino was
6.1. Spectrum has no reason to believe that this figure would have declined since then, given the
continued proliferation of casino gaming throughout the United States. Additionally, per a 2009
report that Spectrum prepared for the State of Connecticut, a comprehensive survey of 1,427
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Connecticut residents found that the average number of casino visits per resident exceeded 12
annually at a time when every Connecticut adult resided within a two-hour drive of a casino and
40 percent resided within a one-hour drive.*®

Therefore, we believe that our assumption(s) of GGR per casino gambler (and by
establishing reasonableness to number of casino visits that correspond to this value) is
reasonable as utilized throughout our gravity modeling and in projecting GGR for Washington.

Inflationary Growth
The following table shows inflation rates utilized throughout this report.

Figure 13: Inflationary growth estimates

Calendar Years Annual @ Total Growth CAGR
(per CBO) Growth ‘ (from 2015) (from 2015)
2015 0.40% n/a 1.75%
2016 1.70% 1.70% 1.70%
2017 2.40% 4.14% 2.05%
2018 2.40% 6.64% 2.17%
2019 2.40% 9.20% 2.22%
2020 2.40% 11.82% 2.26%

Source: Congressional Budget Office, The Budget and Economic Outlook: 2016 to 2026
Ramp-Up Period

Our GGR projections inclusive of two new casinos in Washington do not include any
adjustments for a ramp-up (nor ramp-down) of operations. In our experience, many new casinos
experience some degree of revenue ramp-up during at least their first two years of operations,
when marketing initiatives and customer trial and retention contribute to early growth in the
business. However, such a ramp-up should not be considered inevitable, as some properties open
strongly (this may be the case for the llani Casino Resort in Clark County due to its location within
and proximity to the heart of the Portland-Vancouver-Hillsboro, OR-WA MSA, as well as bolstered
by the lack of any other Washington Class Il casinos nearby).

Disclaimer

It should be noted that despite our drive-in (or local) market GGR projections resulting
from our gravity modeling exercise, actual market and property performance can be subject to
industry internal and external factors. From an internal industry perspective, competitive
marketing and operational strategies, targeted and timely capital reinvestment, and customer
perceptions all influence potential performance. From an external point of view, competition for
patron discretionary income from other leisure and recreational activities and the general state
of the economy may influence spending habits of gaming patrons. In essence, our GGR

19 Spectrum Gaming Group, Gambling in Connecticut: Analyzing the Economic and Social Impacts, June 22, 2009.
http://www.spectrumgaming.com/dl/june 24 2009 spectrum final final report to the state of connecticut.pdf
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projections herein are illustrative and may be influenced by a variety of factors (aside from gravity
modeling, or quantification of adults by drive-time calculations alone).

B. Gross Gaming Revenue Projections

Class Ill Casinos

Our modeling indicates that the existing 26 Class Il casinos will generate $2.39 billion of
GGR in 2016, which would be 3 percent growth from 2015. However, with the addition of two
new casinos in 2017, along with population and inflationary growth, we project 28 Class lll casinos
will generate $2.75 billion in 2017, which would be 18.4 percent growth from 2015. Extending
our projections through 2020 (i.e., a five-year projection period), we project total GGR for 28
Class lll casinos in Washington to surpass $3.3 billion, which equates to 42.3 percent growth from
2015. Our GGR projections, and by source (state/location), are shown in the following table
(along with actual GGR for 2015 and our estimate by source).

Figure 14: GGR projections for Class lll casinos, 2016-2020

GGR ($M) 2015 2016 ‘ 2017 2018 2019 2020
Washington $2,064.2 $2,125.6 $2,284.0 $2,435.9 $2,516.6 $2,599.9
Idaho $23.7 $24.4 $27.1 $29.7 $30.8 $31.9
Montana $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Oregon $56.8 $58.4 $235.8 $436.0 $436.4 $436.9
Canada/Other $177.3 $182.2 $202.2 $223.0 $229.6 $236.3
Total $2,322.0 $2,390.7 $2,749.1 $3,124.6 $3,213.4 $3,305.1
% Growth (vs. Prior Year) 3.7% 3.0% 15.0% 13.7% 2.8% 2.9%
S Growth (vs. 2015) n/a 3.0% 18.4% 34.6% 38.4% 42.3%

Source: Spectrum Gaming Group

The following table is an extension of the previous and shows GGR as a percentage by
state of origin, per results of our modeling.

Figure 15: GGR projections for Class lll casinos, by state of origin, 2016-2020

GGR Source (% of Total) 2015 2016 ‘ 2017 2018 2019 2020
Washington 88.9% 88.9% 83.1% 78.0% 78.3% 78.7%
Idaho 1.0% 1.0% 1.0% 0.9% 1.0% 1.0%
Montana 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Oregon 2.4% 2.4% 8.6% 14.0% 13.6% 13.2%
Canada/Other 7.6% 7.6% 7.4% 7.1% 7.1% 7.2%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: Spectrum Gaming Group

As illustrated, we estimate approximately 89 percent of GGR to existing Class Il casinos
in Washington comes from Washington residents. We project this will materially shift to less than
79 percent after the openings of two new casinos in Washington (i.e., primarily from the llani
Casino Resort due to its proximity to Oregon).
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The following table illustrates other metrics related to our GGR projections, including
resultant GGR per position per day (or win per day, [“WPD”]) figures and our estimated casino
participation rate for Washington residents.

Figure 16: GGR projections for Class lll casinos, associated metrics, 2016-2020

Casino Metrics

Slots 28,199 28,199 29,723 31,223 31,223 31,223
Table Games 551 551 597 643 643 643
Gaming Positions 31,505 31,505 33,305 35,081 35,081 35,081
GGR/Position/Day (WPD) $202 $208 $226 $244 $251 $258
Casino Participation (WA) 31.2% 31.2% 32.7% 32.7% 32.7% 32.7%

Source: Spectrum Gaming Group
Class Il Casinos

There are currently four casinos throughout Washington that offer Class Il gaming, with a
fifth slated to open in 2017 (Twin Lakes with 50 gaming machines near Inchelium). However,
historical operating results are not publicly available for such; while we deem these facilities as a
limited substitute for Class Il casinos (i.e., in absence of a Class Il casino nearby a Class Il casino
may fulfill some Class Ill demand). As such, our GGR projections for the four Class Il casinos stem
from our gravity modeling, albeit we assume these casinos have a lesser relative attractiveness
compared to any Class lll casinos nearby and have a local market capture at one-half that of a
Class Il casino (i.e., limited to one-hour versus two-hour).

Our modeling indicates the four existing Class Il casinos throughout Washington will
generate $62.7 million of GGR in 2016, which we estimate will be 3 percent growth from 2015.
We assume one change to the Class Il casino landscape in the future (through 2020), the addition
of 50 gaming machines at a facility near Inchelium. We project Class Il GGR will grow each year
and will amount to $72.2 million in 2020 (i.e., the final year of our five-year projection period).
Our GGR projections, and by source (state/location), are shown in the following table (along with
our estimate of GGR for 2015 and our estimate by source).

Figure 17: GGR projections for Class Il casinos, 2016-2020

GGR ($M)
Washington $46.3 $47.7 $49.5 $51.2 $53.1 $55.1
Idaho $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Montana $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Oregon $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Canada/Other $14.5 $14.9 $15.4 $16.0 $16.5 $17.1
Total $60.8 $62.7 $64.9 $67.2 $69.7 $72.2
% Growth (vs. 