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EXECUTIVE SUMMARY

The following document is the Commission’s 2011 edition of Wagering in Illinois. In
accordance with Senate Resolution 875 (87t General Assembly), the Commission
released its first report in 1992. That report examined the legally-sanctioned forms
of wagering as a means of determining their economic impact as well as the
potential for further expansion of the gaming industry. This report updates
previous releases and provides further analysis of State gaming with the focus on
riverboat gambling, lottery, and horse racing. Also included is a description of
[llinois’ newest form of legalized gambling - video gaming - and its anticipated
impact on State revenues. The highlights of these topics are shown below.

e In FY 2011, the State’s share of horse racing, lottery, and riverboat revenue
reached $1.021 billion, a 2.9% decline from FY 2010 levels. This is the lowest
combined total for these revenue sources since FY 2001. The $31 million falloff
in overall gaming receipts was primarily due to a $59 million decline in riverboat
transfers to the Education Assistance Fund. This decline offset the $28 million
increase in lottery transfers. Horse racing revenues held flat in FY 2011.

e In FY 2011, lottery transfers comprised 65.6% of total gaming revenues,
whereas riverboat transfers comprised 33.6%, and horse racing 0.7%. Just four
years ago, riverboat transfers made up 52.1% of all gaming related revenues,
which highlights the recent decline in riverboat figures over the past several
years. Overall gaming per-capita spending declined 0.3% in FY 2011 to $192.
This was the fourth consecutive year of a decline in overall per-capita spending
after three consecutive years of increases.

e Statewide adjusted gross receipts (AGR) for Illinois riverboats in FY 2011 were
down 3.8% from FY 2010 levels while admissions fell 7.1%. This is the fourth
consecutive year of declines in total AGR. State revenues generated from
riverboat gambling totaled $376.4 million, which was a 5.5% decline from
FY 2010 levels and was the lowest amount generated since FY 1999.

e Several factors have contributed to the dramatic slide in riverboat figures over
the last four fiscal years. These factors include the struggling economy,
increased competition from other states, and the effects of the graduated tax
structure. However, the numbers continue to suggest that the biggest
contributor to the drop in Illinois casino revenues is the indoor smoking ban.
Since the indoor smoking ban began in January 2008, adjusted gross receipts for
[llinois riverboats have fallen a combined 30.7% from pre-smoking ban levels.

e From a regional standpoint, when comparing CY 2007 (pre-smoking ban) vs.
CY 2010, AGR for the Chicago area riverboats in Illinois have dropped 35.5%
since the indoor smoking ban began, while the receipts for Indiana’s four closest
riverboats in the Chicago increased slightly at 0.6%. Similarly, Illinois’ AGR
figures are down 33.8% for Illinois’ two St. Louis area riverboats between CY



2007 and CY 2010, while the AGR of Missouri’s St. Louis region riverboats are up
28.5% (although part of this increase is due to new riverboats in St. Louis).

Using FY 2011 adjusted gross receipts as a guideline, Illinois made up 39.4% of
total receipts in the Quad City region (compared to lowa’s 60.6%), 18.4% of total
receipts in the St. Louis region (compared to Missouri’s 81.6%), and 45.9% of
total receipts in the Chicago region (compared to Indiana’s 54.1%). Just three
years ago in FY 2008, Illinois held the higher percentage in the Chicago region at
54.3% compared to Indiana’s 45.7%.

There continues to be numerous discussions on changes that could be made to
[llinois’ gaming industry to increase revenues for the State. These include
adding additional gaming positions at the current riverboat facilities, allowing
slot machines at Illinois horse tracks, and adding new riverboats/casinos. All of
these ideas are included in SB 0744, as amended by House Amendments 1-7. At
the time of this report, this piece of legislation had passed both houses, but had
yet to be signed by the Governor.

Many estimate a significant amount of one-time revenues and recurring
revenues would come from gaming expansion. However, factors such as a
reduced tax rate and cannibalization will make it challenging for substantial
amounts of new State revenues to be realized. Lowering the tax rates would
likely increase the amount spent by gaming operators on the casino, which,
history as shown, could lead to higher attendance and AGR levels. But large
increases in overall adjusted gross receipts will be necessary to offset the loss of
revenues from the lower tax rates and from the expected loss of revenues from
existing gaming facilities that would be cannibalized by the new casinos.

In July 2011, additional revenues finally began coming in from the 10th license
with the opening of The River Casino in Des Plaines. The gaming industry will be
anxious to see how this new riverboat preforms and the impact that this casino
will have on the other four Illinois riverboats in the Chicago area, as well as the
nearby casinos in Indiana.

In FY 2011, lottery sales totaled approximately $2.258 billion, a 3.0% increase
from FY 2010 levels. FY 2011 was the fifth year in a row that sales topped $2
billion. From this sum, 30.6% or $690 million was transferred into other State
funds [$632 million went into the Common School Fund, which is slightly higher
than the $625 million that was transferred in FY 2010]; $4.1 million went to
special causes; and $54.1 million was transferred to the Capital Projects Fund.

The largest dollar increase came from the Instant games, which rose $90.8
million or 7.7%. The multi-state lottery game called Powerball recorded $97.4
million in its first full year of sales in Illinois. Mega Million sales were down
significantly in FY 2011 (-23%), which indicates that some cannibalization of
sales may have occurred due the coexistence of the Powerball game. Pick 4 and



the St. Patrick’s raffle both remained flat. Pick 3 (-3.6%), Lotto (-5.1%), and
Little Lotto (-0.9%) all experienced a drop in sales in FY 2011.

Instant games continue to comprise the greatest percentage of total lottery sales
with 56%. The Pick 3 game had the second highest percentage at 13%. Most of
the remaining revenues come from Mega Millions (8%), the Pick 4 game (8%),
Little Lotto (5%), Lotto (5%), and the new Powerball Game (4%).

In FY 2010, Illinois had the 11™ highest amount of lottery sales in the U.S. but
ranked 221 when sales per capita were calculated. Sales per capita were $172
in FY 2010, which was a 0.6% increase over FY 2009 levels.

As part of Public Act 096-0034, the Illinois lottery is to be operated with the
assistance of a private manager, whose selection is to be based on a competitive
request for qualifications process. On September 15, 2010, Northstar Lottery
Group was selected to manage the Illinois lottery. Northstar fully took over
management of the lottery on July 1, 2011.

The Illinois Racing Board reported that 490 race programs were conducted
during CY 2010. A total handle amount of $726 million resulted, which was a
decrease of 1.5% over the 2009 amount and the lowest handle amount in over
35 years. The thoroughbred total handle dropped 11%, while the standardbred
total handle dropped 16%.

Public Act 96-0762 allowed advance deposit wagering to be conducted
throughout the State. It officially began in Illinois in October 2009. Nearly $96
million in horse racing revenues were collected from advance deposit wagering
(or approximately $1.7 million in tax revenues) in FY 2011. However, some in
the industry fear that advance deposit wagering may be having a cannibalization
effect on other forms of horse wagering as on-track, inter-track, and off-track
wagering all experienced double-digit losses in CY 2010.

In 2006, Illinois lawmakers made a concerted effort to revitalize the struggling
horse racing industry in Illinois by allowing racetracks to receive a portion of the
revenues generated by riverboats for a two-year period. This surcharge was re-
established in December 2008 for as many as three more years. But, the horse
racing industry was unable to receive this revenue due to litigation in regards to
the impact fees. However, in August 2011, the Illinois Supreme Court denied the
latest request to hear the case for the final time. As a result, over $140 million
was released to the Illinois racing industry. This money was split between track
operators and purse accounts, which the industry hopes will lead to a
turnaround in horse racing attendance and revenue figures.

While many in the horse racing industry see the money from the impact fees as a
much welcomed “shot in the arm”, these are one-time revenues and most agree
that additional revenues will be needed to keep horse racing alive in Illinois.



This is why racing proponents have been lobbying for slot machines at
racetracks. Although statistics from other states have shown that casinos at
racetracks do not lead to an increase in its racing handle, it would provide a
secondary source of revenue to help fund the horseracing industry.

In July 2009, Governor Quinn signed into law Public Act 96-0034, which
legalized video gaming in Illinois. The majority of the revenues from video
gaming are earmarked for the Capital Projects Fund to pay for capital projects
across Illinois. Due to complications in selecting a company to develop a
communications system for video gaming, this latest form of legalized gambling
has yet to begin in Illinois. Because a communications operator has yet to be
chosen and due to the time it takes to process the thousands of video gaming
applicants, it appears that video gaming will not commence in Illinois until FY
2013 at the earliest.

Since video gaming was legalized in Illinois, a number of local governments have
voted to ban video gaming in their areas. In addition, the City of Chicago, due to
a pre-existing law, must “opt-in” in order to offer video gaming, which they have
yet to do. The Commission estimates the State impact (revenues to the Capital
Project Fund) of Chicago not “opting-in” to video gaming to be approximately
$63.6 million to $118.0 million. The impact of all other communities currently
banning video gambling is projected to be between ($39.9 million and $74.0
million).



INTRODUCTION

Fiscal Year 2011 could be labeled as the “fiscal year of uncertainty” for the Illinois
gaming industry. All major areas of gaming in Illinois - riverboat gambling, the
lottery, horse racing, and video gaming - appear to be in flux with questions running
rapid regarding each area’s future. Pending proposals and expected changes could
make the gaming landscape substantially different in the very near future.

No area may have more uncertainty than the riverboat/casino industry. As the
report discusses in detail, riverboat revenues, in its current form, are on a
staggering downward trend. The FY 2011 amount of $324 million transferred to the
Education Assistance Fund was the lowest amount transferred since FY 1999. The
adjusted gross receipts (AGR) of Illinois riverboats fell a combined 3.8% in FY 2011
and marked the fourth consecutive fiscal year of decline. The AGR amount of $1.351
billion in FY 2011 is 31% below the amount collected in FY 2007, just four years
prior.

The dramatic fall off in riverboat figures over the last several years are due to a
combination of factors. First of all, few would argue that the recent economic
conditions have lessened the amount of discretionary spending that consumers
were willing to spend on riverboats. The uncertainty of the economy has forced
consumers to be more diligent with their personal budgets. As a result, admission
and receipts totals at Illinois’ riverboats have suffered. However, Illinois riverboat
totals are significantly worse than the riverboat totals of states surrounding Illinois.
Therefore, as discussed in previous gaming reports, it appears that the indoor
smoking ban has continued to have a major negative impact on the riverboat
industry. Statistics supporting this suggested factor are discussed later in the
report. Also included are discussions on how competition from other states is
affecting Illinois’ performance.

The struggles of casino revenues, combined with the desire to create more jobs,
have led to a strong push for gaming expansion in Illinois. While similar proposals
have failed to gain enough support for passage in the past, the latest proposal (SB
0744, as amended by House Amendments 1-7) passed both houses in the Spring of
2011. However, its future lies in the hands of the Governor. (At the time of this
report, the Governor had not acted on the legislation and his intention was not
known). Although this report does not offer an analysis entirely specific to this
legislation, it does provide a detailed look at all of the major parts of gaming
expansion that are proposed in this bill. These parts include adding additional
positions, allowing slot machines at horse tracks, and adding additional
casinos/riverboats across Illinois. Also discussed is the impact of a reduced tax
structure and how cannibalization could affect the riverboat industry.

Regardless of whether the gaming expansion proposal is enacted, an increase in
overall adjusted gross receipts in Illinois should come from the July 2011 opening of
the Rivers Casino in Des Plaines. While the impact that this casino will have on
other existing casinos and the amount of revenues that will be generated from this



new facility is uncertain, the new riverboat should bring new excitement to an
industry that has been faltering as of late.

In terms of revenues generated, the State’s lottery program has recently been the
more reliable of the major gaming sources. Since FY 2000, State lottery transfers
have increased 34.0%, including a 22.6% increase between FY 2003 and FY 2008.
In the past, lottery transfers consisted primarily of amounts transferred into the
Common School Fund. But, over the last couple of years, contributing to this total
are revenues from “special causes” games as well as revenues transferred into the
Capital Projects Fund. In FY 2011, lottery transfers increased by $28 million, or
4.2%, which was primarily due to a $21.9 million increase in transfers to the Capital
Projects Fund. Transfers to the Common School Fund increased by $6.9 million in
FY 2011.

The lottery’s uncertainty lies with its future. As part of the Capital Bill (Public Act
96-0034), the Illinois lottery, as a means of generating additional revenues, was
legislated to be operated with the assistance of a private manager. The selection of a
private management firm to run the lottery had been delayed until September 2010,
instead of the original date of March 2010. In July 2011, the private manager finally
took over operations of the Illinois lottery. Their initial projections indicated that
they could grow the amount sent to the Capital Projects Fund to approximately $150
million per year. It remains to be seen if revenues can reach these expectations.

The lottery section in this report provides a detailed look at lottery sales on a game-
by-game basis. It identifies the games that are performing well and those that are
struggling, and compares Illinois to other states in per-capita sales as a percentage
of personal income. Also included is an update on the progress of P.A. 96-0034,
which allows for a private management of the lottery.

Perhaps, no area of business is in more need of change than that of the horse racing
industry. The amount wagered on Illinois horse racing (the handle) fell for the
eighth consecutive month in CY 2010 and is at its lowest level in over 30 years. The
recent development of advance deposit wagering has helped slow the decline (the
handle was down only 1.5% in CY 2010, compared to declines of 10.0% and 11.7%
the two years prior), but overall, Illinois’ horse racing handle is down 34.2% over
the last decade.

For the first time in several years, the horse racing industry received some positive
news as the Illinois Supreme Court in August 2011 announced that they would allow
revenues collected from impact fees (a 3% surcharge on the adjusted gross receipts
of the four Chicago-area riverboats) to be released to the horse tracks. In total, the
horse tracks will be allowed to use a combined $141.8 million in revenues collected
from two separate impact fees. These revenues will be used primarily for the
purpose of increasing purses and making track improvements to revitalize their
struggling industry. In addition, the opening of the Des Plaines Casino provides that
15% of its adjusted gross receipts shall also be sent to a horse racing fund. But so



far, this money has not been appropriated, which means legislative approval will be
necessary for the horse tracks to access these revenues.

In case these new revenues to horse racing do not provide the funding necessary to
turn things around, the horse industry continues to lobby for slot machines at their
tracks. But, again, its future lies in the hands of the Governor and many anxiously
await his decision on what, if any, forms of gaming expansion he will approve.
Details regarding the impact of slot machines at other racetracks across the country,
as well as additional information on other horse racing related statistics are
provided in the Horse Racing section of the report.

Whether or not the proposed form of gaming expansion passes, a significant
increase in gambling has already been approved by way of the Video Gaming Act.
Although video gaming was approved in 2009, the State has yet to receive any
revenues from video gaming machines. This is because the Gaming Board is still in
the process of selecting a company to run a Central Communications System. In
August 2010, one company was selected. However, in September 2010, the Gaming
Board announced that they have retracted that contract due to “miscalculations” in
evaluating the price portion of the proposals for the contract. Because of this, the
bidding process started over.

Once the Board finalizes a contract, the design and implementation of that system
will take place, which reportedly would take four to six additional months. Also
delaying the process are the thousands of video gaming applications that the
Gaming Board has received, which require extensive background checks. Without a
communications system yet approved, it now appears that revenues from video
gaming may not begin until FY 2013 at the earliest. Details on the reason for these
delays, an overview of the Video Gaming Act, as well as a discussion on the local
governments that have banned video gaming and the impact that these ordinances
could have on video gaming revenue estimates are included in the video gaming
section of this report.

When combining all of the gambling-related sources of income in Illinois, gaming
revenues fell 2.9% in FY 2011 to $1.021 billion. This is the lowest combined total
for these revenue sources since FY 2001 and marks the fifth consecutive fiscal year
that overall gaming revenues have fallen. As Table 1 on the following page shows,
revenue increases in Lottery transfers in FY 2011 were unable to offset the declines
in riverboat transfers to the Common School Fund. Horse racing revenues remained
virtually unchanged in FY 2011, at a mere $7 million.



TABLE 1: STATE GAMING REVENUE ($ in Millions)

FISCAL 15(0) 28] PRIOR YEAR
YEAR LOTTERY" RACING? RIVERBOAT® TOTAL % CHANGE

1975 $55 $63 $0 $118 N/A
1976 $76 $75 $0 $151 28.0%
1977 $44 $75 $0 $119 -21.2%
1978 $34 $74 $0 $108 -9.2%
1979 $33 $79 $0 $112 3.7%
1980 $33 $70 $0 $103 -8.0%
1981 $90 $73 $0 $163 58.3%
1982 $139 $68 $0 $207 27.0%
1983 $216 $66 $0 $282 36.2%
1984 $365 $65 $0 $430 52.5%
1985 $503 $61 $0 $564 31.2%
1986 $552 $51 $0 $603 6.9%
1987 $553 $57 $0 $610 1.2%
1988 $524 $46 $0 $570 -6.6%
1989 $586 $43 $0 $629 10.4%
1990 $594 $46 $0 $640 1.7%
1991 $580 $46 $0 $626 2.2%
1992 $611 $45 $8 $664 6.1%
1993 $588 $48 $54 $690 3.9%
1994 $552 $47 $118 $717 3.9%
1995 $588 $45 $171 $804 12.1%
1996 $594 $46 $205 $845 5.1%
1997 $590 $45 $185 $820 -3.0%
1998 $560 $42 $170 $772 -5.9%
1999 $540 $42 $240 $822 6.5%
2000 $515 $13 $330 $858 4.4%
2001 $501 $13 $460 $974 13.5%
2002 $555 $13 $470 $1,038 6.6%
2003 $540 $13 $554 $1,107 6.6%
2004 $570 $13 $661 $1,244 12.4%
2005 $614 $12 $699 $1,325 6.5%
2006 $674 $11 $689 $1,374 3.7%
2007 $627 $9 $685 $1,321 -3.9%
2008 $662 $9 $564 $1,235 -6.5%
2009 $630 $7 $430 $1,067 -13.6%
2010 $662 $7 $383 $1,052 -1.4%
2011 $690 $7 $324 $1,021 -2.9%

(1) Figures represent all Lottery Transfers with the vast majority going into the Common School Fund. Also included

are revenues from "special causes" games and revenues transferred into the Capital Projects Fund.

(2) Figures equal State revenue generated, not allocated.

(3) Figures represent appropriations (FY 1992-FY 1995) and transfers (FY 1996-FY 2011) into the

Education Assistance Fund and revenues deposited into the Common School Fund.
Sources: Comptroller's Office, Illinois Department of Revenue, Illinois Gaming Board, and Illinois Racing Board.

The riverboat State transfer amount of $324 million in FY 2011 is 52.7% below the
amount transferred to the Common School Fund in 2007. The dramatic falloff in
these riverboat transfers has more than erased the 10% increase in lottery transfers
over this same time period. State riverboat transfers in FY 2011 have now fallen
below FY 2000 levels, when the graduated tax rate maxed out at 35% (compared to
the 50% maximum rate under current law).



Chart 1 shows the composition of gaming revenue in Illinois since 1975. During the
1990s and into the 2000s, riverboat revenues as a percentage of total gaming
revenues increased dramatically. After years of the lottery being the top revenue
producer of gaming revenues, FY 2003 was the first of five consecutive years that
riverboat revenues topped lottery revenues as the largest source. However, the
decline in riverboat transfers in FY 2008 thru FY 2011 again placed the lottery as
the largest contributor of gaming revenues in Illinois.

In FY 2011, lottery transfers comprised 65.6% of total gaming revenues, whereas
riverboat transfers comprised 33.6%, and horse racing comprised of 0.7%. This is
in contrast to 2007 when lottery transfers amounted to 47.3%, riverboats 52.1%,
and horse racing 0.7%. This is also in contrast to 1993 when lottery transfers
amounted to 85.2%, riverboats 7.8%, and horse racing 7.0%. While horse racing
generally comprises the smallest percentage of total gaming revenues, its lower
levels over the last several years can be traced to the implementation of P.A. 91-
0040, which changed the privilege tax levied against the total pari-mutuel handle
from a graduated schedule to a flat tax of 1.5%.

CHART 1: COMPOSITION OF ILLINOIS GAMING REVENUE
PERCENTAGE (FY 1975 - FY 2011)
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In the earliest wagering report, the Commission relied solely on total and per-capita
wagering figures as a means of assessing the status of Illinois gaming. Although this
analysis identified gaming trends, total wagering figures included only the money
that was initially bet by wagering patrons, without regard to winnings. This fact
presented a problem, particularly as riverboat patrons often bet with winnings for
which there is no accurate means of determining the total amount wagered.

To address this problem, the Commission utilized the concept of “gaming hold.” For
the purposes of this examination, the term gaming hold refers to the amount of
money that gaming facilities keep after paying gaming winners. For horse racing
and the lottery, the gaming hold is equal to the difference between the total wagered
and the amount paid to winners. For riverboat casinos, the gaming hold is equal to

5



adjusted gross receipts, which is defined as gross receipts less winnings paid to
wagerers. The following analysis uses State revenues, gaming hold, and per-capita
spending as a means of assessing the current status of Illinois gaming.

As Table 2 reveals below, FY 2011 State gaming revenues totaled approximately
$1.021 billion. The gaming industry’s FY 2011 gaming hold total of $2.471 billion
declined 0.7% from FY 2010 levels. Per-capita spending declined 0.3% to
approximately $192 in FY 2011. This was the fourth consecutive year of a decline in
per-capita spending after three consecutive years of increases.

Because of the wide fluctuation of adjusted gross receipts over the last several years
and the volatility of the gaming hold, per-capita spending becomes mostly
dependent on the behavior of the riverboats. For example, the 0.3% decline in
overall per-capita spending was due mostly because of the decline in the gaming
hold (AGR) of the riverboats (-3.8%). This decline combined with the horse racing
falloff of 1.4% offset the 4.6% increase in the lottery gaming hold in FY 2011.

TABLE 2: THE STATUS OF ILLINOIS GAMING
BASED ON STATE REVENUE, GAMING HOLD, AND PER-CAPITA SPENDING

2005 2006 2007 2008 2009 2010 2011%*
POPULATION (IN MILLIONS) 12.8 12.8 12.9 12.9 12.9 12.9 12.9
HORSE RACING (CY)
STATE REVENUE (IN MILLIONS) $ 12 3 1 $ 9 3 9 3 7 $ 7 $ 7
GAMING HOLD (IN MILLIONS) $ 225 $ 215 $ 209 $ 184 $ 166 $ 163 $ 161
% CHANGE IN GAMING HOLD -5.3% -4.4% -3.0% -11.8% 9.7% -1.9% -1.4%
** PER-CAPITA SPENDING $ 176 $ 168 $§ 16.2 $ 143 $ 129 $ 126 $ 125
% CHANGE IN PER-CAPITA SPENDING -5.7% -5.0% -3.2% -11.9% -9.9% -2.0% -0.9%
LOTTERY (FY)
LOTTERY TRANSFERS (IN MILLIONS) $ 614 $ 674 $ 627 $ 662 $ 630 $ 662 $ 690
GAMING HOLD (IN MILLIONS) $ 803 $ 900 $ 893 $ 888 $ 851 $ 921 $ 960
% CHANGE IN GAMING HOLD 9.2% 12.1% -0.7% -0.6% -4.1% 8.2% 4.1%
#* PER-CAPITA SPENDING $ 629 $ 701 $ 695 $ 689 $ 660 $ 71.4 $ 747
% CHANGE IN PER-CAPITA SPENDING 8.8% 11.5% -0.9% -0.8% -4.3% 8.2% 4.6%

RIVERBOATS (FY)

AMOUNT TO EAF & CSF (IN MILLIONS) $ 699 $ 689 $ 685 $ 564 $ 430 $ 383 $ 324
GAMING HOLD (IN MILLIONS) $ 1,752 $ 1,870 $ 1,958 $ 1,810 $ 1,479 $ 1,405 $ 1,351
% CHANGE IN GAMING HOLD 5.7% 6.8% 4.7% -7.6% -18.3% -5.0% -3.8%
** PER-CAPITA SPENDING $ 1373 $ 145.8 $ 152.3 $ 140.6 $ 114.6 $ 108.8 $ 105.1
% CHANGE IN PER-CAPITA SPENDING 53% 6.2% 4.5% -7.7% -18.5% -5.1% -3.4%
ALL WAGERING

TOTAL REVENUE (IN MILLIONS) $ 1,325 $ 1,374 $ 1,321 $ 1,235 $ 1,067 $ 1,052 $ 1,021
GAMING HOLD (IN MILLIONS) $ 2,780 $ 2,985 $ 3,060 $ 2,882 $ 2,497 $ 2,489 $ 2,471
% CHANGE IN GAMING HOLD 5.7% 7.4% 2.5% -5.8% -13.4% -0.3% -0.7%
** PER-CAPITA SPENDING $ 217.8 $ 232.6 $ 238.1 $ 223.8 $ 193.5 $ 192.8 $ 192.3
% CHANGE IN PER-CAPITA SPENDING 53% 6.8% 2.3% -6.0% -13.6% -0.3% -0.3%

*THE FY 2011 GAMING HOLD FIGURES FOR HORSE RACING AND LOTTERY ARE ESTIMATES.
** PER CAPITA SPENDING EQUALS GAMING HOLD DIVIDED BY POPULATION.
SOURCES: ILLINOIS RACING BOARD, ILLINOIS DEPT. OF REVENUE, ILLINOIS GAMING BOARD, CENSUS.GOV.

The remainder of this report takes a detailed look at each of Illinois’ gaming sources
individually. The first section to be discussed is Illinois’ riverboat industry, followed
by the lottery, and then horse racing. The report concludes with a discussion on
video gaming, followed by a brief look at miscellaneous gaming in Illinois including
bingo, pull-tabs, and charitable games.
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RIVERBOAT GAMBLING

[llinois became the second state to legalize riverboat casinos in February 1990 with
the passage of the Riverboat Gambling Act (Public Act 86-1029). The State receives
revenue from licensed riverboat gambling through license fees, wagering taxes, and
admission taxes. The wagering tax is based on the adjusted gross receipts (AGR) of
a riverboat, while the admission tax is based on the number of patrons visiting the
facility. Because of this tax structure, adjusted gross receipts and admissions figures
are the principal components that determine the amount of revenue collected by the
State each year. While the State receives the majority of the revenue from riverboat
gaming, a portion of the wagering tax and the admissions tax is distributed to the
county and municipality where a gambling boat docks.

The Riverboat Gambling Act set the original wagering tax at an amount equal to 20
percent of a licensee’s annual adjusted gross receipts. At that time, it authorized ten
riverboat casino licenses, and specified that each licensee may operate two
riverboat casinos at a single-specified location. Since the State’s first riverboat
casino - the Alton Belle - was launched on September 11, 1991, Illinois has
experienced several major changes in the riverboat industry. Past changes include:
the closure of the Silver Eagle in 1997; the creation of the graduated tax structure in
1998; the approval of dockside gambling in 1999; multiple changes to the wagering
and admission tax rate structure, and the hold harmless provision in FY 2006 and
FY 2007.

Since many of these topics were covered in earlier Commission reports, this section
of the report will focus on topics affecting FY 2012 and beyond. The section opens
by providing a basic summary of Illinois’ riverboat tax structure, as well as a
synopsis of FY 2011 riverboat statistics and how these numbers compare to years
past. It includes a discussion on factors that are currently impacting the riverboats
(regional competition, the indoor smoking ban, the economy), and factors that will
impact the industry in the future (the July 2011 opening of the 10th License in Des
Plaines, video gaming, gaming expansion, etc.). It then looks at the components of
SB 0744, as amended by House Amendments 1-7 (2011 gaming expansion
legislation) and discusses the potential impact if each of these components were to
become law.



Wagering Tax Graduated Structure: On July 1, 2005, the wagering tax graduated
rate schedule statutorily declined from a 70% maximum tax rate to a maximum tax
rate of 50%. The graduated rate schedule is now as follows:

Adjusted Gross Receipts Current Rates
upto - $25.0 million 15.0%
$25.0 - $50.0 million 22.5%
$50.0 - $75.0 million 27.5%
$75.0 - $100.0 million 32.5%
$100.0 - $150.0 million 37.5%
$150.0 - $200.0 million 45.0%
over $200.0 million 50.0%

The local governments where each riverboat docks receive 5% of the AGR of the
riverboats with the State receiving the remainder of the wagering tax revenue.

Admission Tax Rate: Under P.A. 94-0673, the admission tax was reduced from $3
to $5 per admission to $2 to $3 per admission. The precise amount for each
riverboat is dependent on a riverboat’s admission totals for the previous calendar
year. The local governments receive $1 of each admission tax collected, with the
State receiving the remaining admission tax revenues.

Impact Fee to Horse Racing Equity Trust Fund: P.A.94-0804 provided that Illinois
riverboats, other than those with adjusted gross receipts in calendar year 2004 of
less than $200 million, must pay into the newly created Horse Racing Equity Trust
Fund an amount equal to 3% of the adjusted gross receipts received by the owner’s
licensee. This fee was collected over a two-year period ending June 2008.

P.A. 95-1008 provided that this fee would continue to be collected starting
December 15, 2008 until the first to occur of (i) December 15, 2011, (ii) the date a
horse racing track begins operating a slot machine or video game of chance, (iii) the
date that payments to the Horse Racing Equity Fund begin, or (iv) the date that
current wagering tax is increased to at least the rates that were in effect on July 1,
2003.

(A brief synopsis of litigation relating to this impact fee is discussed in the Horse
Racing section of this report).

Note: With the opening of the 10t riverboat license in Des Plaines in July
2011, under Illinois statute, 15% of the adjusted gross receipts of the new
casino is to be paid into the Horse Racing Equity Fund (if appropriated). With
this occurrence, the impact fee equal to 3% of adjusted gross receipts no
longer takes place.
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Data Analysis

The tables below and on the following page provide a summary of the performance
of each of the State’s nine active riverboat licenses during fiscal years 2006 thru
2011 based on adjusted gross receipts, admissions, and State, local, and total
revenue generated. The information comes from the Illinois Gaming Board’s
Monthly Riverboat Casino Report(s).

TABLE 3: ILLINOIS RIVERBOAT ADJUSTED GROSS RECEIPTS (FY 2006 - FY 2011)
($ in millions)

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

ELGIN $415.7 $436.1 $396.2 $311.8 $286.1 $286.1
JOLIET HARRAH'S $332.9 $364.6 $349.2 $292.1 $253.9 $236.3
AURORA $250.2 $272.6 $249.4 $215.0 $185.0 $178.4
JOLIET HOLLYWOOD $256.8 $252.6 $210.8 $127.9 $156.8 $147.7
EAST ST. LOUIS $172.2 $172.1 $185.2 $154.4 $139.7 $127.9
METROPOLIS $152.2 $166.7 $151.9 $123.0 $113.1 $100.1
EAST PEORIA $133.4 $130.3 $125.1 $116.2 $114.5 $115.5
ALTON $117.6 $125.4 $109.0 $86.9 $80.1 $75.7
ROCK ISLAND $39.4 $37.6 $33.4 $52.3 $75.7 $83.1
TENTH LICENSE $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
TOTAL $1,870.4 $1,958.1 $1,810.4 $1,479.5 $1,404.9 $1,350.8
% INCREASE 6.7% 4.7% -1.5% -18.3% -5.0% -3.8%
SOURCE: ILLINOIS GAMING BOARD, MONTHLY RIVERBOAT CASINO REPORT

TABLE 4: ILLINOIS RIVERBOAT ADMISSIONS (FY 2006 - FY 2011)

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

ELGIN 2,677,440 2,531,559 2,375,400 2,117,970 2,112,964 2,051,999
JOLIET HARRAH'S 2,417,781 2,816,788 2,896,912 2,535,895 2,371,293 2,022,995
AURORA 2,082,147 1,860,184 1,745,324 1,609,036 1,520,101 1,485,692
JOLIET HOLLYWOOD 1,726,414 2,164,586 1,920,951 1,155,386 1,425,067 1,374,618
EAST ST. LOUIS 2,098,942 2,024,667 2,457,774 2,273,300 2,158,726 1,955,279
METROPOLIS 1,184,008 1,412,307 1,265,813 1,069,036 1,027,173 825,466
EAST PEORIA 1,432,655 1,342,423 1,370,631 1,345,020 1,326,910 1,253,969
ALTON 1,476,971 1,455,514 1,325,645 1,155,978 1,107,007 982,773
ROCK ISLAND 716,949 649,612 612,551 1,000,453 1,301,213 1,382,827
TENTH LICENSE 0 0 0 0 0 0
TOTAL 15,813,307 16,257,640 15,971,001 14,262,074 14,350,454 13,335,618
% INCREASE 3.9% 2.8% -1.8% -10.7% 0.6% -11%
SOURCE: ILLINOIS GAMING BOARD, MONTHLY RIVERBOAT CASINO REPORT
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TABLE 5: STATE REVENUE GENERATED FROM ILLINOIS RIVERBOATS (FY 2006 - FY 2011)

($ in millions)

FY 2006* FY 2007* FY 2008 FY 2009 FY 2010 FY 2011
ELGIN $204.2 $203.1 $149.8 $111.5 $99.4 $98.6
JOLIET HARRAH'S $119.6 $134.5 $130.2 $102.4 $87.6 $77.3
AURORA $90.5 $91.2 $84.3 $66.2 $54.4 $50.3
JOLIET HOLLYWOOD $89.7 $90.3 $68.2 $38.4 $36.6 $37.4
EAST ST. LOUIS $53.0 $52.5 $55.1 $42.7 $37.3 $32.7
METROPOLIS $47.6 $47.8 $41.7 $29.3 $26.2 $22.7
EAST PEORIA $46.1 $45.7 $31.1 $27.4 $26.8 $26.9
ALTON $34.2 $33.9 $26.7 $18.5 $16.5 $14.8
ROCK ISLAND $5.9 $5.5 $4.8 $7.6 $13.7 $15.7
TENTH LICENSE $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
TOTAL $690.7 $704.5 $591.8 $444.0 $398.4 $376.4
% INCREASE -3.3% 2.0% -16.0% -25.0% -10.3% -5.5%
* Includes Hold-Harmless Revenues
SOURCE: ILLINOIS GAMING BOARD, MONTHLY RIVERBOAT CASINO REPORT

TABLE 6: LOCAL REVENUE GENERATED FROM ILLINOIS RIVERBOATS (FY 2006 - FY 2011)

($ in millions)

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

ELGIN $23.5 $24.3 $22.2 $17.7 $16.4 $16.4
JOLIET HARRAH'S $19.1 $21.0 $20.4 $17.1 $15.1 $13.8
AURORA $14.6 $15.5 $14.2 $12.4 $10.8 $10.4
JOLIET HOLLYWOOD $14.6 $14.8 $12.5 $7.5 $9.3 $8.8
EAST ST. LOUIS $10.7 $10.6 $11.7 $10.0 $9.1 $8.4
METROPOLIS $8.8 $9.7 $8.9 $7.2 $6.7 $5.8
EAST PEORIA $8.1 $7.9 $7.6 $7.2 $7.1 $7.0
ALTON $7.4 $7.7 $6.8 $5.5 $5.1 $4.8
ROCK ISLAND $2.7 $2.5 $2.3 $3.6 $5.1 $5.5
TENTH LICENSE $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
TOTAL $109.3 $114.2 $106.5 $88.2 $84.6 $80.9
% INCREASE 6.3% 4.4% -6.7% -17.1% -4.1% -4.4%
SOURCE: ILLINOIS GAMING BOARD, MONTHLY RIVERBOAT CASINO REPORT

TABLE 7: TOTAL REVENUE GENERATED FROM ILLINOIS RIVERBOATS (FY 2006 - FY 2011)

($ in millions)

FY 2006* FY 2007* FY 2008 FY 2009 FY 2010 FY 2011
ELGIN $227.7 $227.4 $171.9 $129.2 $115.8 $115.0
JOLIET HARRAH'S $138.7 $155.5 $150.5 $119.6 $102.7 $91.1
AURORA $105.1 $106.7 $98.5 $78.6 $65.2 $60.7
JOLIET HOLLYWOOD $104.3 $105.1 $80.7 $45.9 $45.8 $46.2
EAST ST. LOUIS $63.7 $63.2 $66.8 $52.6 $46.5 $41.0
METROPOLIS $56.3 $57.6 $50.6 $36.6 $32.8 $28.5
EAST PEORIA $54.2 $53.5 $38.7 $34.6 $33.9 $33.9
ALTON $41.5 $41.6 $33.5 $24.0 $21.6 $19.6
ROCK ISLAND $8.6 $8.0 $7.0 $11.2 $18.8 $21.3
TENTH LICENSE $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
TOTAL $800.1 $818.6 $698.2 $532.2 $483.0 $457.3
% INCREASE 2.1% 2.3% -14.7% -23.8% 9.2% -5.3%
* Includes Hold-Harmless Revenues
SOURCE: ILLINOIS GAMING BOARD, MONTHLY RIVERBOAT CASINO REPORT
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Statewide Perspective

Over the last decade, the environment for Illinois riverboats has been a tumultuous
one. Many factors, including dockside gambling, tax increases and decreases,
smoking bans, the economy, etc. has led to dramatic fluctuations in the performance
of the State’s riverboats, specifically, in terms of adjusted gross receipts. Before
these factors are discussed, the following pages provide comprehensive data on
[llinois’ casinos over the past several years.

In the first full fiscal year that the wagering tax rate was increased to as much as
70% (FY 2004), adjusted gross receipts Statewide fell 7.8%. In FY 2005, receipts
bounced back, increasing 5.7%, but its totals were still below levels experienced
before the tax rate increase. Consequently, the tax rate was allowed to revert back
to a maximum 50% tax rate from the 70% tax rate. As a result, Illinois’ riverboat
figures improved significantly as adjusted gross receipts increased 6.7% in FY 2006
and 4.7% in FY 2007.

Through the first portion of FY 2008 this growth continued as adjusted gross
receipts were up 4.2% for the first quarter. However, by the end of FY 2008,
adjusted gross receipts were down 7.5% Statewide due to the 17.5% decline in
adjusted gross receipts totals for the second half of the fiscal year (January thru
June). In addition, admissions also fell in FY 2008, down 1.8% for the fiscal year, but
down 6.8% for the second half of the fiscal year.

The decline in riverboat figures continued, even more sharply, in FY 2009. For the
12-month period ending on June 30, 2009, adjusted gross receipts were down
nearly $331 million or 18.3%. Admissions were down 1.7 million patrons or 10.7%.
In FY 2010 the falloff continued, as adjusted gross receipts dropped another 5.0%.
Admissions held flat in FY 2010, increasing a minuscule 0.6%. The downward trend
continued in FY 2011 with adjusted gross receipts falling 3.8% for the fiscal year
and admissions falling 7.1%. A graph depicting these changes is shown below.

CHART 2: Illinois Riverboat Adjusted Gross Receipts and Admissions
FY 2000 - FY 2011
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*First year of dockside gambling.
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FY 2011 Boat-by-Boat Perspective

As stated previously, adjusted gross receipts (AGR), Statewide, fell 3.8% in FY 2011.
As shown below, looking at the riverboats individually, only one riverboat, the
Casino Rock Island, experienced a significant year-over-year gain in AGR in FY 2011.
Rock Island, which opened a new facility in December 2008, has continued to see
their numbers improve since its opening. Adjusted gross receipts increased 9.8% in
FY 2011, which followed the 44.7% increase in AGR in FY 2010. While these gains
are impressive, Rock Island’s AGR total of $83.1 million in FY 2011 still ranks them
as the second lowest revenue-producing casino in the State.

Two Illinois casinos remained relatively unchanged in FY 2011. The casino in Elgin
saw its AGR levels remain virtually unchanged, while East Peoria experienced a
modest gain of 0.8%. All other casinos continued to see their AGR levels drop.

The largest decline in FY 2011 came from the Metropolis facility, falling 11.5%.
However, much of this falloff was due to the Spring 2011 temporary closure of the
facility due to floodwaters surrounding the casino. Other large declines came from
East St. Louis (-8.4%) and Alton (-5.5%), which had to compete with a brand new
Missouri casino in South St. Louis County. Rounding out the declines were Joliet
Harrah’s (-6.9%), Joliet Hollywood (-5.8%), and Aurora (-3.5%)

Attendance wise, the only increase came from Rock Island (+6.3%). The largest
attendance declines came from Metropolis (-19.6%), Joliet Harrah’s (-14.7%), Alton
(-11.2%), and East St. Louis (-9.4%).

TABLE 8: ILLINOIS RIVERBOATS BY ADJUSTED GROSS RECEIPTS AND
ADMISSIONS: PERCENTAGE CHANGE COMPARISON

ADJUSTED GROSS RECEIPTS

Annual Percent Change

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
ELGIN -9.1% 1.5% 4.9% 1.9% 4.9% -9.1% 21.3% -82% 0.0%
JOLIET HARRAH'S 4.1% -18.3% 17.3% 13.9% 9.5% 4.2% -16.4% -13.1% -6.9%
AURORA 11.9% 21.0% 4.7% 10.8% 6.2% -8.5% -13.8% -14.0% -3.5%
JOLIET HOLLYWOOD -5.3% -1.9% 6.2% 7.8% 0.9% -16.5% -39.4% 22.6% -5.8%
EAST ST. LOUIS 1.3% 3.6% 1.1% 4.1% 0.0% 7.6% -16.6% 9.5% -8.4%
METROPOLIS 1.2% 4.5% 0.1% 83% 9.5% -8.9% -19.1% -8.0% -11.5%
EAST PEORIA -0.6% -1.8% -0.4% 0.9% 2.3% 4.0% -1.1% -1.5% 0.8%
ALTON 4.4% -10.8% 6.5% 6.6% 6.6% -13.1% -20.3% -1.8% -5.5%
ROCK ISLAND 43% -1.4% 1.0% 0.1% -4.4% -11.2% 56.5% 44.7% 9.8%
TENTH LICENSE N/A N/A N/A N/A N/A N/A N/A N/A N/A
TOTAL -2.0% -7.8% 57% 6.7% 4.7% -1.5% -18.3% -5.0% -3.8%

ADMISSIONS

Annual Percent Change

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
ELGIN -16.5% 32% 2.1% -4.2% -5.4% -6.2% -10.8% 0.2% 2.9%
JOLIET HARRAH'S -3.7% -39.1% 13.2% 16.6% 16.5% 2.8% -12.5% -6.5% -14.7%
AURORA -0.4% -41.9% -1.3% 20.9% 7.7% -6.2% -1.8% -5.5% 2.3%
JOLIET HOLLYWOOD 1.4% -24.9% 9.7% 13.9% 4.0% -11.3% -39.9% 23.3% -3.5%
EAST ST. LOUIS 0.5% 6.4% -1.4% -1.1% -3.5% 21.4% -1.5% -5.0% 9.4%
METROPOLIS -5.0% -3.9% -12.9% 2.5% 19.3% -10.4% -15.5% -3.9% -19.6%
EAST PEORIA 3.1% -10.9% -5.8% -9.6% -6.3% 2.1% -1.9% -1.3% -5.5%
ALTON -5.4% -13.7% 3.1% 3.7% -1.5% -8.9% -12.8% -4.2% -11.2%
ROCK ISLAND 2.9% -5.5% 2.2% -3.9% 9.4% -5.7% 63.3% 30.1% 6.3%
TENTH LICENSE N/A N/A N/A N/A N/A N/A N/A N/A N/A
TOTAL -4.6% -16.9% 0.3% 3.9% 2.8% -1.8% -10.7% 0.6% -1.1%

SOURCE: ILLINOIS GAMING BOARD
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Revenue Analysis

[llinois” declining AGR and admission figures had a direct impact on State revenues.
In FY 2011, State revenues from riverboat gaming fell a combined 5.5% in FY 2011.
This follows the declines of 10.3% in FY 2010, 25.0% in FY 2009, and 16.0% in FY
2008. As a result, State revenues from riverboat gambling have fallen a startling
46.6% since FY 2007 and 47.3% from its highpoint of $714.6 million in FY 2005.
The FY 2011 amount was the lowest amount of State revenues collected since
revenues totaled $273 million in FY 1999. The table below shows the annual
changes in State revenues over the last four fiscal years on a boat-by-boat basis.

TABLE 9: ANNUAL PERCENT CHANGE OF RIVERBOAT STATE REVENUES
Comparison of FY 2008 thru FY 2011

$ in millions

FY 2008 FY 2009 FY 2010 FY 2011
STATE Annual STATE Annual STATE Annual STATE Annual
REVENUE % change REVENUE % change REVENUE % change REVENUE % change

ELGIN $149.8 -26.3% $111.5 -25.5% $99.4 -10.9% $98.6 -0.8%
JOLIET HARRAH'S $130.2 -3.2% $102.4 -21.3% $87.6 -14.5% $77.3 -11.8%
AURORA $68.2 -25.2% $66.2 -2.9% $36.6 -44.8% $37.4 2.3%
JOLIET HOLLYWOOD $84.3 -6.7% $38.4 -54.5% $54.4 41.8% $50.3 -7.5%
EAST ST. LOUIS $55.1 4.8% $42.7 -22.6% $37.3 -12.5% $32.7 -12.4%
METROPOLIS $41.7 -12.8% $29.3 -29.7% $26.2 -10.8% $22.7 -13.3%
EAST PEORIA $31.1 -32.0% $27.4 -11.8% $26.8 -2.2% $26.9 0.4%
ALTON $26.7 -21.2% $18.5 -30.9% $16.5 -10.5% $14.8 -10.3%
ROCK ISLAND $4.8 -13.0% $7.6 60.0% $13.7 79.8% $15.7 14.9%
TOTAL $591.8 -16.0% $444.0 -25.0% $398.4 -10.3% $3764 -5.5%
$ Change over Prior Year  -$112.7 -$147.8 -$45.6 -$22.0
Source: Illinois Gaming Board Monthly Riverboat Casino Report

Difference between State Revenues and State Transfers

In FY 2011, there was a $52 million difference between what was listed as “State
Revenues” from the Gaming Board’s Monthly Reports (as shown above) and what
was reported by the Comptroller as the amount transferred from the State Gaming
Fund into the Education Assistance Fund. Typically, the amount transferred to the
Education Assistance Fund is less than the amounts reported by the Gaming Board
as “State Revenues” because, statutorily, administrative expenses are to be removed
from the State amount before these transfers are made. However, the $52 million
difference was much higher than previous years.

According to the Gaming Board, the main reason for this larger differential was
because administrative expenses have increased significantly due to the new
obligations set forth by the Video Gaming Act. Additional administrative expenses
have come from the work necessary to facilitate the opening of the 10t license in
Des Plains. These additional expenses are expected to continue in future years.

It should be noted that in June 2011, the Auditor General found that the Gaming
Board potentially underfunded the Education Assistance Fund by as much as $9.3
million in FY 2010. The Board has since repaid this money and has agreed to put in
place formal documented procedures regarding the calculation of the transfers and
designate an independent person to review the transfer documentation.
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Reasons for the Decline in Riverboat Revenues

The Economy
Several factors have contributed to the dramatic turnaround in riverboat figures

over the last several fiscal years. The most widespread contributor is the economy.
The American Gaming Association discusses this concern in their 2011 State of the
States report:

The last three years have been challenging ones for the commercial
casino industry, as consumer discretionary spending dropped amidst a
national mood battered by high unemployment and low consumer
confidence.

According to the Bureau of Economic Analysis, disposable personal income (current
dollars) declined 4.2% in the 3rd Quarter of 2008, another 1.8% in the 4th Quarter,
and yet another 1.2% in the 1st Quarter of 2009. After this period of negative
growth, figures have slowly improved (up 0.7% in CY 2009, up 3.1% for CY 2010,
and up 4.8% for the 1st Quarter of 2011). While this upward trend is encouraging,
the lack of disposable personal income over the previous years no doubt dampened
the amount of available funds for gambling.

In addition, in June 2009, Illinois’ unemployment rate (seasonally adjusted)
surpassed the 10% mark for the first time since 1983. It remained above 10% for
15 consecutive months, reaching its high mark of 11.2% in January 2010. Once
reaching this point, the unemployment rate improved for 15 consecutive months,
reaching 8.7% in April 2011. The latest figure was at a rate of 9.5% in July 2011.
While this figure is an improvement from the 11.2% high water mark, this
unemployment rate level is still significantly higher than the rates seen just four
years ago in the Spring of 2007 - below 5.0%. The higher the unemployment rate
the fewer the number of people with money available to spend on activities such as
gambling.

And even if money is available, it appears the current struggles of the nation’s
economy have changed spending habits. Data from the Bureau of Economic
Analysis shows that personal saving as a percentage of disposable personal income
was at an average rate of 1.97% between 2005 and 2007. In 2008, this figure rose
to 4.1% and then to 5.9% in 2009 - the highest level since reaching 7.3% in 1992. In
2010, the savings rate remained stable at 5.7%. These figures would suggest that
Americans have made a conscientious decision to save more of their money instead
of spending it on areas such as gambling. This savings shift has no doubt
contributed to the decline in riverboat figures.
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The Indoor Smoking Ban

Because of the nation’s financial condition, it is not surprising that an industry that
relies on consumer spending would be, at best, stagnant. But when comparing
Illinois’ change in adjusted gross receipts with those from surrounding states, it is
apparent that some other factor must be contributing to the State’s significant
declines in adjusted gross receipts over the past several years. Data suggests that
one of the biggest factors contributing to the struggles of the Illinois casino industry
is the Statewide indoor smoking ban.

[llinois riverboats have struggled since the indoor smoking ban went into effect on
January 1, 2008. As shown in the following table, in the first year of the ban,
adjusted gross receipts for Illinois riverboats were down a combined 20.9%. In the
second year, receipts fell another 8.9% for a two-year change of $555 million from
CY 2007 levels, or -28.0%. In the third year, AGR levels fell another 3.8% for a
three-year change of $610 million or a decline of 30.7% from CY 2007 levels. The
only riverboat with an increase was Rock Island, which benefited from a new, larger
facility. The riverboat with the smallest decline over the three-year period was East
Peoria at -13.2%. This is not surprising considering that this riverboat is farthest
from a competitive border where an indoor smoking ban does not exist. Therefore,
East Peoria’s falloff is likely more economically driven than the other casinos in
[llinois.

Table 10: Performance of Illinois Riverboats Since Smoking Ban Began

(Adjusted Gross Receipts by Calendar Year, $ in millions)

CY 2007 CY 2008 CY2008vs  CY2008vs CY 2009 CY 2009 vs CY 2009 vs CY2010  CY2010vs CY2010vs
AGR AGR CY 2007 CY 2007 AGR CY 2007 CY 2007 AGR CY2007  CY2007
(No Ban) (1stYr.of Ban) % Change $ Change  (2nd Yr.of Ban) % Change $ Change (3rd Yr.ofBan) % Change $ Change
ALTON $125.7 $90.7 -27.8% -$35.0 $84.2 -33.0% -$41.5 $77.4 -38.5% -$48.4
EAST PEORIA $132.8 $116.8 -12.1% -$16.0 $115.1 -13.4% -$17.7 $115.3 -13.2% -$17.5
ROCK ISLAND $35.8 $34.4 -3.9% -$1.4 $70.5 97.0% $34.7 $79.4 122.1%  $43.7
JOLIET HOLLWYOOD | $240.2 $184.0 -23.4% -$56.3 $120.0 -50.0%  -$120.2 $143.5 -403%  -$96.7
METROPOLIS $170.0 $126.6 -25.5% -$43.4 $117.8 -30.7% -$52.2 $113.0 -33.5% -$57.0
JOLIET HARRAH'S $381.1 $297.8 -21.9% -$83.4 $278.8 -26.8% -$102.3 $246.5 -353% -$134.6
AURORA $272.7 $220.1 -19.3% -$52.6 $202.4 -25.8% -$70.3 $181.2 -33.6% -$91.5
EAST ST. LOUIS $189.0 $160.2 -15.2% -$28.8 $147.6 -21.9% -$41.4 $131.0 -30.7% -$58.0
ELGIN $436.8 $338.9 -22.4% -$97.9 $293.0 -329%  -$143.8 $287.1 -34.3%  -$149.6
TOTAL $1,984.0 $1,569.4 -20.9% -$414.7 $1,429.3 -28.0%  -$554.7 $1,374.4 -30.7% -$609.6

Illinois’ large declines are especially noteworthy when they are compared to the
percentage changes of the casinos in states surrounding Illinois, specifically on a
regional basis. For example, as shown in the following table, in the Chicago region,
[llinois’ four riverboat’s AGR totals have fallen a combined $472.5 million, or -35.5%
when comparing CY 2010 levels with the pre-smoke-ban totals of CY 2007.
However, Indiana’s Chicago area riverboats have actually increased by $6.6 million
or 0.6% during this same timeframe. Because the clientele and economic conditions
of these locations should be very similar, it appears that the smoking ban must be a
major contributing factor for the large discrepancy between Illinois and Indiana’s
riverboat figures.
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Table 11: Performance of Casinos by Region Since Smoking Ban Began

(Adjusted Gross Receipts by Calendar Year, $ in millions)

CY 2007 CY 2008 CY 2008 vs CY 2008 vs CY 2009 CY 2009vs CY2009vs CY 2010 CY2010vs CY 2010 vs
AGR AGR CY 2007 CY 2007 AGR CY 2007 CY 2007 AGR CY 2007 CY 2007
(No Ban) (1stYr.of Ban] % Change $ Change  (2nd Yr. of Ban) % Change $ Change (3rd Yr. of Ban) % Change $ Change
Chicago-Area (Illinois) $1,330.8  $1,040.7 -21.8% -$290.1 $894.2 -328%  -$436.6 $858.3 -35.5%  -$472.5
Chicago-Area (Indiana) $1,014.2 $1,029.0 1.5% $14.9 $1,010.4 -0.4% -$3.8 $1,020.8 0.6% $6.6
St. Louis-Area (Illinois) $314.7 $250.9 -20.3% -$63.8 $231.8 -26.3% -$82.9 $208.4 -33.8% -$106.3
St. Louis-Area (Missouri) $685.0 $779.9 13.8% $94.8 $818.7 19.5% $133.7 $880.3 28.5% $195.2

Also, as shown above, a similar argument can be made for the St. Louis region.
Illinois” AGR figures are down $106.3 million or -33.8% for Illinois’ two St. Louis
area riverboats between CY 2010 and CY 2007. However, the AGR of Missouri’s St.
Louis region riverboats are up $195.2 million or 28.5%. To be fair, these statistics
are a bit misleading because during this time period Missouri has added an
additional casino to that region (adding two new casinos and closing one casino).
But even before the newest casino was opened in March 2010, Missouri gaming
revenues were improving while Illinois’ area figures were declining. Again, the
smoking ban is likely a major contributing factor for the difference between the
performance of riverboats in Illinois and the neighboring states.

The smoking ban impacts the gaming industry because many casino patrons desire
to gamble and smoke at the same time. Because of this, the obvious reaction of
smoking gamblers would be to look for a casino that allows them to smoke.
Unfortunately for most Illinois casinos, due to their close proximity to the casinos of
neighboring states that do not enforce an indoor smoking ban, an alternative choice
to gamble and smoke is readily available. As a result, enforcing an indoor smoking
ban at Illinois casinos appears to be enticing some smoking gamblers to go to other
states to gamble, thereby hurting Illinois casinos while benefiting the State’s out-of-
state competitors.

Since the indoor smoking ban went into place, the impact on admissions has not
been as severe as the impact on adjusted gross receipts. On a calendar year basis
the year-over-year admission declines (Statewide) for calendar years 2008, 2009,
and 2010 were -11.4%, -1.5%, and -4.1%, respectively, compared to adjusted gross
receipts declines of -20.9%, -8.9%, and -3.8%. The three-year falloff in admissions
was -16.3%, which is less a drop compared to the 30.7% falloff in adjusted gross
receipts.

A possible explanation for why the drop in admissions is not as severe as adjusted
gross receipts is that smokers who have continued to patronize Illinois casinos are
gambling less often to take “smoke breaks”, which lowers the amount of “table time”
that a patron could be gambling, thus potentially lowering the amount that is
ultimately gambled at the casino. Of course, these patrons could return to the table
or slots after their smoke break, but once a “cooling off” period occurs, it is possible
that many gamblers would decide to leave rather than to continue gambling. So,
while not all smoking gamblers may have left Illinois riverboats, lower AGR figures
indicates that the ban may be even impacting those who have chosen to stay.
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A look at adjusted gross receipts per admission values shows a noticeable decline
has occurred since the smoke ban began. In CY 2007, the AGR/Admission Statewide
value was $120. In CY 2010 this value had dropped to $99, a decline of 17.3%.
While it is difficult to determine how much of this falloff is due to the smoke ban and
how much is due to the economy, there is no doubt that both are significant
contributors to the recent downward trend.

The Effects from the Graduated Tax Structure

The economy and the indoor smoking ban have no doubt contributed to the large
declines in adjusted gross receipts in FY 2009 (-18.3%), FY 2010 (-5.0%), and FY
2011 (-3.8%). As alarming as these declines are, State revenues were down even
sharper (-25.0% in FY 2009, -10.3% in FY 2010, and -5.5% in FY 2011). The reason
for a more pronounced State revenue decline is due to the effects that the graduated
tax structure has on revenues.

In the graduated tax structure, as a riverboat’s adjusted gross receipts increase, the
taxable rate imposed on these receipts also increases. In years where revenues are
struggling, however, it takes longer for the higher tax rates to take effect.
Consequently, in years like FY 2009, FY 2010, and FY 2011, not only are revenues
down due to struggling adjusted gross receipts, but these receipts are slower to
reach levels that impose a higher tax rate, creating a sort of “double whammy” effect
on revenue totals.

To understand this relationship a little more clearly, it may be helpful to look at the
operating tax rates for Illinois riverboats over the past several fiscal years. The
following table identifies the operating tax rate for each of the nine riverboats over
the past six fiscal years. The operating tax rate in this instance refers to the
wagering tax collected from a riverboat divided by its adjusted gross receipts. (This
calculation does not include tax revenues from the admission tax). In FY 2011 (as
been the case since FY 2006) the graduated tax structure starts imposing a tax rate
of 15% and incrementally increases the tax rate up to 50% once a casino reaches
$200 million in adjusted gross receipts.

TABLE 12: OPERATING TAX RATES FOR ILLINOIS RIVERBOATS (FY 2006 - FY 2011)

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
ELGIN 41.9% 42.1% 41.6% 39.4% 38.2% 38.0%
JOLIET HARRAH'S 39.5% 40.3% 40.6% 38.3% 37.6% 36.0%
AURORA 36.8% 37.1% 37.4% 34.3% 32.8% 31.5%
JOLIET HOLLYWOOD 35.0% 36.4% 35.5% 33.2% 26.5% 28.5%
EAST ST. LOUIS 30.8% 31.0% 32.1% 29.7% 28.6% 27.5%
EAST PEORIA 27.8% 27.5% 27.6% 26.3% 26.1% 26.1%
METROPOLIS 28.6% 29.9% 30.8% 27.1% 26.3% 26.0%
ROCK ISLAND 18.1% 17.8% 17.4% 17.7% 21.4% 22.3%
ALTON 26.1% 26.7% 27.1% 23.6% 22.9% 22.0%
Average Tax Rate 31.6% 32.1% 32.2% 29.9% 28.9% 28.7%
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In FY 2011, the average operating tax rate for the nine Illinois riverboats was 28.7%.
This value was 1.2 percentage points lower than FY 2009’s operating tax rate and
3.5 percentage points lower than the 32.2% average operating tax rate imposed in
FY 2008. Again, this is because the riverboat’s adjusted gross receipts were slow to
reach levels to trigger higher tax rates. Therefore, not only were FY 2011 adjusted
gross receipts down 3.8% from FY 2010 levels, but these receipts were taxed at a
lower operating tax rate. This is a major reason why a 3.8% drop in adjusted gross
receipts in FY 2011 resulted in a 5.5% drop in State tax receipts.

Complicating this phenomenon even further is the fact that the graduated tax
structure is on a calendar year basis. Therefore, slow revenues in the beginning of a
calendar year not only hurt tax payments at the end of a fiscal year, but will also
hurt subsequent fiscal year tax collections because the base upon which the
graduated tax rates are calculated will be slower to reach higher tax rates.

This was especially the case for the tax receipts for the Joliet Hollywood (formerly
Empress) casino. The fire at this casino in March 2009 halted revenue collections
near the end of FY 2009 for over three months. Because FY 2010 tax rates for the
months of July through December were based on CY 2009’s accumulated adjusted
gross receipt totals, the lack of revenues at the beginning of CY 2009 thereby caused
the tax rates in FY 2010 to be effectively lower. Consequently Joliet Hollywood
(Empress’) tax revenues were down 4.7% in FY 2010; even though their FY 2010
adjusted gross receipts were up 22.6%. Similarly, this is also why Joliet Hollywood
experienced a 2.3% increase in State revenues in FY 2011, even though there AGR
levels fell 5.8% in FY 2011.
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Competition for the Midwest Gaming Dollar

As previously discussed, Illinois is at a competitive disadvantage in the casino
industry because the majority of Illinois’ population is near the border of other
gaming states. Because of this, political decisions made by State lawmakers can
have pronounced effects on casinos on both sides of the border. A decision that
negatively impacts an Illinois casino will likely mean a corresponding positive
impact on the competing casino. The aforementioned data shows that the indoor
smoking ban could be one example of this occurrence.

Another example occurred in FY 2004 when Illinois increased their graduated tax
rates to as high as 70%. Shortly after these rates were increased, the State
experienced a noticeable decline in adjusted gross receipts. As discussed in
previous Wagering Reports, operators who also owned casinos outside of Illinois
apparently chose to redirect their marketing, capital, and operating expenses away
from Illinois to their riverboats in lower-taxed states to maximize profits. The
surrounding states were the beneficiaries of Illinois’ tax decision (in terms of
growth in AGR). After the tax rates reverted back to previous levels, company
money was apparently shifted back to Illinois casinos as Illinois quickly saw its
numbers improve.

The competition for the gaming dollar in the Midwest continues to grow. The
development of new casinos bordering Illinois are being developed or have already
come to fruition in many locations. The latest casino to join the gambling
competition is the River City Casino which opened in South St. Louis County in
March 2010. This follows the Lumiere Casino which opened in St. Louis in
December 2007. Both of these casinos are in direct completion with the East St.
Louis and Alton riverboats, as well as two other Missouri’s St. Louis area casinos.

While not in direct competition with Illinois, over the past several years, Indiana has
continued to increase gaming revenues by adding a new casino in FY 2007 (French
Lick), as well as two racinos in the Indianapolis area at the end of FY 2008. Iowa
just opened a new casino near the South Dakota border in June 2011, bringing its
casino/racino total to eighteen.

The continuing development of new casinos in surrounding states corresponding
with the struggles of Illinois’ riverboats has now made Illinois the lowest revenue
producing State in the Midwest, in terms of adjusted gross receipts. As shown in the
following chart, Illinois’ FY 2011 AGR total of $1.351 billion is now lower than
Indiana ($2.772 billion), Missouri ($1.806 billion), and for the first time, lowa
($1.375 billion). Just four years ago in FY 2007, Illinois’ adjusted gross receipts total
was $638 million higher than Iowa and $358 million higher than Missouri. Now, in
FY 2011, Illinois trails lowa by $24 million and Missouri by $455 million. In this
same time period, the gap between Illinois and Indiana in AGR has grown from $684
million to $1.421 billion. Indiana’s AGR totals in FY 2011 more than doubled that of
[llinois. All of these totals are despite the fact that Illinois has a decisive advantage
over these states in population.
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CHART 3:Adjusted Gross Receipts of Casinos for Illinois
and Bordering States
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@!llinois $1,958 $1,810 $1,479 $1,405 $1,351
Olndiana $2,642 $2,570 $2,802 $2,784 $2,772
Wlowa $1,320 $1,415 $1,413 $1,364 $1,375
O Missouri $1,600 $1,636 $1,704 $1,748 $1,806

A chart indicating the annual percent changes of AGR of the Midwest region states
over the last five fiscal years are shown below. While the AGR of all states have
slowed over the last couple of years, no state has struggled as much as Illinois.

Chart 4: Annual Percent Change of Adjusted Gross

Receipts by State
FY 2007 - FY 2011
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The table on the following page displays a summary of casino statistics for the
Midwestern States: Illinois, Indiana, lowa, and Missouri. The overview shows the
tax rates for each state, the number of gaming positions allowed, how riverboat
revenues are spent, as well as other pertinent information. Illinois continues to be
the highest riverboat taxing state in the Midwest (and the nation). One of the most
significant differences between Illinois and the other Midwest gaming states is that
[llinois is the only state that limits the number of gaming positions that it can utilize.
As a result, Illinois’ AGR/Table/Day and AGR/Slot/Day statistics are noticeably
higher than the surrounding states.
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ABLE verview of Midwest Gambling States

Illinois

Indiana

Iowa

Missouri

Current # of Operating Casinos

10 Riverboats (10th opened in July
2011)

13 (10 riverboats, 1 land-based, 2
racetrack casinos)

18 (7 riverboats, 8 land-based
casinos, 3 racetrack casinos)

12 Riverboats (w/ one inactive)

casinos

State Population (Census Bureau |12.8 million 6.5 million 3.0 million 6.0 million
2010 estimate)
Gaming Format Riverboat/Dockside Riverboat, racetrack casinos Riverboat, land-based, racetrack  |Riverboat

Legalization Date

February 1990

November 1993

July 1989

August 1993

First Casino Operating Date

September 1991

December 1995

April 1991

May 1994

Mode of Legalization

Legislative action

Legislative action, local option vote

Legislative action, local option vote

Legislative action, statewide vote,
local option vote

Maximum Number of Gaming
Positions

1,200 per riverboat

No Limit

No Limit

No Limit

Number of Gaming Positions
(June 2011)

242 Table Games, 10,278 Slots

737 Table Games, 22,732 Slots

513 Table Games, 18,256 Slots

538 Table Games, 19,558 Slots

State Gaming Tax Rate

Greater of graduated tax rate from
15% to 50% of gross gaming
revenue or statutory base amount,
$2 - $3 per patron admissions tax

Riverboats: Graduated tax rate
from 15% to 40% of gross gaming
revenue, $3 per patron admissions
tax; Racinos: Graduated tax from
25% to 35% of gross gaming
revenue.

Graduated tax rate with a
maximum tax of 22% on gross
gaming revenue at riverboats and
land-based casinos up to 24% at
racetracks with slots and table
games with over $100M in
revenues

219% tax on gross gaming revenue,
$2 per patron admission fee per
excursion split between home
dock community and the state

How Taxes Spent

Education assistance, local

Economic development, local

Infrastructure, schools and

Education, local public safety

(includes benefits and tips)

government government universities, the environment, programs, compulsive gambling

tourism projects, cultural treatment, veterans' programs,
initiatives, general fund early childhood programs

Admissions (FY 2011) 13.3 million 25.7 million 21.5 million 26.5 million

(Riverboats, land-based, and

racetrack casinos)

[Admissions % Change (FY 2010 |-7.1% -3.4% -2.6% -0.6%

to FY 2011)

Adjusted Gross Receipts (AGR)  |$1.351 billion $2.772 billion $1.375 billion $1.806 billion

FY 2011

AGR % Change (FY 2010 to FY -3.8% -0.4% 0.8% 3.3%

2011)

AGR per Admission (FY 2011) $101.29 $108.03 $63.84 $68.12

(AGR/Table/Day (June 2011) $2,169 $1,349 $539 $966

AGR/Slot/Day (June 2011) $311 $281 $182 $220

FY 2011 Gaming Tax Revenue $457.3 million $864.4 million $309.6 million $487.9 million

(State and Local Revenues)

Gaming Tax Revenue % Chg (FY [-5.3% -1.0% -0.3% 6.8%

10 to FY 11)

Casino Employees (2010) 6,892 14,144 8,915 11,071

Casino Employee Wages $295.25 million $494.75 million $328.29 million $342.0 million

Sources

American Gaming Association,
Illinois Casino Gaming Association,
Illinois Gaming Board

American Gaming Association,
Indiana Gaming Commission,
Casino Association of Indiana

American Gaming Association,
lowa Racing and Gaming
Commission, lowa Gaming
Association

American Gaming Association,
Missouri Gaming Commission,
Missouri Riverboat Gaming
Association
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Over the last decade, the Midwest Region has become one of the top areas for
gaming in the country. Illinois’ casinos are part of two of the largest casino markets
in the nation. According to the American Gaming Association, the Chicagoland area
is the third largest casino market in the country, trailing only Las Vegas and Atlantic
City. The St. Louis metropolitan area is now the 6th largest market. A list of the top
ten markets, as based on 2010 revenues, is shown below.

Table 14: Top 10 U.S. Casino Markets by Annual Revenue

2010 2010
Casino Market Annual Revenues Annual Change

1 Las Vegas Strip $5.777 billion 4.1%
2 Atlantic City, N.J. $3.573 billion -9.4%
3 Chicagoland, Ind./Ill. $2.057 billion -1.7%
4 Connecticut $1.385 billion -4.4%
5 Detroit $1.378 billion 2.9%
6 St. Louis, Mo./Ill. $1.086 billion 3.4%
7 Tunica/Lula, Miss. $926.9 million -7.0%
8 Biloxi, Miss. $830.9 million -0.3%
9 Philadelphia, PA. $816.3 million 28.6%
10 Shreveport, La $764.9 million -1.9%
Source: The American Gaming Association

The American Gaming Association also reports that Illinois was the seventh highest
commercial casino tax revenue producing state in the nation in CY 2010, down from
its 2009 ranking of 5% and its 2007 ranking of 3rd. The state with the highest
amount of commercial gaming tax revenue was Pennsylvania totaling $1.328 billion.
They enjoyed an 18.8% increase due the addition of three new casinos over the past
couple of years. In second was Indiana with casino tax revenues totaling $875
million in CY 2010. Nevada ($835M), Louisiana ($572M), and New York ($504M)
rounded out the top five.

TABLE 15: Top 15 Commercial Casino Tax Revenue States

2009 2010

2009 Ranking 2010 Ranking % Change
Pennsylvania $1,118.0 1 $1,328.0 1 18.8%
Indiana $878.0 2 $874.9 2 -0.4%
Nevada $831.8 3 $835.4 3 0.4%
Louisiana $598.1 4 $572.0 4 -4.4%
New York $455.5 7 $503.5 5 10.5%
Missouri $469.1 6 $486.1 6 3.6%
[llinois $495.6 5 $466.1 7 -6.0%
West Virginia $408.4 8 $378.5 8 -7.3%
Michigan $320.0 10 $311.4 9 -2.7%
New Jersey $347.6 9 $305.5 10 -12.1%
Towa $306.2 11 $305.4 11 -0.2%
Rhode Island $292.1 13 $296.3 12 1.4%
Mississippi $296.3 12 $285.5 13 -3.7%
Delaware $227.6 14 $243.1 14 6.8%
Florida $108.4 15 $140.8 15 30.0%
Note: These tax revenues are on a calendar year basis, not on a fiscal year, as
shown in other tables in this report.
Source: American Gaming Association's 2011 State of the States Report.
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REGION-BY-REGION ANALYSIS

In order to better understand Illinoi