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GROUP, INC.'S APPLICATION FOR
A CATEGORY 3
SLOT MACHINE LICENSE




Legislative Intent: 4 Pa.C.S. §
1102(3)

A primary Legislative intent of the Gaming Act Is
to “provide a significant source of new revenue
to the Commonwealth ...” 4. Pa. C.S.A. §
1102(3).



Legislative Intent: 4 Pa.C.S. §
1102(3)

Bushkill's Fernwood proposal is least
likely to provide new revenue and most
likely to cannibalize existing revenue.

Location Is the key to revenue potential.



Legislative Intent: 4 Pa.C.S. 8
1102(3)

Casinos already located Iin Eastern
Pennsylvania:
-Mohegan Sun at Pocono Downs
-Mt. Airy
-Sands Casino Resort Bethlehem
-Parx
-Sugar House
-Harrah’s Chester

Two more coming:
-Category 2 in Philadelphia
-Category 3 in Valley For¢<2



Casinos In Eastern
Pennsvivania




Casinos In Eastern
Pennsvivania




Map of Pennsylvania Casinos




Adams County

Thoroughbred Race Track and Casino
Hamess Race Track and Casino

Stand Alone Casino
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Bushkill’'s

October 23, 2008 Presentation

@ i
INNOVATION
A GROUP

Gaming Resort Market Assessment

The Innovation Group was retained to conduct an assessment of the
applicant’'s market region to project the number of annual gamer and
revenues expected from a variety of market segments, ranging from local

population to regional tourists.

A constrained gravity model was used to project gaming activity for the
Tri-State area, with primary focus on the Poconos and the surrounding

100-mile radius. Particular attention was paid to drive times to the market
center and the location of competitive alternatives in the market.
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Bushkill’'s
October 23, 2008 Presentation

r THE
INNOVATION
A GROUP

Report Considerations

» historical accuracy of The Innovation Group studies
anticipated gaming at Split Rock
smoking ban in effect
only 33% is local day-trip market

72% of gaming visits from out of state

81% of gaming revenues not cannibalized from existing PA
facilities

" ands
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September 2003

Innovation Group Report

Innovation Group Report Prepared for Pennsylvania
Senate Democratic Appropriations Committee,
Sepft - ~nnn

Pennsylvan’a_ SIOt Machine Facih'ties: Pennsylvania Slot Machine Facilities: Statewide
Statewide Revenue Projections Revenue Projections

Introduction ) s

e C Ith of T ylvania is dering legi allgwing the oy of slot
nachine parlors at six horse racetracks (four existing and two nowly licensed) as well os six
wdditional, pon-raéetrack facilities. This report assesses the paming revenues o be
sencrated by theso 12 facilities. Two scenarios were examined based on differences in the
siting of the six non-racing facilitics: 1) the locations of the six non-rasing facilitics being
are-determined; 2) the locations of the six non-racing facilitics baged on the optimal market
sotentinl and {hug the maximum state tax revenue poleatial. In cach secnario, the six
meetrack facilitios are the same: the existing racetrucks of The Meadows, Mhiladclphin Pork,
Penn Mational, and Pocono Downs, and propesed mcetracks in Chester and Eric (Presque
Isle Downs).

l’mnsxh ania Hors c.mca‘ng Tracks

N Track Type Locefor
N Exising
Preparcd for: :cm National Race Course. PcnnNadm.-nl ‘I‘hcmnrltm Granbdlla
hiadelpbla Park [ g Corp. [Private) Philadelsh
SENATE DEMOGRAT APPROPRIATIONS COMMITTEE Phioio e Forn ot Hamses Wiersers
CGMMDWLTH OF PENNSYLVAN'A The Meadows Magaa Entertainment (MEC] Harnass Washington
Propsed
Cl:?.:r Jon Lashingor gronp Hamess Chester Watariront
Presqua l1de Downs TR Gaming Theroughbyed Erie

Souece: Tha lntovation Group

In Secenario One, the six non-racing i'lc\lﬂ\t.: are assumed as follows: two facilities in
lowntown Philadelphis; one facility in & ¥ 1, one facility in Long Pond (the
Yocono SO0 ‘\ASLA[!} ond two locations to be determined. In Scenario Twao, six locations
Septomber 2003 were chosen based on the best market potential as rovealed in our gravity medel demand
walysis, which is described in Methodology section. Tho resulting analysis estimates
g visits and gaming rovenues for the twelve propossd facilitics, ns well as the
ted impact on slate 10X revenucs.

Prepared by: Comparative Analysis
The InnOVathn GrOup n this seclion we oxamine gaming statistics from other jurisdictions and discuss
400 N. Paters nethodological issues in Fo!cu.;sllnL paming revenues. In particular, we discuss the win-
; method of forccasting gaming ravenues, This method examines win-per-unit in
New Oreans, LA 70130

Tepiembtrd 0] Tege |
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September 2003 Innovation Group
Report: Analyzed Optimal Locations

Pennsylvania Slot Machine Facilities: Statewide
Revenue Projections

Introduction ;
I'he Commonwealth of Pennsylvania is oonsideﬁn’g/ legislation allowing the operation of slot
nachine parlors at six horse racetracks (four existing and two ncwly licensed) as well as six
wdditional, non-racetrack facilities. This report assesses the gaming revenues lo be
sencrated by theso 12 facilitics. Two scenarios were examined based on differences in the
siting of the six non-racing facilities: 1) the locations of the six non-racing facilities being
are-determined; 2) the locations of the six non-racing facilitics based on the optimal market
sofential and {hus the maximum state tax revenue potential. In cach scenario, the six

acctrack facilitics arc the same: the existing meetracks of The Meadows, Philadelphia Park,
Penn National, and Pocono Downs, and proposed mcetracks in Chester and Eric (Presque
[sle Downs).

Pennsylvania Horseracing Tracks

Track Owner = Type Locabon

Exstng

Penn National Race Course  Penn National Theroughbeed Grantille
Phiadelphia Park Greenwood Racing Corp. (Private)  Thoroughbred Philadelphi
Pocono Downs Penn National Hamess Wikes-Barre

The Meadows Mogna Enlertainment (MEC] Hamess Washington
Proposed

Chester Joe Lashinger group Hamess Chesler Waterlron!
Presqua Isle Downs MTR Gaming Therought Ere

Source: The Inncvition Gioup

In Scenario One, the six non-racing facilities arc assumed as follows: two facilitics in
Jowntown Philadclphia; one facility in downtown Pittsburgh, one facility in Long Pond (the
Pocono 500 NASCARY), and two locations to be determined. In Scenario Two, six localions
were choscn based on the best market potential as revealed in our gravity model demand
malysis, which is described in Methodology section. The resulting analysis estimates
1aming visits and gaming rovenucs for the twelve proposed facilities, as well as the
srojected impact on stale tax revenues,

Comparative Analysis
in this section we cxamine gaming statistics from other jurisdictions and discuss
nethodological issues in forecasting gaming revenues, In particular, we discuss the win-

ser-unit method of forceasting gaming revenues.  This method examines win-per-unit in B
®
Miee fmnovaeipn Grovp Prafocr @ #1603 Sepiemberony Poge ! an S
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Report:
Lehigh Valley and Maryland Border Is
BRgE - e o et

.0 Las Vegas. Aflantic City cxerts an enormous influence on Philadeiphia. By o
potentinl mmcino development in the Baltimore-Washington 1).C. metropolitan arca wit

largely self-conlained, snd the facilities would enjoy a near-monopoly in the 25-milc .
aren of heavily populated central Maryland,

Gamers at Philedelphia facilities would be less inclined to wait for machines or tol
crowded conditiong, with Atlentic Clty providing a convenient alternative. We would
therefore expeel conditions at Philadelphia to mors closcly match Delaware Park rather than,
for example, Chicage, where a limited supply of gaming positions for more than 5 million
adults has led (0 extraordinarily high win per position {(more than $800 in Elgin).

In the first series of gravity models, the goal was to determine which other locations would
aximize s tate revenues besides the s ix d vfined | ocations: the four licensed trucks (Penn
Natlonal, Philadelphia Park, Pocono Downs, and Chester), two facilities in downtown
Philadelphia, and one facility in Long Pond. A baso analysis asscssed the revenue potential
for the four licensed tracks, which resulted in total rovonucs of $1.08 billion. Adding two
facllitics in downtown Philadelphia resulted in revenues of $1.48 billion, an increasc of $392
million. Adding Long Pond increased total revenues by $71 million but caused revenues al
Pocono Downs to drop from $103 million to $85 million. Besides downtown Philadclphia,
Shrewsbury, near the Maryland border, edds the most rovenucs, $296 million. A facility in
the suburbs west of Phitadclphia, in the vicinity of 1476 and 1-76, adds another $117 millian
to tho total. Replasing W, Philly with Allentown adds $174 million, for a total of §2 billion
in castorn Pennsylvania, Without Shrewsbury, Allentown adds $175 million, meaning the
vo markets are far enough apart to have little impact on eacl: other.

Eastern Pennsylvania Summary

Aéd Dewnlown Add Subieact W Phily,
Tracks Philadelohia Pond __Shress Adkd Wost Philly _ Add Aleniow

Total V. Penn SLOB6.240T64  BAATE2MES45  $1,540,245.270 $,045.265204  §1962489.220  §2,019411,542
Frilzdelphia Pok S0BBTE210  R05EA2N10 FULEOAAI EOININN S/2TENT9 S1SENGN
Faosir e

Philsdoiphia (2) 0 MTIDEE  SENSO20M $ES512195  $553309,825 ]
Chosler 901350457 $20SH50046  $2033060%4 $mes0N02  S198TeAw § [
Penn Nationsl SURI0A00  SISATESIS  GUSTENIEY SISZ15005  SIG02007%6  SIOABIEL:
Poceno Dawns SHBBIZSET  $0774491  S34E24573  SMIEMAM 58524 SIOBIIT
Long Pend £96,130,85¢  $95,097,607 ssn.ns,m! $BzE 10 (
Shrowsbory : SIMUIM  SB0IWBI5  SIZNGILIL,
Aenfan 731,846,901
West Pitadelphia §274,165,245

Laneashor

Net Valoe Added SWNST2AR  STL0267 SISGMMO0Z _ SUZZBA  $14172269

The fandviction Graug Projecr & 10603 Srptumibue 2000 Pape 23 14 an ; 'S
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September 2003
Innovation Group Report

Highest Net Value Added Facilities

Vale Added After MO, Ohlo, WV Impaet
West Philadelphia $117,223,926 §108,160.111
Menlown $174,172,248 §172,877.239
Shrewsbury $296,019,021 $127,853,598
New Castie §134.205,608 $78,420,069

Therefore, for Scenario One, Allentown and Shrewsbury were selected for adding the
greatest revenve benefit to the Commonwealth, Tho following table shows the statewide

result for Scennrio One:

Scenario One Gravity Model Results

\Win pet MD, Oio, WV

# of Machi Machine . 2006 Visils 2006 Revenues Impact

Sixllcensed racks:  Phdacelphia Park 300 §2526 4,570,232 §281,557,331 $289.444 631
Chasler 2500 $242.28 3582304 $221,080,116 $ATBITTH

Penn Natonal 2,500 $185.57 2,669,450 §170,243,151 §120303480

Pocoro Downs 1,500 $145.78 1,536,785 $79.813,177 §79382,127

Meedows 2,000 $205.91 2,549,550 $151,043,758 $i17,722694

Presque ke 1500  §185.1¢ 2,038,518 $101,364,549 §75,903,389

Fow Defined non-Iracks Philadeiphla (2) 6000  $283.42 10,150,675 $620,697,567  $518,482,105
Long Pord 1500 $150.84 1,331,518 §82,584,100 62217848

Pitsburgh 3,000 $315.50 6,743,312 $345,477,813 $307,035,385

Two Allemates Allenlown 3,000 F 73 WE] 3,797,343 $231,646,091 $230,398,575
Shrewsbury 3,000 $23.71 4,861,933 $321,614,507 $153.438,880

Total 20600 524308 44,580,790 $2,617,323,662  52.209.236654

Scenario Two (Market-Based)

For the markel scenario, the Tnnovation Group was tasked with determining six of the twelve
proposed licenses (the other six belonging to the Jicensed fracks). The combination that
maximized slatewide revenues was to drop Long Pond and use the Jicense at New Castle,
and to make downtown Philadelphia a single 5,000-slot casino, using the available licensc to
add a facility in West Philadelphia, The following table shows the results:

The Irmpvaiion Grap Pijeet 8 11601

Septeaheri09d

Foge 1
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September 2003
Innovation Group Report

Innovation Group rejected a second licensee
In the Poconos in favor of a casino on the
Maryland Border.

Bushkill proposes a third licensee in the
Poconos.

16



ason-Dixon Applicant Wil
Maximize

Consistent \/\N{@(Wé E%)@y fAhiddation Group

report to the Commonwealth, the proposed
Mason—-Dixon Resort located near the
Pennsylvania—Maryland border would
maximize revenue.

The Mason-Dixon Resort would fulfill the
purpose of Section 1102 because it would draw
new business from Maryland and Washington
DC.

17



September 2003
Innovation Group Report

facility would bring 1o the Pennsylvania market, loaving out the revenues cannibalized fron
other facilities.

The impact of racinos in Ohio and Maryland (Littlo Orlcans), and table games in West
Virginia, would bring tho defincd scenario down to $500 million end the Now Castlo
seonatio down to §579 million. The added value of Now Castle would deeline from 5134
million to $78 million after the impact. ‘The greatest impact comes from racetracks in Ohio
(two in sontheast Cleveland and two in Columbus).

- Impact of Ohio, WV, and MD on Western Pennsylvania
Cilo, WV, 14D

Impatt an Chlo, WV, MD
Defined (2 tracks + Defined Add New Caste Impact on New
Pitisbur Scenatio d___Castie Scenario
Total W, Penn $507,888,120  $500,661,478 732,471,728 §570,081,546
Moagows $151,43,758  $117,722.6%4 §126,708,158 $109,331010
Fillsburgh $M5477.813  §307,095.065 $32.662.230 §284,275,784
Presqua lsle $101,364,649  $76,903,289 §93,449,694 $70,106,406
Mew Casth §181,351.646 $105.338.345
€. Pitisburgh
Beaver Vabay
Allgona
Impact ~$97,224,842 -§153,090,182
Nat Vaiue Added $134.285,808 §78,420069

Scenario One (Defined)

With 10 of the 12 proposed licenses defined in Scenario One, The Innovation Group was
lasked with identifying twe additional locations. In assessing which two facilities would
make the most sense economically 1o add to the ten already defined (six Jicensed (racks plus
Long Pond, downlown Piltsburgh, and fwa Facilitics in downtown Philadelphia), the choices
ware narrowed down to the four,locations-s i ollowin; c. eshury

far the highest, at $206 million. _Allentown has the scoond highest value added potential,
and given its distance from mengWm
developments. W ith Maryland, revenues at $ hrewsbuy 810p From § 320 millionto § 153
mlllion; however, aven with the Moryland impact it remains fhe sccond highest value added
facility in the state (sccond to Allentown). New Castle also is highly exposed from Ohio,
dropping to §78 million added vale. A potentlal variation wauld be il Maryland opancd
racines but Ohio did not, in which casc New Castle would have the second highest value
added.

The Tanoraitan Grong Frajnet B 11603 Fepomber2i0]
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Mason-Dixon Applicant Will
Maximize New Revenue
mpact of Maryland gaming also minimized

pecause of table game offerings in
Pennsylvania.

Maryland is slots only. MD Const. art. XIX, 8§ 1,
Md. State Government Code Ann. § 9-1A-02.

19



Overlapping Markets

Bushkill's proposed Fernwood facility will result
In overlapping markets.

Bushkill’s proposed Fernwood facility will fall
within the market area of Mt. Airy, Mohegan Sun
at Pocono Downs, and Sands Casino Resort
Bethlehem.

20



Overlapping Markets: Mt. Airy

o Mt. Airy’s markets identified in its 2006

resentatjon*:
P 6}\tllount Airy Resort & Casino

EhEARNECEL ALl PR OJECTI| QNS

*See slide no. 73. 21 Sanas
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Overlapping Markets: Mt. Airy

- These markets overlap with what Bushkill identified in its
2010 Public Input presentation as its “Market Area to

East™. e

T,

Resort & Casino

Market Area

to East
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*See slide no. 23. Although not part of its geographical presentation

Bushkill defines a substantial part of its market as New York and New

Jersey.
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Overlapping Markets: Mt. Airy
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Overlapping Markets: Mt. Airy

o In its December 2006 presentation at slide no. 74, Mt. Airy predicted
gross revenue of $155 million and $140 million from its primary and
secondary markets, respectively., which would overlap with

Bushkill’'s market.
Mount Airy Resort & Casino

FRIENAENSEREA L PR O JEC T.1.O.NS

Methodology:
1. Quantify gaming potential
2. Estimate share to be captured

Primary Market:
8 counties with 1.1 million adults

Capture $155 million gaming revenue

Secondary market:
37 counties with 14.4 million adults

Capture $140 million gaming revenue

. Sands

CASIND'RESDRTIEETHL.EHEM




Overlapping Markets: Mt. Airy

Fernwood website promotes Mt Airy:

“Mt. Airy Casino offers 2,500 of the most popular
slots with electronic table games including poker,
roulette and blackjack. Located approximately
thirty minutes from Fernwood, you can spend
the day enjoying the excitement of the Pocono's
premier casino, playing the slots, dining, plus
dancing in their Gypsies Lounge and Nightclub.”
(emphasis added).

Fernwood similarly promoted Mohegan Sun until
very recently.

25



Overlapping Markets: Sands
Bethlehem

The Fernwood website states the drive time
from the Lehigh Valley Airport, as approximately
45 minutes, and from Newark Airport as
approximately 90 minutes.

The October 2006 Innovation Group report for

Sands Bethlehem stated New York and
Philadelphia were within 90 minutes. See p. 12.

26



Overlapping Markets: Sands
Bethlehem

The 2006 Innovation Group Report assumed the
existence of Mohegan Sun and a Category 2
facility in the Poconos. See p. 16.

The 2006 Innovation Group Report divided the

market for Sands Bethlehem into 15 segments.
See p. 25.

27



Overlapping Markets: Sands
Bethlehem

= Innovation predicted the gaming revenue from the
market segments of Central NJ, Newark and New York
as $155 million. See p. 25.

As the facilities will have the ability to expand for analysis purposes, it is assumed that
the Pocono or the Gettysburg facilities will ramp up at the same time as the Bethlehem
project.

Scenario A - Category 2 in the Pocono Region

The first scenario considers gaming facilities along with Bethlehem, at the three
racetracks in Eastern Pennsylvania, two Category 2 facilities in Philadelphia, and one in
the Pocono region. The two applicants in the Pocono region are for Mount Airy Lodge
and Pocono Manor both of which are in Monroe County. For purposes of this analysis,
the development is expected to be of similar size and have similar amenities to the
Bethlehem development. Monroe County is approximately 40 miles north of Bethlehem
but is accessible from central and north New Jersey by 1-80.

Based upon the gravity model, the following table reflects the total gaming revenue and
visits that the facility could expect from the local market. With 3,000 units, the
Bethlehem facility is projected to generate $318.9 million in gaming revenue from 4.7
million visits for the local market. Increasing the number of machines to 5,000 in Year 2
will generate $359.0 million from 5.2 million visits, an increase of 12.4% over Year 1.

Scenario A - Local Market Potential Gaming Revenue

3,000 Units 5,000 Units

Year 1 Win Year 2 Win

Gaming Number  Per Gaming Number  Per

Revenue of Visits _ Visit Revenue of Visits _ Visit

Bethlehem §95393,710 1674455 857 | 899977180 1726274 1§58
South Pocono $4,188,374 84,469  $50 §4,509,722 91,251  $59
Pocono Downs $1,892,077 37,363  §51 $2,274,350 44179 $55
Atiantic City $1,127,533 19,085 $59 §1,464,115 24378 $53
Central NJ §60,954,873 722,214 §B4 | $69,340675 808271 862
Philadelphia $36,876,014 563,767 §B5 | $43185225 649451 859
Newark §60,352,732 724131 §B3 | 867173221 792815 $90
New York §33,429,851 472941 ST $40,962,114 570,046 853
Delawars $869,944 14,217 §61 §1,223,946 19676 $53
Catskills $3,546,684 51,720 $69 $3,003,145 43079 870
Maryland $3,865,506 53101 §$73 $5,545,928 74942 $87
North Pacono $451,831 8922 §51 $435,830 8487 $72
Secondary West $9,809443 149969 8§85 | §13,006,784 195605 $74
Penn National $4,889,692 85,829 §57 $5,030,945 87,023 564
Secondary NW $1,228 505 24,260 951 §1,712.554 33266 $76
Total $318,876,760 4686444 §70 | $358.854.795 5,168744 $72

Source: The Innovation Group

3 3 R)
The Innovation Group Project #187-06 October, 2006 Page 25 28 S
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Overlapping Markets: Sands
Bethlehem

William Weidner, the then COO of Las Vegas Sands
testified at the license hearing for Sands Bethlehem and
emphasized the importance of the New Jersey and New
York markets.

“Our high value target markets were northern New
Jersey, southern New York and the Philadelphia
suburbs in that order.” Transcript, 12/6/06 at p. 48.

Weidner also emphasized the importance of those
markets from the 1-78 corridor. Id. at pp. 48-49.

The importance of that market was emphasized by
counsel at the 12/19/2006 hearing in response to a
Board gquestion. Transcript, 12/19/2006 at pp. 7-8.

29
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Overlapping Markets:
Cannibalized Revenues

- Fernwood admits that a significant portion of its revenues will be
cannibalized from existing Pennsylvania facilities.

o At slide 42 of its October 2008 presentation, Fernwood stated that
81% of its revenues would not be cannibalized or that 19% would

ha ~rannihalizaAd

F =\ THE
INNOVATION
b GROUP

eport Considerations

+ historical accuracy of The Innovation Group studies

+ anticipated gaming at Split Rock

« smoking ban in effect

» only 33% is local day-trip market

» 72% of gaming visits from out of state

* 81% of gaming revenues not cannibalized from existing PA
facilities

30
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Overlapping Markets:
Cannibalized Revenues

The November 8, 2010 Christian Capital
Advisors Report contradicts the earlier
Innovation Group report by projecting
cannibalization of 11%.

31



Overlapping Markets:
Cannibalized Revenues

Sands Bethlehem believes that the percentage
will be much higher based on the overlap in its
market and the markets of Mohegan Sun and
Mt. Alry.

Regardless of the percentage of cannibalization,
we know from the Innovation Group Report in
2003 that there would be no cannibalization of
the existing properties if the License were
awarded to Mason—-Dixon.
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