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Licensing is the process by which government decides who it will allow to enter or associate with the casino industry. In many respects, gaming licensing is not unique. In various professions, government imposes licensing requirements to protect the public.
 A primary reason is to shield the public from abuse. This occurs where the person being licensed holds a special position of trust, and the public is in a vulnerable position. For example, few persons can assess the competency of a medical doctor. Therefore, patients must rely on the state’s licensing of physicians as a guarantee of minimum competency. 

Regulators also may want to exclude unfit persons before they get their license because policing is difficult once they are admitted.
 Another reason is to protect the public image. Again, by excluding unfit individuals before they can act dishonestly or unethically, public trust is enhanced.

Some debate whether character investigations of applicants for professional and privileged licenses are the best vehicle for assuring ethical conduct and regulatory compliance. A government needs to assess where to devote its limited resources. Licensing and enforcement functions compete for the regulatory dollar. Licensing attempts to rely on the regulator’s ability to predict the applicant’s future behavior; while enforcement concentrates on verification of the licensee’s activities through oversight. Regulatory systems can emphasize licensing or enforcement, or attempt to balance them.

Licensing has its best advantage in situations where regulatory violations are difficult to detect. In such instances, enforcement has limited utility. Instead, government must rely on the integrity of the licensees to assure compliance. For example, regulating lawyers has many practical problems because unethical behavior is difficult to detect unless a client lodges a complaint. Often, clients lack the sophistication to know an unethical practice.

Casino gaming is subject to closer regulatory scrutiny than the practice of law, but still relies on the integrity of the operator in many situations. For example, most casinos remove the money, coins, chips, and tokens from the gaming device, and count them outside the presence of government officials. Despite internal controls, this may allow an unscrupulous operation to remove funds before they are counted for tax purposes. Therefore, the regulators must rely on the operator’s integrity.

In some places, regulators attempt to shift the emphasis to enforcement. This may be practical where there are one or a few casino locations and the government can afford to more closely regulate casino operations. Government officials may monitor all critical casino functions. Separate government surveillance facilities may allow government officials to covertly observe operations. Moreover, on-line monitoring of gaming devices may provide added protection. This type of participatory regulatory oversight, however, may be too expensive in competitive environments where operators cannot afford to incur the extra costs to pay for this government oversight.

Licensing also has a significant advantage in protecting the image of the industry. A casino industry can suffer credibility problems if the media exposes a licensee as having criminal ties despite whether the licensee otherwise complies with all regulations, and acts ethically. Pre-licensing examinations can readily expose areas that could create image problems that affect the broader industry.

A major criticism of pre-licensing inquiry is that it is flawed when its purpose is to predict the future behavior of an individual.
 Commentators have expressed doubt as to the accuracy of such predictions.
 Attempting to predict future behavior assumes that people have fundamental character traits that govern their conduct. The validity of this assumption is questioned.
 According to critics character assessments have little predictive value because conduct is contextual in nature, and "the situational nature of moral conduct makes predictions of behavior uncertain under any circumstances."
 Noted one commentator, "a half century of behavioral research underscores the variability and contextual nature of moral behavior: A single incident or small number of acts committed in dissimilar social settings affords no basis for reliable generalizations."
 

Nevertheless, social scientists can predict behavior in groups. For example, they can use statistics to predict that some recovering alcoholics will relapse, but that prediction cannot be extended to an individual alcoholic with any reliability.
 Regulators may decide that persons who by past actions put themselves into high risk categories should not be licensed even if the regulators cannot predict if a particular applicant is likely to create problems. Therefore, despite the criticism, all established governments that allow gambling impose some form of licensing.

Differences between licensing systems are based on five factors: breadth, level of review, depth, criteria, and standards of the licensing process. Breadth means the extent to which a government requires persons or entities associated with the casino industry to obtain a license. For example, Germany only requires the operator of the casinos to obtain a license. In contrast, New Jersey requires nearly all persons having any business with the casino to obtain a license. This includes persons who supply parts for gaming devices and non-gaming companies that do business with a casino.

Level of review refers to the intensity of the investigative process. A low-level review might include simple checks with law enforcement agencies to learn whether the applicant has an arrest record. A high-level review may entail the regulatory agency training special agents to conduct complete and independent review of the applicant, including both background and finances. This investigation may be more intense than that required by a government for the highest security clearances.

Depth of licensing means the extent to which government requires persons within a licensable entity to undergo an individual investigation. For example, some jurisdictions require only the casino operator to obtain a license, while others may require dealers to do so.

Criteria are those matters that the government considers in granting licenses. These can include good moral character, honesty, and lack of association with criminals, financial ability, and business experience. 

Standards are the minimum attributes that applicants should meet to qualify for licensing. These refer to how rigid the regulators will be in applying the criteria. For example, under the same set of facts, an applicant may obtain a license in one jurisdiction, but not another. This is because the one jurisdiction requires the applicant to meet a higher standard of conduct.

Breadth

Casinos do not operate in a vacuum. They contract with, and rely on, many other entities and persons to carry on business. These include employees, contractors, and suppliers of many types of goods and services, including gaming equipment. A governmental concern is that licensing does not end with operators. It should not allow unsuitable persons to profit from casino operations through other means.

Breadth of licensing concerns how governments attempt to prevent unsuitable persons from using a surrogate that qualifies for a license to serve as the owner/operator. It also prevents unsuitable persons from attempting to influence operations through control of some goods or services critical to the casino or gaining influence through the ability to control labor unions.
 For example, suppose a casino operator has a valid license, but an unsuitable associate has a hidden interest in the operation. Licensing may prevent the associate from directly sharing in the net profits. The associate’s challenge is to obtain a share of the profits without attracting the attention of the gaming regulators. Methods to siphon profits from the casino include selling goods or services to the casino at prices far beyond market price, charging exorbitant “finder’s” fees for arranging financing for the casino, and skimming.

Breadth of licensing also concerns how the government can assure that it achieves other goals, such as preventing persons from being cheated. Because the operator is honest does not necessarily mean that a dealer will not cheat the patron for his own benefit. If government views hidden interests, cheating, or other matters as potentially detrimental to its public policy, then some level of licensing beyond the operator must be carried out. 

Typical regulatory systems involve “tiered” licensing. Tiered licensing involves categorizing every group of individuals or entities that are associated with the casino industry into two or more tiers. Each tier is then subject to a different level of licensing scrutiny. For example, regulators may decide to extend the breadth of licensing to both owners and casino employees. The level of review, however, might be different. Owners may have to undergo a thorough investigation that requires the regulators to spend months reviewing all aspects of the owner’s life, while the review of the casino employees is a check of their police records.

Placing a group into a particular tier requires consideration of four factors. First is the relationship between the group under consideration and public policy goals. For example, if the principal governmental policy is to assure the honesty of the game, the most obvious persons who need to obtain licenses are the game operators. Likewise, if governmental policy attempts to prevent casino profits from going to criminals who may use them to fund criminal operations, then the breadth must extend to persons sharing in profits from the games. Another example is where a government goal is to ensure that criminals have no involvement of any nature with the industry. This may mandate that suppliers of non-gaming goods and services undergo regulatory scrutiny.

A second consideration is the need to maintain a level of regulatory control over a particular group. This may vary between jurisdictions. For example, suppose organized crime in a particular jurisdiction has strong influence over labor unions and the construction trade. This may justify moving labor unions and construction contractors into a higher tier that gives regulators greater ability to scrutinize their involvement with the casino industry. In contrast, if the nature of legal gaming within the jurisdiction will not produce large revenues, the likelihood of attracting criminals is less, and may justify less scrutiny.

A third consideration is capability and budget. Placing all groups into a mandatory licensing tier with full investigations will require a substantial government commitment of trained personnel to conduct the investigations even if there is only a single casino in the jurisdiction. Therefore, a government must place groups into the tiers on a priority basis. Usually, the top priorities are owners and operators, followed by persons sharing in profits, distributors, manufacturers, and key employees. It then assigns different levels of licensing scrutiny to each tier taking into account the budget and capacity of its investigative division. In some cases, it may only be able to fully investigate owners and operators. In others, it may do full investigations of every one down to key employees.

A fourth consideration is the economic impact of requiring licenses of certain groups. As discussed later in this chapter, requiring licensure may discourage persons from applying because they are unwilling to devote the time, pay the cost, or suffer the embarrassment of the licensing process.

Sometimes, decisions on whether to require certain groups to undergo licensing are based on other considerations. For example, suppose the legislature decides that the gaming industry must begin to realize revenues quickly to help a dire economic crisis. It may require the regulators to forego licensing some groups to meet this goal. Moreover, it may be politically or legally difficult to subject a particular group to licensing.
	An Example of Licensing: Types of Positions and Level of Regulatory Review

	Tier
	Group
	Level of Review

	1
	Operators.

Owners.

Persons entitled to profits.

Suppliers of gaming devices.
	Full licensing scrutiny, including independent investigation.

	2
	Manufacturers of gaming devices.

Key casino personnel.
	Licensing required.

Routine review of intelligence files and police checks.

	3
	Manufacturers of associated equipment.

Other casino personnel, junket representatives, landlords, lenders, labor organizations, gaming schools.
	Registration with the gaming authorities is required.

A routine police and intelligence review may be done. Gaming authorities retain rights to require licensing of any of those entities.

	4
	Suppliers of non-casino goods and services.

Non-gaming employees. Persons doing business on the premises of a casino.
	No registration required.

Gaming authorities retain right to require licensing.

	5
	All others.
	No registration.

Gaming authorities may ban person from entering casinos, and prohibit casinos from dealing with that person.


The following are a description of the various groups involved in the gaming industry and their regulatory sensitivity.

Operators

Operators are the persons or business entities that contract for or otherwise have the right to conduct gaming at a casino. Operators are the most obvious group that should obtain a license. Operators deal directly with the patron, control the play of the game, and have responsibility for accounting.

Owners

Owners are persons who hold the rights to conduct business on the premises by virtue of having an interest in the real property and buildings. An owner’s interest can either have the ability to perpetual, through owning the property and buildings, or temporary, through holding a lease on the property. Owners may either operate the casino or hire an operator to run the casino on their behalf. An owner may assign the right to conduct business by leasing the property to another party. In this instance, the person reduces his status to a landlord, which is discussed below.

While owners, who are not also operators, do not have direct contact with the public, they may have considerable influence over the operators and often share in casino profits. 

Landlords

Landlords are persons who own or lease the land or buildings that house the casino, but who have given others the right to conduct business on the premises. A casino can have many landlords. For example, one person can own the land and another can own the buildings. In this situation, the owner of the building can have a long-term land lease, and then lease the building and sublease the land to a casino operator.

Casino owners who have the right to conduct the business can compensate landlords in different ways, all of which may be commercially reasonable. The most common is fixed payment rents. Under this scenario, the landlord receives a fixed amount for each period during lease. Another common method is to receive a percentage of the gross or net revenues generated by the business. Often, landlords set a fixed minimum rent plus a percentage of the net or gross revenue.

Despite its common commercial use, percentage rents pose concerns for regulators. If landlords that receive a percentage of gaming revenues do not have to obtain a license, then unsuitable persons can evade the licensing process by obtaining nearly all casino profits through percentage lease payments. An unsuitable landlord that receives fixed rent that is commercially reasonable can still sully the reputation of an industry if the media exposes him as a notorious criminal. An unsuitable person also can attempt to structure a fixed lease with very short periods for rent “adjustments.” If the person can “adjust” the fixed rent every few months to reflect actual profits, he can effectively share directly in the profits. 

In competitive markets with many casinos, attempting to license all landlords may have undesirable economic consequences. If the jurisdiction has recently licensed gaming, requiring all landlords to obtain a license may double the initial workload of the regulatory agency. Moreover, because many potential landlords may decide not to lease to a casino operator because of the cost of licensing, there may be fewer available casino sites. This could result in higher rents to the casino owners.

Requiring licensing of landlords in monopoly or oligopoly markets often does not create an issue as to either use of regulator resources or disrupting a competitive market. Here, the regulators may need to conduct only one or a few more licensing investigations. Thus, requiring licensure of landlords is more prevalent in these environments.

In competitive economies, regulators may implement controls that reduce the risk of problems with landlords while not requiring mandatory licensing. These include requiring regulatory review of all lease arrangements to decide it they are commercially reasonable. This requires reporting of charges to the leases and periodic auditing of payments to landlords. Fixed rent payments pose less of a problem because it is more difficult for the landlord to structure these payments to obtain a predictable percentage of the casino’s revenue. Another compromise to mandatory licensing is discretionary licensing of landlords. Here the government may require that landlords register with the regulators or that the casino licensees provide reports on ownership, and lease terms, or changes to them. The regulators can then review the reports and decide if they want to require any landlord to file an application and obtain a license. A problem with this system occurs where an unsuitable person buys the property on which a casino is located and refuses to apply for licensing after being requested or refuses to divest after being found unsuitable. A simple solution is to require the casino to close, but this is unfair to an innocent casino operator.

Persons Entitled To Profits

Analyzing how to treat persons entitled to profits for licensing purposes varies little from that of owners entitled to profits. The only difference between the two groups is their basis for entitlement to profits. Owners receive profits by virtue of having an interest in real property and buildings, and retaining an operator to conduct business on the premises. Persons entitled to profits are those who provide other property or services in which they bargain for some of the profits. This can include providing furniture, fixtures or equipment, financing, management, or marketing services. Persons can obtain profits either from gaming revenues or from general operating revenue that include gaming, hotel, restaurants, and other revenue centers. 

Regulators may decide to divide this group into small groups for purposes of tiering them for licensing review. For example, there may be relaxed standards for persons sharing in overall revenues of public casino companies or of individual casinos where the party sharing in the revenues is a finance company, and the transaction is typical of financing in broader contexts. Another possible distinction is based on the relative size of the entitlement. For example, a person that receives a percentage of the net revenues of a proprietary table game may not have to undergo licensing, but a person that finances the casino and receives 20% of net profits may have to obtain a license.

Creditors

A casino may have many types of creditors. Lenders of money usually are the largest. Other creditors can include suppliers of gaming and non-gaming equipment, financial institutions and others who provide furniture, fixtures, and equipment leases, and vendors that sell on credit. The government may be a creditor if it is owed taxes.

Another type of “lender” potentially subject to regulatory scrutiny is a person who buys a debt security, such as a bond, issued by a casino company. Debt securities may include bonds, debentures, and other interests or instruments. A debenture is a bond issued by the casino company to evidence the debt owed. Debentures entitle the holder to certain rights, including the payment of interest. Some debentures or bonds are convertible into stock. In other words, a convertible debenture holder can change his status from a debt holder to an equity investor.

Three considerations surround the degree of regulatory scrutiny accorded creditors. First, creditors that lend money or provide financing expect a return on their money commensurate with the costs and risks involved in the transaction. Second, as the amount lent or financed increases, so does the creditor’s vested interest in the success of the business. Third, unsuitable persons may use the guise of being lenders or creditors to extract moneys beyond market interest rates from the casino operations. Regulation must balance the first consideration against the latter two.

Full licensing helps assure that loans are not used to hide ownership in casinos. Requiring full licensing of all creditors, however, raises costs and create barriers that will deter many legitimate lenders. This policy may result in higher interest costs to casinos as competition is diminished and lenders pass on the investigation costs to borrowers. Likewise, vendors of equipment and goods may not be willing to provide goods on credit if it requires them to bear the expense of licensing. This places the casinos in the position of having to either have cash available for purchases or to seek loans from a limited number of approved lenders at interest rates potentially higher than market.

Short of full licensing for all creditors, regulators can exempt certain creditors from licensing scrutiny. One possible exemption focuses on the difference between commercial and noncommercial creditors. There are four major types of commercial creditors: (1) banks or savings and loans regulated by the government, (2) national insurance companies, (3) government-regulated pension or retirement funds, and (4) foreign-regulated banking institutions. Exempting commercial creditors from licensing is based on the idea that other government agencies regulate these lenders. These institutions would not likely violate controls prohibiting their involvement in gaming operations because it could jeopardize their other licenses. Moreover, because they are in the business of lending money, they spread their risk over many loans. Therefore, these institutions are less likely to feel compelled to influence casino operations to protect their investment in the loan to the casinos. Finally, the initial structuring of a loan with a commercial creditor is unlikely to be a scam under which the lender is actually an equity participant.

A second possible exemption is based on the materiality of the transaction. This exemption recognizes that many transactions by non-commercial creditors are done in the ordinary course of business. This may include suppliers, such as liquor companies, that ship their product, bill the casino and expect payment within a certain time. Requiring the casino to prepay all suppliers or pay on delivery would place a burden on the casinos. Therefore, a standard can be set that exempts creditors below a certain dollar threshold from having to obtain a license. For example, only creditors owed more than $100,000 may have to register with the regulators, and those over $1,000,000 must obtain a license.

A third possible exemption may be for transactions that are not secured by gaming assets, such as gaming receipts and gaming stock. This would recognize that lenders with certain security pose the greatest regulatory concern. These creditors have a substantial remedy against the casino for failure to pay its debt. As such, a secured creditor of a financially distressed casino can exercise much greater control over the casino than an unsecured creditor. This also can be addressed by requiring registration of secured interests, and giving them greater scrutiny than unsecured transactions. Another option is to require approval of secured transactions, but not necessarily a licensing investigation of the creditor. A third option is to require prior approval for the secured creditor to foreclose on a security interest in a casino property gaming equipment, gaming receipts, or stock.

Instead of granting broad exemptions, regulators may require the casino to report all credit transactions. After reviewing the reports, the regulators would then have the discretion to require the creditor to file an application and undergo licensing. This allows the regulators to maintain control over the transaction with only minimal interference with the financial markets. The mere possibility of having to obtain a license might result in some lenders refusing to serve the casino industry, but will not be as significant an obstacle as mandatory licenses. Moreover, regulators can allay many concerns of potential lenders by judiciously exercising their discretion only when serious concerns arise.

Casino Personnel.

Casinos need employees to operate the games. Their responsibilities range from cleaning the outside of gaming devices to supervising entire casinos. Some employees conduct the games, others handle the casinos’ cash, and others repair gaming devices. Because of the wide range of responsibilities, some employees hold positions of great regulatory sensitivity, while others do not. As discussed later in this chapter, regulatory policy may provide that some key casino personnel must obtain a license while others do not.

Independent Agents and Casino Hosts

Independent agents, who are also called “junket representatives,” are persons who work on a commission to bring patrons to the casino. If a casino uses salaried sales staff for the same task, these employees are called “casino hosts”; if they work at the casino, or “branch managers” if they work in another city. Most often, independent agents and casinos bring premium patrons, who spend considerably more on gambling than the average patron.

Unlike mass marketing efforts, such as billboards, radio, newspaper, and television advertising, establishing a premium patron market requires personal contact with the patron. Premium patrons are not like persons who may come to many casinos on a visit and bet only a few dollars at each casino. They generally commit to gambling large sums at a particular casino in exchange for certain complimentary items, such as travel, room, food, beverages, and entertainment. Because of this larger commitment, these patrons invest more time and require more information to make a decision on which casino they want to patronize. Independent agents, casino hosts, and branch managers are often the vehicle for conferring this information.

Many casinos prefer using independent agents over casino hosts or branch managers because the latter are employees who are paid even if they generate no revenues. They also incur additional expenses, such as health benefits, and the cost of providing offices and staff. In contrast, independent agents receive no commissions unless they produce premium patrons. 

Independent agents can earn commissions in many ways. One common method of calculating commissions is as a percentage of the premium patron's losses. Another common method is to base commissions on the premium patron's theoretical loss. A commission based on theoretical loss compensates the independent agent for bringing in qualified patrons, despite whether the patron wins or loses. This takes into calculation the patron's average bet, the number of hours played, and the type of game played. With these statistics, the casino can figure what the patron should theoretically lose based on his play. In actuality, the patron may win or lose more or less than this amount. 

The use of independent agents and branch offices poses certain regulatory issues. A problem with independent agents is that they operate outside the jurisdiction. Regulators, therefore, have greater difficulty in policing their activities. Moreover, if violations occur, the regulators often have no means of enforcing the regulations except by prohibiting the casino from conducting further business with the agent.

Because the independent agent often operates beyond the jurisdiction of the regulators, Independent agents often are subject to more licensing scrutiny than a typical casino employee but less than a casino operator.

Casino hosts and branch office employees pose fewer problems than independent agents because they are subject to corporate codes of ethics and internal controls. Because they are employees, casinos have greater interest and control over their actions. On the other hand, they are often the most highly paid casino employees.

Non-Gaming Employees

A casino, even if it has no amenities, such as a hotel or restaurant, may have many non-gaming employees. They can include maintenance personnel, such as janitors, carpenters, valet parkers, and cocktail servers. These persons have varied responsibilities, but rarely do they affect sensitive areas of the casino. Notable exceptions are computer information service employees. As casinos become more computer-based, the staff dedicated to the maintenance of these systems increase. A casino can have many different sensitive computer systems, including player tracking systems, slot tracking systems, debit card systems, marker issuance and collection systems, bingo and keno systems, accounting systems, and sports and horse race totalizators.

Except computer service employees, non-casino employees generally are of the lowest regulatory priority. Effective implementation of internal control systems should adequately protect casino assets from potential theft by non-casino employees. Regulators, however, may wish to treat computer service employees, particularly those with access to software, at a higher level of regulatory priority, perhaps as gaming employees.

Labor Organizations

Labor unions can pose substantial regulatory concerns. Two primary factors determine the level of concern. The first factor is the strength of the labor unions in the casino industry. Where many casino employees are union members, the union may be able to exert substantial influence over the casino by threats of labor disruption. The second factor is the involvement of criminals in the labor union. If the union has a long history of criminal influence, the risk exists that the criminals will attempt to use the union to extort or profit from the casino.

In the United States, regulators have special considerations in even attempting to subject the unions to licensing scrutiny. Normally, the Federal Government has exclusive regulatory control over labor unions.
 Federal law establishes criteria for disqualification of union officials, including membership in a communist organization and conviction of certain crimes. As a rule of constitutional law, when Congress comprehensively regulates an area, Federal law preempts state regulation.
 Thus, the question arises whether Federal law preempts state regulation of gaming-related labor unions.

The United States Supreme Court addressed, and partially answered, this question in 1984. New Jersey has a statutory scheme for the regulation of labor unions involved in the casino industry.
 Under it, regulators can require key labor union officials to meet certain qualifications. Its law allows regulation of labor unions that represent employees working in both gambling activities and related service industries. The law also includes enforcement procedures.

In 1981, the New Jersey statutory scheme came under challenge when the regulators recommended that hearings be held on whether a union complied with the regulation. The union filed an action in State District Court in New Jersey for injunctive and declaratory relief. It argued that Federal law preempted the New Jersey law. The union also argued that the New Jersey law violated the First, Fifth, and Fourteenth Amendments to the United States Constitution.
 After the District Court decided that the law was constitutional, the union appealed to the United States Supreme Court.

The Supreme Court faced the issue of whether the National Labor Relations Act precluded New Jersey from mandating certain qualifications for labor union officials. In a four to three decision (with two judges abstaining), the Court held that the Federal Act “does not preclude . . . imposition of qualification standards on casino industry union officials. . ....”
 In reaching this decision, the Court did not decide whether the sanctions imposed by the New Jersey Act were permissible. The Court remanded the case to the lower court to decide whether a ban on collecting dues as an enforcement procedure would seriously conflict with the union’s statutory function as a bargaining representative.

Before the Court on remand could decide whether the enforcement procedures were constitutional, the regulators changed their stance and rendered the issue moot. On the remaining issues, the District Court held that the New Jersey Act did not violate the union’s First Amendment right to act for its members, and that the “qualification provisions” were not unconstitutionally vague or overbroad.
 Taking these Court decisions together, it is still not clear whether the enforcement procedures would be upheld. Still, the courts probably will allow states to enforce some regulations on gaming-related labor unions.

Three months after the US Supreme Court’s decisions on the preemption issue, Congress enacted amendments to the Labor-Management Reporting and Disclosure Act of 1959 (“LRMDA”).
 The amendments provide that states can enact and enforce a comprehensive statutory scheme to eliminate the threat of pervasive racketeering activity. These statutes, however, must apply equally to employers, employees, and collective-bargaining representatives.

Based, in part, upon this amendment to the LRMDA, an international union challenged a Nevada regulation that required the union to submit a list of certain union officials to the regulators. The union argued that federal law preempted this provision. A federal court dismissed the challenge. Upon appeal, the United States Ninth Circuit Court of Appeals held that, rather than preempting state regulation, the amendment to the LMRDA was a congressional affirmation of the United States Supreme Court’s four-judge decision on preemption.
 The appellate court held that the regulation 19 was not preempted by federal law.

Manufacturers Of Gaming Devices.

A state’s interest in licensing manufacturers of gaming devices increases as technology advances. In the past 20 years, gaming devices evolved from simple devices. Early reel-type slot machines did little more than accept and store coins or tokens, start and randomly stop reels, and make payment on winning combinations.

Today, gaming devices are complex, microprocessor-based devices that count wagers and payouts, analyze play, secure wagers and data, provide system maintenance, and market the device.
 This complexity goes beyond the capacity of many regulatory agencies to understand or test. A sophisticated gaming laboratory is expensive; more than the entire regulatory budget in many places. Jurisdictions without a testing laboratory may use private testing companies to fill the void. Either method may give comfort the regulators that the quality of design and operation of the submitted gaming device prototype meets government standards. Even with a state-of-the-art laboratory, modern gaming devices are so complex that unscrupulous persons can still gaff them without detection. Regulators also must rely on the manufacturer’s integrity to assure that those models sold are identical to the prototype.

Manufacturers Of Gaming And Associated Equipment

Unlike the high technology of the modern gaming devices, some gaming equipment is still mechanical, such as roulette tables and the big wheels. These types of mechanical devices decide whether the patron wins or loses. Moreover, their operation can be altered to cheat the patron or casino. Therefore, the equipment commands some regulatory attention. The most conservative approach is to require both the manufacturer and the equipment to be licensed. This approach may result in some games not being offered. Suppose, for example, a monopoly casino has a need for two roulette tables, but the regulators require their manufacturer to obtain a license. No manufacturer will be willing to pay the cost of licensing to earn a profit on two tables. Because the equipment can be easily inspected and tested, however, many jurisdictions do not require these types of equipment manufacturers to obtain a license. This assures that the casinos have suppliers of equipment.

Casinos also use what is commonly called “associated equipment.” This is equipment integral to casino operations. The most sensitive associated equipment from a regulatory perspective is that which is needed for the play of the game. This includes dice, playing cards, and pai gow tiles. All of this equipment can be altered to allow an unscrupulous person to either cheat the casino or the patron. Neither have been problematic, however, in recent history because both require conspiracies. For example, to cheat the player using altered equipment, both the casino and the manufacturer must agree to participate. The manufacturer must make the cheating equipment and the casino must use it. This is unlikely in a regulated environment where the casinos are licensed and monitored and the equipment subject to inspection.

The next level is equipment that has no other use, except in casino gaming. This includes links to connect progressive gaming devices, computerized gaming device monitoring systems, devices for weighing and counting money, gaming device display meters, bill acceptors that attach to gaming devices, drop boxes, card shoes, chips, tokens, table felts, blackjack, and craps tables. 

Any computer equipment that links to a modern gaming device may pose concerns because of the possibility that it can alter the play of the gaming device. For example, a program in a progressive meter may be designed to alter the play of the device to “create” a jackpot when the meter hits a certain dollar amount. If the person that created the rogue program can arrange for an associate to be playing the device, he can profit from the jackpot.

The least sensitive type of associated equipment is of the type that has other applications such as stools, surveillance equipment, and cash registers.

A tiered licensing structure may require licensing or registration of the manufacturers and distributors of the most sensitive associated equipment, and require no licensing or registration of the least sensitive. It may also require inspection, testing and approval of certain types of equipment.

Suppliers of Gaming Devices or Equipment

Unlike a manufacturer, suppliers do not build gaming devices or equipment, but simply act as middlemen, buying the devices or equipment from manufacturers or others and selling them to casinos. The devices that they buy can be new or old. 

Regulators can justify requiring suppliers of gaming devices and equipment to undergo some level of licensing scrutiny on various grounds. First, if a single person or group acting together, controls the supply of gaming devices or equipment, the person can exert significant control over the operator. Second, the supplier also may have temporary custody and control over the gaming devices or equipment. This may allow for alterations to the game's operation that might allow the supplier to cheat the machines or the casino to cheat the patron. Third, suppliers have control over the destination of gaming devices. A concern to regulators is that legal gaming devices do not end up in the hands of illegal gaming operators elsewhere. Assuring the integrity of suppliers helps decrease the flow of devices to these illegal operations. This not only prevents the risk of scandal, but makes it more different and expensive for the illegal operator to conduct business. This may be important to a government that wishes to decrease competition to its legal casinos from nearby illegal casinos.

A government may decide to give different treatment to suppliers of different equipment types. Gaming devices are the most sensitive from a regulatory prospective. Suppliers of gaming devices, may have to obtain a license. On the other hand, the suppliers of blackjack or craps tables, which can do nothing to affect game play, may not have to obtain a license. This allows regulators to focus their efforts and resources on areas of greater regulatory sensitivity and not disrupt the economics in other areas. For example, a criticism of New Jersey’s system is the failure to distinguish between types of suppliers and requiring makers of blackjack tables to obtain a license. According to one study: “This non-selective system is both illogical on its face and an impediment to the industry in obtaining a wider range of suppliers of non-gaming goods for use on the floor of a casino.”

Suppliers Of Non-Casino Goods And Services

Casinos, like other businesses, purchase a variety of non-casino goods and services. They can include mundane things such as uniforms, beds, televisions, cleaning supplies, and food products. They also can include major goods, such as liquor or food, or services, such as constructing a new casino or running the hotel, restaurants or other non-gaming portions of a complex.

Regulatory concern over suppliers of non-casino goods or services has two major origins. The first concern is when a person or defined group controls the entire source of the supply and, therefore, can use its influence to charge the casinos extraordinary fees, acquire a hidden percentage of the revenues, or exert influence over operations. Historically, this has some basis. Benjamin Siegel was a member of the New York crime organization, "Murder, Inc." He was, by anyone’s definition, a person who was unsuitable to hold a gaming license. In the 1930s and 1940s, a major activity of Murder, Inc., was monopoly control over the wire services. For a race book to operate, it needs information from the track on such matters as post positions, starting times, track odds, order of finish, and track pay-outs. Siegel realized that if he could control the information, he could extract high fees from legal and illegal bookmakers that relied on the information for their livelihood.

Creating a monopoly was not a significant problem. Following World War II, a new war of sorts broke out, known as the "great wire-service war." People died, including the owner of the largest wire service. After the bleeding stopped, a few wire services remained, but all under the control of Siegel and his associates.

This situation created problems for the race books, which Siegel forced to pay monopoly prices for the track information. Although Siegel did not employ economists to help him set prices, he used roughly set fees at the highest rate possible without putting the books out of business. The books had no choice, either they paid or Siegel refused to supply the information. He could also discriminate against certain race books by charging different rates. By virtue of his monopoly, Siegel secured partial ownership of some casinos instead of collecting the exorbitant prices.

A second regulatory concern is where supplying non-casino goods or services is a front for ownership by unsuitable persons. For example, a person might use a “clean” applicant as a front to apply for, and obtain, the casino license, but operate the casino under the guise of being the hotel operator.

Similarly, a non-licensed person with a hidden interest in the casino could use his position as a supplier as a means to extract casino profits. For example, if the person has a 10% interest in the casino which earns $100,000 in net profits, that person, if licensed, would be entitled to $10,000. If the unlicensed person supplies meat to the casino with a fair market value of $30,000, he may extract his casino profits by charging $40,000 to the casino.

Practical impossibilities exist in attempting to license all suppliers. For example, only suppliers who receive a major amount of revenue from the casinos will consider undergoing licensing scrutiny, not because of unsuitability, but simply because of the cost. Therefore, the casinos would be unable to buy small amounts of supplies, replacement parts, or hire technicians to repair things such as copy machines. Moreover, in many areas, those who do undergo licensing would have a monopoly, and could charge monopoly prices to the casinos. Therefore, requiring all suppliers to obtain a license is impractical. A common solution is to either retain discretionary ability to license suppliers or to require review only in certain areas or above certain amounts.

Persons Doing Business On The Premises Of A Casino

Casinos often have many persons who are not employees working on the casino premises. These can include persons who rent space, such as shopkeepers, travel agents, and hair stylists, or those who pay the casino owner for the right to sell goods or services directly to patrons, such as roaming cigarette salespeople, photographers, florists, or valet parkers. 

Unsuitable persons may benefit from having a presence in the casino for three primary reasons. First, if the person has a hidden interest in the casino, or a portion of it, having a business on the casino premises gives him a legitimate reason for being at the casino while he protects his interests in the casino.

A second reason is that some casino concessions may be very lucrative, particularly, if the concession fees are artificially low. Suppose, for example, an unsuitable person makes an arrangement to share in casino profits. If taking the profits directly from the casino would result in detection, he must derive profits from other sources. Suppose, for example, the sale of cigarettes to patrons is very lucrative. In a competitive market, the casino would sell this concession to the highest bidder. If the casino owner, however, wishes to allow an unsuitable person to reap extraordinary profits, he might sell the concession at far below market price. Thus, profits that would otherwise flow to the casino through concession fees are retained by the unsuitable person.

A third reason is that, even in a competitive environment, unsuitable persons may be attracted to businesses that operate on casino premises. This may be for legitimate reasons, such as knowing the concession business and being able to profit from it. On the other hand, they may use the opportunity to promote unlawful businesses, such as loan-sharking, prostitution, or drug sales. 

A jurisdiction may require all persons who do business on casino premises to obtain a license. This, however, can directly affect the profitability of the casinos. With a licensing requirement, fewer vendors will be willing to bid for concessions. This probably will result in lower concession fees. Moreover, the vendors will figure the costs of licensing in their bids and probably bid even lower. In an extreme case, no vendors may bid on concessions with marginal or small profit potential.

An alternative to mandatory licensing is to give the regulators the discretion to require these persons to obtain a license. The latter does not disturb the competitive markets for concessions, but provides the regulators the ability to control this area.

A state law allowing regulators to require persons doing business on the premises of a casino to submit to licensing, has withstood constitutional challenge from the owner of two shops located in Nevada casino-hotels. In that case, state regulators issued an order requiring the shop owner to apply for suitability to have an association with a casino. Rather than go through a regulatory hearing, the shop owner filed a state court action seeking to invalidate the applicable portion of the law.

The Nevada Supreme Court ultimately held the law to be constitutional. The Court reasoned that the restrictions have a legitimate purpose of controlling potential threats to the continued viability of gaming. The Court felt that the law did not infringe upon constitutional rights of association because it concerns business associations, not political or social associations.

The Court concluded that a “person or entity voluntarily situated and doing business within such proximity of a gaming establishment cannot override legitimate governmental control mechanisms . . . [because] to do so would substantially frustrate the State’s capacity to regulate the gaming industry.”
 
Gaming Schools

Gaming schools provide instruction to persons wishing to learn how to deal casino games or to repair gaming devices. Gaming schools usually do not pose substantial regulatory concerns. In some places, however, they may justify closer scrutiny. This would be the rare circumstance where a gaming school operator can assert influence over, or gain profits from, casinos because he or a small group controls the availability of casino employees. This, however, would be extremely difficult in most casino industries because the casinos could set up in-house training if the availability of trained employees became scarce.

Regulators also may have an interest in insuring that gaming schools properly train their students. This may assure that the students can protect the game from third-party cheats, and to follow all procedures needed to protect the casino assets. Still, the casinos have the same interest. If a particular school is providing inadequate instruction, the casinos are unlikely to continue to hire their graduates.

Finally, regulators may be concerned whether the public trust in the industry’s integrity would be impaired if the media revealed that a gaming school operator was a felon or had connections to organized crime. Because gaming schools are not directly associated with the casinos, however, this type of adverse publicity is less damaging than if the person owned, operated, or had a business in a casino. Moreover, requiring registration and allowing discretionary licensing may be sufficient to deter unsuitable persons from establishing gaming schools.

Level of Review

Full Investigation And Licensing

A full licensing investigation is a comprehensive independent review of the applicant’s financial history and personal background.
 Full investigations are expensive because the government investigators review primary source materials. For example, rather than relying on an acquittal as a determination of innocence, government investigators will reinvestigate the incident. They will seek to learn if other evidence, perhaps that was not admissible in the criminal proceeding, might suggest guilt. In a financial context, investigators will not rely on tax returns, but instead analyze cash-flow by reviewing actual deposits and withdrawals, to figure out net worth and source of funds. These investigations are expensive and time consuming.

Partial Investigation and Restricted Licensing

Partial investigation, often known as a cursory investigation, involves reviewing only limited areas on each application. For example, instead of a field background investigation, the regulators may conduct only a computer review of federal, state, and local police data banks. If the review does not reveal any arrests, convictions or investigations of the applicant, the regulators may issue a license. 

Partial investigations are often tied to areas of “restricted” licensing. In other words, persons who undergo a partial investigation are restricted to engaging in a particular occupation or operation. In Nevada, for example, persons may obtain a “restricted” license to put up to 15 gaming devices in businesses such as taverns, convenience stores, and supermarkets. These persons must undergo a partial investigation and obtain a restricted license. The latter only allows them to operate the approved number of gaming devices and no other games at the approved location. If the person wishes to expand the operation, he must obtain a non-restricted license after a full investigation.

Restricted licenses also are common with casino employees. In this case, the extent of the partial investigation can be tiered, with key employees being subjected to higher review than lower-level employees. Similarly, the licenses issued can restrict the person’s activities very specifically, such as a dealer only, or by category, such as in New Jersey, which issues different licenses to key casino employees, regular casino employees, and non-casino employees.
 To differentiate types of licenses, some jurisdictions will use different terminology, such as a work “permit” or “card” for the licensing of casino and non-casino employees.

Partial investigations provide less protection to the government. A partial investigation usually is only a check for negative criminal history, reviewing responses from the applicant’s references, and sometimes a personal interview.
 This is not enough personal contact with the individual to provide a basis for accurate prediction of future conduct. Moreover, the cursory investigation often yields questionable information.
 Interviewing biased personal references (who may not have sufficient knowledge of the applicant to make a valid assessment) rarely yields useful information. Most references hesitate to say something that may negatively affect the applicant's future. 

Nevertheless, a partial investigation provides some benefits. Most notably, it may inhibit persons with extensive criminal histories from obtaining employment in a casino. Moreover, regulators may obtain useful derogatory information on applicants from third parties that may lead to denial of the applicant despite the absence of a negative criminal record.

Transactional and Temporary Approvals

Transactional and temporary approvals address the problems created when the cost of licensing poses an absolute or significant barrier to potential suppliers. A jurisdiction that has only one or a few casinos may have problems in attracting casino suppliers if they must undergo a full licensing investigation to sell a small amount of goods. This may prevent the goods from being available or available at a price that not only includes the cost of licensing, but also the reduction in competition created.

For example, gaming device manufacturers may attempt to be the first manufacturer to obtain a license in a small market. If a manufacturer succeeds, it can grab a significant market share of the total potential market. The considerations for other manufacturers to seek a license now differ because the total potential sales in that jurisdiction are less. If other manufacturers decide not to enter the market, the sole licensed manufacturer has monopoly power and may charge corresponding prices.

A transactional approval allows the applicant to enter a specific transaction, such as supplying a fixed number of gaming devices to a casino. A temporary approval allows the supplier to make unlimited sales in a jurisdiction for a limited time. 

Temporary approvals can create a competitive market before the regulatory agency can process the applications of competing suppliers. By granting several temporary licenses, the regulators can assure a competitive market at its inception. Even in established markets, regulators can use temporary approvals to rectify market imperfections quickly. This would allow introduction of competing products pending the completion of a full investigation.

In contrast, transactional approvals usually apply to types of transactions that are sensitive, but where requiring licensing would result in the market not being served or significantly under served. Before granting a transactional approval, the regulators may require some background information on the applicant and full disclosure of the transaction that is the subject of the approval. Because the purpose of transactional approvals is to avoid either the costs or time associated with full licensing, the time and expense relevant to the transactional approval should reflect the purpose of the approval and market conditions. For example, if the sale of gaming chips requires transactional approval, the regulators may need to expedite this approval if the casino has a critical shortage of chips.

Preliminary Approvals

A preliminary approval differs from a temporary approval in that the former does not allow the applicant to engage in the licensed activity, but suggests that he likely will be approved in the future, absent changed circumstances. For example, suppose an applicant wishes to invest $80 million in a new casino, but has never been licensed. A preliminary approval gives him some assurances that he and the proposed location and design of the new casino are suitable before committing his capital. Because incidents may occur between the preliminary and final approvals, regulators may reserve discretion to change the preliminary approval if new facts show that the applicant is unsuitable.

Final Approvals

A final approval can have different levels of permanency. One common application is to limit the license to a fixed period, such as three years. At the end of this period, the license expires. Therefore, before the end of the period, the licensee must reapply for a new gaming license if it wishes to continue operations. This method has various advantages. First, it provides regulators an opportunity to periodically investigate and review their licensees to ensure that they are meeting the minimum standards expected under the law and regulations. Second, it may deter licensees from committing acts that fall below these minimum standards because the periodic investigation is likely to expose these transgressions. Third, regulators may not have to accord full due-process rights to a licensee seeking a new license, but would have to afford such rights if it attempted to revoke a license.

Requiring periodic relicensing has various disadvantages. First, it is expensive. Investigations of applicants, particularly large corporations, can be costly for both regulators and applicants. Licensees attempt to pass these extra costs on to the patrons as higher costs. Second, investigations consume both agency and licensee time and effort and divert their efforts from other business matters and pursuits. Where the licensee is conscientious, it may be a poor use of agency and licensee time. Third, it introduces more risk to the business opportunity. All other things being equal, a company looking to invest in a casino may choose a jurisdiction where a license can be revoked only by a disciplinary action as opposed to expiring on specified dates. Fourth, financial markets may be less willing to lend funds to companies whose license expires before the loan is due because without a license, the company may not pay the loan.

A jurisdiction can use both temporary and permanent approvals. One method mandates that all first-time licenses are temporary and expire after a time (probationary), but that the second license is a permanent license. Another method is to allow the regulators to decide whether a license will be temporary or permanent.

Depth

When a government requires a license to engage in an occupation related to gaming, the entity that must apply and obtain the license often is not an individual. For example, the owners of most Nevada casinos are publicly traded corporations. Depth of licensing refers to which persons associated with the applicant-entity must file an application and obtain a license.

Individuals

Suppose that operators must go through full investigation and licensing. When the operator is an individual, called a “sole proprietor,” requiring that person to submit the application and undergo an investigation is obvious.

If casino licenses were issued only to individuals, the licensing process would be simple. Individual ownership is the least complex business form. To license an individual, the authorities need only to investigate that person, not an entire business entity.

As a business form, however, individual ownership is often the least desirable. The individual owner is subject to losing personal assets if the business fails and is personally liable in a lawsuit for damages. Besides, individual ownership may create problems in obtaining the financing or investment to expand or to meet cash demands.

Because a sole proprietorship is usually the least desirable business form, very few operators choose it as a business structure. Most operators or other business entities associated with the gaming industry, such as manufacturers and suppliers, are corporations or partnerships. In contrast, key employees, independent agents, and other casino and non-casino employees usually are individuals.

Corporations

A corporation is an artificial person or legal entity that the government authorizes to conduct business. The principal benefits of a corporation over other forms of business enterprises are limited liability of equity owners known as shareholders, transferability of interest, and continuity of existence.

Structures for corporations differ between countries, but usually involve officers, directors, and shareholders. Shareholders are persons or entities that hold equity, as represented by shares, in a company. Shares entitle the holders to control the corporation through voting for the board of directors. In the discretion of the board of directors, shareholders are entitled to earnings through current or accumulated dividends and to pro-rata distribution of assets upon liquidation.

Shareholders elect directors who manage the corporation through the corporate officers. The directors have a duty to the corporation to use their best judgment in deciding and executing corporate policy. Their duties include (1) selecting officers and setting officer salary and compensation, (2) making major policy decisions, and (3) deciding major financial matters, including dividends and financing.

Officers are corporate agents, and have management responsibilities that the board of directors delegates to them. Typical officers are the president, who serves as the general manager; the treasurer, who is the chief financial officer; and the secretary, who is the ministerial officer. Corporations also may have one or more vice presidents and assistant officers.

Depth of licensing for corporations concerns which officers, directors, and shareholders must undergo licensing scrutiny. Similar considerations are needed for other business formations, such as general and limited partnerships, trusts, joint ventures, limited liability companies, and joint stock associations 

Corporations may have executive committees that have duties and responsibilities that are segregated from the corporate officers to provide a system of checks and balances. Typical executive committees include executive compensation, surveillance and internal audit. A director of surveillance may report to an executive committee instead of the president or vice president of security. Similarly, the director of internal audit may report to an executive committee instead of the vice president of finance.
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Typical Corporate Officers and Their Responsibilities
Publicly-Traded Corporations

A publicly-traded company is a corporation whose stock is traded on a public market. The three types of major markets are local and national stock exchanges, an authorized quotation system (such as NASDAQ) or between broker-dealers (called over-the-counter). In the United States, the major national exchanges are The New York and American Stock Exchanges. An example of a local exchange is the Pacific Stock Exchange. NASDAQ means the National Association of Securities Dealers Automated Quotations. The NASDAQ System is authorized by Federal law, but is an association regulated by private industry. NASDAQ has a Board of Directors that sets rules and policies. In contrast, shares in private companies are either exchanged between persons or through private placements that meet federal or state securities laws.

Before a company’s stock can be traded on an exchange, through NASDAQ or over-the-counter, the corporation must register its stock with the Securities and Exchange Commission, and meet the criteria of the Exchange or NASDAQ to list its stock.

An attractive feature of being a publicly-traded corporation is the ability to raise capital through a public offering. In the United States, a “public offering” encompasses the sale of securities subject to the registration requirements of Section 5 of the Securities Act of 1933. Most often, a public offering occurs when the company sells either stock or debt instruments to the public through brokers.

Almost all securities offered to the public by a company in the United States require registration. The role of the SEC is to evaluate the adequacy and accuracy of information in the registration statement and prospectus distributed to prospective investors. In effect, securities brokers can only offer the stock for sale to their clients if the company receives SEC approval of their registration statement and prospectus.

Public company stock is attractive to investors because it usually provides liquidity. If a person buys the stock, he can usually sell it in the public market by simply contacting his broker.

Besides their benefits, allowing publicly traded corporations to own and operate casinos poses regulatory issues. As a practical matter, a publicly traded corporation cannot be licensed if all its shareholders must be licensed. Often a public company will have thousands of shares traded daily. Therefore, if a jurisdiction wants to encourage publicly traded corporations to invest in its casino industry, it must allow licensing without each shareholder having to obtain a license. 

Waiving licensing requirements for some shareholders, however, may allow unsuitable persons to buy shares and have an ownership interest in the casino companies. This may not pose substantial problems if the person owns a few shares out of millions, but can create regulatory issues if the person owns a significant percentage of the stock. Public perception problems may occur where the media exposes that a notorious criminal has major holdings in a publicly traded casino company. Moreover, regulatory problems may occur where the person’s holdings allow him to exert influence or control over the corporation.

Jurisdictions that want publicly traded corporations must balance these regulatory concerns with market realities. They can do this by setting thresholds at which shareholders in publicly traded corporations must apply for and obtain a gaming license. In the United States, these levels are commonly set at either 5%, 10% or 15%. The 5% level is tied to federal requirements on the reporting of stock ownership. Under SEC requirements, a person acquiring more than 5% of the beneficial ownership of any class of voting securities in a publicly traded corporation must report such to the SEC (usually an SEC Schedule 13D or 13G). The purpose of this filing is to inform the company and the public of the person’s ownership and his or her intentions, such as an attempt to acquire control or to merely be a passive investor.

Attempting to require persons owning less than 5% is unworkable because the identity of these shareholders is difficult to discover. Because the stock can be held in street names, the identities of those owning less than 5% of the equity securities of a company will not often come to the attention of the gaming authorities. The only practical way that regulators may acquire knowledge of beneficial ownership of voting securities of registered publicly-traded corporations is through SEC reporting requirements. An advantage of tying gaming approvals to SEC reporting is that the SEC rules on who has to report are well established and supported by legal precedent. For example, in Mississippi, each person acquiring beneficial ownership of more than 5% of any class of voting securities that requires reporting of the acquisition to the SEC also must file a copy of that report with the gaming authorities within ten days after filing it with the SEC. Each registered publicly-traded corporation must furnish the regulators with a list of its shareholders of record annually, or more frequently, as such lists are prepared.
 

Regulations can only partially deal with the problem of stock being held in street names. At the request of the regulators, a registered publicly-traded corporation must help figure out who holds the beneficial ownership of such stock. A jurisdiction, however, must accept that some unsuitable persons may hold and profit from casinos undetected if they hold less than 5% of the corporation’s stock. Government must accept the risk that if the company has a large market capitalization, e.g., $1 billion or more, the undesirable person’s investment can be several million dollars.

[image: image2.png]SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
HOLDERS AND DIRECTORS AND OFFICERS

5% Beneficial Owners

Persons and groups owning in excess of 5 percent of the Common Stock are required to file certain
reports with the Securities and Exchange Commission regarding such ownership pursuant to applicable federal
securities law. Based upon such reports, the table below sets forth certain information regarding beneficial
owners of more than 5 percent of the Common Stock as of March 1, 1996, The Company knows of no other
beneficial owner of more than 5 percent of its outstanding Common Stock.

Shares of Common Stock  Percent of
Class

Name of Beneficial Owner Beneficially Owned

FMR Corporation (Fidelity). . ............................ 2,847,400 7.4%
82 Devonshire Street
Boston, MA 02109

Gabelli Funds, Inc. .. .................. i 3,767,500 9.8%

One Corporate Center
Rye, NY 10580




An Example Of A Disclosure In A Gaming Company’s Proxy Statement
A jurisdiction may decide that a 5% threshold is too low because it can exclude publicly traded companies that have many minority shareholders that hold more than 5%. This is particularly common in a market that is dominated by funds or groups that collectively pool assets, such as mutual funds, pension funds and insurance companies. In other cases, the 5% shareholders are individual passive investors. A 5% rule will use many corporations with large institutional investors and passive investors out of the jurisdiction.

A 10% rule also has a foundation in federal securities law. Under Section 16(a) of the Securities and Exchange Act of 1934, beneficial owners of more than 10% of a class of equity securities registered under Section 12 of the Act must disclose their holdings, and any changes to them, in a filing with the SEC. A purpose of this requirement is because 10% or greater holders are deemed “insiders” whose transactions can be followed by the media and public. Moreover, these individuals may be subject to short-swing profit recovery under Section 16(d) of the Act.

A 10% threshold has the advantage of permitting more corporations the opportunity to enter a jurisdiction. Moreover, a party that owns less than 10% is unlikely to control a publicly-traded corporation even if its stock is widely-held.

Still, if a concern exists that a shareholder (under either the five or ten percent rule) can influence corporate decisions a jurisdiction can adopt exceptions to the exemptions from licensing. These exceptions might target activity that is inconsistent with the notion of the shareholder as a passive investor, such as sitting on the board of directors, causing a change in the majority of the board, or causing a change in the charter, bylaws, management, policies or operations of the publicly traded corporation or its casino subsidiary.

Some places, such as Nevada and New Jersey, allow institutional investors to hold over 10%. Institutional investors are entities such as banks, insurance companies, registered investment companies, advisors and employee benefit or pension funds. Falling within this category are mutual fund companies that often control and invest billions of dollars for their clients. In Nevada, the regulators set a maximum limit (15%) that an institutional investor may hold without obtaining a license. The institutional investor, however, that holds over 10%, but less than 15%, must obtain a waiver from mandatory licensing. In New Jersey, no specific limit exists, but approval of the regulators. Under both systems, the institutional investor must show it is holding the stock for investment purposes only.

	Different Jurisdictions and Level of Licensing Review

	Jurisdiction
	Level of Licensing Exemption

	Colorado

	Shareholders in public or private companies owning less than 5%.

	Louisiana

	Shareholders in public or private companies owning 5% or less. (Land-based and river boat casinos).

	Mississippi

	Shareholders owning 10% or less of public companies or qualified limited partnerships.

	Nevada

	Regular shareholders owning less than 10% of public companies, qualified limited partnerships, or limited liability companies.

Institutional investors owning less than 15% of public companies.

	New Jersey

	Shareholders owning less than 5% of public corp. shareholders owning more than 5%, but who prove no ability to control company or elect directors, institutional investors owning less than 20%.

	South Dakota

	Shareholders of public or private corporations owning less than 5%.

	Puerto Rico

	Shareholders of public or private corporations owning less than 5%.


Holding Companies

A distinction exists between a corporation holding the gaming license and a holding company, i.e., a company that owns the stock of a gaming licensee. A holding company is a company that owns the stock of a gaming licensee and is, in turn, owned by a publicly traded corporation. Holding companies usually pose no licensing issues because their officers and directors are also officers and directors of either the parent or the subsidiary. Therefore, these persons are subject to licensing in those other positions. Because there may be rare cases where the officers and directors are different, laws may impose the same licensing requirements on holding companies as their parent publicly traded corporations or their subsidiary corporation.

Partnerships

A general partnership is a business association of two or more persons carrying on business as co-owners for profit.
 Recognized by common law, statutes in most places now codify the relationship of partners. Under a general partnership, all partners have equal rights in the management and conduct of the partnership business. Unlike shareholders in a company, partners in a general partnership are subject to unlimited liability to partnership claimants even to the extent of the partner’s individual assets.
 When any partner ceases to be a partner, there is a technical dissolution of the partnership.

Because the general partnership form has more disadvantages than advantages in regulated gaming operations, its use is rare. In contrast, limited partnerships are fairly common and have substantial advantages. A limited partnership has one or more general partner and one or more limited partner. The general partner has full authority and control over the partnership’s business and affairs. The limited partners are passive investors.

The limited partner is much like a corporate shareholder in that the person maintains protection from personal liability. Unlike the shareholder, the limited partner must take no part in the control or management of the business.
 Limited partnerships have organizational restrictions similar to those of corporations. There is no double taxation of the partnership and its partners because the Tax Code does not consider the partnership a taxable entity.

Limited partners share in the profits, but do not share in losses beyond their capital contributions. Additionally, they have limited personal exposure and limited assessments.

A limited partnership presents less of a regulatory problem than a corporation, even a public corporation, because limited partners cannot legally exert influence over the partnership’s activities.

On the other hand, allowing privately held limited partnerships with reduced licensing requirements is less valuable to a jurisdiction than publicly traded corporations. The latter overwhelmingly are better capitalized and have greater access to financing. These qualities are more conducive to building or expanding a large gaming industry. Moreover, most limited partnerships have between 20 and 50 limited partners, compared to hundreds or thousands of shareholders in a public company.

In balancing these considerations, some jurisdictions treat limited partnerships similar to publicly traded corporations by exempting limited partnerships holding less than a threshold amount. Others have no exemption for limited partners. Still others grant limited waivers after requiring the limited partners to file an application and undergo a lower level review.

Other Business Forms

Limited Liability Company

A limited liability company combines the tax benefits of a partnership with the limited liability benefits of a corporation for its owners (“members”) and “managers.” Unlike a limited partnership, all members of a limited liability company can participate in the management of the company, and retain limited liability.
 Because of this, granting an exemption to members of a limited liability company that holds less than a threshold amount poses slightly more regulatory concern than a limited partner. Moreover, a limited liability company provides no greater opportunity to capital markets or capital than limited partnerships. Therefore, no regulatory reasons exist for providing greater exemptions to a limited liability company than a limited partnership for licensing purposes. However, the slight difference that allows the member of the limited liability company to participate in management may not be enough to justify denying it the same exemptions.
Trusts

Trusts are common vehicles when a person wants to give another the benefits of an asset, such as stock, but does not want to give the rights to sell or dispose of the asset. For example, parents may wish to provide income for their children that is derived from stock that they own, but do not want to allow the children to sell the stock. Here, the parents may place the stock in trust, allow the children to receive the dividends and other benefits, but have another person control the assets as, frequently, trusts are used to minimize individual taxes and to avoid probate.

A common type of trust is a family trust. Often, upon advice of tax and estate counsel, persons with interests in casinos decide to form trusts so that their interests can pass to their spouses or children without having to pass through probate. 

There are usually three categories of persons involved in a trust: settlors, fiduciaries, and beneficiaries. A settlor is the person who creates the trust, and contributes an interest in a licensed gaming establishment to the trust. The fiduciary is the person who, as the administrator, trustee, escrow agent, or depository, carries out the written desires of the settlor according to the terms of the trust. The fiduciary may be a bank, lawyer, or any other person. The beneficiaries are those persons who benefit from the trust.

A settlor creates a trust instrument providing instructions for handling of the assets. For example, the settlor may decide that his children will not receive title to any of the trust’s assets until they reach 25 years of age, but the fiduciary can distribute the profits from the trust’s assets to the beneficiaries before that age to fund their education. In practice, possible terms of a trust are limitless.

Whether the settlor must obtain a license may depend upon whether the trust is revocable or irrevocable. The settlor in a revocable trust can regain title to the trust’s assets by revoking the trust and, therefore, regulators should consider the settlor as the owner of the interest. In an irrevocable trust, where the settlor lacks the power to regain an interest or title to the trust’s assets, the settlor may not have any controls over the trust. Therefore, in theory, a person can be denied a license, but the person’s irrevocable family trust can still obtain approval to hold an interest in a casino operation. Regulators, however, face two issues when faced with this situation, first, this arrangement should be carefully scrutinized to assure that it is not a subterfuge for an unsuitable person to hold a casino interest. Second, regulators may consider the affect that such approvals may have on public perception of the gaming industry. This may differ greatly based on the notoriety of the settlor. If the settlor is an unknown person whose unsuitability related to an obscure felony conviction, then the fear of adverse publicity may be minimal. The situation, however, is different if the settlor is a notorious, recently convicted head of a crime family.

The fiduciary of a trust is technically the person that controls the trust and, thus, the most sensitive from a regulatory perspective. Sometimes a fiduciary is appointed as the result of the unexpected death of a licensed owner. Therefore, provisions may be allowed for temporary approval of a fiduciary. Likewise, if the appointed fiduciary is a bona fide financial institution, regulators may want to consider some waiver of licensing requirements.

Beneficiaries of a trust are those persons that receive the benefits of the trust’s principal and growth. Beneficiaries usually have less control over the trust than shareholders have over a corporation. Most shareholders have voting rights that allow them to vote against the directors of the corporation if they disagree with how the corporation is being managed. Beneficiaries have no such rights. Like shareholders or other beneficial owners, the regulatory sensitivity regarding beneficiaries is both concerned about the potential influence that a beneficiary may have over the operator and the public's perception of having unsuitable persons benefit from casino profits.

A recurring issue with beneficiaries is how to treat children that are the beneficiaries of their parent’s family trust. If a jurisdiction requires licensing of beneficiaries, how does it license a five year old? This can be addressed in different ways. One solution is to exempt beneficiaries from licensing until they reach a certain age, such as twenty-one years old. This allows the minor to retain the benefits of the trust while he is a minor, but not beyond that without being licensed. At age twenty-one, the regulators may have sufficient life history to make a decision as to the beneficiary’s suitability. Another method is to give transactional approval to beneficiaries, and allow the regulators to require full investigation at anytime. For example, if as a beneficiary grows up, he decides to make choices that are inconsistent with regulatory policy, such as joining a criminal gang, the regulators can require him to undergo a full investigation and decide whether he should be licensed.

Casino Personnel.
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Some casino positions are of greater regulatory sensitivity than others. For example, a casino manager usually has more opportunity to steal from the casino, be involved in a skim, or participate in cheating the patrons than a chip runner. Thus, in general terms, a casino manager should be subject to more regulatory review than a chip runner.

Beyond generalizations, however, no universal rules can exist as to which positions have the greater regulatory sensitivity and what the regulatory requirements should be for each position. A jurisdiction’s regulatory system and technological advances help shape the regulatory sensitivity of particular casino positions. For example, where the government mandates an on-line monitoring system for all gaming devices, the regulatory sensitivity of hard count room personnel may decrease. This may occur where the government requires a government employee be present during the count or has its own surveillance camera in the count room.

Similarly, whether the government should require a casino employee to obtain a license after a full investigation, a restricted license after a cursory investigation, or no license, depends on many factors. For example, where a new jurisdiction is legalizing casinos and has a limited regulatory budget, it may decide to require full licensing only of the casino owners and top executives. Requiring more persons to undergo licensing may dilute the regulators ability to conduct a comprehensive investigation of all applicants. Here, the decision may be to assure the suitability of those persons holding the most sensitive positions at the risk that some unsuitable persons may obtain positions of less sensitivity.

Much of this chapter generally describes the various positions within a casino and a hypothetical licensing tiering of casino employees. Job descriptions and reporting lines, however, may differ between jurisdictions and between casinos in some markets. 

Besides regulatory budget and capacity concerns, regulators also may consider the economic impact of mandatory licensing. For example, suppose two neighboring states both have gambling. Suppose, further, that the government requires persons holding a particular casino position to undergo a costly and intrusive licensing, while the other requires only an inexpensive police review. In this scenario, a prospective employee may choose the less expensive jurisdiction to practice his trade.

Another scenario is a jurisdiction that is isolated, such as the island of Tinian in the South Pacific. Suppose that the government requires the supplier of gaming chips to undergo full licensing. No such supplier may want to undergo an expensive licensing to supply a limited market. If one supplier did so, it would effectively achieve monopoly status and price its goods accordingly.

	An Example of Employee Licensing

	Independent Agents
	Must undergo a full investigation and obtain a license before beginning work.

	Casino Manager

Controller (Vice President - Financial Operations)

Vice President-Casino Operations
	Must obtain a work card or undergo other check that is less than full licensure before beginning work, and file an application for licensure. Investigation has high priority. 

	Assistant Controller (Operations Controller) Director of Surveillance

Cage Manager

Poker Manager

Shift Manager

Slot Manager

Table Games Manager
	Same as #2, but investigation priority is medium unless facts dictate otherwise.

	Credit and Collection Manager Casino Hosts

Keno Manager

Pit Bosses
	Same as #2, but licensing priority is low unless facts dictate otherwise.

	Boxpersons and Brushpersons

Cashiers

Dealers

Floor Persons

Internal Audit

Keno Supervisor/Shift Manager

Keno 2nd/3rd Person & Writers

Pit Clerks

Poker Assistant Supervisors

Security Guards

Poker Shift Supervisor

Slot Attendants and Hosts

Slot Mechanics & Supervisors

Surveillance Operator & Shift Manager
	Is only required to obtain a work permit, but regulators have the discretion to require the person to undergo full licensing.

	Change Persons

Chip Runners

Desk Clerks

Keno Runners

Shills

Slot Booth Cashiers
	Does not have to obtain a work card, but regulators should have the discretion to order the casino to terminate the person’s employment or relationship?

	Marketing Director
	Is not subject to regulatory scrutiny.


 Casino Executives

Responsibility for casino operations usually falls on the vice president of casino operations in larger casinos and the casino manager in smaller casinos. Larger casinos also may have a casino manager that works for the vice president of casino operations.

This management official supervises all casino operations. He may chair the credit committee for establishing very high limit credit applications and is involved in credit write off decisions. He assists in department forecasts (table games, slots, etc.), budgeting, and capital improvement decisions. He also makes policy and procedure decisions.

Where a casino has both a vice president of casino operations and a casino manager, the casino divides their responsibilities, with the vice president having overall responsibilities. The casino manager may direct all phases of casino operations, including table games, slots, counter games, marketing, junkets, and sales representatives in the absence of the vice president of casino operations. The casino manager often supervises all activity that occurs in the casino. Areas under his control usually include table games, gaming devices, cage operations, keno operations, and casino marketing. Typically, the casino manager can hire and fire all casino employees, and usually has an integral part in the decision to grant credit.

He may assist in department forecasts (table games, etc.), budgeting, and capital improvement decisions. The casino manager reviews daily slot operations, analysis of statistical data, and department budgets. He is often responsible for compliance with all Federal/State/Local regulations and controls, and the enforcement of rules, policies, and procedures.

The vice president of casino operations and the general manger hold positions of very high regulatory sensitivity.

Table Game Employees

The table game areas of a casino have many levels of employees from a table game manager to shills. The regulatory sensitivity of these employees range from high to low. To segregate the level of licensing scrutiny accorded these different positions, a jurisdiction can categorize them individual or group, such as requiring “key” employees, i.e., those with greater responsibility, undergo a high level of review than regular employees. The following table game employees are roughly ranked according to regulatory sensitivity.

Larger casinos may have a table game manager. Besides recommending game types and mix, he has direct responsibility over all table game activity, including employee supervision, hiring, and discipline.

Under the table manager or casino manager are shift managers or bosses. Shift managers may approve credit and extensions, and complimentaries. They are responsible for game protection, complying with rules and regulations, and assuring the security of cards and dice. Shift managers approve staffing levels and are responsible for disciplining employees. They also interact with gaming authorities on matters related to fraud and patron complaints. The service shift manager may function as the Casino Manager in his or her absence.

Responsibility for performance and protection of games in assigned area, called a pit, falls on the pit bosses. They assure security of cards and dice in their assigned area. They handle disciplinary problems with staff. Pit bosses set table minimums, and supervise ratings and table inventories. Pit bosses often can give some complimentaries to patrons.

Supervisors (or floorpersons) also are responsible for performance and protection of games in an assigned area. In a pit, they report to the pit boss. Their responsibility is to correct errors and enforce rules, policies, and procedures within that area.

Supervisors track and verify table inventories, fills and credits. They also track and verify patron win/lose and initiate cash transaction reports. Supervisors handle credit, reservation, and complimentary requests of patrons. They also attempt to settle disputes with, and claims of, patrons.

Boxpersons are common to the game of craps. They are responsible for performance and protection of the game. They correct errors and enforce rules, policies, and procedures on assigned games. Boxpersons track and verify table inventories, fills and credits. They also relay patron requests for credit to floorpersons. They assure that the pace and conduct of an assigned game meets casino standards.

Dealers deal assigned games according to casino rules, policies, and procedures. Each dealer is responsible for performance and protection of his or her game. Dealers make cash and chip change for patrons. They verify and sign all fills, credits and marker credit disbursements. Dealers assure that underage persons are not gambling. They monitor and report any unusual or illegal activity.

Pit clerks work the podium in the pit and record transactions, such as rim credit, patron’s credit limits and draws, marker transactions and currency reports. Pit clerks also communicate with the casino cage regarding table fills and credits.

Shills are casino employees who pose as patrons to either provide enough players to conduct a game (such as poker), or to give others the perception of casino activity. Casinos may use shills to start games that have no patrons, and to leave when patrons join the game.

Gaming Device Employees
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Slot managers direct all phases of slot operations except hard count. These responsibilities include staffing, and maintenance of operating documents. They also helps in slot department forecasts, budgeting, and capital improvement decisions. They make recommendations on machine type and mixes.

Responsibility for compliance with all Federal/State/Local regulations and controls also falls on a slot manager. They recommend and then enforce all rules, policies, and procedures. A slot manager issues and controls jackpot payout documents. They review daily slot operations, analysis of statistical data, and department budgets.

Shift managers supervise all aspects of the slot department operations in the absence of the slot manager. They help in slot department forecasts, budgeting, and capital improvement decisions. They may recommend machine type and mix. A shift manager reviews daily slot operations, analysis of statistical data, and department budgets for their assigned shift.

They are responsible for compliance with all federal, state and local regulations and controls on his assigned shift. They recommend and enforce rules, policies, and procedures.

A casino may have many types of slot attendants and hosts. The most common are slot floorpersons. They often have assigned areas in the casino over which they have responsibility. They are expected to quickly respond to any disruption in play caused by the patron winning a jackpot that must be hand paid or the gaming device needing any service. Typical slot malfunctions may include coin and currency jams, hopper jams, short payouts, and tilts. Usually, the floorperson can fix the problem and place the device back in play. In cases where he cannot, he contacts the mechanics for service. Where the device needs a hopper fill, the floorperson may authorize the fill.

When a patron hits a jackpot that must be paid by hand, the floorperson is usually the first to respond, he informs the patron of the situation and may have to alert surveillance, and his superiors depending on the size of the jackpot The floorperson may be responsible for completing the jackpot forms, completing tax forms and obtaining and delivering checks or cash for the unpaid amount of the jackpot.

Catering to the slot patrons may be the responsibility of the slot floorpersons, slot hosts or both. Slot hosts are responsible for promoting the slot business in the casino by personal attention to slot patrons. For example, slot hosts identify patrons that are playing to certain levels, introduce them, offer certain complimentaries and encourage the patron to join the casino’s slot club. The level of complimentaries may correspond to the level of play, such as food, beverage, and show tickets. They can usually extend complimentaries to a certain limit.

Certain slot hosts may be assigned to the slot club. Their responsibility is to enroll slot players in the casino’s slot club and to cater to the slot club members.

Slot floorpersons oversee slot operations on the casino floor during their assigned shift. Each supervises slot change persons, booth cashiers and carousel attendants. They attempt to settle disputes with, and claims of, patrons. Floorpersons also approve and supervise hopper fills They also review, authorize and clear large jackpot payout. They review and audit booths and change banks for credits, fills, shortages and overages.

Change persons work the floor of the casino. They exchange patrons’ currency for coins or tokens. They may help in jackpot payouts. They verify and sign jackpot tickets, fill and credit slips. Some change persons are assigned to carrousels and serve the dual function of making change and hosting the patrons playing these.

Slot booth cashiers work in booths found among the gaming devices on the casino floor. They exchange currency for coin or tokens. They count coins, using automated counters, for patrons and exchange coins for currency. Slot booth cashiers also issue impress bankrolls to change persons. They verify and record cage/booth transactions. They send all jackpot tickets, hopper fills, and credit slips to the accounting department.

Slot Mechanics

Unlike low level slot hosts and cashiers, a group of gaming device employees that have a moderately high level of regulatory sensitivity are slot mechanics. This sensitivity arises from their access to the interior of gaming devices. Without adequate controls, this provides opportunity to alter the play of the device or to remove coins or tokens.

A lead mechanic supervises slot mechanics in repair and maintenance of machines. He may be a signatory for hopper fills, jackpots, credits, and fills. He monitors play for illegal activity and verifies proper machine function on large jackpots.

Under him are slot mechanics who repair and maintain the machines. A casino may have two types of mechanics, one that repairs and services the reel-type slot machines and another that specializes in video machines. A slot mechanic may be a signatory for hopper fills, jackpots, credits, and fills.

Poker Employees

The poker manager directs all phases of the poker room operations, including staffing and maintenance of operating documents. He hires, fires, and disciplines employees, and prepares employee performance evaluations.

The poker manager helps in poker department forecasts, budgeting, and capital improvement decisions. He is responsible for compliance with all Federal/State/Local regulations and controls. He recommends and enforces rules, policies, and procedures. He reviews daily poker operations, analysis of statistical data, and department budgets.

A poker shift supervisor manages and directs all phases of poker room operations in the absence of the Poker Manager. He protects the game and assures compliance with rules and regulations. He is responsible for the security of cards. He interacts with gaming authorities on matters related to fraud and patron complaints. A poker shift supervisor also is responsible for staffing levels and makes recommendations for hiring and firing. He may approve some complimentaries.

Assistant supervisors in the poker room protect the game and assure compliance with rules and regulations. They are responsible for the security of cards. They work with patrons and employees regarding procedures, and rules interpretation is an important part of the assistant supervisor’s job. When questions arise, they make decisions consistent with established policies.

Assistant supervisors recommend the hiring and firing of employees. They also make the daily dealers’ lineup. They also organize and start games and assist with keeping department daily logs. They have some complimentary privileges.

Brushpersons keep accurate patron lists on all games in progress. When a seat becomes available, they notify the information center. They then seat the patron. Brushpersons prepare tables for the start of games. If necessary, they bring setups to tables. Among brushpersons' other jobs are answering questions concerning rules, regulations, and procedures, running chips for patrons and orders, and verifying table fills

Dealers deal assigned games according to established dealing procedures. They are responsible for game protection. They also watch chips for patrons who temporarily leave the game. Dealers make up decks when a game breaks and help keep the poker room neat and clean. They must comply with all established rules, regulations, and procedures.

Desk clerks are the communication link for the poker room. They answer the telephone and page patrons waiting to play. They also take messages or route calls for patrons and management. Other jobs of the desk clerks may include answering questions about the games and procedures, setup, and helping to keep the poker room neat and clean.

Like their counterparts on the casino floor, chip runners in the poker room run chips to table games. They also run chips for patrons. Other jobs of the chip runners may include helping the brushperson, notifying the information center when a seat becomes available, cleaning the poker room, and making setups as necessary and when time permits.

Keno Employees

A Keno Manager directs all phases of the keno operations, including staff and maintenance of operating documents. He assists in Keno Department forecasts, budgeting, and capital improvement decisions. He is responsible for compliance with all Federal/State/Local regulations and controls.

Among his other responsibilities are recommending and enforcing rules, policies, and procedures. He reviews daily keno operations, analysis of statistical data, and department budgets. He can also hire, fire, suspend, and review employees.

A Keno Supervisor manages and directs all phases of keno operations in the absence of the Keno Manager. He verifies winning tickets and money payouts and opens and closes games.

2nd/3rd Persons supervise keno writers and runners and control the game’s pace. They initiate games, drop balls from the last game, and call the draw. They oversee writers and runners to assure all bets are timely.

Keno writers complete and record outside ticket numbers selected by patrons. They accept wagers, and make change. They help patrons figure out winners and pay off winning tickets up to a predetermined limit. They may call games, if needed.

Keno runners circulate through their assigned area in the casino to pick up patron tickets. They supply cards and crayons in their assigned area. They collect wagers and tickets from patrons, and deliver them to keno writers for transcription. They then return the tickets to patrons after they are entered by the writers. Keno runners help patrons in determining winners. They can make payouts up to a set amount. They make change for patrons.

Casino Marketing Employees

A casino marketing director coordinates the marketing and sales activities between the casino marketing department, hotel sales, and room reservations to maintain optimal balance between hotel occupancy and potential casino revenue per room. He oversees, evaluates, and approves junkets, special promotions, bus programs, and invited guest activities. He works with the casino manager to develop a general marketing strategy for the casino, and is responsible for its implementation. He supervises the casino hosts and junket representatives, and assures they comply with all gaming laws and regulations.

There are many levels of casino hosts. Sometimes, hosts merely walk the casino floor to spot unknown patrons who are gambling high stakes, meet and greet them, and offer complimentary services. More typically, casino hosts are responsible for attracting premium patrons, and ensuring that they stay at the casino. For example, casino hosts might arrange room, food, beverage, show tickets, transportation, and other matters for premium players. They usually can extend complimentaries to a certain limit. They help the patron in establishing credit, and may extend credit to a certain limit. They may call and visit patrons, and host parties in other cities. They help collect debts from patrons.

Accounting, Cage and Count Employees
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Accounting Executives

A casino controller manages and directs all financial activities within the casino property. He reconciles all the accounting transactions in the casino and enforces all internal controls, administrative controls, and audit functions. He reviews and approves the general ledger. The casino controller sets policies and practices to protect property assets, comply with federal, state and local regulations, and to meet cost-control objectives. He is responsible for the control of all revenues and disbursements, internal controls, and audits. The casino controller also prepares management reports, and reports to regulatory and tax agencies.

An assistant controller (operations controller) is responsible for the operation of the property’s accounting under the direction of the Controller. He manages and directs all phases of the accounting department in the absence of the Controller. He reviews all accounting functions with the controller and makes suggestions for rules, policies, and procedures.

He develops the operating budget for the property and produces financial reports to inform management of the performance of the various department. An assistant controller also responds to inquires from management, and regulatory agencies.

Accounting Department.

The accounting departments of casinos are arranged differently among properties. Often, supervisory responsibilities are broken down by functional areas such as Casino Accounting, Hospitality Accounting, Financial Reporting, and General Accounting. In each organization the job titles may be unique.

Accounting/reporting supervisors (often called a chief accountant) direct, supervise, and maintain all financial general records. They prepare all journal entries, compile information from the general ledger into a monthly financial statement. They prepare federal, state, county, and city licenses and tax forms. They supervise the reconciliation of bank accounts, audit financial data, and are responsible for balancing the property’s books.

Senior accountants often install and maintain accounting procedures. They design or modify accounting systems to provide exacting records of assets, liabilities, and financial transactions. They prepare accounting procedures manuals, and procedure training of accounting personnel. They also monitor and survey department operations to determine if accounting methods are adequate and up-to-date.

Internal Audit

Internal audit departments often have a director and one or more internal auditors and audit clerks. The director supervises the activities of the internal audit department. He decides the adequacy of internal controls including the adequacy and proper application of all accounting, financial and operating controls. The director also coordinates the internal audit with the external audit by independent public accountants.

The director reviews the accounting systems and records of vendors and subcontractors to decide if they are correct and comply with negotiated agreements. He sets rules, policies, and procedures affecting financial reporting to assure they comply with all federal, state, and local law. He also monitors consistency of organizational objectives, industry trends, business conditions, and government legislation.

Internal auditors analyze and verify transactions and review organizational and functional activities. They evaluate the adequacy and effectiveness of management controls. They determine if departments are correctly following accounting, custodial, or control rules, policies, and procedures. They also prepare reports of the results of the audit examinations, report audit findings and make suggestions for corrections of unsatisfactory performances and cost reductions. Internal auditors may conduct special reviews for management. They may recommend methods for obtaining, analyzing, and evaluating data.

Audit clerks perform accounting functions to audit revenue generating areas. They verify accuracy of figures, calculations and postings of business transactions, and correct discrepancies. They review profit and loss reports for accuracy, and may help with the auditing of registers. Audit clerks prepare daily operating statements, management and tax reports. They observe drops and procedures in hard count room, input meter readings into the computer, and may help the count teams.

Cage Operations

The cage manager is responsible for all cage operations. He often can hire and fire cage workers. He helps develop cage procedures and is responsible for carrying out of those procedures, of cash reporting laws, and casino's internal controls. The cage manager also ensures proper recording and maintenance of all cash transactions, credit instruments, returned checks, deposits, payments, staff sheets, balancing reports, staff sheets, and daily cash and inventory summaries.

Large casinos often have separate credit and collection managers, while the same person may do both jobs in smaller casinos. The credit manager is responsible for assuring that a casino grants credit only if it is properly authorized by all respective casino executives. Before the casino decides to grant credit, the credit manager may obtain and verify credit information from the patron and conduct an independent evaluation of the patron's credit worthiness. 

The collection manager attempts to collect all unpaid casino receivables. He maintains all uncollected credit instruments that the cage released. He recommends collection procedures and directs the course of the collection efforts. He may recommend the initiation of lawsuits to collect unpaid debts, or the write off of particular debts.

The cage shift manager is responsible for cage operations during his shift. The shift manager supervises all cage cashiers to assure that they properly execute all transactions during the shift. The cage shift manager may have to sign and verify certain transactions including fills and credits, cash summaries, count sheets, cage inventory count sheets and the cashing of checks over a certain amount.

Cage cashiers are the persons that service patrons at the casino cage. This generally involves buying and selling chips and tokens, but also may include check cashing, completion of credit applications, and accepting deposits and payments. They also interface with security or chip runners to prepare fills and accept credit from table games. The cashier also works with slot personnel in documenting and paying jackpots. The cage cashiers post entries to staff sheets. The cage cashier may control the keys to sensitive areas of the casino, such as the hard and soft count room, and to document their use. Often other parts of a resort complex will deposit their receipts with the cage cashier.

Chip runners are persons who deliver chips and cash between the gaming tables and the casino cage. They verify and document the amounts transferred at both the table and the cage.

Security Employees

Security officers maintain order in the casino and protect the casino's employees, patrons and equipment. They observe the casino activity to detect illegal activities and to assure that minors are not gambling. They participate in the drop at the table and gaming devices by unlocking the boxes and providing security for their transportation to the count rooms. In some small casinos, they may act as chip runners. Casinos with large security forces often organize them similarly to police organizations, with a chief, and various other levels of authority.

Surveillance Employees

A director of surveillance manages and directs all phases of the surveillance operations, including staffing, scheduling, and maintenance of operating documents. He also assists in Surveillance Department forecasts, budgeting, and capital improvement decisions. He sets policies and procedures to prevent loss of assets due to theft, and to ensure that all gaming activity conforms to established guidelines. He also is responsible for the policy and procedures for monitoring compliance with state, local, casino administration, or other regulatory agencies.

The director sets the policy and procedure for action in responding to lack of compliance with rules and regulations and illegal activities. He evaluates gaming procedures, and suggests improvements when vulnerabilities are detected. He provides regulatory and police agencies with tapes and records and courtroom testimony.

Surveillance shift managers are responsible for the proper operation of an assigned shift. They train and update surveillance operators. A shift manager will manage and direct all phases of the Surveillance Department in the absence of the Director.

Surveillance operators observe procedure and conduct at the table games, slots, cashier's cage, slot booths, and coin redemption windows. They make audio/video tapes of the count rooms. They detect illegal activities in all areas of the facility. They test and check all equipment to insure proper working order, They coordinate the storage and rotation of tapes. They are familiar with photos of undesirable persons, and cheating techniques.
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