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CHAI R JAMES: At this point I would like to turn the
Commi ssion’s attention to the day s activities. First on our
agenda i s Eugene Christiensen. As |I'’msure that nost of you here
in the audience know, M. Christiensen is one of the |eading
authorities on the ganbling industry in the United States. [ m
pl eased to say that he has agreed to provide the Comm ssion with
an econom ¢ overview of the ganbling industry.

To date the Commission has heard testinobny on many
different aspects of this conplex industry, and today we wl]l
begin with a review of the national economc ganbling picture
provi ded by M. Christiensen.

Also this norning we have with us Dr. Dean Gerstein
fromthe National Opinion Research Council. As you know NORC was
tasked with a large portion of the Commission’s original
research. A total of 1.25 million dollars has been allotted for
the ganbling research that was awarded to NORC.

Dr. GCerstein conmes with two of his associates, Dr.
Rachel Vol berg, and Sally Mirphy.

Today NORC wll discuss their findings from the
National Ganbling Survey, and the conmunity analysis, and
tonorrow they will discuss the Patron Survey.

This afternoon we wll be hearing from Dr. Charles
Clotfelter on lottery research. W |ook forward to hearing from
t hese researchers who will be presenting the first mpjor results
of our conprehensive research agenda.

I would like now to welcone each of you here this

nor ni ng to our report retreat.
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CHAI R JAMES: I’m going to ask right now if MR

Christiensen will conme forward. Thank you for your interest in
this issue, and cooperating, and appearing before us today.

I’mgoing to give you a mnute or so to set up. Again,

wel cone.

MR, CHRI STI ENSEN: Thank you very much. It is an honor
to address this audience on the subject of ganbling. Can you
hear ne?

CHAI R JAMES: If we can get a little nore volunme down
her e?

MR CHRI STIENSEN: Is that better?

CHAIR JAMES: That is better.

MR, CHRISTIENSEN: All right. There are sone slides, |
hope this works, we haven’t had tine to test it, but let’s start
and see what happens.

Tim Kelly asked me to provide you with an overvi ew of
| egalized ganbling in the United States, based on the gross
annual wager, which is an annual statistical description of all
formse of legal comrercial ganmbling in the United States that
Christiensen Cumm ngs Associ ates has prepared each year since, |
t hi nk, 1992, which is derived froman extensive data base that we
mai ntai n i n-house.

The gross annual wager appears in the trade publication
I nternational Gam ng and WAgering Busi ness Magazine. And it has,
over the years, becone the generally accepted set of statistics
for this sector of the econony.

| have a copy of the nost recent edition here with ne,
whi ch describes ganbling and consuner spending on conmercial

ganmes in 1997. Wth one or two exceptions, the data | wll
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present here today, can be found in this publication, so your
staff need not take notes.

Perhaps Charles Anber, the editor of International
Gam ng and Wageri ng Busi ness can provide additional copies if you
woul d |i ke to have them

| have, as well, a copy of an article that | recently
contributed to the annals of the Anerican Acadeny of Politica
and Social Sciences that deals with the subject M. Kelly asked
nme to review for you this norning. If any of the Conm ssioners

would like to read this annals article, it is here.

And, finally, | wll Ileave with you sonme prepared
remarks that touch on topics such as illegal ganbling, that |
will omt in the interest of tine.

If any of the Comm ssioners would like to read these
prepared renmarks, or the other docunents | referred to, | wll
| eave copies with M. Kelly.

CHAI R JAMES: | have asked Dr. Kelly if he would cone
down and pick those up and distribute themto the Comm ssioners.
Do those include the prepared remarks?

MR. CHRI STI ENSEN: They do, i ndeed.

CHAI R JAMES:. Ckay, thank you.

MR,  CHRI STI ENSEN: | think there should be a copy of
t hese remarks for each of you

This exhibit sunmmarizes consuner spending on ganbling

in 1997. Consuners spent alnost 51 billion dollars on |egal
comer ci al ganes. In other words these consuners, nost but not
all of them are Americans, collectively lost or spent 51 billion

dol l ars on ganbli ng.
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This expenditure would be reflected in the national
i ncome and product accounts by a transfer of 51 billion dollars,
or nore accurately, that portion of this sum contributed by U S
residents from personal income over to the operators of the
vari ous comrercial games, where it would head ganbling industry
i ncone statenents. It is not profit.
This 51 billion dollars is equivalent to sales in the
i ncone statenents of businesses, shoes, or ships, or sealing wax,
or whatever. It starts the inconme statenent of ganbling
i ndustries, and it pays salaries and wages, other expenses,
i nterest on debt, ganbling privilege taxes, and inconme and ot her
nor mal busi ness taxes. The residue, if any, is profit.

By far the |argest expenditure on |legal ganbling was

for casino ganes. Counting in about 5.8 billion dollars from
class Il Indian ganbling, consuners spent, or collectively |ost,
26.3 billion dollars on casino ganes, or about 52 percent of the

total consunmer expenditure on ganbling.

Lotteries were next, accounting for 16.6 billion
dollars, or 33 percent. The remaining 15 percent was spent on
bi ngo, pari-nutuel sports, bookmaking in Nevada, poker and
simlar card ganes, and various charitable ganes, such as
punchboards, pull tabs, and so forth.

Ganbling may be conpared to other kinds of leisure
consunption through this exhibit. The 51 billion dollars
consuners spent on legal comercial ganmes is about what they
spent on novie tickets, spectator sports, cruise ships, video
ganes, recorded nusic, and thene parks conbi ned.

This is a very substantial expenditure, and commerci al

ganes are inmportant drives of the U S. econony.
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Like other conpanies, ganbling businesses enploy
peopl e. The | argest enployers are casinos. By our estinates,
state authorized and class I1Il Indian casinos enployed about
373,000 people in 1997.

Casinos paid these 373,000 enpl oyees about 8.3 billion
dollars in wages and sal aries, or approxinmately 31 percent of the
26.3 billion dollars consumers spent on casino ganes.

In other words, about 31 <cents of every dollar
consuners spent on casinos went to pay casino industry salaries
and wages.

As is true in other industries, unions representing
casino enployees strive to increase this percentage through
col | ective bargai ni ng.

But | think you can see that the casino industry is
| abor intensive, and that |abor costs are a very substanti al
conmponent of what happens to this economc input when it enters
t he econony.

Pari-mutuel racing nekes contributions to enploynent
and to the gross donmestic product that are sonmewhat greater than
the relatively small percentage of aggregate consuner spendi ng on

ganbl i ng accounted for by pari-nutuel wagering, which was about

seven and a half percent, or 3.8 billion dollars of that total 51
billion dollar expenditure.
The reason for t he di sproportionately | ar ge

contribution to enploynent nade by pari-nmutuel wagering is that
pari-nmutuel wagering, in addition to requiring |abor intensive
race tracks for its operations, supports extensive horse owning,
training, and breeding industries that are |ikew se |abor

i nt ensi ve.
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Horse racing, the largest of the three pari-nutuel
sports, and the other two are greyhound racing and Jai Alai,
provi des about 119,000 full time equival ent jobs, and contributes
about 7.4 billion dollars to the gross donestic product.

Lotteries, bingo halls, card roons, and ot her
comerci al games al so enpl oy people, although reliable estinates
of their nunbers are not avail abl e.

At the |owest estinate, however, aggregate enploynent
provided by the legal ganbling industries can hardly have been
| ess than 600,000 jobs in 1997. In all likelihood the actual
nunber was hi gher

Ganbl i ng businesses, <casinos, and lotteries, and
racetracks, and so forth, pay special taxes for the privilege of
conducting conmercial ganmes. Taxes that are in addition to the
i ncone, real estate, and other nornmal taxes these businesses pay
in common with the rest of American industry.

In 1997 about 18.5 billion dollars of the 51 billion
dol l ars consuners spent on conmercial ganes was paid directly to
governnment in such ganbling privilege taxes. |In other words, 36
cents of every dollar consunmers spent on ganbling goes to
governnment in the formof ganbling privilege tax.

Lotteries contributed, by far, the | argest conponent of

this sum alnost 15 billion dollars, or 80 percent of the total.
Casi nos contributed about 2.2 billion dollars in privilege taxes,
and they are next. Smal | er anmounts of ganbling privil ege taxes

were contributed by pari-nutuel sports, card roons, and other
forms of ganbling.

I ndi an ganbl i ng. Congress, in the Indian Gam ng
Regul atory Act of 1988, effectively granted valuable ganbling
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franchises to Native American tribes. Aggregate gross ganbling
revenues from class |1, which is nostly bingo, and class I1I
ganbling, which is essentially casino ganes, on Indian |ands,
totaled alnost 6.7 billion dollars in 1997.

Tribal gamng facilities additionally generated an

estimated 450 mllion dollars from sales of food, beverages, and
hotel roons, bringing top line Indian Gaming Regulatory Act
revenues to nore than 7 billion dollars.

Much of this 7 billion dollar consuner expenditure goes

to pay wages, salaries, and the other costs of operating triba
ganbling facilities. Included in those costs were nanagenent
fees to non-Indian managenent conpanies that we estinate at 301
mllion dollars.

The residue, from ganbling alone, and not counting the
percentage of non-ganbling facility revenues that fell to tribal
bottom lines, we estimate at 2.3 billion. This noney went
directly to tribes.

If you add in the approximately 135 mllion dollars
tribes realized from non-ganming revenues at class Il and class
1l facilities, |IGRA benefits to tribes probably totaled two and
a half billion dollars in 1997.

This accounting, | think, is an indication that the
Indian Gami ng Regulatory Act is acconplishing the purpose of
Congress in passing this law, which was to provide an econonic
engi ne for Indian tribes.

My coll eague, Dr. Volberg, has referred to internet
ganbling as the latest form of ganbling no one knows anything
about . That is alnost, but not entirely, true. W do know

sonmet hing about I nt er net wagering volunes and consuner
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expenditures, as well as sonething about the policy issues this
formof electronic conmerce is raising.

An associate of Christiensen Cummngs, M. Sebastian
Sinclair, has made a specialty of electronic commerce, and is
able to provide these projections of world-w de consunmer spendi ng
on Internet ganbling through the year 2001.

The projections are global, rather than for the United
St ates because ganbling, |ike other fornms of electronic comerce
on the Internet, occurs in a single global narketplace.

Anmerican consuners enter this nmarketplace, together
with consuners from every comunity wth connections to the
I nternet, and purchase goods and services there.

The gl obal Internet narketplace is something new under
the sun, with enornous inplications for many sectors of the
econony, perhaps for all of them

Al nost incidentally, ganbling is being affected in this
process. W think consunmers spent about 300 million dollars on
internet ganbling in 1997. Sonme of these consumers, not all of
them being residents of the United States

Under the conditions currently constraining electronic
comer ce, narrow band access, |limted household penetration, and
so forth, we project this expenditure to rise to 2.3 billion
dollars by the year 2001

Exi sting <constraints on electronic conmerce are,
however, unlikely to remain in place. Large corporations |ike
AT&T are determined to renove them As high speed broad band
access spreads to nore of the world s households, electronic

comer ce may grow exponentionally.
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Ganbling conducted through this global nedium by

busi nesses holding licenses from devel oped countries, Australia

for exanple, wuld in this scenario participate in this
exponenti al grow h.

Ganbling is large enough to have a neasurable
relationship with the US. econonmy. Do you think you could go
back to exhibit 2? WelIl done.

As exhibit 2 shows, consumers spent 495 billion dollars

on | ei sure goods, services, and activities in 1997.

Ganbl i ng accounted for about 51 billion, or just over
10 percent. In other words, 10 percent of every dollar consuners
spent on leisure, is spent on comercial ganes. It is worth
pointing out, | think, that 21.6 percent, or 107.3 billion

dollars of this spending, on video, audio and conputer, recorded
musi c, video ganes and novies, was largely for intangible goods
delivered by 20th century information technol ogies that include
the Internet.

This world, the world of the |eisure econony is in the
early stages of an enornous transfornation.

Bot h ganbling industries, and the general econony, grew
in 1997, and consuners had nore dollars to spend than they had in
1996.

Now, how effectively did ganbling conpete with other
goods and services through this |larger pool of consuner dollars?
W can answer this question by conparing ganbling with the
general econony through personal incone.

The aggregate wages, salaries, farm and non-farm

proprietary inconme, rents, dividends, interests and transfer
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paynments generated in the United States, expressed in current or
nom nal dol | ars.

The conparison tells us how conmercial ganes are faring
in relation to changes in the anobunts of nobney americans have to
spend on them as well as, of course, on other things.

Exhibit 10 shows the ratio of percentage changes in
gross ganbling revenue, or consumer expenditures on ganbling
i ndexed to percentage changes in personal incone between 1989 and
1997.

Graphing this ratio over the past decade makes rel ative
changes in U S. personal incone, which was 6,874 billion dollars
in 1997, that is an inconprehensibly |arge nunber, and the nuch,
much snmaller, 51 billion dollars spent in ganbling, intelligible
in a single, sinple graph. | hope it is intelligible.

In the 1980s, in the decade preceding this graph,
consuner spending on ganbling, driven by the entry of casinos and
lotteries into new narkets, where they were able to soak up
| atent, wunsatisfied denmand, exceeded growh in the personal
i nconme generated by the U S. econony.

Exhibit 10 shows that these two indicators have not
noved in lock step over the past decade. Consuner spending on
ganbling | agged growth in personal inconme in 1989, exceeded it in
1990, fell below it in 1991, and then propelled by expanding
riverboat and indian casinos, rocketed ahead in 1992, and 1993,
before collapsing to unity in 1996.

In 1997 consumer spending on ganbling increased by 6.2
percent, the percentage increase in personal income was slightly
smaller, 5.8 percent. Consequently the gross ganbling revenue

line rose slightly above the personal incone |ine.
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Now, this exhibit illustrates a very inportant
devel opnment, and | think you should understand it. That is the
mat urati on of American markets for npbst conmercial ganes.

This exhibit says that Anericans currently have all the
lottery ganes, pari-mutuel sports, bingo halls, poker roons,
charitable gamng, and simlar ganbling products, they want.
Supply and demand for these goods is in approximate bal ance. The
public’s appetite is satiated.

Future consumer spending on these conmercial ganes is
likely to nove up or down as the econony grows or contracts. It
is not, as nany people assune, going to grow forever, to the sky.

The nost significant exception to this inportant
statenent is casino gaming, which remains |ocally undersupplied
i n areas where casinos are not conveniently avail abl e.

This local inbalance, the continued existence of
l ocally undersupplied demand for casinos, exerts continuing
pressure on government that is manifested in initiatives to
| egal i ze casino table and nmachi ne ganes.

Addi tional insight into ganbling’ s relationship to the
general econony is provided by |ooking at consumer spending on
comercial ganmes, in relation to nom nal personal incone over the
past 15 years. That relationship is sunmarized in the next
exhibit, if we can pull that up. And I'’msorry, | see that it is
only marginally | egible.

This exhibit shows, and | do apol ogize for the | ack of
legibility, that in current or nomnal dollars, spending on
ganbling increased by 389 percent, or 40.5 billion dollars over

this 15 year peri od.
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The percentage increase in personal incone was much
smal l er, 157 percent. By this neasure |egal ganbling gained on
the econony between 1982 and 1997. Al t hough, as the previous
exhi bit shows, the rate of gain becones irregular in the 1990s.

Gross revenue from legal ganes increased from .3899
percent of U. S personal inconme in 1982, to .7405 percent in
1997, or an increase of .3506 percent of U S. personal incone.

In other words, and this is the bottom |line, between
1982 and 1997, consuners spent a larger percentage of their
growi ng personal incone on ganbling.

Now, is this consumer choice healthy? To ask this
gquestion, is to raise fundanental issues about appropriate public
policies regarding problematic goods or services in free
soci eties served by market econom es.

Ganbling is a problematic good. Its consunption has
consequences that are both good and bad. If we were talKking
about bridge, or the keyboard nusic of Bach, this perplexing
m xture of good and bad consequences wouldn’t nmatter very nuch
because consuner demand for these things is trivial in the
context of the U S. econony.

Any adverse effects that mght follow fromthe pursuit
of these leisure activities would be too slight to constitute a
publ i c concern

But we are tal king about ganbling, and there is nassive
demand for commercial ganmes. The nunbers |’ve reviewed for you
this norning are expressions of this nassive demand.

Consuner spending on conmerci al ganmes has quantifiable
positive inpacts. The 18.5 billion dollars in ganbling privilege
taxes that ganbling industries paid, the 492,000 jobs provided by
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the casino and pari-nmutuel horse racing industries, the capita
invested in ganbling businesses, and the enploynent that this
i nvestment creates on Wall Street.

Al so on t he | edger’ s positive si de i's t he
unquantifiable recreation consunmers derive from ganbling. The
fun ordinary people have playing bingo or blackjack, or betting
on the horses.

Neverthel ess many Anericans, as | know the Commi ssion
has | earned, feel consuners shouldn’'t allocate so much of their
i nconmes to ganbling. The consuner spending on comrercial ganes |
have reviewed with you this norning, is inconsistent of the
belief of these Americans, and a source of disconfort for
citizens who hold them

QO her Americans are persuaded that the costs of the
operation of comercial ganmes exceed the benefits. That is an
i mportant issue.

Dr. Volberg and I, with the help of several qualified
and concerned researches, have attenpted to asses this question,
and have suggested a nethodology for answering it, in a recent
nonograph. | have a copy here if any of the Comm ssioners would
like to read it. M. Kelly has it now.

But there is one adverse inpact of the operation of
comercial ganes that is peculiar to ganbling, and shared by no
other form of |leisure consunption. That is, of course,
pat hol ogi cal or conpul sive ganbl i ng behavi or.

There are hard costs, direct as well as indirect, to
i ndividuals, and to society as a whole, of ganbling that isn't
fun, and isn’'t play, but a disorder. Thi s di sorder behavior,

which afflicts a percentage of the popul ation that Dean Gerstein,
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and Dr. Volberg are neasuring for the Comm ssion, results in
unaf fordable |osses, and a long |ist of individual and soci al
di sfuntions.

These hard costs are not reflected in the ganbling
accounts | haver reviewed for you here this norning. They are
i nportant factors in the calculus of public policy for ganbling,
the problematic good, whose inpacts the Comm ssion is charged
wi t h assessi ng.

Dr. Volberg and Dean Gerstein will sumrarize for you
this norning their findings concerning the dinensions of these
I npact s.

That concludes ny prepared renarks. I was asked to
spend 20 minutes on them and |’ve spent 18, so |’ve come in on
time, and slightly under budget.

CHAIR JAMES. And that is very nuch appreciated by this
Comm ssion, and hopefully you are setting an exanple for us.
Thank you very nuch

| would like to open it up now for discussion, and we
wll start with Conmm ssioner WIhelm

COWM SSI ONER W LHELM | appreciate your presentation
very nmuch. | just have a series of fairly specific questions so
that I am sure that | wunderstand the basis of sone of your
nunbers.

Wth respect to exhibit 1, 1997 U S. ganbl i ng gross
revenues, does that include or exclude non-ganbling revenues in
ganbling facilities, such as hotel roons, and food and beverage,
and entertaining?

MR, CHRI STI ENSEN: It excludes them Should | repeat

the question, or can you all hear?
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COWM SSI ONER W LHELM So it excludes non-ganbling
revenue?

MR.  CHRI STI ENSEN: That’s right. Facility revenues,
the facility revenues that would be accounted on the incone
statenent, for exanple, of Terry Lanni’s conpany, are excluded.
This is sinply the ganbling portion of those revenues.

COWM SSI ONER W LHELM So it would be accurate to say
that the overall revenues of ganbling facilities, including both
ganbl i ng revenues, and non- ganbling revenues, would probably be
significantly larger than this, wouldn't they?

MR, CHRI STI ENSEN: Significantly Ilarger. W could
prepare that nunber, it is not a nunber that is carried in the

gross annual wager data base, and that is why it is not reflected

here.

COW SSI ONER W LHELM | would be interested in that
nunber . As | think you know, as |’m sure you know, since you
follow this industry so closely, at Jleast in the |arger

destination resort-type casinos, the percentage of inconme that
derives from ganbling is dropping proportionately, conpared to
ot her forms of incone.

MR.  CHRI STI ENSEN: That is particularly true for the
casi no conpanies that operate in Las Vegas. The first cal endar
year the Treasure |Island operated, that is a large property from
Mrage Resorts, the non-casino portion of facility revenues
exceeded the casino portion. That is a sign of the way the w nd
is blowing in this industry, that | think is a trend that is
| ong-term and has | ong-term consequences.

COMWM SSI ONER WLHELM | have a parallel question. 1In

exhibit 4, estimated casino enploynment by state, and you have a
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colum called casino jobs, which totals 373,000 jobs, is that --
does that figure include or exclude hotel enployees and
restaurant enployees, and things |ike that?

MR.  CHRI STI ENSEN: I would have to go back to the
analyst to get you a definitive answer to that. To the extent
that we are able to do it, we try to separate out jobs that are a
di rect consequence of the operation of the casino.

So what you are thinking is absolutely true, there are
nore jobs that are a consequence of the existence of the casino
i ndustry that are not included in that figure.

D fferent econom sts, different analysts would cone up
with different definitions for that, and then they would conme up
with different nunbers.

COW SSI ONER W LHELM Wth respect to hotel casino
facilities, of the kind that you have in Las Vegas, Atlantic
City, and Mssissippi, and increasingly in other places, just as
a rough rule of thunmb, based on ny experience, it would be fair
to say that there are as nmany jobs in the hotel and restaurant
operations as there are in the casino, if not nore.

MR CHRISTIENSEN: | think the answer is nore. You are
absol utely right.

COWM SSI ONER W LHELM Are you suggesting, then, that
this 373,000 nunber would have to be substantially larger if you
were going to talk about the jobs generated by the casino
facility in total?

MR CHRI STI ENSEN: It would, | do not have that
statistic with ne, if you would like to have it, I wll have the

anal yst get it up for you.
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COW SSI ONER W LHELM | would very nuch appreciate

both of the statistics we have tal ked about so far.
Further, with respect to this jobs question, do these
figures include or exclude jobs generated by Native American

ganbling facilities?

MR,  CHRI STI ENSEN: They include class IIl facilities,
and the -- sorry.

COW SSI ONER W LHELM But there are class Il
facilities -- so the line called Indian is intended to include
all tribal class Ill facilities anywhere in the country?

MR.  CHRI STI ENSEN: W are looking at, in these

exhibits, relating to casino jobs, and then to Indian gam ng
revenues, we are |looking at two different accounts, again, in the
data base that we nmaintain.

The revenues that you have seen, in that pie chart
from Indian ganbling, that is both class Il and class II1. In
ot her words, bingo and Indian casinos. The jobs, subject again
to checking with the analyst who maintains this data base, |
believe are sinply the class IIl facility jobs.

COWM SSI ONER W LHELM  And, again, | realize that there
are, at this stage in the developnment of tribal ganbling there
are, of course, fewer hotel type facilities, but nevertheless
t hose woul d be excluded fromthis jobs chart, as well?

MR.  CHRI STI ENSEN: That is right. The I ndian gam ng
casinos, it is sort of like |ooking back in time conpared to the
Las Vegas strip they are not yet non-gamng facility dependent,
in terms of their incone statenents.

COW SSI ONER W LHELM  Overal | ?
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MR CHRI STI ENSEN: Overal I . There are individual
exceptions, as |'msure you are aware of.

COWM SSI ONER W LHELM So when you told us a little
while ago, M. Christiensen, that casino wages account for 31
cents on every dollar consuners spend in legal ganbling, if we
were to consider all of the jobs generated by the facilities, not
just the ones you put in your chart, it would be a significantly
bi gger nunber, wouldn't it?

MR. CHRI STI ENSEN:  Yes, it would be.

COWMWM SSI ONER W LHELM  On exhibit 6, estimted ganbling
privilege tax --

CHAI R JAMES: Before we |eave that one, | would just
ask that as you get the data that was requested by Comm ssioner
Wlhelm if you would send that to the Conmi ssion staff, and that
woul d be distributed to all of the Conm ssioners.

MR CHRI STI ENSEN:  Sur e.

COMWM SSI ONER W LHELM  And, again, if you are able to
ratchet up that 31 cent estinate along with the actual job
nunbers, that would be very hel pful.

MR.  CHRI STI ENSEN: Again, there are questions of
definition here, which are subjective to a degree. Wat is a job
that is, let’s say a casino industry job, | think if we are
tal king about a pit boss on the floor, everybody can agree that
that is a casino industry job. If we are tal king about the hotel
staff of a hotel that wouldn’t exist w thout the casino, | don’t
think we get too nuch disagreenent that that job is a function of
the industry.

If we tal k about sonebody who works in a travel agency

that, you know, is -- does serve the Nevada market, but the
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travel agency does other things, is that a casino industry job?
It gets to be a matter of definition.

CHAIR JAMES. | don’'t want to get into what is, is.

COMW SSI ONER W LHELM  Certainly not here, anyway.

CHAIR JAMES: Certainly not here. But | do think that
it would be helpful that we are all working off the sane set of
definitions, and that we are very clear about that when we see
one, because | for one, when |ooking at that, would have assuned
that those job categories were included.

So it doesn’'t matter to me one way or the other, | just
want to be clear what it is.

MR, CHRI STI ENSEN: | have a suggestion. This is kind
of a repetitive conversation you get in, in ny Iine of work. The
answer you get depends on the question you ask.

Maybe if it is no trouble, Conm ssioner, you could have
your staff direct a 25 word witten enquiry to us as to what you
want, and then there would be no --

COWM SSI ONER W LHELM | woul d be delighted. | woul d
just offer the thought that in my mnd the travel agency type
exanple you are giving I would put in a nultiplier category, ont
in the category of jobs created by casino facilities.

On the other hand, as you suggest, | think it would be
illusory to exclude, for exanple, and you used M. Lanni’s
facility as an exanple a nonment ago, there are nore jobs that are
not casino jobs by the definition you offered in the MaM G and
than there are casino jobs.

Qur particular union represents about 50,000 people in

Las Vegas, as of this year, 95 percent of whom woul d be excl uded
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from your definition. Clearly their jobs exist as a part of a

ganbling facility.

So | would ask you, and we will put this in witing if
you would like, to consider defining jobs and the payrol
associated with those jobs, in ternms of the jobs in ganbling

facilities, not just the casino.

To ne that would be the nost |ogical way of |ooking at
it. I’m sorry for taking all this time, Kay, but to nme these
things are critically inportant in our assessnent.

In exhibit 6, estimted ganbling privilege taxes |
believe | understand what that word neans. Do you know what the
total taxes paid by ganbling facilities are? Because obviously
ganbling facilities pay corporate incone taxes, and property
taxes, and a whole range of other kinds of taxes that other
busi nesses pay.

MR. CHRI STIENSEN. 1’ ve never seen the statistic. Bill
Bible in his former responsibilities in the Gam ng Control Board
in Carson City, Nevada, his fornmer staff would know that, with a
hi gh degree of accuracy, | believe, for the people who operate in
Nevada, because they all file tax returns.

The sanme thing is certainly true of the Casino Control
Commi ssion in New Jersey, they would know the total tax burden of
their |icensees. But for all of these industries |I don’t think
that nunber is obtainable, | wouldn’'t know how to obtain it, it
is certainly very large, because there are a |lot of businesses
her e.

But many of them are not publicly owned, they are
privately owned, their tax returns are not available, and it is

just very, very difficult to know that.
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COW SSI ONER W LHELM So it would be fair to say,

would it not, that the total taxes paid by these industries would
be substantially greater than 18 and a half billion?

MR.  CHRI STI ENSEN: The ganbling privilege taxes, that
18 and a half billion dollars there, yes it is a |lot of noney, it
is 36 percent, | think, of the total consuner expenditure on
ganbl i ng. But it is a tiny anmount of noney in relation to the
tax burden, you know, that all of these businesses certainly
have, if they are all, and | assune they are filing tax returns,
payi ng i ncone tax and so forth.

COWM SSI ONER W LHELM So it is probably fair to say,
al though you don’t have a nunber, that the total tax burden of
this industry is probably well over 50 percent of the ganbling
dol I ars consuners spend?

MR,  CHRI STl ENSEN: | sinply -- I'"m sure it is there,
I’m sure it is large. That is not a nunber | can generate for
you, however.

COWM SSI ONER W LHELM  Ckay, thank you.

CHAI R JAMES. Thank you, Conm ssioner Leone?

COWMWM SSI ONER LEONE: | have two questions, one of which
relates to the topics you ve been discussing with John, but |et
nme ask the other one first, because | thought your presentation
was very lucid, and best of all disciplined, in the sense that
you didn't reach for answers to questions when the data are not

exi stent, or questionable, and the nethodology tends to break

down.

Still, there are two questions that have bothered ne a
lot when we |ook at these nunbers. The first goes to the
di fference between -- can you hear nme now?
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The first goes to the difference between ganbling,
really, and al nost anything else | can think about off the top of
ny head, al t hough |1 think securities trading has sone
simlarities.

And it is the reason that | think the gross wagering
nunber had sone significance. And that is that while consuners
on your nodel spend 51 billion dollars, let’s say give or take on
ganbling, the rest of the noney that is wagered, that returns to
wagerers, is redistributed in the course of that process, nost
dramatically in lotteries, where we  get very extrene
redi stributive effects.

People tal k about the incidence of the tax portion of
|otteries, for exanple, and whether it is regressive or not. But
I have never seen any analysis of the incidence, t he
redi stributive inpact of ganbling activity.

| know | have seen it, for exanple, about the futures
i ndustry, although I’'ma little out of date on this, and it is
quite dramatic, the redistributive activity.

So that in the futures industry, for exanple, which is
a zero sum gain, except for the fees, | nean, the house
essentially exchanges, it is very msleading to say that
something economcally at a mcro level significant hasn’t
happened, because t here S a significant anount of
redi stribution.

| suspect, |'m sure, that there nust be a significant
anount of redistribution that goes on. And | don’'t even know
whet her that has ever been done for lotteries, which seens to ne

to be sonething you could do, you could at least look at a
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particular state’'s lottery system and are you aware of any
research that would help us get at that inpact?

MR, CHRISTIENSEN. No, I’'mnot, and | do have a pretty
good grasp of the literature. First of all, you put a
conplicated question very lucidly, | conplinment you on that, you
do under st and.

At the risk of burning tinme, a commercial gane has two
functions. It recirculates dollars fromplayer A to player B to
player C, and it renoves a percentage of that circulating flow of
dollars fromall players, collectively, and transfers over to the
i ndustry. That was 51 billion dollars |ast year.

That does affect the national incone and product
accounts. But in their redistributive function, which is all a
friendly game does, a friendly poker game, for exanple, personal
income is not affected in the national inconme and product
accounts. But one player mght wind up nuch richer and all the
ot her players nmuch poorer, and that is what the Comm ssioner is
al I udi ng to.

And a lotto ganme is an extrene exanple of that, where
there mght be 33 million players of the lotto game and one
Wi nner. So incomes have really been redistributed, and there are
econoni ¢ consequences to individuals that would not be reflected
in the national incone and product accounts.

| have never seen a study of this. Anmong other things
I’m guilty of an academ c study of ganbling, which appeared in
the university press of Kansas in 1985, and the bibliography in
there is exhaustive. There was nothing through 1985 that existed

that we did not exam ne, and there was nothing on this.
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W t hought about it. If we are old enough in tine it
is sonething I would like to look at, | think it is extrenely
i nteresting. These games do have consequences to individuals
that are not reflected in the accounts that | reviewed for you

this norning, and that is what the Comm ssioner is referring to.

But | cannot point you to sonething that would answer
your question, | have never seen it.

COWM SSI ONER LEONE: Ckay, that is all

CHAI R JAMES: Conmi ssi oner Bible?

COWM SSI ONER BI BLE: What you have given us today,
really, is a snapshot, and a snapshot of 1997. Could you maybe
give us a little bit of information on a tine series analysis as
to what the trends are, where the growmh factors are, what is
i ncreasi ng, what is decreasing?

MR, CHRI STI ENSEN:  Surely.

COW SSI ONER BI BLE: And then some sense as to what the
total pie, as it grows, |ooks I|ike.

MR CHRI STI ENSEN: The -- | tried to do that in the
concl udi ng pages of ny remarks. In the ’80s, |ooking backward,
there was double digit growh in consunmer spending on ganbling
al nost every year. That growth was really driven by new ganbling
busi nesses, nostly lotteries and casinos soaking up |atent
unsati sfi ed demand out there, anong consuners, for ganbling.

That has stopped for everything but casinos in the
1990s. And it is indeed true that for nost fornms of ganbling
this is no longer a growh section of the economy. The consumner
has got enough, he doesn’t want any nore.

Drivers of growh in the future, to the extent that

there are any at all, would have to cone from a change in the
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political environnment that would allow casinos to enter those
markets that don’t have casinos in them today, and tap the
remai ning pools of wunsatisfied demand for casino ganes, or
concei vably I nternet ganbling.

My view of electronic comrerce is that perhaps as nuch
as 30 percent of discretionary expenditures, all goods and
services, you know, books, nmnusic, records, novies, everything,
could shift to the Internet in a broad band world, specially if
t he cabl e guys, the at-homes, TC, AT&T get their way.

That also could stinulate new growh in ganbling from
the world-wide wired community. And | think it is unstoppable,
if it does occur.

But | don’t see any other growh drivers. | think I'm
starting to see, Conm ssioner Bible, really the reverse. | think
I’mstarting to perceive in sone ganbling busi nesses, fatigue and
people getting bored with the product, and spending starting to
decl i ne.

| think nmaybe the wave of enthusiasm for this has
passed. The last trend I would single out for you is the
transformation of some of the casino industry into a conpetitor
for Walt Disney Conpany and Universal. That is a ground swell
tide, conpanies like M. Lanni’s, like Steve Wnn's Mrage
Resorts, they are in the entertainnent business, and don't be
confused about that. They are not trying to grow ganbling, they
are trying to grow the entertai nnent portion of their business.

Is that a fair answer? Have | been responsive?

COW SSI ONER BI BLE: Yes, that is fine.

CHAI R JAMES: Commi ssi oner Machi ne. McCart hy, then

Conmmi ssi oner Dobson.
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COWM SSI ONER MCCARTHY: | enjoyed your presentation
al so, M. Christiensen, thank you.

| have just a couple of questions. In your article in
the 1GAB you indicated that there was still several narkets for
grow h for casinos. You also nade the point in the article that
casinos in Las Vegas, at |least, were placing much nore enphasis
on entertai nment and other areas besides ganbling nmachines and
tabl e ganes, to try to draw.

Are you suggesting that is there market difference
between the kind of entertainment that casinos in Las Vegas
offered a couple of decades ago, versus today, is it the
percentage of dollars being invested in entertainment that you
were referring to?

MR, CHRI STI ENSEN: Bot h. The answer to both question
is different. The entertainnent is different, and the investnent
is different.

A graphic exanple, the best business in Las Vegas
today, the one if | could have one wish, it would not be a
casino, it would be the Forum shops at Caesar’s Pal ace. There

are only a handful of machines in the entire facility, just at

one end of the shopping mall. But the retail sales per square
foot, the last tine | |ooked, were 1,400 dollars per square foot.
That is Tokyo jewelry shop nunbers. It is off the scale, there

is nothing like it in North Anerican retail.

This is just entertai nment and shopping, it is shopping
packaged as entertainnent. There was nothing like that, really,
in Las Vegas 20 years ago. It is high count investnent, too.

COWM SSI ONER MCCARTHY: Are you suggesting it is that

kind of nodel that will be required in other regions of the
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country in order to succeed as the saturation point is reached
for ganbling, that conponent?

MR, CHRI STI ENSEN:  Absol utely. In every one of these
casino markets, in every riverboat market, in every Indian gam ng
market, it is going to be inpossible to stay in the ganme if al
you offer is tables and machines. The consuner demands to be
ent ert ai ned. Entertainnent is the new entitlenent, | really
bel i eve that.

COWM SSI ONER MCCARTHY: (Okay, thank you.

MR.  CHRI STI ENSEN: If you don't offer it, exit the
i ndustry.

COWM SSI ONER MCCARTHY: Do you have any tables that
show the net profits of the industry?

MR,  CHRI STl ENSEN: No, sir, I'm sorry, that is not a
part of the gross annual wager base, we don’t carry the analysis
down to the | evel of profitability. | just I'"msorry that --

COW SSI ONER MCCARTHY:  You don’t have that avail abl e?

MR, CHRI STIENSEN: No, we don’t. You could easily get
that for the Nevada industry as a whole from sonething called the
Nevada Gam ng Abstract.

COWM SSI ONER MCCARTHY: In a casino questionnaire, a
gquestionnaire to casinos around the nation that the Conmm ssion
sent out recently we al so asked beyond the issue of what taxes do
you pay, including the nornmal taxes and taxes peculiar to
ganbling itself.

W al so asked what other kinds of expenditures are you
required to nmake by governnent for roads, or any sort of public

services or so on. Do you collect those nunbers?
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MR, CHRI STI ENSEN: Only on a -- only when we are
engaged to do so by a client. W have |ooked into that as
consultants, from time to tine. Unfortunately that s
proprietary wth us. Virtually all the work we do is
proprietary. | don’t nean to be uncooperative.

COWM SSI ONER MCCARTHY: And finally do you collect data
on the contributions made to treatment progranms for seriously
troubl ed ganbl ers?

MR. CHRI STI ENSEN: W’ ve never been asked to do that.
That is a good question. | don’t have the nunbers.

COW SSI ONER MCCARTHY: (Ckay, thank you.

CHAI R JAMES: Conmi ssi oner Dobson?

COWM SSI ONER DOBSON: Thank you, Madam Chair. Goi ng
back to exhibit 6, the estimated ganbling privilege taxes in
1997, indian ganmng there is shown as 583.9 mllion dollars.

Wul d you descri be what those taxes consist of, and how
they are different fromthe taxes paid by casinos and ot hers?

MR.  CHRI STI ENSEN: Surely. The Congress, in its
wi sdom when it passed IGRA in the conpacting process that it
laid out, left it open to the states in negotiating a conpact
with tribes if the state wanted to, to negotiate a share of the
gam ng revenues, basically as a tax to the state.

Not all states, not all governors were smart enough to
do this, but sone of themwere. | live in New York, and ny next
door nei ghbor is Connecticut, and Connecticut is a good exanple.

The two stage process by which class Il gam ng cane to
t he Naschantucket Pequats, they started with sinply tabl e ganes,
and the basis for that conpact was that the State of Connecti cut

had a small nunber of charitable Las Vegas night ganes, and in
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that first conpact between the State of Connecticut and the
Naschant ucket Pequats there was no percentage of revenues to the
state.

However, the Naschantucket Pequats very nuch wanted
machi nes, for obvious reasons. So they went back to the state
and negotiated a nodification in the conpact, and the state
allowed them to add machines, but in exchange, in that
bar gai ni ng, the state got the Naschantucket Pequats to agree that
a percentage of the machine revenues, not the table gane
revenues, would go to the state as a tax.

And there are also sone paynents that the tribe nakes
to defray the cost of regulation, which the state provides.

That kind of thing is what makes that 583.9 mllion
dol | ars.

COW SSI ONER DOBSON: So there are sone states where
I ndian gam ng i s not taxed?

MR, CHRI STI ENSEN: There are quite a few states where
I ndian gam ng is not taxed, because nost of the --

COWM SSI ONER DOBSON:  |Is that the --

MR. CHRI STI ENSEN:  Par don?

COWM SSI ONER DOBSON: Excuse ne, is that the mgjority,
or the mnority?

MR,  CHRI STI ENSEN: | haven’t really done a census of
it, but I"'msure it is. The states sinply weren’'t sw ft enough
to pick up on negotiating these conpacts. As they come up for
renewal | woul d expect that to be an issue.

COWM SSI ONER DOBSON:  The ot her question, very quickly,
is with regard to what you referred to as the shrinking potenti al

for gromh of certain fornms of ganbling.
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Did you consider the states that do not yet have
lotteries in that regard?

MR, CHRI STI ENSEN: W did, but there sinply aren’t very
many of them left. You have lotteries in 37, 38 counting the
District of Colunbia, that is sonmething like 84 percent of the
U. S popul ation, and there is not a lot of untapped potentia
left there.

COWM SSI ONER DOBSON: Thank you.

CHAI R JAMES: Conmi ssioner Bible, did you have a point
on this?

COMWM SSI ONER BIBLE: Yes, | just want to follow up on
Comm ssi oner Dobson’s question. Under the |ine Indian ganm ng
where you are showing 583.9 nmillion dollars --

MR. CHRI STI ENSEN:  Yes, Conmi ssioner?

COW SSI ONER BI BLE: Are those transfer paynents that
are being nade fromthe tribes to state and federal governnent?

MR, CHRI STI ENSEN: State governnent. | don't think the
federal governnent participates in this. Maybe in a mnor way,
in sone reqgulatory fees, but it is basically state governnent,
but they are transfer paynents, yes.

COWMWM SSI ONER BIBLE: Does it also include paynents that
the tribe is making to itself?

MR, CHRI STIENSEN: No, they do not. That is a transfer
fromthe tribe to state governnent.

COW SSI ONER BI BLE: And then under lotteries, that
woul d be the state’s share of the w n?

MR CHRI STI ENSEN: That is the state’s share of the
win, that is exactly right, sir.

CHAI R JAMES: Conmmi ssi oner Loescher?

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com



© 00 N o 0o A~ w N P

N NN N N NN NN P P P P P P PR PR R
© N O O A W N P O © 0O ~N O 0o N~ W N P O

February 8, 1999 N GI.S. C Virginia Beach Meeting 40
COW SSI ONER LCESCHER:  Madam Chair, thank you. | had
the sanme question as Conm ssioner Bible had. | would appreciate
it if you could send to the Conmm ssion the breakdown of the
nunbers that you have for the gross revenues, and also for the
t axes. W need to understand the elenments that nmake up the
nunbers that you have here.
It is curious, to ne, the tribal governnents under
t hensel ves, and they basically have the view that their
assessnents constitute 100 percent tax on their enterprise, and
yet your nunbers don't relate that idea.

Is there a reason for that?

MR CHRI STI ENSEN: I"m not sure | understand the
question, |I'’msorry.

COW SSI ONER LCESCHER: Madam Chair, the question
again, that Conm ssioner Bible, | thought | understood your

answer to him the answer to nme is that the nunbers that you have
in your reports reflect a transfer of revenues in form of taxes
to state and | ocal governments?

MR, CHRI STI ENSEN:  Pursuant to conpact, yes.

COWM SSI ONER LOESCHER:  But your nunbers don’t reflect
the amount that is transferred to tribal governments?

MR, CHRI STIENSEN. No, they don't. The -- if we could
find that pie chart, could you -- yes, this is a sumary
accounting of what the tribes realized from the operation of
| GRA, sinply on gamng revenue. Again, facility -- non-gam ng
facility revenue is not included in here. Adding that in |I have
it in nmy text, it is about two and a half billion dollars that

the tribe realized in benefits fromI|IGRA in 1997.
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This would be a summary accounting of the gamng
portion of it. Is that responsive? It is the only thing we
have.

COW SSI ONER LOESCHER:  Madam Chair, | just would Iike
to say that we would like to have the breakdown of the data, and
the sources of your information. | appreciate it.

Thank you, Madam Chair.

MR CHRI STI ENSEN:  Sur e.

CHAI R JAMES: Thank vyou. Did you have one other
comment ?

COWMWM SSI ONER BIBLE: Yes, to follow up on Comnm ssioner
Loescher’s question, it would seem like you treated state
|lotteries and tribal operations sonmewhat differently, in that

you’' ve taken the win portion of the lotteries, and apportioned
that as a privilege tax, and what Conm ssioner Loescher is
suggesting is that all of the win fromtribal operations should

be considered as a privilege tax.

MR.  CHRI STI ENSEN: Vell, it is, that is what this
reflects. In other words, this big red circle is allocation of
1997 gross gamng revenue or win from both class Il and class

[,

COMWM SSI ONER BIBLE: But if you get back to exhibit 6,
which is the exhibit we were tal king about.

MR.  CHRI STI ENSEN: Right, but this is to the tribes,
and exhibit 6 is to the states, they are different entities.

CHAIR JAMES:. But still governnents?

MR.  CHRI STI ENSEN: Yes. | think one way to clarify
this, that Indian gamng line is not the Indians, that is from

Indians to state governnments. The missing line on this chart, if
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you will, would be tribal governnents, and then you would -- to
t hensel ves, so then you would have tribal governnents, and that
woul d be the nunber on the preceding pie chart.

COWM SSI ONER BI BLE: And under Indian gaming | would
presune Foxwoods probably accounts for 40 percent of that figure,
50 percent, sonething of that nature?

MR, CHRI STI ENSEN: Yes. Does that clarify it?

COW SSI ONER BI BLE:  Yes.

CHAI R JAMES: Conmi ssi oner Lanni ?

COWM SSI ONER LANNI :  Thank you, Chairman Janes.

Just three responses, not to M. Christiensen, | found
your comments also to be quite lucid, though.

For MR MCarthy, the Nevada Gami ng Abstract was just
rel eased, and that would be available if the staff and the
Comm ssion would like to request it. That was for the fiscal
year ending July of 1998, in which they indicated that for
properties in Nevada with one mllion dollars of casino revenues,
or in excess of that nunber, that the after-tax, assuming a 37
and a half percent federal tax, the after-tax profits on all
revenues for those entities was 5.3 percent for the year.

In addition, just to respond to M. WIlhelm relative
to our conpany, which in Las Vegas at this tinme has approxi mately
11, 000 enpl oyees, about 35 percent of those enployees are gam ng
rel ated, and 65 percent are non-gam ng rel ated.

And | think that is reasonably simlar, probably, for
the industry.

As far as revenues from -- our revenues for our
conpany, which we are projecting for this cal endar year, 1999, we

are at the point where about 50 percent of our total revenues
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will conme from non-gam ng sources, and obviously 50 percent from
gam ng sources.

And it is nmoving very nuch, as M. Christiensen has
said, in that direction with nost conpanies in Nevada.

CHAIR JAMES. Thank you. And | would like to ask staff
if they would get copies of that Nevada Abstract and nmake it
available to all Conmm ssioners. Conm ssioner Kelly, did you get
that? Thank you, | appreciate that. Thank you very nuch

Wth that | would like to thank M. Christiensen, |
appreciate your -- | think the word of the nmorning is lucid, |
think it is indeed. Thank you very nuch for that very lucid
presentation, and it is very nuch appreciated by the Conm ssion
as well as the information that you submtted in witing, and it
has hel ped our deliberations a great deal.

Thank you very nuch

MR. CHRI STI ENSEN: Thank you very rmuch.
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